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PART I. SUMMARY AND RECOMMENDATIONS

A. RECOMMENDATIONS

The AID Regional Development Office/Caribbean (RDO/C) recommends
authorization of a loan of $8,400,000 and a grant for $1,400,000 to
develop and expand small and medium enterprises and industrial estates
in participating CDB Member Countries. Both the loan and grant will
be funded in FY 79 under the SDA appropriation category. The loan
term will be forty years with 10 years grace, with interest of 2%
during the grace period and 3% thereafter.

B. _BORROWER/GRANTEE

The Borrower/Grantee and primary executing agency will be the
Caribbean Development Bank (CLB). The CDB is a regional development
finance institution, established in 1970, for the purpose of promoting
the development and integration of its borrowing member governments
with special emphasis on its less developed member countries. The
participating members for this project are the Lesser Developed
Countries (LDC's) - St. Vincent, St. Lucia, Dominica, Antigqua,

St. Kitts/Nevis/Anguilla, Grenada, Belize, Montserrat, British Virgin
Islands, Cayman Islands, and Turks and Caicos Islands, and the More
Developed Countries (MDC's) - Barbados, Guyana and Jamaica. 1/

C. DESCRIPTION OF PROJECT

The goal of this Project is to increase employment and increase
the income of the poor in the English-speaking Caribbean Region
(the "Region"). The purpose of the Project is to stimulate the
investment in small and medium businesses necessary to increase
production and employment in the region.

The Project will provide medium and long term credits to
Caribbean small and medium industry and for industrial estates.
Project activities will consist »>f:

- Direct lending by the CDB for industrial
enterprises and industrial estates (AID Loan Funds).

- On-lending to small and medium business enterprises
through financial intermediaries (AID Loan Funds).

- Technical Assistance (AID Grant Funds).

1. Direct Lending

Approximately $4.5 million of the proposed loan funds will be
utilized for direct lending activities over the four-year period
beginning in the Fall, 1979. The ChHB will relend AID funds for
industrial estate development and for expansion of the manufacturing,
construction and service sectors. Loan funds will finance equipment,
construction and working capital.

l/ - Jamaica is considered eligible for loan funds for on-lending

- through intermediaries only to the extent that it can be
determined that the funds provided in the World Bank Loan to small
scale enterprise development are insufficient.



2. On-Lending Via Financial Intermediaries

Approximately $3.9 million of loan funds will be on-lent by
Development Finance Corporation (DFC's) and commercial banking
ins-itutions to small and medium business enterprises. Loan funds
wili finance the local and foreign exchange costs including working
capital for a wide variety of manufacturing and service enterprises.

DFC's will be used as the financial intermediaries for on-lending
in those countries where the CDB and the country concerned can demonstrate
that the DFC will have the capacity to effectively and economically
carry out this role.

In countries where the DFC's do not have this potential, the CDB
will attempt to establish an experimental or pilot on-lending program
through one or more private or Governmcnt commercial banks, private
DrC's, cooperative banks, or other qualified financial intermediaries.
Under this system, the CDB will on-lend via commercial banks provided
they (a) demonstrate their ability and willingness to utilize the
funds in a manner consistent with project objectives, (b) are financially
sound institutions, and (c¢) obtain a Government foreign exchange
guarantee, or accept the foreign exchange risk themselves.

3. Technical Assistance

The technicul assistance activities under this grant will be
directed primarily at the borrowers or potential borrowers of the small
industry credit funds in the LDC's. AID grant funds of $1.4 million
will be provided. The bulk of these funds (approximately $800 thousand)
will finance Small Business Advisors (SBA's) who will be assigned to
each of the participating LDC's. The main function of the SBA's will
be to work outside the financial institutions to assist its potential
and actual clients. The assistance provided by the SBA will be
substituted or augmented where possible with assistance from the Peace
Corps.

The remaining $600,000 of technical assistance will be utilized
to provide specialized technical assistance directed at export
promotion, and industrial estate programs.

D. SUMMARY FINANCIAL PLAN

The total cost of the project is $12,360,000. The estimated
breakdown of cost and financing of the project is shown in the following
table. The CDB Governments and others are providing $2,560,000. The
project activities will be implemented over four years from the date
of signing of the loan/grant agreements. The Project Assistance
Completion Date (PACD) will be four and one halr years from the date of
signature o“ the Project Agreement. fThe demand for these funds is
established by analyses of past and planned subloans in the region.

See Part 1V, A, 1. These subloans are illustrative of projects which
AID has supported in the past and although full evaluation is not
complete they are expected to meet the subproject criteria identified
in Part III, Section E., 5.



FINANCIAL PLAN

(Uss$000)
SUB-BORROWERS, DFC's
AID CDB AND GOVERNMENTS TOTAL
Small and Medium
Enterprise Credits 8,400 - 1,680 10,080
Technical Assistance 1,400 - 370 1,770
Administrative
Support (CD3) - 510 - 5101/
9,800 510 2,050 12,360~
E. SUMMARY FINDINGS

The Project appropriately addresses a priority constraint
in the English-speaking Caribbean -- supplementary term financing
and technical assistance for industrial estates and industrial
lending for small and medium enterprises. It has been designed
within the constraints imposed by A.I.D. legislation. It is
judged to be an administratively and financially feasible means
of achieving the Project purpose. On a sub-project level, proper
planning will be assured by the fact that sub-projects will be
analyzed by institutions which will be pre-qualified by the CDB
and RDO/C as capable of undertaking effective project analyses.
The Project meets all other applicable statutory criteria (See
Annex I-1, Statutory Checklist).

F. ISSUES
1. The Use of the DFC's as On-Lending Institutions

The major issue that was addressed by RDO/C and the CDB
in the preparation of the Project was whether or not, in light
of the poor financial performance of the DFC's since
their inception, to utilize the DFC's as on-lending institutions
for this program. The conclusion reached after consideration of
the alternatives {CDB direct lending for small and medium
enterprises in the LDC's, or the use of commercial banks as
intermediaries) was that in those countries where the Govern-
ments were willing to restructure and strengthen the DFC's,
providing limited subsidies where necessary, these institutions
offered important advantages over the alternatives in terms of
providing both technical assistance and financing to small
business, undertaking industrial promotion services for the
Government, and providing credit to small farmers under the AID/
CDB Agricultural Production Credit (APC) programs which would be
disrupted if the use of the DFC's were to be discontinued.

1/ Funds may be re-allocated among activities as necessitated
by project requirements.



RDO/C and CDB therefore concluded that in those countries, where the
Governments are willing to t-ke the steps necessary to develop the
DFC's into effective intermediaries and where a sufficient volume of
potential business exists, the DFC's will be utilized. It was also
decided that the CDB would attempt to establish an experimental
program, using commercial institutions (e.y. commerciul banks) as
intermediaries in those countries where restructuring of the DFC's is
not feasible and in Guyana where there appears to be room for both
DFC and commercial bank on-lending.

2. Financing Of Export Industries

As analyzed in the most recent IBRD report for the Eastern
Caribbean, the potential for import substitution industries, and
industries which produce solely for the local or CARICOM market is
constrained due to the extremely small size of the market. This limits
investment possibilities largely to products which are expensive or
difficult to transport relative to cost (e.g. soft drinks, beer, bread,
concrete blocks), to the production for the local markets of products
which could also be exported, and to enclave incustries which would
normally not be financed under this program without RDO/C approval since
they are generally foreign owned and expected to arrange financing
abroad. Since the region's potential for import substitution is
reaching saturation, AID funds cannot effectively be used to promote
industrial development and employment generation unless financing is
made available for enterprises which will in many cases export a
portion of their production outside CARICOM.

It is strongly recommended that such enterprises be financed.
With regard to exports to the U.S., such exports will not result in any
remotely significant competition with U.S. products because of the
incredible small industrial potential of the region even if the un-
employed all formed employment in export industry, the small size of
operations expected to be financed, and because it is expected that
the special trading relations with Canada and with Europe under the
Lomé Convention will result in the bulk of such exports being sold in
those countries.* Further, by creating jobs in the Caribbean, such
investment will limit migration pressures that would result in job
competition in the U.S.

*Data from Barbados show that currently only about 25% of manufactured
exports go to the U.S. If this percentage is applied to the proportion
of exports to non-CARICOM countries from 26 export-oriented enclave
industries surveyed in the LDC's, an estimated 18% of production would
go to the U.S. The share total of manufacturing output that goes to the
U.S. would be significantly lower. Since manufacturing only accounts
for about 5% of GDP in the LDC's or about $20 million, the amount of
exports in dollaxr amounts would be so small as to be infinitesimal.



G. CONDITIONS AND COVENANTS

1. Special Conditions Precedent 1o Disbursement

Prior to the first disbursenent under the Loan, or to the
issuance by A.I.D. of documentation purctuant to which disbursement
will be made, the Borrower will, except as the Parties may otherwise
agree in writing, furnish to A.I.D. in form and substance satisfactoiry
to A.I.D.:

A description of the criteria to be used to determine
the eligibility of lending institutions as intermediate
lenders under the project.

2. Conditions Precedent To Additional Disbursement

Prior to disbursement under the Loan, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be made
to any secondary financial institution, the Borrower will, except as
the Parties may otherwise agree in writing, furnish to A.I.D. in
iorm and substance satisfactory to A.I.D.:

(a) An evaluation of the institution by the Borrower
with a specific finding as to the institution's
viability and its ability to manage sub-loans;

(b) A statement of the procedures and criteria against
which the institution will appraise the technical
and financial, and environmental soundness of the
projects.

3. Special Covenants For Sub-project Lending

Borrower will insure that:

(a) Individual sub-projects costing in excess of
U.S. $500,000 will be submitted to A.I.D. for approval
prior to their being financed undar the loan; and

(b) Prior to approval of financing by on-lending
institutions for projects located in Jamaica, that
financing is not available from the SSE loan program
being financed by the International Bank for
Reconstruction and Development,except as AID may
otherwise agree.

4. Special Covenants For The Industrial Estates Program (IEP)

(a) Prior to the approval of financing for an industrial estate
project, Borrower will use its best efforts to establish with the sub-
borrower a financial plan for management of the facility that includes
minimum rental rates sufficient to cover loan debt service and maintenance
costs.



(b) Borrower agrees to work actively towards the adoption of a
common regional policy on industrial estates, particularly as regards
the reduction or elimination of rental subsidies.

5. Special Covenant For Use Of Funds

(a) Borrower agrees to provide in sub-lending agreements with
intermediate credit institutions that project funds, including reflow,
which are not used for project purposes within a reasonable period of
time shall be returned to the Borrower for use on other aspects of the
program. Funds repaid to the Borrower shall be credited to Borrower's
Special Develcpment Fund.

(b) Borcrower covenants to use income over and above administrative
costs and 2% allocation to reserves from interest spread on AID Funds
for technical assistance programs that will stimulate the investment in
small and medium business enterprises necessary to increase production
and employment in the region.

H. PROJECT COMMITTEE

Steve Ryner - Project Coordinator - CPDO, RDO/C
Gerald Wein - Program Economist, RDO/C

Robert Meighan - Regional Legal Advisor, RDO/C
Dwight Johnson - Deputy AID Representativye

EXPERTS WHO ASSISTED IN PROJECT DEVELOPMENT

Gerald Alter - Development Banking Specialist, Economist,
Past Vice-President, IBRD, AID Contract
C-BRG-538-79-002.

Meredith Burke - Labor Economist and Demographer AID
Contract - LAC-C-1320.

Frank Skowronski - President, Consultant in Business and
Banking Analysis AID Contract -~ LAC-C-1268

Robert Rhoades - Social Scientist AID Contract - LAC-C-1283
Ben Severn - Program Econamist - TDY, AID/W.
Arthur Warman - Finance Officer - TDY

AID/W
PRINCIPAL LIAISON PERSONS IN THE CARIBBE&AN DEVf’OPMéNT BANK

Neville Nicholls, Vice President and Legal Counsel

Lewis Campbell, Director, Projects Department

Joseph de Fonseka, Deputy Director, Industry and DFC's Division
Caroll Robinson, Assistant Director, Industry and DFC's Division
Robert Iyer, Assistant Director, Industrv and DFC's Division.
Freddy Harding/; Small Industry

Werner Voeth Loan Officer

APPROVED BY

William B. Wheeler, AID, Representative, RDO/C.



PART 1II. BACKGROUND

A. ECONOMIC ENVIRONMENT

The Commonwealth Caribbean consists of sixteen (16) dispersed
states with a total population of about five million. To facilitate
analysis of the economic problems and potential of the English-speaking
Caribbean, the countries of the area are usually grouped primarily
on the basis of national income levels into categories of More Developed
Countries (MDC's) and Less Developed Countries (LDC's). This project
will focus mainly on the needs of three MDC's - Jamaica, Barbados and
Guyana - and ten LDC's - St. Vincent, St. Lucia, Dominica, Antigua,

St. Kitts/Nevis/Anguilla, Grenada, Belize, Montserrat, British Virgin
Islands and Turks & Caicos Islands.

The 1970's have been a particularly disruptive decade in the
economic life of these Caribbean countries. Without exception all
have high unemployment and a pressing need to accelerate job creation.
The inflation and world economic resession which ensued in 1973/74
has had a serious adverse impact on the economies of the region.

The quadrupling of oil prices, the large increases in prices of

imported foodstuffs, combined with a severe contraction in international
demand for some of the region's major exports of goods and services,

had particularly dire consequences. The three MDC's experienced

severe balance of payments difficulties and a deterioration in their
central government finances. Eventually the three had to institute
austerity measures to protect their balance of payments and budgets.
Economic growth was stymied and in many instances living standards
deteriorated.

The turbulent eccnomic events of this decade brought to the
surface the inherent weaknesses of their economic structures. These
events have also placed heavy strains on their social and political
structures.

West Indian economies do not exhibit the degree of economic
dualism found in many African, Asian and Latin American developing
countries. There is, nevertheless, a marked in-equality in the
distribution of the capital stock, and, considerable labor resources
are unemployed.

The islands all have vulnerable open economies, depending
heavily on a few export products and a broad range of imports. For
the LDC's, 1977 imports of goods rep.csented some 82% of GNP and
exports of goods represented 53%; for the MDC's imports of goods
amounted to 63% and exports of goods 49% of GNP.

To understand the unusual characteristics of these economies
and the underlying difficulties requires an appreciation of their
structural constraints. The small size of the countries as measured
by population or the natural resource base is an important limiting
factor. With very small domestic markets, self-sufficiency in a
broad range of products could only be achieved at highly in-efficient
levels of production and correspondingly low levels of national income.
Small countries are thus forced to specialize in the production of a
very few goods and services and to depend heavily on foreign trade.



T}e MDC's have been fortunate to have had some valuable natural
r:sources and the ability to exploit them. These include bauxite
‘Jamaica and Guyana), a climate and soils conducive to the sugar
industry (Guyana, Barbados and Jamaica), and a sea-sun-sand combination
which attracts tourists (Jamaica and Barbados).

The exploitation of these resources has traditionally mede
an important cont-ibution to the growth of the area. However, a high
level of dependence on these resources has made the economies unusually
vulnerable to changes in their external demand. To reduce this export
vulnerability, lessen the dependency on imports, and put the economies
on a more stable, broad-based footing. the Governments sought to expanl
their industrial sectors. Diversification of production was also
expected to contribute to growth in income and employment. A regional
trade group was formed to create a protected market of some five
million people, and various incentive policies were established to
encourage investment in manufacturing.

B. THE INDUSTRIAL SECTOR

The manufacturing sector in the region is zmall whether
measured in absolute or relative temis. In 1976, manufacturing accounted
on the average for 12% of GDP in the MDC's. In the Eastern Caribbean
Common Market (ECCM) countri~s the share of the Manufacturing Sector
is estimated at 5%. In Belize the share of manufacturing was 13%. The
MDC's accounted for 94% of manufacturing GDP in the region in 1376 while
the LDC's accounted for only 6%. Employment in manufacturing in
MDC's in 1976 was estimated at about 140,000,

Industrial activity throughout the Caribbean is mainly concentrated
i, the lighter maanufacturing areas which typify countries at an early
stage of industiialization. Trinidad & Tobago, Jamaica and Guyana do
have some heavy industry based upon petrcleum or bauxite resources, but
their development has been historically separate from that of lighter
manufacturing. Such light manufacturing is predominantly import
suhastitnting.  Unducly high capital intensity has becn fostered by
duty-free imports of capital goods, the difficulty in borcowing fe. . working
capital as compared with physical capital, the bias of credit
institutions toward "modern" plants, and, in some cases, unrealistic
exchange rates. The import content of production tends to be wvery high
because of the limited supply of domestic raw materials ard intermediate
goods and the duty-free import status offered as an industrial incentive.
Protective tariffs, quantitative restrictions, and generous fiscal
incentives have permitted import substituting industries wit. high
production costs and a resulting inability to penetrate extra-regic::al
markets. Exceptions are assembly-type products, such as clothing
and electronics, which have developed in several islands.

The magnitude and scope of industrial activity in the LDC's are
extremely limited. 1In St. Lucia, Antigua, and St. Kitts, manufacturing
encompasses a limited amount of import substitution (soft drinks,
concrete blocks), some production for regional markets (garments,
beer, processed agricultural products) and several export-oriented firms
often producing for extra-regional markets (TV and electronic assembly
plants). Dominica, Grenada, and St. Vincent have extremely narrow
manufacturing sectors.



C. UNEMPLOYMENT

Even with these positive efforts and incentative policies
unemployment and under-employment continue to grow. Unemployment has
been categorized by the World Bank as the most pervasive and pressing
problem facing Caribbean countries today. Accurate measurements of
unemployment in the LDC's are non-existant. World Bank ectimates
of currert unemployment in the Eastern Caribbean LDC's ranges

from 13-23%. Others have estimated the rates considerablv higher.
In 3Barbados unemployment dropped to 12% in 1978 while in uamaica the
unemployment (in 1977) was estimated at 24%. Data on the age

distribution of unemployed workers shows that about 75% are under 25.
The fact that the numbers of youth entering the labor force annually
is increasing, both because of demographic characteristics and because
the fewer young workers are able to migrate to developed countries,
suggest that the pressure for jobs will pecome more intens< in the
future.

In addition to open unemployment, there is substantial under-
employment. Although accurate national measures of under-employment
are understandably lacking, numerous illustrations could be cited.

In St. Kitts, for example, out of a total labor force of 20,000 in all
sectors, some 3,000 cane cutters are employed on a guaranteed three-day
week basis; another 1,000 are employed full-time for 26 weeks and

three days a week during the balance of the year. During the Summer

of 1978, the Barbados Government also found it necessary to place
hundreds of government "casual" workers on a temporary four-day

week basis due to budgev constraints.

D. EMPLOYMENT AND INCOME GENERATION

With puhlic sector budgets overstrained, and given the limited
amount of labcr that can be abosrbed in agriculture, a large proportion
of additional job creation and production must come from commerce,
manufacturing and tcurism. Expansion of employment in these sectors
will directly impruve the well-being of the poor. Small and medium
scale manufacturing and service enterprises offer particular promise
for employment generation as do traditional or informal activities
such as workshops and household industries which are generally labor
intensive and provide an outlet for independent people able to organize
employment for others.

A recent World Bank <tudy concluded that industrial growth and
employment in the Eastern Caribbean LDC's will have to rely
significantly on foreign enclave operations. Like small and medium
scale firms, such industries have the advantags of often being labor
intensive. 1In addition, they often supply their own capital, market
information and technical expertise. 1If enclave industry is to be
attracted, it is imperative that incentives be maintained such as
competitive wages and limited industrial disputes.

The most significant structural obstacles to expansicn of
production and employment in manufacturing have been the dearth of
natural resources suitable for industrial processing and the small
size of internal markets. Other important constraints more amenable
to policy and program intervention include:



10

- Shortcomings of the capital markets, e.gq.
inadeguate availability of capital, unduly
conservative credit term and ccnditions, limit-
ed capacity of many of the fimancial institu-
tions to efficiently serve small and medium-
sized clients, and concentration of wealth in
the hands of businessmen in the distributive
trades who are unwilling to assume risks in
industry. (Annex II-8 contains a description
and analysis of the Caribbean financial markets).

- Lack of confidence in Government economic man-
agement, lack of clarity about the rules govern-
ing foreign investment and a resulting percep-
tion of foreign investors that they are unwelcome
in the Caribbean.

- Lack of skills in project preparation, financial
management, marketing, etc., for small and
medium-sized businesses.

~ Limited entrepreneurial skills, lack of knowledge
of technological alternatives and lack of
knowledge of potential markets.

E. EVALUATION OF PREVIOUS AID EXPERIENCE

1. Development Finance Corporations

Ten Development Finance Corporations operate in the Eastern
Caribbean and Belize. These DFCs wcre established to serve in-
digenous borrowers who did not have ready access to financing
through commercial chanaels. Over the past five years they have
collectively approved $7.8 million in sub-loans. They have been
the primary source of finance for many small businessmen oper-
ating lubor-intensive enterprises. However, the DFCs have accrued
a net operating loss of $202,000 and an estimated 630 loans, val-
ued at U.S. $2 million, are currently in arrears.

The system has equity {or near equity) valued at US$4.6
million, a debt equity ratio of 2.5:1, and total banking assets
of above US$13.4 million. Nearly half of the assets, and more
than half of the equity, is attributable to the one DFC in Belize.
The DFC system is staffed by 145 persons, and has an annual sal-
ary bill of about USS$360,000. (For detailed information on in-
dividual DFC's see Annex VI-7).

The generally poor performance of the DFC's is partially
attributable to the tiny market served. For most DFCs the vol-
ume of operations is too low to cover operating costs, which are
on average 8% of sub-lcan portfolio value. On-lending rates
generally have been below commercial rates and have not provided
an adequate spread. Moreover, collection procedures of many
DFCs have been poor.
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In fact only four LDC's (Belize, Antiqua, St. Lucia and
Dominica) appear capable of supporting well run independent
financial institutions devoteu primarily .to the provision of
fixed capital. Even in these, tle development of markets
would appear to proceed at a pace insufficient to generate
lncome at rates required for commercial viability (except
for Belize).

1/

2. Industrial Estates=

A total of 375,257 square feet of factory space has been
constructed with funding from the 11 sub-loans made by CDB to
the seven countries2/ that were surveyed.

Of the 375,257 square feet of factory space that has been
constructed, only 6,000 in Belize are vacant and uncommitted. There
is no space in any of the other six countries available for immediate
occupancy. An additional 4,000 square feet in Dominica is rented by the
Government for a training program and 20,000 square feet in Antigua,
which had been occupied by an animal feed mixing plant now in bankruptcy,
is committed to the Government, which plans to reopen it. Even counting
committed space as vacant, the current vacancy rate of less than 10%
is quite low; for example, CDB uses a 25% vacancy rate in its formula
for calculating economic rental rates.

The primary objective of the Industrial Estatcs Program
is and should be, job creation, and the results of the program are
impressive. Some 2,000 jobs have been created during the relatively
short period of about six years during which the program has been
operative.

The Industrial Estates Program of the CDB is also impressive
from an industrial investment standpoint. A public investment of
$4.4 million in estates has served as a catalyst for a private
investment of about $6.5 million in machinery and equipment.
Combining the two fixed investments, total investment per worker
is about US.$5,400. By international standards, the industries that
have been attracted by the Industrial Estates Program have been
highly labor-intensive. Their overall contribution to GDP is
significant as well. The US $10 million in GDP they generate is
over 1.5% of the total GDP of the LDC's where the IEP was evaluated. 3/

The evaluation of the EIP also uncovered several problem
areas. Most important among these is the current rental policy.
Most estates charge about $1/sq.ft. for space in factory shells. This
price is less than half of the economic cost of the facilities
provided. The cost of this subsidy in economic terms is estimated

at over $400,000/vear,

Other problems were identified in the planning, and management of
industrial estates. The consultants recommended that technical assistance
be provided to improve demand projections, standardize design, improve
maintenance, and in several other areas.

1l/ - Evaluation of Industrial Estate Loans provided by the Caribbean
Development Bank, prepared by Clapp and Mayne Inc. May 1979.

2/ - Antigua, Barbados, Belize, Dominica, Montserrat, St. Kitts, St. Lucia.

3/ - See also Annex V-3 for a discussion of the economic effects of the
IEP.
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F. PROJECT STRATEGY

1, Strengthening Credit Delivery Systems

The major issue arising out of the review of financial markets and
DFC's is whether to continue to utilize the DrC's, and if not - to
determine what mechanism should be used for channeling credit to small
and medium enterprises in tt2 LDC's. One possible solution considered
was the use of commercial institiutions; this alternative was explored
by an RDO/C Consultant, Gerald Alter, an ex Vice-President of the
IBRD, who has had broad experience in dealing with financial intermediaries
As a result of his study of the situation,he recommended the use of
commercial banks, and developed a framework for a CDB program to
channel funds through commercial banks, which, he pointed out, would
be unlikely to deal with the very small and inexperienced entrepreneur.

After a joint evaluation of the DFC's and the commercial
institution alternative, the CDB and RDO/C concluded that the DFC's, if
they could be restructured, would have several desirable advantages
for the CDB program in the LDC's. These advantages are:

(a) as public institutions, the DFC's are able to lend
to and provide technical assistance to small
entrepreneurs who are considered too risky for
lending by commercial banks;

(b) in some countries ther perform industrial promotion
activities foir the government and in some cases
manage the Industrial Estates Program;

(c) in many of the LDC's, the DFC's act as
intermediaries for the AID/CDB Agricultural
Production Credit Program (APC).

Because of these advantages the CDB and RDO/C concluded that in
countries where the DFC's are viable (Belize) or where the Governments
are willing and able to undertake the necessary measures (including
provision of subventions) to make the DFC's into effective development
institutions, the 0rC's will be ztrengthened and utilized under this
and other CDB programs.

In those countries where there is little hope of developing
a DFC or where the Governments will not agree to restructuring the
DFC's, tne CDB will attempt to negotiate agreement for the utilization
of commercial institutions as intermediaries on an experimental basis.
Conversations to date with the managers Caribbean head offices of the
main commercial banks of the region indicate that the commercial banks
are interested and willing to participate in such a program on the terms
and conditions discussed in this paper.

RDO/C considers this approach to the DFC problem to be a
realistic and feasible one. Under this approach, we would expect
three to five DFC's to qualify for on-lending. As far as the
experimental commercial banking program, we would expect that this
program will be established on an experimental basis in two to three
countries, including Guyana where the Central Bank and the commercial
banks have both expressed a strong interest.
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2. Industrial Estates

The industrial estates program appears to have been very
successful in generating investment, employment and output. The most
serious problem seems to be the low rental rates. Most of the
institutions involved appear to be predisposed to increase rates,
and the CDB's covenant to actively work toward this objective should
be adegquate. The CDB, as the credit source for the majority of
industrial estates in the Region, is in an excellent position to
exert 1its leadership on this issue.

The problem identified with respect to the planning and
management can be resolved through the provision of technical assistance.
This TA will be provided under the grant portion of this program.

3. Strengthening Entrepreneurial And Managerial Capacity

Provision of credit and industrial estates will not by
themselves be sufficient to assist the inexperienced businessperson.
Training and technical assistance will be needed. These needs will
be addressed in this project, first, by establishing a 5mall Susiness
Advisor in each LDC to provide long-term assistance and, second, by
augmenting his/her assistance with short-term consultants as
needed.

Description of these activities follow.
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PART III. PROJECT DESCRIPTION

The goal of this pnroject is to increase employment and outputs
of the industrial and informal sectors 1/ of the MDC's and LDC's of
the English-speaking Caribbean (the Region 2/). Goal achievement will
require coordinated efforts on the part of the public and private sectors,
as well as the international donors and it will not result from this
project alone. The purpose of the project is to stimulate the
investment in small and medium industry necessary to increase employment
and prodaction in the region.

A. PROJECT DESIGN

This project is designed as to provide medium and long term credits
to Caribbean small and medium industry (private, public, and mixed
enterprises) and for industrial estates. It supports and parallels the
research and technical assistance activities undertaken in the Employment/
Investment Grant AID project 538-0013. Under the proposed AID Loan/
Grant, funds of $9.8 million by AID will provide financing for both
foreign exchange and local costs of sub-projects in both the manufacturing
and service sectors. Project activities include the following:

-- Direct Lending by the CDB for indus=:rial

enterprises and industrial estates. (AID Loan Funds).
-- On-Lending through financial intermediaries. (AID Loan
funds) .

-- Technical Assistance (AID Grant Funds).

1. Direct Lending

Approximately $4.5 million of the proposed loan funds will be
utilized for direct lending activities over the four-year period of
1979-19683. Sub-loans will be made for industrial estates development
and projects in the industrial and service sectors, and will finance
equipment, construction and permanent working capital. Utilization of
local construction services and resources will be encouraged as this will
increase the project's impact on regional employment and income.

1l/ - Informal sector includes cottage and service industries, i.e.
handicrafts, workshop, appliance repair services, etc.

2/ - More Developed Countries (MDC's) - Barbados and Guyana.
Jamaica will be included only if IBRD funds are inadequate for
the country's needs.

Lesser Developed Countries (LDC's) ~ Antigua, Belize, Dominica,
Grenada, Montserrat, St. Kitts/Nevis/Anguilla, St. Lucia, St. Vincent,
British Virgin Islands, Cayman Islands and Turks and Caicos Islands.
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Direct sub-loans utilizing AJD funds will be made by the CDB
only if the loan term is in excess of three years and the value is
over $100,000. This lower limit is currently under review by the CDB
and may be raised to $150,000 in 1979 prices.

CDB interest rates to the private sector for direct industrial
lending (presently set at 10%%) will approximate commercial rates.
The CDB will continue its policy of lending to Governments for industrial
estat=s at 4%. All CDB direct lending whether to Governments or
to private industry will be denominated in U.S. dollars with the
borrcwers thereby assuming the foreign exchange risk as well as the
commercial risk.

In consonance with the IBRD recommendations and CDB's stated
intentions, the CDB will endeavor to obtain the agreements of Governments
to sharply reduce or eliminate the subsidies on industrial estates
as soon as possible. The recommended minimum rental rate would be
adequate to service the loan debt and maintenance cost.

2. On-Lending Activities

$3.9 million of AID loan funds have been allocated to on-lending
specifically directed at providing foreign and local funds in support
of the expansion of small and medium sized enterprises. Because of
the small size of the economies and the concomitant dearth of
profitable investment opportunities, eligible sub-projects under this
program would include a wide variety of informal, small and medium
manufacturing and service enterprises. These include manufacturing
enterprises; commercial enterprises such as bakeries;
construction and transportation services (buses, trucks, taxis);
and other service industries such as vehicle repair shops, general
repair shops, small scale tourism, etc. The required AID loan funds
are estimated at $3.9 million for the period 1979-82.

The project will utilize the Development Finance Corporationrs (DFCs)

and commercial institutions as financial intermediaries, but only
one of these channels would be used in each country. Priority will be
given to the DFC's where they have been determined by the CDB to be
technically and financially sound. A general criteria and evaluation
check list for determining the acceptability of DFC's in the CDB's on-
lending program has been developéed. (See Annex VIIF6).The CDB will
develop more detailed criteria against which to evaluate the eligibility
of each prospective financial institution as a CP to disbursement of
project funds. The DFC's will be required to accept the full
commercial risk on loans made with CDB/AID resources. Government
guarantees will protect the CDB against foreign exchange as well as
commercial risks.

DFC's determined to be eligible and electing to participate
in the project will be permitted to borrow from the CDB at 4% interest.
The loan level will reflect realistic demand projections and an assess-
ment of the DFC's ability to administer an expanded program. The DFC's
will on-lend at non-prime commercial rates, presently 10-12%, rather
than at the DFC's traditional 8%.

To partially address the DFC problems identified above, the CDB
will provide the services of a development banking specialist who will
work regionally out of CDB headquarters.
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Short-term technical assistance will also be provided as necessary.
AID grant funds are already available for these purposes, The lack
of trained human resources to plan and implement sub-projects is also
a continuing problem, but is not seen as an insurmountable obstacle.

When the CDB cannot determine that a DFC in a country is an
accoptable financial intermediary, the CDB will negotiate the
establishment of an experimental on-lending program through one or
more private or Government commercial banks, private DFC's, coorerative
banks, or similarly gualified financial intermediaries. Under this
proposed pilot program, the CDB will lend directly to commercial banks
provided that they (a) demonstrate their ability and willingness to
utilize the funds in a manner consistent with project objectives, (b)
are Ifinancially sound institutions, and (c) obtain a Government foreign
exchange guarantee. It is anticipated that the CDB will make funds
available at 4% and that Goverrments will receive a 1% fee for covering
the foreign exchange risk. Banks are expected to on-lend at non-prime
rates, presently in the 10-12% range. Though the average cost of commercial
resources are lower than the anticipated 5% or 6% rate, three
commercial banks have indicated this spread is sufficient incentive for
them to participate in the program.

Both public (DFC's) and private institutions are expected to
carry out financial rate of return calculations for all loans
submitted for on-lending. All sub-projects must be financially viable
without subsidy. Sub-loans will be made for permanent working capital
as well as fixed assets of small and medium enterprises.

Permanent working capital sub-loans will be restricted to those
erterprises expanding their fixed assets (with or without the use of
borrowed funds for this purpose) and to those enterprises requiring
additional working capital to effect a major increase in equipment
utilization (e.g. adopting a double shift or improving present usage.)g/

Financial intermediaries will be permitted to use up to 100%
of CDB funds to cover their contribution to eligible sub-projects 3/.
However, the intermediaries contribution would not exceed 70% of the
total cost cf the project. (Consideration may be given to reducing
this maximum percentage of the loan in the case of countries with
excess liquidity in the banking system.

2/ In some cases short term financing (6 to 18 months) will be used
- for raw materials and spare parts imports to generate maximum

ment with isting equipment.
%E%l%ycurren% pdiicy is”téqreg urse DFC's for:

-
(i) wup to 90% in case of a sub-loan to a person whose net worth
is below local currency $150,000 or
(ii) up to 80% in case of a sub-loan to a person whose net worth
is above local currency $150,000.

In the MDC's:

(i) up to 80% in case of a sub-loan to a person whose net worth
is below local currency $150,000 or

(ii) up to 70% in case of a sub~loan whose net worth is more than
local currency $150,000.



17

3. Technical Assistance

The project provides for technical assistance in the following
areas:

- a Development Banking Specialist and short term
specialist to provide TA to the DFC's (financed
under the previous E/I Grant)

- a Small Business Advisor to be stationed within each
of the participating financial institutions

- Technicalléssistance (long and short term)in export
promotion,“industrial estate management, small business,
technical support

- Consulting Services to establish standards for
industrial estates

- Consulting Services to design and provide quantity
surveys for standard factory shells.

The FY '78 Employment Investment Grant (IEP) project included
funds for short term studies of the mechanisms needed to insure the
provision of small business technical assistance on a continuing basis.
The CDB has determined that an outside study of this problem is not
necessary and that the CDB, with the addition of local Small Business
Advisors (see below) and strengtheneu DFC's, can identify and administer
tne needed technical assistance. The assistance needed to strengthen
the DIFC's will be provided through a development banking specialist
(financed under the previous EIP grant) and short term assistance as
needed.

In addition, there continues to be a need for on-site and in-
country technical assistance to potential investors in loan preparation
and implementation. At the present time, neither the CDB nor the
financial institutions arzs staffed to provide the required technical
assistance, nor does the FY '78 Institutional Development Grant provide
the funding required for this purpose.

The technical assistance activities under this grant will thus
be directed primarily at the user or potential user of the small
industry credit funds in the LDC's. AID grant funds of $1.4 million are
assigned to provide the technical assistance needed for project
development and implementation. The bulk of these funds ($0.8 million)
will be used to provide a Small Business Advisor (SBA) within each of
the participating financial institutions. The assistance provided by
the SBA will be augmented where possible with expertise to be tapped from
the Peace Corps and the International Executive Service Corp. (IESC),
the latter for short term assignments.

The remaining $600,000 of technical assistance funds will be
utilized in areas of Specialized Technical Assistance directed at
&port promotion, industrial estate management and small basiness
entrepreneurial support. The uses of technical assistance funds
are explained in greater detail below.

1/ See Annexes II-2 and VIII-8 for additional export promotion
activities by other donors.
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a. Small Business Advisor

The small business advisors (SBA's) will be provided for a periocd
of two years to each of the LDC's. AID grant funds will provide salary
and personal benefits. All other support will be funded by the participatin
institution and or the CDB. The SBA will have a local counterpart
assigned to work with him/her to maximize information transfer and assume
the SBA's duties at the end of the contractual period. The SBA will
be in contact and provide technical and administrative support to small
business enterpriscs on a daily basis. He/she will also identify the need
for and arrange for more specialized technical assistance via the CDB.
The SBA's may also assist with training activities planned under RDO/C's
Regional Development Training Project. The SBA may, using that project,
for example, organize training seminars in the LDC's aimed at small
business and those interested in special training in areas such as
rudimentary book-keeping, responsibilities of employers, basic
principals of business organization, procurement, quality control,
pricing, inventory management, and procedures for preparing investment
projects and obtaining credit. Seminars of this type will be presented
in each LDC territory where adequate interest is expressed,

Additional support to the small business technical assistance
effort is to be provided by the existing program between the Peace
Corps' and some of the countries of the region. With the support and
coordination of the Governments, the CDB and PC, this program is to be
expanded to include more of the participating countries in the loan
program. PC has been providing assistance in the Caribbean host
Government sponsored business development activities and projects
for some 5-6 years. It is estimated that some 20-30 PCV's have served
in small business assignments during this period.

b. Other Technical Assistance

The remaining $600,000 for Technical assistance will be directed
toward programs to:

- assist small entrepreneurs with technical assistance
(on a grant and reimbursable basis depending on
criteria to be developed jointly in consultation with
Government officials, local banks and the Caribbean
Association of Industry and Commerce)in production.

- marketing, export promotion,and management on an individual
enterprise or group of common enterprises basis.

- provide consulting services and technical assistance
for the industrial estates program.

As sub-loans are identified by the financial institutions an evaluation
is made as to the specific technical support required by the sub-borrower
in production, marketing or management areas. This evaluation could come
from the SBA, the SILO, Peace Corps Volunteer or the financial
institutions reviewing officer. These TA needs are collected by the
SBA who in turn requests the CDB to contract to supply the personnel.
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establishment of standards for estate buildings and lecases. This
technical assistance component will provide cgnsulting services
to cstablish standards for location, site development, design and
maintenance of new industrial estates.

Minimum design standards for lot size, percentage of cover-
age, ventilation as a percentage of floor area, number of sanitary
units, lean-to design of sanitary facilities, building height,
loading and unloading ramps or platforms, parking and other access
will be established. Structural specifications must conform to
insurability requirements. In somc of the countries or in the
region there may already be a comprehensive set of building
standards that can be adapted or modified to fit the IEP. This
will be determined before contracting for the consulting services.

Another objective of this component is the establishment of
design standards for estate buildings. Standard designs for
four or five standard sizes and configurations that meet the
most common dewands for industrial space, plus quantity surveys
of the material required for their construction, will be prepared.
This would help to routinize bidder calculation and broaden the
area of contractor competition, and so reduce construction costs.
For such buildings, only footings and drainage schemes must be
specially designed.

It is tentatively recommended that standard buildings should
be initially designed in four sizes of 6,000, 10,000, 20,000 and '
perhaps 24,000 square feet. All should permit cconomical sub-
division for multiple occupancy. A careful study of the cost,
functional efficiency and durability of existing factory buildings
throughcut the Caribbean, plus their insurance costs, is a
prerequisite for the design and quantity survey work.

B. LOAN APPRAISAL AND ADMINISTRATION l_/

1. Direct Lending

The proposed CDB direct lending program for both industry
projects and industrial estates will operate within the present
structure of the CDB's project preparation, appraisal, and
approval procedures with AID approving in advance all sub-projects
exceeding US$500,000. The project preparaticon and appraisal are
performed by projcct teams with an appropriate mix of expertise
and include analysis of technical (including environmental) ,
financial and economic feasibility of a project, and the projects
organization and manaagcment. The work of the project committee
is supervised by a division chief, in this case the chief of the
industry division, and more generally by the Director of the
Projects Department. Also, the Project Design and Analysis
Division provides support in providing special technological
information and appraising technical assistance components if
required. A loan committee compcsed of the President and
Division Chiefs monitor appraisal rrogress and reviews all project
papers, which if found satisfactory, are presented to the Board
of Directors for review.

1/ Due to the cooperative effort of all members of the CDB

- and the representation of all countries on-its Board of
Directors, no individual country lending levels have been
established. Subproject submission will determine the
flow of funds; however, due to the make up of CDB's Board
each country is expected to participate.
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Project implementation is the responsibility of a Project Manager
within the appropriate technical division and supported by other
technical divisions as required. For example, the General Counsel
provides support in assuring that all conditions precedent are satisfied
and the Treasurer disburses, acting in consultation with the project
divisions. Project implementation reports are prepared on a quarterly
basis and are reviewed by an Investment Committee composed of the
President and Division Directors.

2. DFC On-Lending

The implementation of the on-lending progrem will also be the
respcnsibility of the industry division, which with the assistance
of consulting services provided under AID's Employment/Investment
Grant will evaluate the capacity of the DFC's and the commercial
banks to appraise and administer term loans. In the case of the DFC's
the Industrial Division will evaluate (1) the capacity of each DFC
to appraise ané administer loans and (2) the short and long term
financial viability of the DFC, e.g. its ability to generate
sufficient cash flow plus Government subsidy to assure maintenance of
capable staff and service its debt obligations to the CDB. Based upon
this evaluation, the Industry Division will conclude whether or not
to undertake operations with the DFC. If the conclusicn is positive,
the CDB will present its evaluation to RDO/C and request RDO/C's
concurrence to pass loan funds through the subject DFC. RDO/C will
review the evaluation and either concur or decline to declare the DFC
eligible for AID funding depending on whether RDO/C can reasonably
conclude that the medium term prospects for developing the DFC into
1 competent intermediary are good.

Once a DFC is declared eligible, the CDB Industry Division will
unlertake the responsibility of approving all sub-projects over
CDE established review limits; monitoring the quality of the DFC
appraisals and any agreed program of institutional improvement upon
which eligibility might be conditioned.

3. Ccmmercial Institution On-Lending - Experimental Program

To commence this experimental program the CDB
industrial division will attempt to negotiate agreements for on-
lending of funds through commercial institutions in at least three
countries (probably Guyana, St. Lucia, and St. Kitts) after evaluating
each institution's (1) capacity to appraise the project (2) credit
worthiness and capacity to assume the commercial risk. Since
commercial banks have indicated their unwillingness to assume the
exchange risk or pass th exchange risk to small borrowers, the CDB
will also have to negotiate the assumption of the exchange risk by
the Governments of the countries. Once the evaluations are completed,
but before finalization of negotiations, the CDB will request RDO/C's
concurrence to the terms and conditions negotiated. RDO/C will approve
the request based on its judgement as to the viability of the
arrangements.

Since commercial banks will be evaluated according tc their
capacity tc assume commercial risks, it is anticipated fthat they will
have free limits up to $100,000 with the CDB retaining the right to
comment prior to loan approval on environmental and other issues and
to carry out post loan approval reviews to assure tha sub-loan
criteria are being met.
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4. Technology Review

Under the FY 1978 Employment/Investment Grant, No. 538-0013,
the CDB has established a technological review responsibility in its
Projects Analysis and Design Division., On request of the lending
institutions or sub-borrowers and for all projects where the investment
cost per job exceeds US $5,000.00, this division will review the
technologies in the project designs with a view to suggesting lower
cost or more appropriate technologies and equipment for both direct
and on-lending programs.

5. Eligibility Criteria

To be eligible for financing under the loan program, investment
projects must meet the following qualification tests:

- have a fixed investment/worker ratio of $10,000 or
less in 1979 prices. This assumes that the capital
has a us=ful life of 15 years and that plant costs
are included in fixed investment. A significant
variation in the expected life of the physical assets
would require a corresponding adjustment to the
$10,000 investment/job cut-off level. Exceptions
may be granted to this level where RDO/C is presented
with evidence that the project has substantial indirect
employment benefits, provides special forward or
backward linkages in support of industrial or agricultural
development, or has a significant social impact on the
poor majority.

- be financially viable as indicated by a minimum 12%
rate of return on total investment (without subsidy)
Exceptions may occasionally be permitted if CDB anc
AID concur that the project yields overriding social
or employment benefits. Commercial banks may be allowed
a cut off level below which financial rates of return
are not required.

- Industrial estates projects may be financed when
satisfactory evidence of demand exists and when such
projects are economically, technically and environmentally
sound. Economic soundness analyses will take into
account the effect of the project on national income
and employment and on the Governments' fiscal situation.
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PART IV. PROJECT ANALYSES

A. FINANCIAL ANALYSIS

l. Demand For Credit

a. Industrial Estates And CDB Direct Lending

Demand for industrial estates financing by the CDB has recently
been projected by consultants hired to evaluate the effectiveness of
the AID/CDB industrial estate projects. After reviewing industrial
plans, interviewing entrepreneurs, the consultants made two separate
demand estimates. The first was based on the increase in manufacturing
employment projected in the national plans of Barbados, Dominica and
St. Lucia plus approximations of such plans developed in consultation
with the planning and ministerial officials of the remaining four
countries visited. The second set of estimates is based on projections
of the past rates of construction and use of industrial space,
including the existing high rate of occupancy. These methods led to
demand projections of $10.6 million and $5.6 million respectively.

The CDB itself has identified projects of $5.5 million. Approximately
$3 million of the loan funds are allocated to meet this demand.

As far as direct lending, the CDB has identified projects
totalling $2.2 million which it is considering for financing under this
program. Further, the IBRD in its country by country analysis dated
March 16, 1979, identified projects eligible for CDB direct lending in
the amount of $5.5 million. ‘These projects are shown in Annex IV-4,
Given these estimates, we feel reasonably confident in concluding
that $1.5 of AID funding allocated to direct lending is well within
the funding requirements. This demand is sufficient to implement the
project in a timely manner.

b. On-Lending

The CDB has projected on-~lending requirements
of $7.7 for AID funding, whereas only $3.9 million of loan funds have been
tentatively allocated for this purpose. Effective utilization of this
reduced level of funding will be insured by efforts to strengthen the
existing and creating new financial intermediaries for CDB on-lending.

With regard to the use of commercial banks, a previous on=-lending
program of this type was effectively utilized in Guyana under a bilateral
AID program. Conversations with private commercial banks and the Central
Bank of Guyana indicate thot up to $1.6 million can be utilized via
commercial banks in that country. US.$2.3 million is tentatively
allocated for on-~lending via DFCs and private ban! . in the remaining
countries. The Project Team feels that this is an appropriate level of
support for this program. In the event that the utilization of funds under
this program does not reach the projected level, inused funds would be
transferred to the direct lending program.

2. Analysis of CDB's Resource Requirements

a. Soft Loan Requirements and Availabilities

As of 12/31/78 the total funds available to the CDB for relending was
$251 million of which $177 million was committed against specific sub-

loans for approved projects and projects in the appraisal stage. The
uncommitted balance, $74 million, represents the total amount available to
the CDB at 12/31/78 for new lending. The following table shows a break-down
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of funds availabilities and commitments for the Bank's Ordinary
Capital Resources (OCR) and each of the Bank's special funds.

CDB's FINANCIAL SITUATION AS OF DECEMBER 31, 1978

Funds Uncommitted
Availlable Commitments Balance
Hard Funds
1. Ordinary Capital Resources: 70,155 41,112 29,044
- Member Subscriptions 35,406 34,072 1,334
- World Bank Loan 20,000 17,690 2,310
- Regional Bank Bonds 9,750 - 6,831
- Bond Issue (Trinidad) 5,000 350 4,650
2. Venezuela Trust Fund 25,022 12,822 12,200
Total Hard Funds (1&2) 95,178 53,934 41,244
Soft Funds
3. Special Funds Resources 76,249 44,627 31,622
4. Special Development Fund 79,962 78,812 1,150
Total Soft+ Funds (3&4) 156,211 123,439 32,772
Total Funds 251,383 177,373 74,016

With regard to its resource requirements, the CDB, after
allowing for slippage and inflation, has projected a lending program
of $253.4 million for the period 1678 - 82, made up of $112.5
of soft lending and $140.9 of hard lending and a funding gap
of $53.4 million. These projections allow for no increase in scft
lending as compared to the 1975 - 77 average when measured in real
terms after factoring out inflation and does not take into account
the requirements for special new programs such as the CDF. After
accounting for firm and conditional pledges made to date, there
remains a total resource gap of about $60 million of which $18
million is for soft funds. We have discussed the proposed lending
program with the IBRD personnel which have been assisting in
Caribbean sub-projects identification and pre-appraisal. Based
on these discussions the projected program is considered to be on
the conservative side. Further, the total numbers do not take
into account the fact that many of the resources available are
programmed for specific uses and would not be available for the
specific financing for which the proposed AID loan would be used.
Taking these factors into account, RDO/C considers this CDB regquest
for financial assistance to be soundly based in terms of the CDB's
overall resource requirements and the specific needs for soft funds
for this project.

*Includes loans approved by CDB Board of Directors and projects
in the final stages of preparation for early Board appiovals.
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In analysing the amount of funds available to the CDB for the
type of Industrial lending anticipated under the project, it is necessary |
to consider the OCR and each of the various special funds of the Bank '
separately. As discussion of each of these follows: I

Ordinary Capital Resources: The Ordinary Capital Resources
are compirsed of Members' paid-in subscriptions, hard term loans from
the World Bank, Trinidad Bonds and a CDB Regional bond issue.
These funds are used by the Bank to finance its "Ordinary Window" L
operations and loaned at interest rates of 8 - 10% to private sector
borrowers.

Because of the nature and objectives of the proposed
industrial sector development program, the Bank's OCR funds could not
be effectively used for this purpose. The project seeks to strengtken
the credit systems of the region. It is thus anticipated that a major
portion of the sub-loan portfolio will involve two institutional
mechanisms: First, the CDB will lend to a selected public or

private financial institution which will in turn lend to

the final borrower. Second, the CDB will lend directly to the public
and private sector for industrial development projects. In order to
maintain a reasonable interest rate to final borrowers and also allow
sufficient spread to the CDB and the financial institutions for the
administrative and risk costs of such a program it is necessary to

begin with concessionary funds. The IBRD loan to ths CDB, for instance,
is at 8%% terms, and if used to finance the proposed project, would
result in annual interest rates to final borrowers of up to 16%% (8%%
plus 3% to CDB plus 5% to lending institutions). This is considerably
above the current average commercial rate in the region of 10 - 12%.
Also the 16%% rate would likely reduce the financial viability of many
of the potential sub-projects which, although they may involve some risk,
could produce the type of developmental impact souaht by the Employment/
Investment Promotion Project. The project as now formulated would
permit on-lending rates of 10 to 12% which allows for sufficient spread
to provide funds at approximately the current prime lending rates in the
region.

Venezuela Trust Fund: These funds are administered on a trust
arrangement by the CDB. They are on the same terms as the OCR and thus,
could not be used effectively for this project for the same reasons
discussed above.

Special Fund Resources (Non=SDF): The Bank has established several
special funds for the specific types of sub-project financing. In each
case, these have been capitalized by concessionary funds made available i
by the various donors under agreements which define and limit the CDB's 5 y

I

use of the funds. Three such special funds were financed in part by
AID loans, i.e., the Housing Fund (FY 71), the Agricultural Fund (FY 76)
and the Agribusiness Development Fund (FY 78). The Canadian Government
has also contributed to the Agricultural Fund and Trinidad and Tobago
financed the LDC Counterpart Contribution Fund. 1IDB in ‘1978 provided

a global loan of $12 million. The uncommitted balance of these funds,
$32 million including the AID contributions, are restricted to or pro-

grammed for uses other than the small industry development that the pro-
posed AID/loan is designed to finance.
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Special Development Fund (SDF): The Special Development
Fund is almost totally committed at present. CDB has conser-
vatively projected a requirement for $50 million in new SDF re-
sources for the 1979-82 period after taking into account other
available special funds. Approximately $34 million in new re-
sources has been tentatively pledged by the U.K. Canada, Venezuela,
the Federal Pepublic of Germany, and other donors. However, a
short fall of $1t million remains. The proposed AID/loan would
provide approximately half this amount.

In addition to the proposed AID loan, the Bank is dis-
cussing with the IBRD the possibility of a global loan of up to
$30 million for late 1979. Some 5-7 million of these funds would
be on soft terms and could further support industrial expansion in
the Region, but are being programmed for soft loans for infra-
stracture,e.g. power cupply, water and sewage programs and roads.

Based on the above, the Project Committee concludes that
the Bank could not undertake the proposed project using its other
available resources, and that the resources of the proposed AID
loan are needed to carry out this Employment/Investment Program
in the eliaible countries.

b. Technical Assistance Requirements and Availabilities

As of 04/30/79 the total grant funds committed or pledged
to the CDB for technical assistance and related research activities
was $9.4 million, including other donor pledges to the new Tech-
nical Assistance Fund. Most of these funds have been pledged dur-
ing the past year to meet technical assistance requirements of
project preparation and implementation, sector planning, training
and staff development over the next four years. The new technical
assistance proposed under this project was not included in the
requirements when they were compiled. The CDB plans to initiate
a major technical assistance program for the benefit of borrowing
member countries and sees such a program as critical to the de-
velopment of the area. However, the recent reorganization of the
CDB delayed implementation. This reorganization is now completed.
The following table shows a breakdown of technical assistance
funds pledge and committments.

PECHNICAL ASSISTANCE FUNDS PLEDGED TO THE CDB as of April 30, 1979

{USs000)
USS$S000's Uncommitted

Contrikbutors wGrants Committed Balance
ACRICULTURAIL FUND (AID) 242 240 2
INTEGRATED AGRICULTURAL DEVELOPMENT

PROGRAM (AID) 400 331 69
REG'L AGRI-BUSINESS DEVELOPM'T QID) 450 24 426
PRE-INVESTMENT STUDIES (IDB) 1,000 88 912
REGIONAL FOOD PLAN (UNDP) 2,000 185 1,815
EMPLOYMENT/INVESTMENT PROMOT'N (AID)1,676 - 1,676
TECHNICAL ASSISTANCE FUND (AID) 1,837 - 1,837
TECHNICAL ASSISTANCE FUND (Others) 1,840 - 1,840

TOTAL €,445 868 8,517
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The 1978 Emplovment/Investment Promotion Grant provides
$174,000 for a smdl industry assistance survey which has been delayed

in implementation due to the CDB's reorganization and re-evaluation

of TA needs. Most of this 1978 AID grant was, however, provided for

applied appropriate technology research and the establishment of a
technology information unit in the CDB.

As indicated by CDB's President Demas in his statement
to the Ninth Annual Meeting of the Board of Governors, the CDB "has
already reorganized itself to take up the challenge arising from the
inticipated investment activity". One of the actions to be prepared
is to "accelerate implementation of its new Technical Assistance
"rogram for project preparation and implementation, for providing
assistance in management to both the public and private sectors in
borrowing countries and for providing Pools of Experts for the LDCs".

3. Financial Viability of Sub Prcjects

1. Direct and On-lending to Small & Medium Business

A loan convenant will require a rate of return analysis
for each project. The eligibility criteria is that the financial
rate of return for each sub-project be at least 12% or such other
rate as economic conditions warrant. Exceptions to this rate of
return convenant could be granted by RDO/C if the project would
provide special benefits to AID's target group, to industrial
development through linkages to agriculture or other local industry,
or to regional industrial integration. Given the fact that commercial
banks usually do not perform such rate of return analysis (and will
assume the commercial risks of the loan) a cut off limit or other
arrangement may be negotiated which would not require commercial banks
to perform rate of return analyses for projects below a certain
cost or for projects of a certain type.

2. Industrial Estates

The countries of the Caribbean are presently sabsidizing
occupants of the industrial estates through low rental rates. .[hese
rates reflect the competition for investment among the islands and the
commonly held belief that this type of subsidy is essential to attract
industry. The conclusion of RDO/C, the CDB and the consultants who
evaluated the program is that such levels of subsidy are not warranted
and that an economic rent should be charged. Therefore, the CDB has
agreed to encourage Governments to eliminate or sharply reduce the
subsidies as soon as possible, seeking at least a rental rate that would
be adequate to service debt and provide adequate maintenance.
Therefore, the CDB has also agreed (to a covenant) to make every
effort to harmonize industrial estate rental policy in the region and
to move toward a lowering of subsidies.
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4. On-Lending Rates

a. Unless otherwise agreed, the CDB will on-lend for
industrial estates at 4%, to DFCs at 4%, directly to industry at 10k%,
and to commercial banks at a rate of 4 - 6%, depending on the
Government's commission for taking the exchange risk.

b. DFCs will on-lend at rates approximately commerical
lending rates, 10% toc 12% depending on the.country.

c. Commercial banks will on-—-lend at prime rates or higher
depending on how they rate the clien%, the project, and collateral.

5. Financial Plan

a. Project Cost Estimates

The summary project activities, level of effort and funding
is estimated as follows:

ILLUSTRATIVE SUURCE AND USE OF LOAN GRANT FUNDS

(USs000)
EOAN AID CDél/ OTHEKE/ TOTAL
Direct Lendiny
Industrial Estates 3,000 90 600 3,690
Industrial Projects 1,500 45 300 1,845
4,500 135 900 5,535
On-Lending
DFCs & Commercial Banks 3,900 235 780 4,915
Grant 3/
Small Business Advisors~ 800 ino 370 -
Technical Assistanceﬁ/ 600 40 - 340
1,400 140 370 1,910
Total Project 9,800 510 2,050 12,350

1/ Includes Loan Administration at 3% for Direct and 6% for on-lending
activities. TA support in the recruitment and backstopping of SBA's.

2/ Assumes 20% of loans by others for counterpart contributions.

3/ Requires some 22 person years of support to the local financial
institutions. 10% annual contingency and inflation factors have
been included in the Technical Assistance Grant portion. See Annex VIII-]

i/ Provides for some 238 person-months of assistance.



Forty-six percent of the project inputs will be channeled
through financial intermediaries to entrepreneurs of the region.
Based upon an average sub-loan of $10,000 (see Annex II-4 ) some
500 sub-loans are expected to be developed.
lending and industrial estate development activities are expected
to provide funding for some 15 sub-projects averaging $30,000 each.

This input/output relationships

the following table:

is

Costing of Project Out/Input

The CDB's direct

further demonstrated by

(USS$000's)
Project Inputs Project Outputsl/

No. No. 2 No. 3 No. 4 Total
AID Loan Funds 3,000 5,400 8,400
Grant Funds 400 1,000 1,400
CDB Expenses 50 90 280 90 510
Governments & Sub-Borrowers 370 600 1,080 - 2,050
TOTAL 820 3,690 6,760 1,090 12,360

No. 1 The increase of viable and effective lending facilities by
which the CDB on-lends to small and medium industries.
No. 2 Financial support fcr the development of industrial

estates.

No. 3 Sub~loans providing credits to small and medium industry.
No. 4 Strengthening of the entrepreneurial and managerial

capacity in the region.
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B. ECONOMIC ANALYSIS

1. Macroeconomic Policy Framework

The CDB-member countries participating in this project with
the exceptions of the small Turks and Caicos and British Virgin
[slands are also members of the Caribbean Economic Community (CARICOM).
CARICOM is a regional association of states designed to foster general
cconomic development, with a strong accent on the creation of employ-
ment, and to reduce the region's external depandence. The process of
harmcenizing trade and monetary arrangements has been at the heart of
the integration efforts over the past decade. Under tie CARIFTA
Agreement (CARICOM's predecessor) in 1968, tariff and non-tariff
barriers between member countries were reduced or remcved, and some
tentative steps were taken towards fiscal harmonization. The CARICOM
treaty of 1973 proposed the establishment of a single regional market
with a common external tariff for imports from non-member countries
and common policies for the economic development of the region,
including cooperation in monetary policy, harmonization of industrial
incentives and fiscal policies in general and regional planning for
agricultural and industrial development. Agreements establishing
the Common External Tariff (CET) and setting out harmonized fiscal
incentives to industry were also signed in 1973; in the same year,

a unified system of tax concessions on exports was set up. In 1978
the CET was modified to rationalize rules determining whether goods
are treated as being of CARICOM origin.

Investment incentives offered within the CARICOM framework
consist of fiscal incentives (profits tax holidays and tariff
exemptions), intra-regional trade advantages and Caribbean Development
Bank credit lines. In most cases investors in the LDCs are given
more favorable treatment than those in Guyana, Jamaica, Trinidad and
Tobago. Investors in Barbados benefit from an incentives regime that
lies somewhere between that of the LDCs and the other MDCs.

Although private investment, both local and foreign, is
officially welcome in all CARICOM member countries, some countries
are clearly more receptive than others. The distrust and hostility
toward the private sector in several countries (e.g.Guyana and
Jamaica), which established a very uncertain investment climate, seems
to have abated somewhat in the past year. Foreign investors are
encouraged to seek local participation but this is not mandatory.
There is no CARICOM policy on government participation in industry,
vet there are partly, or wholly, state-owned industrial ventures in
most member countries.

A recent World Bank evaluation of the investment incentives
in the region (requested by the CGCED) concluded that CARICOM's
harmonized system of fiscal incentives provides a basically sound
framework within which the various member countries can pursue their
development objectives. The system's main weaknesses lie in the
scope for over-protection of import-substitution industries (when
applied in conjunction with trade restrictions) and the lack of
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incentives to non-traditional export industries. The Bank made six
specific recommendations for improving the investment incentives.
Four of the recommendations largely pertain to tax and tariff
policies. Briefly these are:

Tax holidays should be renewed only when enterprises fulfill
employment targets or export much of their output. 1In the
case of an exporting firm, tax relief should be proportional
to the share of output exported.

Tariff exemptions for non-export industries should be phased
out to reduce the bias in favor of imported inputs and
capital-intensive operations.

New tax incentives should be established for firms which export
at the margin.

The regional value added definition for goods traded freely
within CARICOM should be tightened.

The two other recommendations are particularly relevant to

AID's program and are thus quoted here:

Industrial estates have made an effective contribution to
attracting new enterprises to the region. Given existing
demand patterns, the CDB might adopt a more flexible attitude
towards advance construction (i.e. before a lessee has been
found) of at least one factory shell at any one time by those
development authorities which want to do so. At the sane
time, the CDB should encourage harmonized increases in rents
in the LDCs to reduce the amount of subsidy currently
involved.

Development finance companies in the LDCs are in need of
administrative strengthening and technical assistance for
project appraisal purposes particularly. Despite higher
interest rates charged, industrial borrowers prefer
commercial bank loans, and DFCs tend to get left with funding
those projects which the commercial banks have refused. This,
in turn, has led to a high proportion of interest and repay-
ment arrears. It is recommended that the CDB provide a new
small-scale industrial lending facility (less than $100,000
per project) through the DFCs and possibly the local banks

at near-commercial interest rates (with funds available from
abroad at concessional interest rates, government and the

CDB would jointly subsidize the extra cost of advisory work
and servicing of loans). DFCs should also be allowed to make
loans for working capital purposes.

These IBRD conclusions are obviously supportive of AID's

findings and programming in this sector. AID support for the IBRD
recommendations can best be provided on the first four recommendations
in the CGCED forum and on the latter two recommendations through this
project.
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2, C(Credit for Small and Medium Sized Industry

From an economic perspective, the proposed project attempts to
stimulate viable income generating activities and to ensure that a
high proportion of the income generated accures to relatively low
income groups. To accomplish this, emphasis is placed on stimulating
investment in small and medium sized businesses which studies by the
World Bank and others have been shown to be labor intensive.

Definition of small, medium and large enterprises vary
considerably. A firm with 200 workers and $5 million in assets is
certainly not "large" in the U.S. context, but it might be defined
as "medium-sized" in Guyana or Barbados and "very large" in many of
the LDCs. Other characteristics which might be taken into considera-
tion include the technology utilized, the extent of diversification
of outputs, the degree of specialization within the firm and the
access to financial markets.

Any criteria for eligibility in this project must reflect the
fact that the objective is to extend credit to firms which do not
presently have access to commercial credit on satisfactory terms and
which will generate substantial employment and income benefits per
dollar invested. Most but not all firms which fit this description
are "small to medium sized".

The Project Team has rejected, however, the notion of
establishing project eligibility criteria based on enterprise size
(e.g. sales, employment, capital stock) or on characteristics of .the
entrepreneur (e.qg. net worth). Such criteria might well lead to the
rejection of some projects with high employment and income benefits
and which would thus contribute significantly to the achievement of
the project's purpose and goal.

The Project Team has instead elected to utilize rate of return
and capital-labor intensivity criteria. The required financial rate
of return on all projects will be 12%. Economic analyses will be
conducted only on larger projects (over US$100,000) financed directly
by the CDB. Requiring economic analveis on small projects handled
by local financial intermediaries would require significant increases
in staffing and lengthen the project appraisal process which in fact
needs to be streamlined. Moreover, the CDB's experience suggests
that factor price distortions are such that a project with an
acceptable financial return rarely fails to meet economic criteria.

The capital-labor intensivity criteria to be utilized will
be defined in terms of fixed investment per job created. This
measurement can be considered a rough proxy for the capital/labor
ratio. The upper limit on ji- sastment (in 1979 prices) per
permanent job created will be US$10,000. Permanent jobs are defined
as those expected to continue throughout the life of the capital,
which is assumed to be 15 years. The $10,000 limit may be adjusted
to "15 year job equivalents" if the life of the capital varies from
this norm. The $10,000 level might thus be better stated as $667
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of capital per worker per year. A project in which the capital
lasts only 10 years should not require more than $7,300 per job
created. The $10,000 level will be adjusted in current dollars
to maintain its constant value.

The $10,000 level is based on an analysis of current
investment rates in the participating countries. That analysis,
summarized in Annex V-1, uses national income data, gross national
investment rates and labor force participation rates to estimate
annual national investment per participatant in the labor force.

The resulting values range among participating countries from $233 in
Grenada to over $900 in Barbados. As it would not be politically

or administratively feasible for the CDB to apply different

standards to each of the participating countries, the weighted
average has been used as a basis for a common criteria. The

weighted average of current investment in 1977 prices is estimated

to be $521 per worker, or, assuming a l5-year life of capital,

$7,826 per job. In 1979 prices, these figures would be approximately
$635 and $9,500 respectively. The 20,000 investment/permanent job
criteria that the project has adopted is only slightly above the
current mean.

Judging from past experience*, the DFCs should have no
difficulty staying within the $10,000 limit. Past performance suggests
that the average level of investment/job will be approximately
$5,700 in 1979 prices. If this average is maintained over the proiect
period**, AID's $3.9 million with $0.8 million in counterpart con-
tributions will result in the direct creation of about 840 permanent
jobs. Assuming a 10% annual inflation, the average investment cost
per job will increase to about $7,700 in current 1982 prices,

and incirect lending over the 1979-82 period can be
expected to produce about 720 permanzsnt jobs.

The CDB's direct industrial lending financed under the project
will be aimed at somewhat larger firms, but will utilize the same
$10,000 »er job criteria. Sub-projects financed under this component
are expected to average about $7,000/job in 1979 prices. If this
average 1is maintained over the life of the project, the $1.5 million
of AID funds together with approximately $200,000 in counterpart funds is
expected to generate approximately 260 new jobs for West Indian
workers. Assuming the average cost/job raises by 10% annually,
approximately 220 new jobs would be generated by 1982.

These two programs of lending to productive enterprises are
thus expected to directly generate from 940 to 1100 permanent jobs by
1982. 1In addition, these project activities will generate a

* An analysis of emplovment creation under the existing CDB/DFC
Small Industry Credit Program is contined in Annex V-2.

** By using the CDB's Technology Information Unit, it may in fact,
be possible to lower cost per job.
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considerable amount of direct employment and income in the construc-
tion industry and indirect employment and income in enterprises
supplying raw materials and intermediate goods and providing
transport, marketing, insurance and other services to project-financed
activities.

In addition to meeting the above mentioned tests which are
designed to ensure a substantial employment and income benefit, the
project will introduce a change in interest rate policy which will
favorably impact on the allocation of project funds and on the
viability of financial intermediaries. This change will occur in the
rate the DFCs charge to their clients.

Under past programs the DFCs borrowed from the CDB at 4% and
on-lent to their industrial clients at 8%. The 8% rate is appraximately
equal to the prime rate offered by commercial banks, but is not a
rate which covers the costs of lending to the DFCs'clientele of small,
inexperienced businesspeople. The DFCs have thus been programmed
to operate at a loss even when they have financed viable projects.
Moreover, the availability of subsidized rates has encouraged the
allocation of funds to politically favored clicnts. Removing the
subsidy will eliminate this incentive and result in an allocation
based on the project's merits. It will also contribute to the
financial viability of the DFCs.

Under the proposed program, the CDB will require that project
funds be on-lent at rates not less than commercial banks are charging
for non-prime, industrial lending. At the present time, this rate is
about 11-12%.

3. Industrial Estates

The economic benefits which will result from the planned
AID/CDB financed industrial estates promise to be considerable.
Interviews with investors indicate that the availability of factory
shells is often an important consideration in making an investment
decision. This is particulavly true of foreign investors who prefer
to minimize their overseas fixed assets and local investors for whom
no other space is available.

In an effort to assess (and where possible quantify) the
impact of the CDB's industrial estate lending program on key economic
variables, RDO/C reccently commissioned an independent evaluation of
projects financed under previous AID/CDB programs and the demand for
additional projects. Data were obtained on 8 industrial estates and
26 manufacturing firms. The result of this study, summarized in
Annex V-3, show that industrial estates have had a substantial
beneficial impact on output, employment and the balance of payments.

The parameters established in the evaluation of past perfor-
mance can be utilized to project the effects of the proposed program.
Use of this methodogy suggests that the additional $3.0 million
investuent in industrial estates is likely to generate some $4.5
million in private investment in machinery and egquipment and $1.6
million in inventories. Total fixed investment is thus expected to
be about $7.5 million. 1If the $7,200 investment per worker rate is
maintained, these investments can be expected to directly create
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permanent employment for some 1,050 workers by 1982 or 1983. If

the average increases by 10% annually, about 900 jobs will be
generated during this period. The annual contribution to the region's
GDP is expeccted to reach $6.5 million by 1983. Secondary or indirect
employment and income effects will also be generated. The balance

of payments will be favorable, and the fiscal effects, particularly

if rental rates are raised, should be favorable as well.

4. Conclusions

The above analysis has indicated that the planned investment
will generate about 1,850 permanent jobs and generate substantial
amounts of increased income. As a result, the Project Team is
satisfied that the benefits of this project will substantially exceed
the costs.

It should be noted, moreover, that the analysis of employment
has focused only on the direct, permanent increases in employment
and income resulting from the initial use of AID's loan funds.
During the disbursement period the project will also generate more
than 1,000 man-years of employment in the construction, create a
demand for (and employment and income in the production of) local
raw materials, intermediate goods, services and public utilities,
permit increased consumption levels by the families of newly
employed workers, generate savings in firms and households which will
lead to secondary rounds of investment, and result in other linkage
and multiplier effects. Further, the investment which created these
effects will be recouped by the financial intermediaries and, because
AID is not requiring immediate repayment, will be relent for similar
purposes. The effects of the AID assistance on income, emnloyment
and other key variables will thus continue to increase after the
initial disbursement period examined above.
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C. INSTITUTIONAL ANALYSIS

1. Caribbean Development Bank (CDB)

The CDB as borrower and administering agency, will have
primary responsibility for overall administration and coordination
of the Employment/Investment Promotion Loan/Grant. The CDB will
coordinate the efforts of other local and regional institutions
involved in the implementation of individual sub-projects. 1In
addition, the CDB will be responsible for coordinating technical
assistance to participating institutions. As described in Annex VI-5
the CDB has had experience in similar activities considered
necessary for implementation of this Loan/Grant.

a. CDB Background

The CDB, which is an associate institution of CARICOM, was
established in 1970 by 16 regional member countries and the UK and
Canada. The United States is not a member of the Bank but has
contributed a sum of US$70 million to the CDB in the form of soft
loans and grants. Venezuela and Colombia became r..mbers of the
Bank in 1963 and 1974, respectively. The Bank's Charter states
that the maii: objective of the Bank is to contribute to the
economic growth and development of its member countries in the
Caribbean and to promote economic cooperation and integration
within the Region. The Charter places emphasis on the Bank's role
in meeting the needs of its LDC member countries.

b. Organization (See Annex VIi-1)

The Board of Governors is the highest policy-making body of
CDB and is constituted of representatives from each member country
{(except for Montserrat, British Virgin Tglands, Cayman Islands and
Turks and Caicos Islands who collectively elect one governor).
The Board of Governors meets annually. Voting power is roughly
proportionate to shares subscribed with a slight weighting in
favor of the LDCs.

The Board of Directors is composed of 11 members appointed
for renewable two-year periods. The non-regional members are
represented by two of the 11 directors. The Board of Directors
meets at least every two months and is responsible for general
policy and the direction of Bank operations, approval of Bank
administrative budget, and submission financial statements for
Board of Governors' approval. All loans, grants, guarantees and
other long-term investments by the CDB require Board of Directors'
approval.

CDB formally put into effect on January 1, 1979 a reorgan-
ization of their operations. The main features of the reorganiza-
tion was integration of the former Project Divisions of Agriculture,
Industry and Technical into a new Project Department and the
renaming of other Divisions of the Bank as Departments. As a
consequence of this reorganization some delays in project
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implementation occurred. These start-up problems have been worked
out and CDB is once again progressing in all areas of project
development an2 implementation. The reorganization will in the
long-term strengthen the Bank's capabilities in project implemen-
tation by providing its project staff with autonomy from the Bank's
administrative activities. It has also elevated the DFC
responsibility to a distinct and separate function.

c. CDB's Project Department

The newly organized Project Department will be implementating
this project within the CDB organization. As reorganized the
Project Department can immediately react to project implementation
problems with various technical disciplines unhampered by the
previous administrative organization of the CDB.

The Project Department consists of four functional divisions
and a loan supervision unit. These divisions are in the areas of
Agriculture, Industry, Infrastructure, and Project Desigr and
Analysis.

The following is a summary of redefinition of the functions
and responsibilities of the Project Department:

"Undertakes surveys, pre-appraisal and appraisal of
projects in the areas of agriculture, infrastructure,
manufacturing, housing, tourism and industry; supervises
the execution of project approved by the Board of
Directors; servicing of the Loans Committee; loan
negotiations with perspective borrowers; loan supervision
and student loan scheme; identification and plarnning of
sector related technical assistance projects; monitoring
of dsvelopments in ‘sarious sectors of economy and to
carry out in coordination with the Economics and
Programming Department sectoral studies and regional
surveys; provides technological information". Source CDB
Reorganization Summary, January, 1979.

The Project Department ccnsists of 53 professiocnals. Two
of the four Divisions within the Projects Department will play
a major role in project implementation. The Industry Division
will have day to day functional and operational control of
implementation and the Project Design and Analysis Division,
responsible for the TIU, will provide evaluation support to
identified sub-projects.

The Industry Division is headed by a Deputy Director
reporting directly to the Director of the Project Department.
See Annex VI-4 . Two Assistant Directors reporting to the
Deputy are responsible for 1) the DFCs and 2) industrial estates
and direct lending activities. Elevation and recognition of the
DFC monitoring function within the Bank's organization is in
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keeping with the new emphasis and commitment of the CDB to assist
in making the DFC's functioning instruments of their on-lending
progran. The industrial estates and direct lending activities

are staffed and prepared to continue the on-going activities. The
Industry Division is staffed with 10 professionals (Project
Officers) all of whom are experienced in the activities and needs
of small industry. These professionals are further supported by
three professionals in export promotion and marketinc and a
specialist in technical assistance.

The CDB has recognized the difficiencies in its on-site
support caused by its Barbados based professional staff. With the
Crant assistance provided by this projzct the CDB will extend its
on-site technical assistance and advisory services to the individ-
ual countries.

The Project Design and Analysis Division is responsible for
the social, economic, environmental and technological analyses of
all prcjects appraised by the CDB. It presently consists of a
staff of 5 professionals. As a result of new emphasis reflected
in the CDB reorganizaticn this Division is expected to increase
to 10. This Division will offer close support to the Industry
Division because of its management of the Technology Research
Fund and TIU. The TIU provides a broad resource base for project
support. Recently the TIU plugged into the U.S. National
Technology Information Service providing access to even greater
resources.

Based upon the above organization and the added grant
technical assistance, the CDB will be equipped to implement the
Industrial Lending Program corntemplated under this project.

d. Status of Prior AID Loans with the CDB

AID nas provided six prior loans to the CDB totaling $66.9
million. These loans are 66% committed and 51% disbursed. The
status of these loans as of 4/30/79 is summarized below:

Terminal
Date Disbursement
Loan No. Executed Date Amount Commitments Disbursements
538-L~-001 12/70 6/30/77 10,000 10,000 10,000
538-L~-002 11/72 12/31/78 8,400l/ 8,400 8,400
538~L-003 5/73 12/31/79 12,000 12,000 5,788
538~L-006 6/76 10/30/80 10,000 4,676 379

(Con'd next page)

1/ After deobligation of $1.9 million for over estimated housing
- needs.



38

Terminal
Date Disbursement
Loan No. Executed Cate Amcunt Commitments Disbursements
538-L-007 3/78 12/14/83 6,500 - -
538-008-11
CDF 9/78 6/30/80 20,000 9,296 9,296

76,900 44,372 33,863

The first two AID loans to the CDB are fully disbursed. 1In
the past six months the rate of disbursement under the CDB loans
was slow, largely due to the reorganization within the CDB and the
lack of institutional capacity of its financial intermediaries.

A large part of the CDB's efforts continues to be directed at
assisting the LDC's in improving DFC operations z2nd providing
staff support to the development and implementing CDB projects.
The CDB has demonstrated its capacity to analyze and implement
sub-projects and some of the LDC institutions, in varying degrees
have improved their effectiveness.

Based on current projections of disbursements, the remaining
third of the earlier AID loans is expected to be fully disbursed
by the current terminal disbursement date (TDD). The sluggishness
of commitment of Loan 007 can be attributed to the lack of national
institutions project identification and CDB's apparent reluctance
to actively scek out projects. The CDB reorganization and
increased emphasis on agro-business are helping to alleviate this
limitation. The CDB is presently exploring the possibility of
utilization of PVO's and/or LAAD to identify additional sub-
projects. Based upon recent intensive analysis by the CDB and
RDO/C of project activity, projects requiring some $4 to $5 million
have been identified for possible financing under Loan 007.
Additional promotional work and studies scheduled this fiscal year
are expected to result in the full commitment of all of these loan
funds by the second quarter cf FY 80. See Annex II-2 for
additional information on related AID projects and other donor
activities.

2. _Institutional Financial Analysis

a. The Caribbean Development Bank

The authorized capital of the Bank expressed in current
dollars is $231,618,816 comprising callable shares of $171,301,416
and paid up shares of $60,217,400. The callable shares are subject
to call as and when required by the Bank to meet obligations
incurred in OCR operations. The paid up shares are payable by
installment. The CDB coanducts two financial operations: ordinary
capital operaticns (OCR) and special funds operations (SDF). The
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latter, in fact consists of several separate funds. Each type of
fund must be kept separate according to the Bank's Charter and is
expected to generate sufficient income to cover administrative and
operational costs. Total net income, from all funds, after deduct-
ing the contribution to Special Reserve amounted to $4.2 million
for the year ended December 31, 1978. The total resources of the
Bank, including all funds, amounted to $259 million and consisted
of share capital, reserves, borrowings and funds administered in
trust. Total loan approvals were 180 million, of which $97 millior
or 54% has been disbursed as of the end of the year.

Looking at OCR operations as of December 31, 1977, the
financial situation of the OCR was sound and solid. Total assets
had reached 63.4 million. 1Its capital and reserves amounted to
39.3 million and its borrowings totaled 18.6 million. The relatior
of outstanding loans to total assets ($22.0 million/$63.4 million)
is increasing, indicating improved capacity to place its resources
in loans rather than having to invest them. Short term investments
at 26.3 million (compared to outstanding loans of 22.0 million),
although still high represents a significant improvement over
1977. The ratio of debt to capitel and reserves was very low but
will increase as a result of the utilization of borrowings already
contracted. On its Ordinary Capital Resources operations, the
CDB realized a net income of $1.7 million during 1978, compared
with $2.3 million in 1977. 1Increased utilization of borrowed
funds and exchange losses due to reserves held in Sterling account
for this decrease in income. The combined gross financial income
from loans and short-term investments of its OCR operations cover
the financial and operational costs without depending on external
contributions. Commission, guarantees and fees earned on loans
made out of the OCR are transferred to a Special Reserve which is
kept for meeting liabilities of the Bank.

The CDB does not make a specific provision for possible
loan losses, but it includes in its Capital and Reserves accounts
an Ordinary Reserve, which on December 31, 1978, amounted to
$6.5 million, compared with 4.3 million in 1977, to cover losces
arising from loans and currency devaluations.

As of December 31, 1978, the financial situation of SDF
resources indicate a continuous growth. The percentage of loans
to total assets has increased from 10.8% to 61.0% in 1978, indicat-
ing an increasing ability for developing and carrying out credit
operations. Net income earned during 1978 amounted to $1.5
million, compared with $1.3 million in 1977. 1In 1978, Gross
Income on loans and investments amounted to $2.9 million, compared
to $2.5 million ir .977. Total assets of the Other Special Funds
also shows a contiiuous growth going from $1.5 million on December
31, 1973, to $56.5 million on December 31, 1978. Average outstand-
ing SDF's Loans as of December 31, 1978, amounted to a total of
36.2 million.
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b. _zpe DECs

The CDB has actively encouraged and assisted in the estab-
lishment ©f national DFCs to help reduce itd administrative burden
and make the various credit schemes responsive to local needs.

Over 40% of cxisting CDB loans are channelled through these
financial intermediaries. The capacities of these institutions,
however, vary considerably between the LDCs in terms of management,
staffing and financial and physical resources. Most Development
Finence Corporations were handicapped from the very beginning by
severe under capitalization, inadequate operating margins, and a
lack of experienced technical personnel.

The financial viability of the DFCs is a serious issue;with the ex-
ception or pelizé$Shave no possibility Of reaching commercial viability
in the near future. This is because for most DFCs the vnlume Of operations
1s limited by island size to a level too low to cover operating
costs. This financial situation has been exacerbated by on-lending
rates that are below commercia? rates; and by exceedingly poor
arrearage rates on collections of sub-loans. (See Annexs VI-7.8,9
for a summary evaluation of each DFC and suggested solutions to
ach%eve viability). There are possibilities, however, that in addition to
Belize, three DFCs (Antigua, Dominica and St. Lucia) can be developed into
effective credit channels for small and medium business nravided thev
charge rates approximate to commercial lending rates, improve collecEions,
and receive a guaranteed subsidy frc.: their Governments. These shall be
part of the financial criteria by which the CDB and AID shall assess
the eligibility of DFCs to utilize AID funds.

c. Commercial Banks

The commercial banks present no issue of commercial viability
since a criteria for their participation will be a financial anal-
ysis showing their ability to cover commercial risks for the amount
of credit to be made available. Each of the MDCs and LDCs has at
least two, and as many as six, branch banks of foreign-owned
commercial banks such as Bank of America, First National City Bank
of New York, Barclays Bank International Ltd., Royal Bank of
Canada, and Bank of Nova Scotia. Most of the LDCs have a
Government Savings Bank, Commercial Bank and a Cooperative Bank.
(See Annex VI-10 for a complete listing).
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d. On-lending Institutional Status

The foliowing is a survey of the financial insti-
tutions and their prospect for participating in this project:

Country
Antiqua

Barbados

Belize

BV, Cayman an
Turks & Caicos
Islands

Dominica

Grenada

Guyana

St. Kitts/
Nevis/Anguilla

St. Lucia

St. Vincent

DFC Commercial Bank

improving through CDB's
T.A. efforts, expected to
participate

commercial banks
have indicated an
interest.

DFC is operational and
viable

Barclay's or Royal
Bank have expressed
interest.

DFC responding to CDB T.A.
support, expected to
participate

The DFC is not effective. No decision has been
made however, Grenada could utilize commercial
banks such as Parclay's, Royal Bank or co-operative
bank.

The Central Bank and
commercial banks have
shown interest in par-
ticipating in the
commerical program.

probably will utilize

national commercial bank.

No decision, DFC is a possibility if proposed
merger is successful. Both the government and
commercial banks interested in experimental program.

No decision, management difficulties within the
DFC suggest using the experimental commercial
bankina channel.
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D. SOCIAL ANALYSIS

1. Social Organization - An Overview

The countries constituting the Commonwealth Caribbean are
experiencing a state of rapid social change. Today's conditions
reflect a blend of a fading colonial plantation system and an
emerging society which increasingly is being drawn into the modern
world economy. This emergence expresses itself in all levels of
society from the family to the nation. The manner in which social
classes relate to each other reflects best the full significance
of Caribbean social development. Although their economic control
in all sectors is still significant, the power of the European
planter class in the Caribbean social order has declined. In
addition, there has been an upward advancement of non-white
professionals, businessmen, and politicians resulting in an expansio:
of the middle class.

Ethnically, Caribbean society reflects a complex patterning
of parallel social hierarchies of African, Asian, and European
heritage, each with their own upper, middle, and lower class.

The bulk of the Caribbean population, however, is still composed
of a large segment (50% of the total population) of native small
"peasant" farmers, landless agrarian laborers, urban workers, and
the unemployed. 1In comparison to the expanding middle class and
existing upper class, these groups are characterized by low per
capita incomes, poor health, inadequate housing, and high rates
of unemployment and underemployment. Of these restraints to
development, the lack of job-opportunities for these groups
constitutes the region's major social problem.

2. Project Beneficiaries

Although all levels of Caribbean society stand to benefit
from the Employment/Investment Promotion Loan and Grant, two special
target groups can be identified: emerging entrepreneurs, and the
laboring class, especially recent migrants to urban areas. Given
possible differences in interests and values of these two socio-
economic groups, planning and implementation of the project will
proceed with a sensitivity as to how the two groups relate to each
other and to regional Caribbean development. Characteristics of
these beneficiaries are significantlv varied and as such, will
reflect different inputs to the project.

Given the wide range of small to medium industrial
enterprises conceivably 2ligible for support, it is difficult to
generalize about the characteristics of potential small scale
entrepreneurs. In general, however, it is anticipated that they
will be drawn from all ethnic groups of the Caribbean with a
disproportinate percentage being from the emerging non-white middle
class and the less affluent West Indian population. These various
ethnic-racial groups share relatively high levels of "scholastic"
education aggressiveness in terms of upward mobility, and an
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attraction to the consumer benefits of a western-oriented economy.
The constraints to their development have been the lack of
management skills, business training, and access to credit facilities.

On the other hand, the majority of laborers will be lower
~lass West Indians of African descent. Although reflecting signi-
“icant regional variation, the rates of unemployment among this
jroup, especially young adults {14 - 24 years of age), are extremely
irigh. This 1is particularly true in the LDCs where in addition to
unemployment the lower class is characterized by high birth rates,
high morbidity and mortality, inadequate nutrition and substandard
housirg. Although an estimated 90 percent of the laborers have
completed primary school, many have regressed into functional
illiteracy through lack of continued exposure. In addition, a gap
exists between educational preparation and the realities of
employment opportunities which are often extremely limited. An
aversion to rural life and low agricultural pay has stimulated
migratory flows from rural to urban areas and to overseas.

3. Constraints - Real and Potential

The region's major constraints to development are the
existing political environment, inter-island isolation, and localism.
The isolation and geographic smallness of many LDCs foster patterns
of local elite possessiveness, inter-island hostility, and powerful
localist prejudice. As the failure of the Federation, demonstrates
political cooperation between leaders of the various countries has
not always been successful. Political actionc are frequently based
on short-run and locally oriented goals which are often counter-
productive to development. Moreover, competition between islands is
affected by a relatively high degree of similarity in human and
natura® resources.

Entrepreneurs - Motivation and aggressiveness among small
entrepreneurs pose fewer problems than the lack of operating capital
and inexperience in small business management. Businessmen - as
all West Indians - are often caught in a web of kinship obligations
which may place demands on reinvestment capital and pressure them
into nepotism thus hampering wise hiring practices. Moreover, it is
common that existing financial institutions are hesitant in
providing investment capital due to the absence of collateral
and/or demonstrated experience in the venture to be undertaken.

In constrast to these constraints, businessmen are often familiar
with the work styles of industrial economies and with the difficulties
in work scheduling and daily operational tasks.

Laborers - The effective integration of rural populations
into industrially related activities must proceed with the
realization that such workers are largely inexperienced in the
daily routines of urban-industrial life. The year-round 40 hour
week, with its five day intensity and shift patterns will require
new adaptations and habits. imilarly, the required social
transition from the small, intimate, circle of kin to the demands
of an impersonal, requlated 1lifestyle will require some adjustment.
Family pressures will remain intense and management must be sensitive
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to such obligations facing workers. Inexperience in industrial work,
shift operations and the new orientation required of laboref can be
surmounted as productivity progresses. Given rcal incentives=#%to regular
work habits (i.e. decent pay, regular advancemant, employment benefits),
other potential restraints should bhe no more than minor obstacles.
Given a lack of empirical knowledge about small enterprises,
entrepreneurs, and the attributes of workers, the development of
regional small and medium scale industrialization will require
knowledge of credit needs, enterprise-specific problems, employment
incentives, sclective employment, etc. Throughout all stages of
industrial development, it will be necessary that the project be
aware of and responsive of these factors:

(a) Active commercial bank involvement in local small and
medium industrial development;

(b) Increased responsiveness to the financial needs of local
industrial development by the DFCs on selected financial
institutions;

(c) Small business edvisory services related to appropriate
regional industrial development;

(d) Increased responsivciiz.s to local industrial development
by the CDB; and

(e) Increased annual commitment of new lending resources for
small and medium enterprises.

4. Role of Women

Labor force participation among females in the region are much
lower than for working ages males (the ratic of males employed in
1970 was 2.6 times greater than females) (see Annex VII-2). Reasons
for the low female participation are directly related to the family
pattern of early teenage pregnancy and marriage. More.ver, women
working in urban establishments and as domestics have continuously
received low wages. They remain poorly represented in managerial
positions, white collar jobs, public service, and the teaching
profession. Modernizing influences, however, are beginning tc redefine
the womem's role in Caribbean Society. Women are especially important
to the employment generation program since they tend to define their
children's future educational and career goals. The project will
support the expansion of employment opportunities of women. As has
been proven in the region's enclave industries, women are particularly
adept in refined assembly line work (e.g. food processing, electronics,
packing, garment works). Among the 26 firms in the industrial estates
recently studied by Clapp and Mayme, eleven are sewing operations and
five are electronic assembly, both of which employ women almost
exclusively as production workers and supervisors. It is expected
that women will continue to be employed in the newly created industrial
firms at both supervisory and worker levels.

. . and
1/ These incentives in the region are real/ positive due to the

strgngth and tradition of organized labor throughout the
region. This will also be evaluated during annual reviews.
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PART V, IMPLEMENTATION PLAN

A, SCHEDULE OF MAJOR EVENTS

DATE ACTION RESPONSIBLE NOTES ON IMPLEMENTATION
PARTY

June '79 1. Loan Authorization RDO/C

June '79 2. CDB Board Approval CDB Board Meeting June 21, 1979.
of project

June '79 3. Execution of Loan RDO/C and Loan/Grant signed in Bridge-
Agreement CDB town,

Aug. '79 4. Financial Institution RDO/C and CDB will prepare selection
Selection Criteria, CDB criteria based on that devel-
prepared and approved oped in the PP and submit

for RDO/C approval.

Sept. '79 5. Implementation CDB CDB will conduct discussion
Activities begin with the Development Finance

Corporations, government
institutions and commercial
banks on the Employment/
Investment Promotion Project
stressing the Sub-project and
institutional criteria.

Begin recruitment of Small
Business Advisors.

June '79 6. Sub-project identi~' CDB and Loan applications, project

Continuous on- fication DFCs identification teams, Indus-

going trial Estates Development.

June '79 7. Pre-investment CDB Where specialized expertise

Continuous Studies is required for larger

on-going studies, CDB will contract

under Technical Assistance
Fdnds, i.e Instutional
Development or TRF. Smaller
studies will be performed by
CDB staff.

July-Aug- 8. Sub-project tech- CDB and Where practicable, usually
nical assistance to Financial for smaller enterprises,
small and medium Institutions CDB's Industrial staff will

enterprises

as qualified

provide technical assistance
services. For continuous
on-going T.A.

S.B.A. hired and on-~site.
Other T.A. to be funded as in
7. above.
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Dec '80 9. Annual Evaluation CDB and CDB develops from semi-
RDO/C annual reports a scope of
work for the annual evalua-
tion,if feasible, contracts
with appropriate institutio
to have it completed.

B. DISBURSEMENT PROCEDURES

Disbursement procedires will be handled in the same manner as
prior Loans and Grants to th CDB:

1. Local Currency - Disbursement for local currency expemditures
will be made under direct reimbursement authorizations (DRA). A DRA will ke
established for the projected local currency disbursements for enterprise
credit, technical assistance and equity investment in enterprises. The CDB
will submit requests for reimbursement on at least a quarterly basis with
supporting documentation to be prescribed in implementation letters. Under
each DRA, the CDB may request an advance of funds based on the estimated
disbursement for a three-month period.

2. Toreign Exchange - Disbursements for foreign exchange
expenditures will be made under the letter of commitment/letter of credit
procedure for all individual procurements of goods or services which exceed
$15,000. Disbursements for individual off-shore procurements for less than
this amount may be made through the DRA procedure described above.

3. Other - Disbursements of the Bank may also be made through
such means as CDB and AID may agree in writing.

C. PROCUREMENT PROCEDURES - CDB Procurement Procedures will be
utilized to the extent they do not conflict with AID statuatory restrictions.

Goods and services financed under the project will have their
source and origins in countries included in code 941 for the loan and code
000 for the Grant of the AID Geographic Code Book or in the country in which
the sub-project is located. Procurement in the country in which the sub-
project occurs shall be defined as local procurement.

As with prior AID loans to the CDB, CDB will seek to negotiate
mutual untying agreement with other donors for current replenishments to
the CDB.

D. SUB-PROJECT DEVELOPMENT, IMPLEMENTATION AND MONITORING.
CDB

The development and analysis of project is performed by ad
hoc multi-disciplinary teams with an anpropriate mix of expertise. CDB's
appraisal techniques include analysis of the technical, financial and
eccnomic feasibility of a project, its organization and management, services
that can be provided by supporting organizations, soundness of relevant
marketing and legal arrangements and rate of return as compared with alter-
native project. See annex VI - 4

Project implementation is the responsibility of a project
manager within the industrial division assisted by the va. ious support
division and other technical divisions as needed. CDB project implementa-
tion reports are prepared on a quarterly basis and submitted to RDO/C on
a semi-annual basis.
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Based on AID's prior experience in reviewing CDB projects, it
is concluded that the CDB has the necessary expertise and capability to
administer the proposed program. This would include, where appropriate,
the ability to contract for and administer services of consultants to
perform specialized analyses or to provide technical assistance to sub-
borrowers which the Bank may not be equipped to undertake.

RDO/C
Because of the intermediate credit institution nature of the
project, RDO/C's role in the administration of the project will premarily

involve the approval of plans, programs, sub-projects of more than
$500,000 and the evaluation of the overall program.

E. ENVIRONMENTAL IMPACT

A Negative Determination has been recommended in the initial
Environmental Examination (see Annex 1-4,)The factors leading to this
recommendation are the relative small size of the sub-projects, the
requirement of sound technical design and CDB's previous experience and
analysis of similar sub-projects.

The CDB and ICI's will review the small business and indus-
trial activity considered and supported by this loan to ensure that they
will have no environmentally hazardous effects. Each sub-project propos-
al in excess of $100,000 will be analyzed by the CDB as a part of the
feasibility study for any special requirements regarding its potential
impact on the environment.

F. REPORTS

Reports will be submitted to RDO/C on a semi-annual basis.
The first report will be submitted six (6) months after conditions pre-
cedent are met.

The semi-annual reports by the CDB will be consistant with
those provided under Loan 003, and will consist of the following basic
information and may be expanded to provide clarification:

- Project supervisions report

- Tabulation of sub-loans approved

~ Sub-project description

- Loan Funds

- Jobs created
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- Implementation status
- Problems
- Summary progress report by country of sub-loans

- Reports of the Small Business Advisor.

S. EVALUATION

The project impact on the region will be jointly evaluated by
AID and the CDB on an annual basis during the project's four year life in
coordination with the activities and evaluation of the 1978 Employment/
Investment Promotion Grant. The first evaluation will be performed one
year after the meeving of the conditions precedent. Although all of the
evaluations will examine the appropriateness and effectiveness of the
project relative to project objectives, the first evaluation will focus
on the administrative aspects of the program (organization, disbursements
and technical assistance achievements) to permit early identification and
resolution of any implementation problems.

As of the second evaluation technical assistance suppeort will
have generated sufficiant information to begin evaluation of the project
outputs and purpose achievement. The second evaluation will be based on
the following:

Target Levels

Sub-project benefits, in terms of income and employment,
will be provided by the analyses which the CDB and financial intermedia-
ries will prepare for ecach sub-project.

Progress Data

As part of the annual review a representative sample of sub-
projects financed with loan funds will be cuarveyed to determine estimated
target group impact. This will be compared to the projections of the pro-
ject analyses contained in the CDB project appraisals. Evaluation data
to be collected on each project selected for examination include:

- The efficacy of CDB/Financial Institution's effort under the
project;

- Status of Industrial Estate subsidy re-evaluation;

~ Change in the the on-lending institutions organization and
procedures, mechanisms of on-lending, identification of
bottlenecks, revision and suggested implementation of the
operational changes;
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- Adequacy of the sub-project to effectively expand
the use of regional resources;

- The problems or efficiencies generated by the Small
Business Information Advisor;

- Success in implementing sub-projects as scheduled;

- Competence and effectiveness ol management and
technical personnel provided;

- Success intransferring technical and management
skills to the region.

The third or end of project evaluation requires con-
sideration of factors which are both quantative and qualitative:

- the plans for expansion of the Industrial Develop-
ment activities;

- the adequacy of financial institutional arrangements;

~ the status of implementation of the various recommended
improvements to the on-lending programs of the region.



Anmnex I -1

CARIBBEAN DEVELOPMENT BANK
P.O. Box 408 Wildey

St. Michael Bavbados W.L

Telephone: 61152 Cable Address: “Caribank,” Telex WB 287

30th May, 197¢
WAY 31 ICiC

Mr. William Wheeler,
USAID Representative, i ﬁ
USAID Regional Development Office/CaribbearACHON”,, >,
Trident House,
Broad St.,
_B_Rl DGETO_H[‘J_ LACTICH T

DUZ DATZ .. M. [.Co et len

DATZ .. ‘%@( ..
Dear Mr. Wheeler, SIGNATURZ T .L T T
As you kriow, my staff and yours have been carrying
out detailed discussions on an Employment lnvestment
Promotion Programme for the Region. This letter is to
formally request a grant of USS$1,400,000 and a toan of

US$8,40N0,000 to support the establichment of the Programme
in the Bank.

The Programme is designed to increase investment,
employment and output of the industrial and infrastructure
sectors of the cconomies of the countries of the English-
speaking Caribbean.

We look forward to a favourable reply and to a
successful establishment of the Programme.

Yours sincerely,

/Jv/f«/—/f}i:i/

William G. -Demas
President
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Annex 1 -2

Page 1 of 10

STATUTORY CHECKLIST

GENERAL CRITERIA FOR PROJECT

1. ¥Y 79 App. Act Unnumbered; TFAA Sec. The project was included in
653 (b); See. 63%A, AID's FY 1979 congresional
(a) Describe how Committees on presentation. Advice of
Appropriations of Senate and House program change submitted on
have been or will bg notified con- June 6, 1979,

cerming the project; (b) is assistance
within (Operational Year Budget)
country or international organization
allocation reported to Congress (or not
more than $1 million over that figure)?

FAA Sec. €11 (a) (1). Prior to obliga- Yes
tion in excess of S100,000, will there be

(a) engineering, financial, and other

plans necessary to carry out the assist-

ance and (b) a reasonably firm estimate

of the cost to the U.S. of the assistance?

FAA Sec., ovll (a) (2). If further N.A
legisistive action is required within

recipient country, what is basis for

reasonable expectation that such action

will be completed in time to permit

orderly accomplishment of purpese of

the assistance?

FAA Sec. 611 (b); FY 79 App. Sec. 101. N.A

'
1f for water or water-related land resources
construction, has project met the standards
and criteria as per the Principles and Stand-
ards for Planning Water and Related lLand
Resources dated October 25, 19737

FAA Sec. 611 (e). If project is capital N,A
assistance (e.g., construction), and all

U.S. assistance for it will exceed $1 million,

has Mission Director certified and Regional
Assistance Administrator taken into considera-

tion the country's capability effectively to
maintain and utilize the project?

P i i i S
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FAA Sec. 209, 1s project susceptible of This 1s a Regional project. !
execution as part of regional or multilateral j
project? 1f so why is project not so A
executed? Information and conclusion whether
assistance will encourage regional development

programs.

FAA Sec. 601 (a). Information and The Project contains credit '
conclusions whether project will and technical assintance programs

encourage efforts of the country for the private sector; theywilil

fo: (a) increase the flow of inter- increase the flow of international

national trade;  (b) foster private trade, foster private initiaive,

initiative and competition; (c) and improve te;hnical efficiency

encourage development and use of of industry and commerce.

cooperatives, credit unions, and savings
and loan assoications; (d) discourage
monopolistic practics; (d) improve
technical efficiency of industry,
agriculture and commerce; and (f)
strengthen free labor unions.

FAA Sec. 601 (b). Information and U.S. private enterprise will be
conclusion on how project will utilized to provide technical
encourage U.S5. private trade and assistance to the project.

investment abroad and encourage private
U.S.participation in foreign assistance
programs (including use of private
trade channels and the services of U.S.
nrivate enterprise).




B, FUNDING CRITERIA FOR PROJECT

1

Development Assistance Project Criteria

a.  FAA Sec. 102 (b); 111, 113; 281 a.

Extent to which activity will (a) effectively
involve the poor in development, by extending
access to economy at local level, increasing
labor-intensive production and the use of
appropriate technology, spreading investment
out from cities to small towns and rural areas,
and insuring wide participation of the poor

in the benefits of development on a sustained
basis, using the appropriate U.S. institutions;
(b) help develop cooperatives, especially by
technical assistance, to assist rural and urban
poor to help themselves toward better life,

and otherwise encourage democratic private

and local governmental institutions; (c)
support the seli-help efforts of developing
countries; (d) promote the participation of
women in the national economies of developing
countries and the improvement of women's
status; and (e) utilize and encourage regional
cooperation by developing countries?

b. FAA Sec. 103, 103A, 104, 105, 106, 107.

1s assistance being made available: (include
only applicable paragraph which corresponds
to source of funds used. I1f more than one
fund source is used for project, include
relevant paragraph for each fund source.)

(1) (103) for agriculture, rural development

or nutrition; if so, extent to which activity
is specifically designed to increase productivit
and income of rural poor; (103A) is for agricul
tural research, is full account taken of needs
of small farmers;

(2) (104) for population planning under sec.

104 (b) or health under sec. 104 (c); if so,
extent to which activity emphasizes low-cost

integrated delivery systems for health,
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The Project will stimulate labor
intensive production and invest-
ment in rural and urban areas
through its credit programs to
business enterprises.

The project promotes self-help
measures by strengthening the
public and private industrial
gectors in each participating
country.

Women are an integral part of

the project that they are eligible
to receive the credits and tech-
nical assistance this project
provides.

As a regional project the project
promotes regional cooperation.




10.

2t

FAA Sec. 612 (b) Sec. 636 (h).

Describe steps taken to ac:ure that,

to the maximum extent possible, the
country is contributing local currencies
to meet the cost of contractual and
other services, und foreign currencies
owned by the U.§. are utilized to meet
the cost of contractu#l and other
services.

FAA Sec. 612 (d). Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have been
made-for its release?

FAA Sec. 601 (e). Will the project
utilize competitive selection procedures
for the awarding of contracts, except
where applicable procurement rules

allow otherwise?

FY 79 App. Act Sec. 608. 1If ascistance
is for the production of any commuodity
for export, is the commodiry likely to
be in surplus on world markets at the

time the resulting productive capacity

becomes operative, and is such assistance

likely to cause substantial injury to
U.S. producers of the same, similar or
competing commodity?
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As indicated in the project paper,
participating institutions and

sub-borrowers are making substan-
tion contributions to the project.

No

Yes

No




nutrition «nd famly planning for the poorest
people, with particular attention to the
needs of mothers and young children, using
paranedical and auxiliary medical personnel,
clinics and health posts, commercial distri-
bution systems and other modes of community
lesearch. -

(3) (105) for education, public aéministra-
tion, or human resources development; 4if s0,
extent to which activity strengthens nbnformal
education, makes formal education more relevant,
éspecially for rural families and urban poor,

or strengthens management capability of
institutions enabling the poor to participate

in development;

(4) (106) for technical assistance, energy,
research, reconstruction, and selected devel-
opmént problems; if so, extent activity is:

(i) .technical cooperation and development,
especially with U.S. private and voluntary, or
regional and international development, organi-
zatrions;

(i1) to help alleviate energy problems;

(iii) research into, and evaluation of,
economic development processes anc tecnnigues;

(iv) reconsiruction after natural or nanmade
disaster;

(v) for special development problem, and to
enable proper utilization of earlier U.S.
infrastructure, etc., assistance;

(vi) for programs of urban development,
especially small labor-intensive enterprises,
marketing systems, and financial or other
institutions to help urban poor paflicipate
in economic and social development.

(2. (107) Is appropriate effort placed on
use of appropriate technology?

d. FAAL Sec. 110 (a). Will the recipient
country provide at least 25% of the cost of
the program, project, or activity with respect
to which the as‘istance is to be furnished

(or has the latter cost-sharing requirement
been waived for a "relatively least-developed"
country)?
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The Project is designed specifi-
cally to increase employment and
incomes of rural and urban poor
by providing credits to establish
or expand industries and
businesses which are labor-inten-
sive.

The Project utilizes the review
procedures established by the CDB
for application of appropriate
technologies,

This is a Regional project and
this the statuteis not applicable




e. FAA Sec. 110 (b). Will grant capital
assistance be disbursed for project over
more than 3 years? 1f so, has justification
satisfactory to Congress been made, and
efforts for other financing, or is the
recipient country "relatively least

developed"? B

f. FAA Sec. 281 (b). Describe extent to
which program recognizes the particular
needs, desires, and capacities of the people
of the country; wutilizes the country's
intellectual resources to encourage
institutional development; and supports
civil education and training in skills
required for effective participation in
governmental and political processes
essential to self-government.

g. FAA Sec. 122 (b). Does the activity
give reasonable promise of contributing

to the development of economic resources

or to the increase of productive capacities
and self-sustaining economic growth?

Development Assistance Project Criteria

fLoagE_Onlx)

a. FAA Sec. 122 (b). Information and
conclusion on capacity of the country
to repay the loan, including reasonable-

ness of repayment prospects.

b. FAA Sec. 620 (d). If assistance is
for any productive enterprise which will
compete in the U.S. with U.S. enterprise,
is there an agreement by the recipient
country to prevent export to the U.S. of
more than 20% of the enterprise's annual
production during the life of the loan?

Project Criteria Solely for Economic

Support Fund

a. FAA Sec. 531 (a). Will this assist-

ance support promote economic or political
stability? To the extent possible, does it
reflect the policy directions of section 1027

b. FAA Sec. 533. Will assistance under
this chapter be used for military, or
paramilitary activities?
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No. The Grant portion

of this project is for technical
assistance.

Reduction of the unemployment levels is
a Governmental objective and responds
to the rural and urban poor's needs
and desires., The project fosters
utilization of the Region's natural

and applied resources in the encourage-
ment of industrial development. It
will assist development finance cor-
porations other credit institutions

and subborrowers in labor intensive
project development and provide busi-
nessmen with access to credit.

Yes

The CDB, the implementing institution,
has the resources by which to repay
the loan,

Direct competition with U.S enterprises
is not contemplated.

N.A
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Procurement L0 |
1. FAA Sec. 602. Are there arrangements
o permit U.S. small business to
participate equitably in the furnishing j i
of goods and services financed? |
2. FAA Sec. 604 (a). W1l all commodity Yas

procurement financed be from the U.S.
except as otherwise determined by the
Fresident or under delegation from him?

3. FAA Sec. 604 (d). If the cooperating
country discriminates against U.S. Yes
marine insurance companies, will
agreement require that marine
insurance be placed in the U.S. on
commodities financed?

4, FAA Sec. 604 (e). 1If offshore procure-
ment of agricultural commodity or
product is to be financed, is there N.A
provision against such procurement
when the domestic price of such
commodity is less than parity?

5% FAA Sec. 608 (a). Will U.S. Government
excess personal property be utilized
vherever practicable in lieu of the
procurement of new items?

Yes

6. FAA Sec. 603 (a) Compliance with U.S. Ships will be used if available,
requirement in section 901 (b) of the Appropriate determinations will be
Merchant Marine Act of 1936, as amended, obtained from AID/W as to unavail-
that at least 50 per centum of the ability
gross tonnage of commodities (computed
separately for dry bulk carriers, dry
cargo liners, and tankers) financed shall
be transported on privately owned U.S.
flag commercial vessels to the extent
that such vessels are available at
fair and reasonable rates.

1/ FAA Sec. 621. If technical assistance
is financed, will such assistance be
furnished to the fullest ~xtent practi-
cable as goods and professional and
other services from private enterprise
on a contract basis?

Yes




1f the facilities of other Federal
apencies will be utilized, are they
particularly suitable, not competitive
with private enterprise, and made
gvailable without undue interference
with domestic programs?

International Air Transport. Fair
Competitive Practices Act, 1974.

If air transportation of persons

or property is financed on grant
basis, will provision be made that
U.S. flap carriers will be utilized
to the extent such service is
available?

FY 79 App. Act Skéc. 105. Does the
contract for procurement contain a
provision authorizing the termination
of such contract for the convenience
of the United States?

Construction

1%

FAA Sec. 001 (d). If a capital
(e.g. construction) project, are
engineering and professional
services of U.S. firms and their
affiliates to be used to the maximum
extent consistent with the national
interest?

FAA Sec. 611 (¢). If contracts for

construction are to be financed, will
they be let on a competitive basis
to maximum extent practicable?

FAA Sec. 620 (k). If for construction

of productive enterprise will aggregate
value of assistance to be furnished
by the U.S. not exceed $100 million?
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Yes

Yes

Yes

Yes

Yes

Yes

9




Other Restrictions

1. FAA Sec. 122 (e). 1If development
loan, is interest rate at least 27
per annum during grace period and

at least 3% per anpum thereafter?

2. -FAA Sec. 301 (d). If fund is
established solely by U.S. contri-
butions and adiinisiered by an
international oryanization, does
Comptroller General have avdit rights?

3.  FAA Sec. 620 (h). Do arrangements
preclude promoting or « sisting the
‘foreign aid projects or acrivities
of Comminist-bloc couniries, contrary
to the best interests of the U.5.7

4.  FAA Sec. 636 (i). Is financing not
permitted to be used, without waiver,
for purchase, long-term lease, or
exchange of motor vehicle manufactured
outside the U.Y., or puaranty of such
transaction?

‘5. Will arrangements preclude use of

financing:

a. TAA Sec. 104 (f).  To pay for
perforuance of avortions our to

motivate or coerce persons to practice
abortions, to pay lu¢:r performance of
inveluntary sterilization, or to coerce
or provide financial dincentive to any
person to undergo crilization?

b. FAA Sec. 620 (g). To compensate
owners for expropriated natioralized
property?

Yes

Yes

Yes

Yes

Yeu

Yes
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c. FAA Sec. 660. To finance police
training or other law enforcement asssist—
ance, except for narcotics programs?

d. FAA Sec. 662. For CIA activities?
e. FY 79 App. Act Sec. 104. To pay
pensions, etc. for military personnel?
f. FY 79 App. Act Sec. 106.

To pay U.N. assessments?

g. FY 79 App. Act Sec. 107.

To carry out provisions of FAA sections
209 (d) and 251 (h)? (Transfer of FAA

funds to multilateral organizations for
lending.)

h. FY 79 App. Act Sec. 112. To finance
the export of nuclear equipment, fuel,

or technology or to train foreign nations
in nuclear fields?

i. FY 79 App. Act Sec. 601. To be
used for publicity on propaganda purposes
within U.S. not authorized by Congress?

Yes

Yes

Yes

Yes

Yes

Yes

Yes
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DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT

Washington, D.C. 20523

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

Name of Entity: Caribbean Development Bank
Name of Project: Employment/Investment Promotion
Project Number: Loan 538-W-1Z

Grant 538-0013A

Pursuant to Part I, Chapter 1, Section 106 of the Foreign
Assistance Act of 1961, as amended, I hereby authorize a Loan and a
Grant to the Caribuean Development Bank (''CDB") of not to exceed Eight
Million Four Hundred Thousand United States Dollars ($8,400,000) (the
"Authorized Loan Amount') and Two Hundred and Fifty Thousand United
States Dollars ($250,000)(the "Authorized Grant Amount') to help in
financing certain foreign exchange and local currency costs of goods
and services required for the project as described in the following
paragraph.

The project will stimulate increased investment in small and
medium sized business enterprises in the Caribbean region. The Loan will
provide credits [or programs of industrial estate construction, and for the
financing of selected projects either through direct relending by the CDB
or relending by CDB through local financing entities. The Grant will pro-
vide technical assistance to intermediate financial institutions, and small
and medium businesses, in conjunction with credit loan funds being adminis-
tered pursuant to the project.

I approve the total level of AID appropriated funding planned for
the project of not to exceed Nine Million E¢#¥rHundred Thousand United States
Dollars ($9,800,000) of Loan and Grant funding including the authorized
amount during the period June 1979 to December 1983. I approve further
increments during that period of Grant funding up to One Million One Hundred
and Fifty Thousand United States Dollars ($1,150,000) subject to the avail-
ability of funds in accordance with AID .llotment procedures.

I hereby authorize the initiation of negotiation and execution of
a Project Grant Agreement by the officer to whom such authority has been
delegated in accordance with AID regulations and Delegations of Authority,
subject to the following essential terms and covenants and major conditions,
together with such other terms and conditions as AID may deem appropriate.
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I. The Loan shall be subject to the following terms and conditions:

A. Interest and Terms of Repayment

The CDB shall repay the Loan to AID in United States dollars within
forty (40) yecars from the first disbursement under the Loan, including a
grace period of not to exceed ten (10) years. The CDB shall pay to AID
in United States dollars interest at the rate of two percent (2%) per
annum during the grace period and three percent (3%) per annum thereafter
on the outstanding disbursed balance of the Loan and on unpaid interest.

B. Source and Origin

Except for ocean shipping, goods, services and marine insurance
financed under the Loan shall have their source and origin in any country
including in AID Geographic Code 941, or any member country of the CDB
except Canada and the United Kingdom unless mutual untying of funds can
be established at a later date. Marine insurance may be financed under the
Loan only if it is obtained on a competitive basis, and any claims there-
under are payable in freely convertible currencies. Ocean shipping
financed under the Loan shall be procured in any country included “n AID
Geographic Code 935 or any member country of the CDB.

C. Local Currency Costs

United States dollars utilized under the Loan to finance local currency
costs shall be made available pursuant to procedures satisfactory to AID,

D. CONDITIONS AND COVENANTS

1. Special Conditions Precedent To Disbursement

Prior to the first disbursement under the Loan, or to the
issuance by A.I.D. of documentation pursuant to which dishursement
will be made, the Borrower will, except as the Parties may otherwise
agrce in writing, furnish to A.I.D. in form and sublstance satisfactory
to A.1.D.:

A description of the criteria to be used to determine
the eligibility of lending institutions as intermediate
lenders under the project.

2. Conditions Precedent To Additional Disbursement

Prior to disbursement under the Loan, or to the issuance by
A.I.D. of documentation pursuant to which disbursement will be made
to any secondary financial institution, the Borrower will, except as
the Parties may otherwise agree in writing, furnish to A.I.D. in
form and substance satisfactory to A.I.D.:

(a) An evaluation of the institution by the Borrower
with a specific finding as to the institution's
viability and its ability to manage sub-loans;

(b} A statement of the procedures and criteria against
which the institution will appraise the technical
and financial, and environmental soundness of the
projects.



3. Special Covenants For Sub-proiject Lending

Borrower will insure that: Page 3 of 4

(a) 1Individual sub-projects costing in excess of
U.S. $500,000 will be submitted to A.I.D. for approval
prior to their being financed under the loan:; and

(b) Prior to approval of financing by on-lending
institutions for projects located in Jamaica, chat
financing is not available from the SSE loan program
being financed by the International Bank for
Reconstruction and Development,except as AID may
otherwise agree.

4. Special Covenants TFor The Industrial Estates Program (IEP)

(a) Prior to the approval of financing for an industrial estate
project, Borrower will use its best efforts to establish with the sub-
borrower a financial plan for management of the facility that includes
minimum rental rates sufficient to cover loan debt service and maintcnance
costs.

(b) Borrower agrees to work actively towards the adoption of a
common regional policy on industrial estates, particularly as regards
the reduction or elimination of rental subsidies.

5. -Special Covenant Tor Use Of Tunds

(a) Borrower agrees to provide in sub-lending agreements with
intermediate credit institutions that project funds, including reflow,
which are not used for project purposes within a reasonable period of
time shall be rcturned to the Borrower for use on other aspects of the
program. Funds repaid to the Borrower shall be credited to Borrower's
Special Development I'und.

(b) Borrower covenants to use income over and above administrative
costs and 2% allocation to reserves from interest spread on AID Funds
for technical assistance programs that will stimulate the investment in
small and medium business enterprises necessary to increase production
and employment in the region.

II. The Grant shall be subject to the following terms and conditions:

A. Source and Origin of Goods and Services

Except for ocean shipping, the source and origin of goods and services
financed by AID shall be Code 000 and countries of the English-speaking
Caribbean defined as follows: Antigua, Barbados, Belize, British Virgin
Islands, Dominica, Grenada, Guyana, Jamaica, Montserrat, Turks & Caicos,
St. Kitts/Nevis/Anguilla, St. Lucia, St. Vincent, and Trinidad & Tobago.
Ocean shipping financed under the Grant shall be procured in any country
included in AID Geographic Code 935.

B. Condition Precedent to Initial Disbursement

Prior to any disbursement or to the issuance of any commitment documents
under the Project Agreement CDB shall furnish to AID, except as parties may
otherwise agree in writing, in form and substance satisfactory to AID:

(i) A certified statement of the name of the person(s) authorized
under the Project Agreement to act as CDB's representative under the Agreement
with authenticated specimen signatures o f said representatives.
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III Waivers
In order to accomplish the objectives of the project and to prevent

substantial delay in implementation, it is required that the following AIL
shipping regulations be waived:

1) Waiver of Geographic Code 000 and 941 for AID financing of
Shipping Costs to Code 935

The Caribbean Region and particularly the LDCs which will
participate in the project are not able to comply with the
normal shipping source requirement. American flag carriers

do not call at these islands with sufficient frequency to
enable project financed commodities to be secured in a timely
manner. Commodities financed are critical to the sub-projects
success and their delay in arrival would significantly jeopar-
dize project implementation. The LDCs are well serviced by
other Code 935 flag carriers.

2) Waiver of 50-50 Shipping Requirements

Because of the scarcity of U.S. flag carriers servicing the
LDCs, it is impossible to ensure that 50% of the gross tonnage
and 507 of the gros: freight revenue generated by ocean ship-
ment for project goods be on U.S. flag vessels.

Assistant Administrator



I i e e g

Annex I - 4

DEPARTMENT OF STATE
AGENCY FOR INTLRHATICNAL DEVELOPMENT LAC/DR-IEL-78-32

WASHINGTON DC  2042)

ENVIRONMERTAL THRESHOLD DECISION

location : Caribbean Regional

Project Title : Employment Investment Promotion, 538-0013

Funding $6.3 million loan; $1,676,000 grant

Thrée Years, starting FY 1978 after signing of Grant
Agreement

Life of Project:

Mission Recommeéndation:

Based on the Initial Environmental Examination, the Mission has con-
cluded that the project will not have a significant effect on the
human environment and therefore recommends a Negative Determination.

The Latin America and the Caribbean Bureau's Developme .t Assistance
Executive Committee has reviewed the Initial Environmental Examina-
tion for this project and concurs in the Mission's recommendation for

a Negative Determination.
AR/LAC _I"x.’{'i s 1 on:

Purusant to the authority vested in the Assistant Administrator for
Latin America ana the Caribbean under Title 22, Part 216.4a, Environ-
mental Procedures, and based upon the above recommendation, I hereby
determine that the proposed project is not an action which will have
a siagnificant effect on the human environment, and therefore, is not
an action for which an Environmental Impact Statement or an
Environnental Assessment will be reguired.

70 P
Jdiigsdio (e,
Assistant Administrator gfor
Latin America and the Caribbean

ﬁlguéi’ :")‘f 1‘?7(

Date

Clearances: (7
DAEC Chairman :MBrowﬁ\' / ;?fq NG
LAC Environmental Advisor:ROOtto EﬂL,

16

.. g

=

it L




358749'4&4
AVAILABLE copy Bl 17 14
COPy ; A
e/ FAnnex 1 -
== EAVan Exhibit § 9
Puge 1 of €

BEST A

IRITIAL ENVIRONMENTAL EXAMINATION (IEE)

A, }urr:hrw&

Froject Location: Ceriblbean Repionel
Project Title: Enmployment Invesiment Promotion s Rt N oy
Funding
. . ’ . P v . .
Life ofl . Projects Three yeers, starting FY 1875 after sipning of Grant
erL'HLﬁ1
1EE Prepered by: 57 [. ‘)\: er, Cepited Projeet Develoument Officer
LDate: July 20, 197§
Recommended: A Legative Deiermination. (No Envirommental Assessment

or Environmentel Irpact Stietement llecesser Va..)

T
D..Jghld}: Jo}msfm, Aeting AID F\’cpre:aunt&tivc {,Date

;
s o] 75 1775

,

Acsistant Administretor's Decision: AA/LAC

Approval cof Environmentzl Action Date

Recomended

Disepproval of Environwental Action Dete
Recommended
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C. Discussion of Impacts; Neture, Scove end Magnitude

Based upon the Initial Environmentel Examination for this project,
ithe recommended Thresheld Decision ic & Negative Determination.

The Bmployment Investment Promotion Program is planned to enable
esteblishment or expansion of up to 157 szall anc medium sized Industirial
and Commercial businesses with average investment of $70,000. In this
celegory will be small scale essembly industry end other indestry with
more traditional labor-intensive technoiogies. The program will establish
new employment opportunities for rurel and urban poor and carry out insti-
tutional reforms in the on-lending institutions. The CDB feasibility
analyses of sub-projects of this type include thorough analyses of
technical features of proposed designs, operations and manzgement. Tts
standerds on engineering specifications and performance &re consistent
with standard engineering practice. The Bank's appraisal criterie en-—
sures good envirenmentel husbandry.

The specific sub-project activities under this loan will be selected
by the CDB and thus have not been assigned, but because of the nature of
the program ere expected-to have the following cheracteristics:

(1) The environmental effects will be very limited and localized

due to the small to medium size of the enterprises and the

wide difpersal of enterprises throughout the CDB territory

of work.
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(2)

(k)

Lnnex, 2
Exhibit &
Puge C of 6
-2_
The process will ipvolve well-known technigues for which enpineering
practices and evailalle bardwarc limit adverse environmental.
effects from by-products, waste, etc. to accepteble tolerance
levels.
The project asctivities will be repgularly monitored in terms of
operating performance. The monitoring by the CDB is not limited
to the narrov scope of financial yqrfcrmance, but under the
Bunk's responsibility for develommeni inecludes otservation of
social, environmental and other impacts.
If the need should arise the,CDB has the capacity to revise a
project to achieve desirable environmental and social performance.

Our review of the type of acfivities forescen under this loan

reveal no evidence that the environmentel effects would:

(1) have & serious negative impact on the human environment;

(2) have impacts vhich are likely to be irrevocable or highly
controversiel;

(3) which might have & tendency for a cumulative ill-effect; or

(4)  which might establish a precedent for adverse future asction.

Consequently, & Negative Determination has been recommuended in

respect to further Environmental Assessment.
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ANNEX: 11 - 1

----- A, PROBLEM STATEMENT - ECONOMIC ENVIRONMENT. THE
INTERIM REPORT USES 1970 FIGURES TO DEFINE THE REGION'S UN-
EMPL OYMENT PROBLEM, THE DAEC REQUESTED TrAT THE PP PROBLEM
STATEMENT BE BASED ON MORE CURRENT DATA IF RVAILABLE.

(G. WEIN WILL BE AVAILABLE TO ASSIST IN UPDATING EMPLOYMENT
STATISTICS.) FURTHERMORE, THE DAEC REQUESTED THAT THE PP
«DEFINE THE NATURE AND EXTENT OF ECONOMIC POLICY OBSTACLES
TO EXPANDING LABOR INTENSIVE IMWESTMZNTS., WHAT MINIMUM
POLICY CHANGES ARE NECESSARY FOR PROJECT SUCCESS?

----- B, (DB CAPACITY. THE PROJECT®'S SIX ACTIVITIES RE=-
QUIRE ADDITIONAL CDB STAFF AND MANAGEMENT RESPONSIBILITIES
AND PLACE CONDITIONS ON USE OF THE NEW RESOURCES. GIVEN
THE CDB'S PREFERENCE FOR SIMPLE REPLENISHMENT OF SPECIAL
FUNDS RESOURCES, TOP-LEVEL CDB AGREEMENT SHOULD BE OBTAINED

DIRING INTENSIVE REVIEW ON THE CONDITIONS TO BE PLACED ON
PROJECT FUNDS AND ON THE NE3D FOR THESE TO ATTIAIN PROJECT
OBJECTIVES. CDB INVOLVEMENT AT THIS EARLY STAG" COULD ALSO
INCLUDE ANTICIPATING AND ADDRESSING POTENTIAL CONDITIONS
PRECEDENT .

----- C. GEOGRAPHICAL FOCUS. THE INTERIM REPORT FOCUSES ON
BARBADOS AND THE LDCS, ALTHOUGH ALL NON-CONTR;BUTING CDB
MEMBERS ARE ELIGIBLE UNDER THE PROJECT. THE DAEC SUGGESTED
PROJECT LENDING CRITERIA BE DEVELOPED DURING INTENSIVE\RE-
VIEW BASED ON NATURAL SMALL INDUSTRY CREDIT DISTRIBUTION
PATTERNS -=- E.G., PAST AND PROJECTED CDB LENDING AND DEMAND
FOR SMALL INDUSTRY CREDIT FOR ALL ELIGIBLE SPECIAL FUNDS
| BORROWERS (MDCS AND LDCS). FURTHERMORE, THE PP SHOULD IN-
| CLUDE A RATIONALE FOR INITIALLY LIMITING EX ,ORT ACTIVITIES
AND SMALL ENTERPRISE ASSISTANCE TO ONE MDC (BARBADOS) AND
| ONE LDC AND SHOULD DESCRIBE THE ,ROJECT'S SCHEME TO INCLUDE
| ADD ITIONAL LDCS AND MDCS.

L e D. SMALL INDUSTRY ASSISTANCE.
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D1SCUSS WHETHER BIMAP 'S THE SOLE SOURCE OF EXPEP™ 'SE IN
THE REGION FOR ASSIST G SMALL ENTERPRISES IN ACL_iRING AKD
APPLYING BUSINESS SXILLS AND JUSTIFYING THE SELECTION OF
BIMAP OVER OTHER INSTITUTIONS, E.G., TRINIDAD, JAMAICA, THE
(MB, OR THE DFCS, ARE THE PROPOSED INSTITUTION AND METHOD
THE MOST COST-EFFECTIVE? WHAT IS THE LONG-TERM ROLE AND
RELATIONSHIP OF BIMAP IN PROVIDI,G TA ON THE REGIO'? 1IN
ADDITION, THE FINANCIAL FEASIBILITY OF PROVIDING SMALL
BUSINESS TA AND TRAINING BY BIMAP SHOULD BE CAREFULLY RE-
VIEWED IN THE PP, WHAT WILL HAPPEN WHEN AID GRANT FUNDS
ARE NO LONGER AVAILABLE?

(2) STRENGTHENING THE DFCS, THE INTERIM REPORT PROPOSES

A DOLS. 700,902 GRANT TO THE CDB FOR NO-INTEREST ON LENDING
TO THE DFCS TO ASSIST IN THEIR CA,ITALIZATION. THE DAEC.
REQUESTED THAT THE CDR EXAMINE THE PROPER ROLE AND DISTRI-
BUT ION OF THE DFCS IN TERMS OF INDIV,DUAL DFCS® FINANCIAL
VIABILITY AND ABILITY TO DEVELOP PROJECTS AND MAKE LOANS%
GIVEN THAT AID PROVIDES RESOURCES OM.Y TO REASONABLY SELF=
SUFFICIENT ENTITIES, HOW DOES THE CDB PROPOSE TO HANDLE ANY
DFCS NOT VIABLE BY AID STANDARDS UNDER THIS PROJECT 7T HE

PP SHOUWD DEMONSTRATE HOW AND IN WHAT AREAS THE DFCS ARE IN
A BETTER POSITION THAN THE CDB AND ARE THEREFORE NECESSARY
TO PROVIDE SMALL INDUSTRY CREDIT, WHAT ALTERNATIVE AID
MECHANISMS COULD BE USED TO CAPITALIZE THE DFCS?

(3) CREDIT DEMAND. 1IN PROVIDING JUSTIFICATION FOR THE
LEVEL OF DEMAND UNDER THE SMALL ENTER ,RISE COMPONENT, THE
PP SHOWD SHOW THE INCREMENTAL DEMA;D OVER AND ABOVE THE
SMALL INDUSTRY DIVISION'S REGULAR PROJECTIONS. INTENSIVE
REVIEW SHOLWD ADDRESS POTENTIAL SIMILARITY BETWEEN SOME OF
THIS PROJECT®S SMALL ENTERPRISE ACTIVITIES AND THE SMALL
INDUSTRIES ELEIGIBLE UNDER THE AGRIBUSINESS LOAN

NO, 538-T-0@7,.

----- E. EXPORT INVESTMENT PROMOTION.

(1) PRODUCT IDENTIFICATION., THE DAEC RECOMMENDED THAT THE
PP DISCUSS THIS PROJECT ACTIVITY'S ADVANTAGES IN TERMS OF
EXPANDING EMPLOYMENT OPPORTUNITIES IN THE REGION (E,G.,
COUNTERACTING EMIGRATION FROM THE REGION). THE DAEC ALSO
RECOMMENDED THAT THE EXPORT PROMOTION UNIT BE LOCATED IN
THE REGION WITH BUSINESS REPRESENTATIVES FOR THE U,S.,
VENEZUELA AND OTHER MARKETS, E.G., THE EEC.

(2) EXPORT PRODUCTION RESPONSE. THE INTERIM REPORT PRO-
POSES THIS ACTIVITY INITIALLY ONLY IN BARBADOS AND AN LDC.
THE DAEC REQUESTED THAT INTENSIVE REVIEW INCLUDE AN IN-
VESTIGATION OF HOW THIS ACTIVITY COULD BE MADE REGIONAL:
BT

/1088

i, gt BEST AVAILABLE £0PY
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COWLD A MECHANISM SIMILAR TO THE BIDC AND ST, LUCIA IN-
DUSTR IAL DEVELOPMENT UNIT BE CREARTED IN OTHER ISLANDS DUR-
ING THE LIFE OF THE PROJECT?

(3) REDIT DEMAND. THE DAEC REGESTED THAT INTENSIVE RE-
VIEW INCLUDE AN ANALYSIS OF LOCAL LABOR COSTS AND OTHER
FACTORS AFFECTING EXPORT INDUSTRY COMPETITIVENESS TO ENSURE
THE FEASIBILITY OF THE LABOR INTENSIVE EXPORT ACTIVITY.

----- Fe CREDIT FUND ELIGIBILITY CRITERIA. THE DAEC RE-
QUESTED THAT THE LIMIT ON CAPITAL OUTLAY PER JOB BE KEPT AS
LOW AS POSSIBLE FOR AID FINANCIMNe, S,ECIFICALLY, THE DAEC
EXPRESSED STRONG RESERVATIONS COECERNING THE DOLS. 15,000
UPPER LIMIT. THIS LIMIT SHOULD PROBABLY NOT EXCEED DOLS.
180,000 WITH THE BULK OF THE PROGRAM®'S FINANCING AIMED AT
AROUND THE DOLS. 4-5,008 PER JOB RANGE. IT IS EXPECTED,
HOWEVER, THAT THE FINAL CAPITALAABOR RATIO USED FOR THE
REDIT FUND WILL BE FULLY JUSTIFIED IN THE PP, INCLUDING A
HISTGRICAL REVIEW OF CDB SMALL IWDUSTRY LENDING, EXPERIENC
IN OTHER COUNTRIES OUTSIDE THE REGION, AND THE NEED TO
MAXIMIZE THE EMPLOYMENT EFFECT. (DAEC RECOMMENDED THAT AN
ECONOMIST ASSIST IN DETERMINING THESE FIGURES), THE PP
SHOWLD ESTABLISH THAT PROJECTS EXCEEDING THE UPPER LIMIT
WOWLD BE ELIGIBLE ONLY IF IT CAN BE DEMONSTRATED THAT THE
PROJECT WILL GENERATE DOWN-STREA® EMPLOYMENT WITH A CAPITAL

LABOR RATIO CONSISTENT WITH THE REGULAR PROJECT LIMIT., THE
DAEC ALSO REQUESTED THAT THE PP ADDRESS THE ISSUE,OF ELIGI-
BILITY OF VARIOUS INDUSTRY CATEGORIES AND OF A LIMITATION
ON GOVERNMENT-OWNED ENTERPRISES.

--=-=-G, TECHNICAL INFORMATION UKIT (TIU), INIENSIVE RE-
VIEW SHOULD INCLUDE AN ANALYSIS OF THE DEMAND FOR THE T,U
AND TIU OUTPUT. DETERMINATION OF THE FUNDING LEVEL FOR
THIS COMPONENT SHOULD REFLECT THE APPROPRIATE TECHNOLOGY
FUMD TO BE ESTABLISHED UNDER THE AGRIBUSINESS LOAN
538-T-0@7. THE DAEC FURTHERMORE SUGGESTED THAT A MORE PRE-
CISE DEFINITION OF "AP,ROPRIATE TECHNOLOGY" IS NEEDED, IN
PARTICULAR, WHETHER IT IS LABOR-INTENSIVE OR LIGHT CAPITAL.
IN ADDITION, THE FINANCIAL VIABILITY OF THE TIU SHOULD BE
CLOSELY REVIEWED IN THE PP,

-=-=-=H, OTHER DONORS. THE PP SWOULD DESCRIBE WHAT OTHER
DONORS PLAN TO DO FOR SMALL INDUSTRY DEVELO,MENT AND TO
ASSIST BIMAP AND THE DFCS - WITHM SPECIFIC REFERENCE TO
CIDA AND TO THE PROPOSED IDE PROJECT, - CHRISTOPHER

BT

/1088
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) & AID EXPERIENCE IN THE CARIBBEAN INDUSTRIAL SECTOR

AID's direct support to the region began with a $10,000 loan to CDB in
FY 1971, The loan had as its principal purpose the acceleration of economic
growth and development of its regional member countries and the promotion of
economic cooperation and integration among them, with special regard to the
needs of the less developed members of the region. The loan, Special Develop-
ment Fund-1 (SDF-I), was used by the CDB to extend medium and long term sub-
loans for a broad range of development activities in agriculture, manufactur-
ing and tourlsm,

Due to organizational and implementation problems ti.is loan was not fully
disbursed until 1977. However, the results in terms of filling the gap for
developmental lending programs have been successful. Two major sub-programs
asociated with this loan were the Small Industrial Credit Scheme (SIC) and
Industrial Estates Expansion Program. Both of these sub-programs have contri-
buted to employment and industrial expansion of the participating islands.
Although all phases of the program have not been successful (specially, the
management and financial problems, see the Institutional Analysis Section and
Annex yr -7.), the loan demonstrates that loan funded programs of this type
generate employment. A total of some 25000 direct jobs have been created by
these two programs at a cost of $8 millionm,

In mii./FY 1973 a "Second Round", the SDF II was agreed to between the CDB
and AID, This loan was for $12 million with the seme purpose and objectives
of SDF I, The most significant change was the addition of Barbados to the
"regular" less developed members as being eligible for loan funds. This was
specifically done in consideration of regional tradirg preferences and export
opportunities. The implementation of this loan has been hampered by the serious
economic conditions in the Caribbean of the mid 70's. To date all funds have
been committed with some 29 sub-loans assigned to the industrial estate and SIC
programs for $5.5 million.

During implimentation of these loans it became apparent that most Government
ministries and local finance institutions lacked the technical and institutional
capacity to identify, plan, finance, implement and manage the types of programs
which could establish significant industrial development. This void of technical
expertise is carried over in the private sector where there is a similar need to
strengthen the enterpreneurs in a broad range of management skills required for
successful business operations. There is, in addition, a serious lack of
organized and readily available information on which tc base investment, market-
ing and technological decisions.

AID's current program in the area of employment generation has been designed
to effectively address this set of conditions. The on-going (FY 1978) project
with the Caribbean Development Bank (CDB) makes the CDB a principal regional
source of assistance and informaticn in such areas as innovative applications
of indigenous raw materials, process and product development and the application
of appropriate technologies to labor intensive yet profitable enterprises. The
Bank's Technology Information Unit (TIU) is creating and maintaining a data base
on regional manufacturing processing techniques and equipment for all scales of
operation, agricultural and agro-industrial techniques, aquaculture, construc-
tion materials and processes, energy and supporting material resource data. The
project is also financing pilot research and demonstration sub-projects for adapt-
ing appropriate technologies and technical assistance for lending institution

improvements, export industry promotion and small business management practices.
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The TIU in its project review and analysis function serves as the programmatic
foundation for improving the mechanisms of employment generation in the region,
The proposed loan/grant is a parallel function to this effort by providing
credits and speciflc technical assistance to support a developing industrial
sector. This FY 78 project was not signed until the end of September 1978 and
became operational with all CPs met in November. The new CDB reorganization

in January, 1979 made speci»l allocation of staffing for implementation of this
Grant. The following are sone of the activities presently being developed by
CDB for review by RDO/C:

Investment Promotion 1/

- Provision of Technical Assistance to the LDC's developing their
competence in identifying possible investors and in establishing
programs for their investments to materialize.

Estimated cost $120,000.

- Training programs for investment promotion in the LDC's involving
the training of LDC participants in-country; thereby,reducing the
resource drain on these small countries.

Estimated cost $§225,000.

-~ For payment and training of 7-8 industrial promotion officers/coun~
sellors (locals returned to West Indies).

Estimated cost $250,000.

Small Businesses

This program would supplement the limited technical assistance services now
offered by CDB and the DFC's. CDB in providing the needed technical assistance
would strengthen small enterprise management in the LDC's thereby enhancing the
prospects for profitable employment generating operations within the small
business sector.

The specific objectives of the program would be:
-- to facilitate the technicai training of 40 small business entrepreneurs/
selected scaff members and associated CDB/DFC Project Officers.

=- to instrnct and motivate small business entrepreneurs and their staff
in the efficient counduct of thelr business operations.
See Annex _ 1y _ g for udditional information.

DFC's
The implementation of this program envisages that CDB will work jointly with

the DFC's to carry out feasibility studies for restructuring and modifving on-
lending and investment activities.

They include:

- Survey of small industry market

- Evaluation of existing markets for other forms of lending

- Establishment of procedures

- Development of viability criteria under different assumptions
- Determination of personnel and training requirements

- Evaluation of differeut organization options. See annex 1I-7.

1/ Due to budgetary restrictions of Grant funds, the CDB is evaluating
various programs to determine the greatest immediate impact of resources.
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One objective of this investment promotion project is that the DFC's
should emergy as better mechanisms for promotion and financing of small
industries.

Apart from re-organizing the DFC's, the program will involve improving
the capability of DFC's for industrial promotion. The CDB strategy calls for
recruitnent of seven experienced Small Industry Loan Officers (SILO's), one
to be posted at each DFC for a two-year period. To make this program an on-
going exercise, another seven counterparts are required so that one could be
attached with each DFC on a permanent basis. But the budget under the FY 1978
project will not permit the implementation of such a program in all the DFC's
at the same time. Hence, enter the 1979 Grant which provides the funds to
complete this activity in a timely manner.

Another major thrust of thefégggect is to experiment with a CDB/Govern-
ment commercial bank lending mechnism. Although the final details of this
organization have not been worked out, a positive response has been received
from the CDB, the Central Bank of Guyana and Commercial Banks located in
Guyana. Experience with a similar type of organization was established in
1965 in Guyana under the AID project entitled Private Investment Fund. As
with the 1979 project, the 1965 program was designed to finance the acquisi-
tion of capital goods and services on terms of 3 to 10 years to private
industrial borrowers initially in U.S. dolalrs. The Guyana Government
assumed the exchange risk. The credits were made available to borrowers
through the commercial banks, who assumed the credit risk. The initiai funds
and roll-overs were held in Trust by the Central Bank of Guyana,

Although the project was not totally successful due to the lack of
continued usage of the roll-over funds, the project achieved an opening of
commercial bank credit channels and increased industrial production. The
past weakness in the commercial banking system has been taken into considera-
tion in the 1979 project by limiting the length of time unused roll-overs
can be held in the Central Bank.

28
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1I. OTHER AID ACTIVITIES

Institutional Development Grant, FY 1978, 538-0016

This $1,840,00C grant was signed August 31, 1978, and became operational
in December. The purpose of the Project is to institutionalize the capability
of the Caribbean Development Bank (CDB) to provide technical assistance to the
English-speaking Caribbean countries and the regional institutions serving them.

Since its establishment in 1970, CDB has been providing some technical
assistance to its borrowing member states, and as the flow of development .
assistance to the states increases in volume, CDB's involvement in technical .
assistance has widened. This occurred because it is recognized that a major
constraint to the timely and effective use of this increased flow of resources
is the shortage of middle and high level management, administrative and techni:
cal personnel which imposes a severe limitation on the capacity of the borrow-
ing member states, particularly the LDCs. At least 30%Z of CDB staff time is
spent on project preparation, but while the demand for funds for project pre-
paration continues to increase,there is an increasingly significant demand for
technical assistance funds for non-project related purposes,

The Bank has established a Technical Assistance Fund to finance advisory
services, training and studies in the CDB's borrowing member states and the
institutions serving 'them, giving priority to the needs of the Less Developed
Countries. At least 70% of the Fund's resources finances technical assistance
directed at the LDCs and the remainder allocated to the MDCs and regional
institutions.

CDB's technical assistance program will complement its sub-lending activities
and thus permit a coordinated technical and capital assistance approach to the
development problems of its Borrowing Member States.

The Fund's resources are allocated to four (4) areas of technical assistance.
These are:-

(1) General Development

(2) Pre-investment and Project Preparation

(3) Project Implementation

(4) Bank Development

Where the technical assistance fund provides services to the member states,
the TA provided under the Employmert/Investment promotion loan/grant is on site
directed at the small and medium businessman through the participating financial
institution in each country.

ITT. OTHER DONOR ACTIVITIES

A, Caribbean Group for Cooperation in Economic Development (CGCED)

The CG continues to be most influencial in establishing priorities and
modifying policies of the Caribbean countries. The new initiatives and directed
emphasis suggested in industry and institutions by the IBRD in the paper
Caribbean Group: Initial Results and Prospects, April 1979 are complimentary to
the goals and purpose of this project.
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In summary of the Report:

“"On the whole, the economic situation of the Caribbean countries has
improved since mid-1978. But the progress achieved has, in several cases,
fallen short of what was expected at the time of the first CG meeting. The
degree of progress varies substantially from country to country. Barbados
and St.Lucia have advanced faster than expected last year in the process of
adjusting their economies to the changing international economic situationm.
Jamaica and Guyana, while also achieving substantial progress in the adjust-
ment process, failed to increase investment, production and employment as
had been planned. In Dominican Republic, a large balance-of-payments deficit
has emerged as the most pressing economic problem, at a tire in which the
Government is still trying to formulate its long-term development policies
and programs. In Haiti, the poorest country in the hemisphere, uncovered
balance of payments deficits are projected for 1979 and 1980. The progress
achieved since June 1978 by the other countries of the region has been, for
the most part, close to what was anticipated. In view of the economic
difficulties found by most Caribbean countries, and of the likelihood of
further problems owing to the current acceleration of international inflation,
the need for broader and more effective economic cooperation among the
Caribbean countries has become more obvious, and the finding of ways to satisfy
such need more urgent. The English-speaking countries of the region - which
have made substantial progress since the earlv 1960s in furthering economic
cooperation among themselves by, inter alia, establishing the Caribbean Community
and Common Market, and the Caribbean Development Bank - face the need to
strengthen further their own regional schemes - a task which deserves the
strongest support of these countries and of the external community. And it
is also necessary tn find ways to develop a more effective collaboration in
economic matters between CARTCOM and other Caribbean countries."

The IBRD report suggests and the RDO/C project responds in the supporting
with financial backing the urgent need to increase public and private invest-
ment in the Caribbean countries. Although the project does not exclusively
support sub-projects with an export bias, the project supports thes compli-
mentary programs for changing the Caribbean fiscal incentations to industrial
expansion such as the following special programs recommended IBRD to:

i) finance investments for the reconversion and/or expansion
of existing industries, to enable them to start, or lucrease,
their export activities;

ii) finarce investuents in new export-oriented iniustries;

i1ii) finance investments in industrial estates and other associated
infrastructure; and

iv) ensure timely availability ot foreign exchange to cover the
imports of raw materials, intermediate goods and spare parts
required by export industries.

C~rvdinating this RDO/C financial/TA program with the planved and proposed
technical assistance offered by other international donors and the UNDP the
Caribbean ccuntries through the CG will be in a better position to offer the
industrial szctor the technical assistance required for industrial expansion.




Page 6 of 7

B. Councry Contributions to the Development Activities of the CDB

Canada, Germany, United Kingdem, Venezuela, continue to be mzjor contribu-
tors to the Banks "Special Development Fund". These soft funds are used by the
the CDB in a similar manner to AID's previous two loans in general development
efforts. These pledged funds could be used for industrial development but in
most cases, are not due to the restrictud specific sectoral attachment of AID
funds. For the next three years the SDF pledges are:

US$ Million

Canada 8.8
Germany 7.2
United Kingdom 10.0
Venezuela _71.65
TOTAL 33.65

According to CDB's estimates this is $10.35 million short of the resources
required for the three year period July 177¢ *to June 198..

C. Direct Country Assistance

Although not finalized CIDA is undertaking a combined program with the
Barbados Institute of Management and Productivity (BIMAP) to experiment with
business skill growth seminars. The program has begun at an estimated cost
of $300,900 and includes test training seminars of businessmen and entre-
preneurs in the selected LDC's. Upon completion of the group seminars BIMAP
personnel will re~irterview the participants to evaluate the effectiveness
of group training as opposed te their present direct one on one training of
small entrepreneurs.

The results of this progrem will be very important to all ongoing busi-
ness training programs in the Caribbean. The program results could provide
needed information and svggest required modification group training methods
and seminars planned for the Employment/Investment Promotion Loan/Grant.

D. Inter-American Development Bank (IDB)

In late 1978, the IDB signed $12 willion loan agreement permitting the
CDB to use its established channels for on-lending in the areas of Agriculture,
Industry, Tourism, Infrastructure, and selected Regional projects.

Agriculture: The agricultural sector projects to be financed include
agricultural credit loans channeled through the local development finance
corporations (DFCs) in the LDCs to assitet small and medium sized farmers;
loans for the rehabilitation and improvement of agricultural estates designed
to restore production, increase productivity and achieve more equitable land
tenure arrargements; loans for marketing and storage facilities; and loans
for diary and livestock production.

Industry and Tourism: The proposed program incorporates a continuation
of the CDB small industry credit program, channeled through DFCs in the LDCs,
and the prudent expansion or industrial estates facilities in its members to
provide manufacturing facilities for small and medivm sized industry. Lending
activity in the tourism sector, which will be cn a more limited scale, is
focussed on the smaller locally-owned tourist facilities(hotels and guest
houses) and on public tourism infrasturcture (wharfs, beach improvements, etc)
that are ecoromically justified.
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Infrastructure: The infrasturcture component of the progrim includes
the financing of feeder road programs generally designed to serv: the smaller
farms (below 25 acres) as an integral part of agricultural development programs;
and the expansion of electricity services and potable water facilities designed
to provide these servic.s to the lower income consumers in rural areas or on
the perhiphery of urban areas presently provided with these services.

primarily to schemes for a more rational production of those agricultural
products in which the region is in deficit, and for the provision of essential
inputs (seed, fertilizers, planting materials, hatching eggs etc).

During the project team interview with the IDB representative indications
were given that the majority of these loan funds would be committed this year.
The project team does not consider the AID project activities a duplication
of the IDB loan but rather a more concentrated effort on the small and medium
industrial sector. The IDB was most supportive of the AID project and provided
guidance in defination of small firms and calculations for small business
financial viability. This project's coordination and complementary with the
IDB loan will provide greater resources to the Caribbean.

Regional Integration Projects: These regional projects will relate ﬂ}
!
:
o
i
|
1

E. World Bank (IBRD)

The IBRD jn 1978 signed a $6 million loan with the Government of Jamaica.
This loan is designed to assist in reducing the high rate of urban unemployment.
This project represents the banks first integrated small-scale enterprise
project in the Car.bbean Region.
It is aimed at:
i) financing of modern small-scale enterprises through the commercial
banking system. Bank of Jamaica (BOJ) the central bank, will be
the apex institution under this component;

ii) financing of very small-scale enterprises through the Small
Enterprise Development Corporation (SEDCO), a new specialized
small industry bank which would be built up under the proposed
project; and

iii) providing technical assistance to SSEs to supplement both financing
programs.

Although the loan is not fully operational it was developed recognizing
similar constrians and objectives as the Employment Investment Promotion Pro-
ject. Considering this large fund and the Manpower, Training and Employment
Grant Project (532-0047) of US AID/Jamaica are available, additional study
is required prior to qualification of Jamaican sub-projects under the new AID
loan. The project team recommends that Jamaica be included as a participant
but prior to the approval of sub-loan a determination be made by the CDB as
to the availability of IBRD funds.
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INDUSTRTIAL eSIAT:E
LOAN 338-1-001
COUNTRY LOAN NO. DATE LOAN S1G +D LOAN VALUE (US§000)
SUB-TCTAL
DOMINICA C/SFR-D 10/4/72 $ 79
WONTSERRAT 5/SFR-¥ 7/23/75 §131
ST, RITTS 3/SFR-ST.K 6/15/72 )
7/8TR-8T.K 2/18/74 $104
7/5FR-ST.K 6/30/78 $ 35 3111
ST. LUCIA 3/SFR-ST.L 2/06/73 § 90
4/S¥R-ST.L 4/30/73 £225
8/SFR-ST.L 5/31/74 $255 £570
ST. VIACENT 3/8FR-ST.V 5/22/75 $ B2
7/SFR-ST.V 11/8/73 $175 $257
$1,148
LOAN 538-1-003
B4ABADOS 1/87R-0R-BS S6l16
BELIZE 13/5FR-BZ 3/05/,75 €583
DOMINICA 3/SFR-D 10/4/72 $ 24
3/SFR-D 12/13/74 s 24
&,/5FR-D 10/10/74 §116 5164
MONTEFRRAT 5/SFR-M T/321/75 § 85
5/SFR-M /01,75 & 17 f112
ST. KITTS 3,/5FR-ST.K 8/02/72 $ 80
3/5FR-ST.K 11/4/75 S 41
7/SFR-ST.K 2/15/77 $148 $269
ST. LUCIA 4/SFR-ST.L 4/30/73 $ 10
8/8FR-ST.L 5/31/74 £168
19/SFR-ST.L 3/20/78 $667 8845
ST. VINCENT 7/SFR-ST.V 9/01/75 $ 16
16/SFR-ST.V 12/14/76 $611 $627
$3,116
LOANS 001 AND 003 TOTAL $4,264
1972 THROUGH 1978 &
. 50’ : e, i .-_.‘t‘ ;
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SUB LOANS 3Y

1972

78

2
24
ao

I

1973

500

INDUSIRIAL ESTATES SUB-LOANS

YEAR SICGNED

b65

1676

611

611

1977 3878
616 667
148 5
76, 672

TOTAL
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EMPLOYMENT /INVESTMENT PROMOTION PROJECT

Proposals for Small Enterprise Technical Assistance Conponent

Small Enterprise Technical Assistance Survey:

One of the purposcs to be accomplished under Grant Agreenent No.538-0013

between CDB and USAID is described in Annex | to that Agreement as follows:

"" (e) To design a programme of technical assistance services
for the small business of the Region that is effective

and to the extent feasible, able to recover its costs.'

‘An elaboration of this goal in the same Annex proposes that:
* This sub-activity will determine if there is a viable base for
small business technical assistance' and states, further that:

A survey of the less developed CDB Member Countries will be

made to determine the magnitude of technical assistance required

by the sector, Studies will be made in sufficient detail to
establish not only small industry technical assistance requirements,
but also to establish credit market data, skill availability, and
the degree of readiness of existing small enterprises to participate

(in) employment investment promotion''.

USS174,000 is budgeted to finance this survey the manpower requirements
of which is estimated at 12 persons months.,

Given the known inadequacies of the data base and institutional pre-
requisites for a meaningful survey of the kind described the implementation of
the above proposal is unlikely to '"produce'' anything but an expensive report which

will 'reveal' much of what is already known, including the fact that the data base

is weak,
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Whether such a survey is nucessary is also questionable: COB's Project
Officers working with the DFC's, regional Management Institutions, Industrial
Deve lopment Corporations, the University of the West indies and CADEC have
already identified a number of small business technical assistance necds which
are detailed at Appendix | and which could form the basis for developing an

action-oriented programme,

As a matter of fact the Barbados Institute of Management and
Productivity (BIMAP) is currently gearing for the implementation of a pilot
project for Small Business Management Assistance in each of the Eastern Caribbean
LDCs over the next three years; this project is scheduled to start in

Montserrat around September 1979, and is likely to be financed by CIDA.

The BIMAP pilot project will offer limited management counselling and
incorporate a response evaluation exercise after three months, It is hoped
that'resulting from the outcome of this pilot scheme, grant funds, possibly
through the CDB, will be identified for financing the establishment of

full-fledged small business T.A. units in each territory.

The DFCs in the Eastern Caribbean LDOCs could and should be involved in
the BIMAP project in order to provide useful on-the-job training and experience
for their Industrial Officers for whom additional guidance and training are
also being proposed in the DFC Restructuring Component of the Investment/

Employment Project,.

The BIMAP exercise is not however designed to meet the training needs
{through factory attachments and specially designed Seminars) of the small

business sector at this stage.



As to whether a Small Enterprice T,A. programue is likely to be
self-financing, there are compelling a priori grounds on which a negative
answer could be predicted:  Self-financing technical assistance programmes
for small business are unneard of even in the highly industriatised and
commercially-oricnted USA and would be an unlikely development in the embryonic

circumstances of the CARICOM LDC's.

'n the light of the foregoing it is therefore recomrended that
CDB negotiate with USAID a change in the proposed suv-activity for Small
industries Assistance to allow the use of the budgcted funds for financing
technical training attachments and the organisation, preparation and delivery
of specially Jesigned seminars for small businessmen, selected members of their

staffs and COB/DFC project officers working in the LDCs,

Detailds of the proposed training programme are described at Appendix 11,
Programse implemcntation could be achieved within the existing framework of
COB/DFC working relationships and could commence as soon as the funds are

available,
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ﬁEEundix i
Identified Small Business Technical Assistance Needs in the Easwrn Laribbean LDCs:

1.  Management Counselling - on technical, marketing, accounting,

financial and perscnnel aspects,

2. Tralning = through attachments to counterpart organisations in

more developed countries and specially designed

Seminars and Courses,

3. Assistance with Project-
Formulation, Preparaticn
and Appraisal; also
with application for
loans factory space and

fiscal concessions,

b, Pilot Plants = for testing neu project ideas in order to
demonstrate viability or atherwise of commercial
vperation and therelore promote/avoid beneficial/

unrewarding investument,

5. Technology Selection/ -

Adaptation.

6. It is also considered that the provision of a Loan Guarantee Fund
would be an important adjurct to any technical assistance programme designed
for the LDCs in the light of the high incidence of independent collateral

deficiency in swall business loan proposals.

e T &
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APPENDIX ||

Small Industry Training Programme

Introduction:

This programme would supplement the limited technical assistance
services now offered by CDB and the DFCs and would lead to a strengthening
smal} enterprise management in the LDCs thereby enhancing the prospects
for profitable, employment generating operation withinfthe small business

sector,

The proposed inclusion of CDB/DFC Project Officers on the
technical training attachments would also enhance the effectiveness of
these officers in their technical assistance role whilst the seminar
activities will be designed to provide a learning expurience for all

concerned.

The budgeted sum of US$174,000 will be sufficient to finance a
total of 38 attachments (2 persons per attachment) and the conduct of
50 seminars (involving 1,200 - 1,500 people) in the 8 LOCs over a

2-year period commencing say June 1979.

Programme 0OLjectives

The specific objectives of the programme would be:

(i) to facilitate the technical training of 40 small business
entrepreneurs/selected staflf members and associated CDB/DFC
Project Officers,

(ii) to instruct and motivate small business entrepreneurs and their

staff in the efficient conduct of their business operations,
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APPENDIX 11 (i)

3. Programme Outputs

(i) Stiengthening of the technical aspects of small enterprise
operations,

(ii) Improved business education, rapport and communication within
the small business sectors of the LDCs; possible formation of

Small Business Associations,

4, Programme Description

Existing CDB Project Officers assigned to the Windwards, Leewards
and Belize will work in close collaboration with the DFCs to design,
organise and del,ver seminars on business topics of interes. to existing
and would-be small businessmen. CDB Praoject OFficers will also assist

training
the DFCs in identifying small business technical meeds and dirranging
suitable attachments for sirall businessmen and/or selected meémbers of
their staff. COB/DFC Project Officers wmay also depending on the particular

circumstances of each case, be included for the entire duration or for a

shorter period on such attachments (expected to average 10 days) .

5. Draft Budget (US$)

Yl Yr.2%
Training Attachments for Small
Businessmen/Staff/Project Officers
= Belize: 5 attach, x 2 men x $1500 person 15,000 15,5400
- East Caribbean: 2 attach., x 2 x 7 LDCs 42,000 L6, 200
x 1500
Small Business Seminars
- Belize - 4 per annum @ 1000 per seminar 4,000 4,400
= East Caribbean - 3 x 7 p.a. & 1000 per seminar 21,000 23,100
' 82,000 89,200
Total Budget 171,200

| “An inflation rate of 10% over year | is assumed.
The above programme is accepted subject to the availability of staff support.

it y 1t B s L £
A { LS o s Sy T el U b - bl
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is the Lending Institution Improvement.  The implerentation of this

USAID Project Agreement ho. §35-00!3
Dated September 28, 1978 -
Employnent /Investment Provction

of the three ircas tor Technical Assiytarce under Lhis project =
.

programme envisages that CDB will work jointly with the DFCs to carry cul

feasibility studies for restructuring and modifying on lending and investient

activities,

(i)
(ii)
(iii)
(iv)
(v)
(vi)

I, Steps to be taken to implement the programme

They include:

Survey of small industy, merkat
Evaluation of existi g markets for other forms of lending
Establishment of procedures

Development of viability criteria under different assumptions

Dctermination of personnel and training requirements

Evaluation of differenc organisation options,

e — o e e

Phas

~a

“Ant
St

|

Time Frame Budqet fmount

COE to secure the commitments of |
Covernments of LDCs to 4 programme  April/May NIL B -
for restructuring the DFCs 1979

COB to decide order of priority
among LDCs to implement this
programine, = E H

(DB to take steps to appoint a study
fecam comprising one representative
vach from Goverment/DFC and CDB - .
The study should focus on six June to 5 PM 512,500 &
aspucts of the problem enumerated in Octobur/79 for onue '
the project description so as to (7 countrics) expert

result in a realistic restructuring v S2,50u

plan tor DFCs = (Prepare questionnaire, per month
clientele to be interviewed and decide \
on strategy of study) il

igua, Dominica, Grenada, Montserrat, St. Kitt., St. Vincent,
Lucia
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.!_il"_"___[_'-:_'_"f Eudget Ao
B/7312,500

b, bR 16 ne ICtidle the restructurin:. Koserlw e /)y 3.0k
plan with Goverosents of LDCe for to January/sbn - S5¥,500
their acioptance il fie time Posr LS 2,500
sthedule 1o inplescntation.

5 bplenentation of the restruc- January PN 944,000
wrim_] p".n.‘. in seven LOCs = thrcnegh - 82,400
CONLINUOLY Supersd o and st fast iyt
monituring problems arising
trun this exercisc.

6. Identify sources for securing
assistance Lo provision of seec
capital to OFCs. : - -

7. i} Secdring the <eivice of onc 2l M $LE,000
SILY to be attached te one DFC 2,00

{say Doniiniza) for tio years, per month
Though he will be attached te one
DEC {Dominica) Wis Giea of work will
~oveir two islandy - cay, Antigua o
addition to Duninica » Over and
abuve training his counterparts |

the two BiCs, he will assist in the

Technical Assictance arooramse

subl=borrgwers in both the countr h3%

Gl Securing Lhe sorvices of tuo (PR 16,600
local Counterparts (51L08) ane te sl
be artached with cann BFC, (say,

Atitigua and Dominical tor g

R siondh

period of two years to work alen
with the SILO.  The project will
Lear the salaries of the two o
counterparts for tuo years after -
which DFCs will Lear their
valaries,

The projucted expenses for Phasa | ul the project dececd thie

Ludgew allotation of $12.,000 by $12,000.
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Phase 11

Time Frovw Budget

Aniount

7. Conduct two training courses at
CDB for DFC personnel:

(4) Course for appraissl of S.5.E. May 1480 2 PM
projects (focus on lending

procedures - appraisals = supcrvi-

sion = reschedul ing-technical

assistance, etc.)

(b) Course for middle level July 1980 2 PM
managerial perscnnel of DFCs

including Accountants and

Accounting Assistants - (Focus

on accounting procedures,

compilation of management informa-

tion of loan supervision

systems, etc.)

Hotel, per diem and travel for
15 trainees on each course. - =

(No funds are presently available for Phase Il of the project.)

Stratvegy for implementation

(i) Though the project description (Annex | 1o the Agreenwerit)
envisoyes the use of outside financial and management experts
for making evaluations and implementation plans for the programme,
it would be economical and perhaps more effective If a full-time
Banking Adviser could be recruited b, the Bank on contract for
two years, This would result in continued attention of the
expert to this DFC rationalisation programme as an on=going

exercise,

$ 5,000

$ 5,000

$50,000

560,000

== = —
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(ii) The whole objective of this investmont prometion project
is thot the DFCs should emerge as betler mechanians [or provation

and financing of Small Industries.

Apart from re-organising the DFCs, the programme should
involve improving the capability of DFCs for industrial
promotions. This strategy calls for recruitment of scven

expericnced SILOs, one to be posted at each DFC for a two-
year period. To make this programme an on-qoing exercise,

another seven counterparts are required so that onc could

be attached with each DFC on a permanent basis. But the budget
under the project will not permit the implementation of such

a programme in all the DFCs at the same time, Hence, Lhe best |
course under the circumstances will be to implement the proyramme |
through stages in an effective way. One or two DFCs may be l'
chosen in the first instance where this cxercise is most likel; to i
succeed and later enlargyed to the other islands depending on the ’

needs of the situation when mere funds become available.

ltem 7 of the.programme, thercfore, cnvisages recruitnent of
only onc vxperienced SILO to be positioned either ot Dominica ur
Antigua DFC, but his arca of operation will cover buth the islands.

There will be o counterpart SILO for him beth at Antigua aud

Dominica DFCs so that the SILO will have full work load,

After the initial two year period, the salary of the

counterpart SILOs will be absorbed by the DFCs,

The two training courses contemplated under Phase 11 of the 5
project ought ro be an integral part of the promoticnal programme
of DFCs; they have, however, been considered for implementation
for  suhsequent stage only because of lack of fund, and not

because of their relative low importance.

NV

R.P. lyer
March 13, 1979
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AID Efforts to Expand Output and Employuent

In the Manufacturing, Tourism and Services

A. CONSTRAINTS TO EXPANSION

Six principal constraints to the expanded investment, employment and
output have been identified.

1. The Limited Number of Financially Viable Projects.

The small size cf Caribbean markets makes many types of industrial develop-
ment financially unfeasible, unless geared toward extra-regional export markets.
Additional import substitution possibilities will develop over time but are
fairly limited for the present. Emphasis must thus be placed on developing
production for extra-regional export markets, and few firms presently have the
necessary knowledge and skills necessary to penetrate those markets.

In some cases, however, profitable investment opportunities do exist but
are not exploited because investors with the interest and ability to exploit
these opporturities, particularly foreign investors, are unaware of potential
projects. Investment promotion efforts to date have been meagre,

2, Lack of Entrepreneurial and Managerial Capacity.

As in many developing areas, West Indian entrepreneurial and managerial
skills are in the short supply and tend to be centralized in the agricultural
and commercial sectors. Foreigners have partially filled this shortage, but
a considerable gap remains. Caribbean Govermments have little capability to
undertake the entrepreneurial function and should be discouraged from doing so.

3. Limited Resource Base.

Because the region has limited natural resources, Caribbean industry is
heavily dependent on imported raw materials. In many cases skilled labor is
also in short supply.

4. Use of Inappropriate Technology.

West Indian economies do not exhibit the degree of economic dualism found
in many African, Asian and Latin American developing countries. There is,
nevertheless, a marked inequality in the distribution of the capital stock,
and, of course, considerable labor resources are unemployed. Three factors are
largely responsible. First, investment incentives, interest rate and tax
policiles distort factor prices somewhat in favor of capital. Second, investors
may frequently be unaware of financially attractive technical alternatives which
are more labor intensive. Finally, the financial system, as in most developing
countries, does not adequately serve small businesses which tend to be more
labor-intensive.

48
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5. Difficulty in Obtaining Credit.

Although in some territories there is little liquidity in the banking
system, the problem more often stems from the manner in which the financial
institutions operate. Commercial banks tend to be conservative and restrict
lending to established customers and to agriculture, commerce and consumer
loans. Because of their dependence on short-term deposits, banks are hesitant
to lend beyond three years. These terms and conditions may be too restrictive
for many new or expanding industries. The DFCs, which have special lines of
credit for small businesses, in most cases have not proven to be effective in
administering these programs.

The lack of foreign exchange is a related problem which constrains
business operations. Particularly in Jamaica and Guyana, the lack of foreign
exchange has caused businesses to cut-back operations because they were unable
to obtain imported spare parts and raw materials.

6. Inappropriate Government Policies,

In several countries frequent changes in policy or antipathy on the part
of Government leaders toward the private sector have established an investment
climate which has discouraged investors and encouraged the emigration of local
businessmen and professionals. Some foreign investors may have been frightened
away not only from the territories involved but from the Caribbean in general.
Studies by the Worid Bank and others have emphasized the negative impact that
uncertainty about economic and political policy has had on investment and urged
all Governments to adopt more constructive postures.

The influence of investment incentives has been positive, and these
policies, with some modifications, should be continued. The program of providing
factory shells for rent within industrial estatcs has been effective and requires
expansion under improved physical and financial planning and management.

B. SECTORAL STRATEGY

AID's basic objective in the manufacturing and service sectors is to
increase the employment and income of the poor by absorbing workers into
productive activities in these sectors. This in turn requires appropriate
policies and programs which stimulate investment, particularly in lavor-
intensive activities.

AID's effort to create those policies and programs, this project being an
integral part thereof, can best be explained against the six constraints
identified in the previous section.

1. The Limited Number of Financially Viable Projects.

The size of the Caribbean market can be increased over time as income and
purchasing power grow, but this will have only a marginal effect on the viability
of projects in the next decade. In the meantime emphasis must be placed on
producing for export markets. Basic training and technical assistance for
firms wishing to enter export markets can be provided under AID's Regional
Development Training project while technical assistance will be provided under
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this project.

This project also provides assistance to perspective exporters through
the development of additional industrial estates. Although factory space in
industrial estates wili be available to firms producing for the domestic and
CARICOM market as well, rental space 1s particularly important to foreign-
owned export industries since these firms frequently prefer not to own overseas
property.

Several efforts are being undertaken to increase investors' awareness of
profitable opportunities which do exist within the industrial sector. First,
under the previously authorized Employment/Investment Promotion Grant, the CDB
will provide the services of a development banking specialist to assist the
participating DFC's and commercial banks. Second, under the grant portion of
this project, a Small Business Advisor will be assigned to each participating
financial intermediary to assist potential investors in the development of
their projects. Third, profitable investment projects will be identified and
publicized by the TRF and through CDB/CIDA/IDB feasibility studies. Finally,
the CDB will itself initiate a more agressive program of identifying potential
entrepreneurs and profitable industrial projects.

2. Lack of Fntrepreneurial and Managerial Capacity.

To increase entrepreneurial and managerial capacity, AID will provide
both training and technical assistance. Training will be provided through
specially organized and designed seminars under the recently authorized
Regional Development Training Project. It is anticipated that seminars for
small business and those wishing to form small businesses will be held in each
of the LDC's to familiarize entrepreneurs and managers with simple procedures
of organization and management, financial planning and control, inventory
control, pricing, obtaining credit, purchasing and marketing. Regional
seminars are planned to assist more firmly established businesses to expand
into new lines and new markets.

3. Limited Resource Base.

Although natural resources obviously cannot be created where they do
not exist, efforts can be undertaken to better manage existing resources and
to exploit resources which are presently neglected. Most important among the
resources requiring better management are the marine resources, beaches (a
principal resource for tourism) and timber. Although AID has no Caribbean
program in these areas, consideration will be given in FY 1980 or 1981 to an
environmental program including these components.

Programs which lower the cost or improve the quality of local resources
can increase the profitability of investment. Opportunities may exist, for
example, to tap local, renewable energy resources and thereby lower the cost
of power in the future to the industrial sector. A project tc explore these
opportunities is now being planned and will be authorized in FY 1979.

Given the limited physical resources, the major resource utilized in most
West Indian manufacturing will be labor. Improving the quality of thils resource
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will thus encourage increased investment and employment. To better prepare West
Indians for productive roles in society, AID is financing major education and
vraining programs. Several AID programs designed to improve health conditions
will further enhance labor productivity.

4. Use of Inappropriate Technology.

Several activities arc being assisted to encourage the utilization of more
labor-intensive technology. First, the CDB is being assisted under an existing
AID grant to establish a Technology Information Unit (TIU) within its structure.
The TIU will provide information on alternative technologies to public and
private sector investors and will review loan requests to the Bank for the
appropriateness of the technology to be employed. The same grant provides
assistance for the establishment of a Technology Research Fund (TRF) which will
finance pilot research and demonstration projects to encourage the utilization
of more appropriate technologies.

AID is also making available special lines of credit for labor-intensive
enterprises and providing technical assistance to rhe financial institutions
administering those programs. Credit of this type is provided under AID's
Agribusiness Development Loan (538-T-007) as well as under this project.
Technical assistance for the financial intermediaries, will also be provided
so that they might improve the efficiency of their operations.

5. Difficulty in Obtaining Credit.

The proposed project is AID's principal effort to increase the availability
of credit to the manufacturing sector and particularly to the small business
community. The project not only provides needed credit but incorporates several
important changes in the policy and procedures of the financial intermediaries.
These include increased use of commercial banks as iatermediaries providing
medium and long-term industrial financing coupled with changes in the role of
commercial banks to make them more development oriented; changes in the
interest rates charged for industrial loans by the remaining DFCs to increase
their income and reduce subsidies to DFC clients; changes in the pricing
policies of the industrial estates to eliminate rental subsidies which are a
drain on Government resources; changes in the CDB's heretofore passive
attitude toward direct industrial lending; and changes in CDB's policy on
financing of working capital.

The shortage of foreign exchange is alleviated by all AID projects to the
extent that these projects provide dollars to finance either local costs or the
dollar costs of goods or services which in any case would have been imported.
However, the increased foreign exchange available is often allocated by
Governments to public sector uses and has little impact on the private sector.
A program such as is proposed in this paper can, however, directly increase the
availability of imported capital goods to the productive sectors. RDO/C is
also studying ways in which CDF resources could be used to alleviate this
constraint.
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6. Inappropriate Government Policies.

Government policies determining investment climate are not a variable
that AID can influence directly. However, AID will continue to support the
CC.CED and the efforts of the World Bank, the IMF and others to draw attenticn
to this factor. Further, through the various AID efforts to assist the
indigenous private sector, that sector should gradually become a more effective
advocate of its own intercsts.

Industrial estates and factory shells, an infrastructure area into which
previous AID funds have gone, are of particular importance in the Caribbean
because of their value in attracting forelgn investors who bring much needed
technical and managerial skills. The World Bank recommends expansion of this
program in many of the islands. The proposed project will permit financing for
the construction of additional industrial estates and technical assistance to
improve the manner in which they are managed.
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FINANCIAL SYSTEMS IN THE CARIBBEAN

A, OVERVIEW OF THE JYSTEM*

The economies of the region are mixed, with both the public and private
sectors playing important roles. The countries vary greatly in this respect,
however, with Guyana having assigned the most important role to the public
sector, This review will concentrate on investment activity in the private
sector, which is the dominant form in most of the countries of the region. All
countries, including Guyana, are interested in expanding private investment in the
non-agricultural directly productive rectors.

Both as collectors of private savings and as lenders to the private
sector the private commercial banks, many of them foreign owned, are the most
important financial institutions in the region. Traditionally, under the colonial
system they piayed a key-role in thedevelopment of the agricultural export sectors
and the import trade. As the economics of the region have developed over the past
thirty years the commercial banks have entered many new fields particularly
tourism, manufacturing, and personal installment credit. The involvement in the
financing of food crops for domestic production has also increased, and efforts
are being made to participate in the financing of small holder agriculture.

The private commercial banks have a long and broad experience in the
region. In more recent years Candian and U.S. banks have established offices
in many of the countries of the region, and there are now a large number of
banks serving even the smaller territories. Competion for loans and deposits
has increased. Some of the newer banks establishing themselves in the region
had more progressive management, and this has had an effect upon the other banks
operating in the region.

While changes have taken place, the banks, with their heavy dependence
on domestic deposits with a maturity of one year or less and with the volatility
of deposits associated with high dependence on external trade and capital movements,
have been reluctant to extend medium and long term loans. Moreover, with the
limited development of the manufacturing sector, it was considered more prudent
to reserve whatever medium term lending was available to the real estate and
installment sector categories. More important, the experience, training and
organization of the banking sector had so long been oriented toward the
distributive sectors, the banks have been reluctant to shift rapidly to the newer
sectors, particularly manufacturing.

In manufacturing and tourism, the banks continued to focus on short-run
liquidity analysis, which gives an edge to the well established larger business
enterprise with excellent credit records. Small and medium scale enterprise
in these "high risk" sectors were not easy to inccrporate into the banks'
clientele. Bank staffs have not been trained to assess projects in this area,
although it must be recognized that tiheir knowledge of the business community
gives them a head start compared with newer instituticns without broaa contacts,

* Portions of this section are excerpted from Mr. Gerald Alter's report, "A
Proposal A Caribbean Industrial Finance Facility for Small Scale Enterprises",
prepared under AID Contract C-BRG-538-79-002. The views expressed, however,
are those of the Project Team and should not be attributed to Mr. Alter
without checking the original report.
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Partly in response to the real and partly in response to the perceived
limitations of the commercial banks many governments in the region have
establ .shed development finance corporations (DFCs), industrial finance corporatio
and the like. These institutions were established some years ago in tl.e MDCs and
only in the 70's in the LDCs. '"n some cases these governmental entities were
designed to serve larger borrovrers as well as small borrowers in the new sectors;
sometimes they were designed fo provide medium and long term finance not only to
manufacturing but also to agriculture, students and housing. In a few instances
separate financial corporations were set up to serve the very small manufacturing
sector.

The experience with these institutions has been mixed, although
virtually all have had serious financial problems. (SeeInstitutional Analysic).
Governments have been reluctant and sometimes unable to provide equity capital
sufficient to cover operational needs for even a few years ahead. Lending
decisions have frequently been made under political pressure.

Government financial institutions serving a broad spectrum of business
clients must necessarily be extendiug loans to enterprises whose owners are
among the more affluent members of the society. It is not easy to justify the
losses incurred in lending to such enterprises in the region's current political
environment. This makes it doubly difficult to rehabilitate and restructure the
finances of government-owned institutions which find themselves with severe
financial »nroblems requiring the immediate injection of new equity capital and
the provision of cash resources. The fact that DFC interest rates have been
subsidized (usually fixed at 8%) has increased the political pressures influencing
credit allocation and decreased the income below levels the market would support.

The government-owned DFCs which operate in the LDCs of the region have
particularly serious problems calling for immediate solution. These problems
have been thoroughly analyzed in a recent study commissioned by AID, "Employment
Generation Through Industry and Commerce". The countries covered include the
Leeward and Windward Islands and Belize. While these DFCs suffer from a wide
range of deficiencies, they have an underlying weakness stemming from the limited
size of the markets served, present and projected, and the relatively high cost
of serving such markets through specialized credit institutioms.

In evaluating the financial system serving non-agricultural directly
productive enterprise in the region it is useful to distinguish among three
groups of borrowers: (1) large aund experienced enterprises, both domestic and
foreign, which may or may not have their experience in directly productive
sectors but which have gained the full respect of the commercial banks and have
an excellent credit record, (2) small and medium scale enterprises controlled and/
o managed by persons with some business experience, usually no record of
performance in manufacturing, but with contact with commercial banks as
borrowers, and (3) small scale enterprises with little if any business experience,
being promoted by persons having only little net worth and no experience in
borrowing from the commercial banking system.

B. LARGE ENTERPRISES

This first group is served well, having access in the commercial banks
not only to short term working capital loans but also medium term finance for
covering their fixed capital requirements. Most of these enterprises are able
to obtain five year term loans and many are able to repay on the basis of a
ten year amortization schedule with high probability of renewal for another five
years at the expiration of the first five year term.
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The interest rate on these term loans is not necessarily fixed, the
lender frequently having the option to increase the rate at the beginning of each
year, depending on market conditions. Most of these borrowers enjoy prime interest
rates, presently 8 - 9%. The larger foreign and domestic enterprises in this group
also have access to foreign capital via their banks for medium term export credit
for capital equipment.

Domestic enterprises in this group or the domestic partners of foreign
enterprises would presumably have greater difficulty in mobilizing the equity
contribution which would be required in a booming investment environment, but
there are regional institutions having the authority to provide such requirements
(CDB and CIC).

With respect to this first group, when the individual investment
project wculd call for resources in a volume beyond the capacity of a single
commercial bank in the area, there are regional and international sources of
term finance and equity, including the CDB, IDB, IBRD and IFC. If projects
require even longer terms than the commercial banks can provide, these
ingstitutions are avajilable for meeting the needs of large undertakings. This
is true even for fcountries in which, because of perceived country credit risks,
foreign private credit is not generally available. The recent IFC investment in
Guyana is the most notable example.

Many of the fims (including foreign enterprises) capable of entering
the export markets fall in this first group. There is a growing consensus in
the region that the expansion of manufacturing oriented to exports is very
important in the near term for creating employment opportunities and easing
balance of payments constraints. If promotional activity already initiated
in many of the countries of the region and designed to attract foreign enterprises
meets with success, there could be a substantial increase in the demand for loan
funds by this first group. In some fields - hotel construction for example -
recourie for a substantial part of investment funds to local financial
institutions is customary. Hotel construction, however, has not been taking
place on a large scale in the last few years. Foreign enterprises of the type
attracted to the region are accustomed to lease rather than construct factory
buildings.

The CDB will wish to keep under continuing review the financial needs
of this first group of business enterprises which can appropriately be filled by
the direct action of the CDB itself or allied regional and international financial
institutions. Joint or parallel financing arrangements with commercial banks and
other institutions should be considered if the need arises.

C. EXPERIENCED SMALL AND MEDIUM SCALE ENTERPRISES

Firms in this group already in the manufacturing field, recognized to have
a high level of business competence, adequate collateral, are probably doing
reasonably well in obtaining access to short-term credit so long as overall
credit conditions in the country concerned are not tight. However, the banks
generally do not nrovide the longer term credit (beyond five years) necessary for
plant expansion or new projects. Banks are understandably hesitant to borrow
short and lend long. However, leading bankers have indicated a willingness to
lend on longer terms if banks themselves could obtain funds on a longer term basis.

For the new firms in manufacturing, greater difficulties are being
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encountered. It is not easy for such firms to obtain credit on adequate terms,
including a long enough period of grace on principal repaymenis to ease the

cash flow during the start-up and initial market penetration period. The banks
are often unwilling to grant five to ten year loans to this group, and the
renewal of overdraft facilities in the case of a credit squeeze is more in doubt.

Given the difficulties which these enterprises face even when reasonably
well managed, it is important for them to have access to permanent working
capital on a medium term basis. This is seldom provided either by the commercial
banks or the DFCs and is cited by the World Bank as an important constraint on
industrial growth. Strengthening of financial mechanisms to serve the needs of
this second group appears to be important principally in Antigua, Barbados, Guyana,
Jamaica, and St. Lucia. Assistance in project identification and preparation as
well as improvements in the aaministration of the incentive systems, would benefit
this group of business.

D. INEXPERIENCED SMALL SCALE ENTERPRISES

It is even more important that this third group have access to term
finance, with perhaps even longer maturities and periods of grace. This group must
also gradually gain business experience and have access to training and technical
assistance.

Providing finance to this third group on appropriate conditions isg very
costly, and it requires a high level of organization, coordination, and
management skills among the financial institutions and other bodies which will be
providing technical assistance. Adequate delivery -ystems have not yet been
established in most Caribbean territories with the result that the needs of this
group are not being met.

The risks associated with lending to this third group are so great that
profit-seeking financial institutions can seldom be induced to participate in
programs serving the group even under credit guarantee programs. It is usually
not politically feasible to charge the interest rates required tn cnver Cosis,
including the charges required to build up reserves to cover the high rate
of default which must be expected on such loans. DFCs, which have attempted to
serve this group, have been charging only 8% interest to small borrowers.

Under existing conditions private banks operating in the region cannot
be expected to deal with enterprises in this third group. If the private banks
become the only financial intermediaries available, it becomes increasingly
critical that the inexperienced small scale enterprises have ready access to
training and technical assistance to help them to reach the degree of maturity
that the commercial banks require.
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Project Title & Number

EMPLOYMENT/INVESTME {T PROMOTION

PROJECT DESIGN

LOGICAL FRAMEWORK

SUMMARY

538-w-12
538-0013A

Life of Project:

From FY79 to FY 83

Total U.S.
Date Prepared 5/79q

Funding 9,800

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATG%
|

MEA'S OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sector Goal: The Broader
Object:ive tn which this project con-
tribu:ces

Measures of 3oal Achievement:

Assumptions for achieving
goal fargets:

To icrease employmert and income of
the poor in the English-speaking
Caribbean Region 1

1/ More Developed Countries (MDC's)
Barbados and Guyana; Jamaica if
IBRD funds are not available.

Lesser Developed Countries (LDC's)
Antigua, Belize, Dominica,Ctenada,
Montserrat, St.Kitts/Nevis/

Anguilla, St.Kitts, St.Vincent,
British Virgin Islands, Cayman
Islands and Turks & Caicos Islandg

Improvement in the employment
opportunitie:. in the sectors
addressed by the project as
indicated by an increase in
available jots.

Increased prcductivity and in-
come generated by the indus-
trial sector of the Region.

Labor records of the
. Governments of the Region.

IBRD Reports.

Project reports of the Cari-
bbean Development Bank (CDB)

Proizct reports and evalua-
tions.

Regional economic reports,
increase in the industrial
sector percentag” of the GDP.

The development and growth ~f

, the industrial sector and

appropriate employment genera-
cjon continues to be of high
priority to the Covernments

of the Region.

Other donors will continue to
provide economic assistance
to the Region in investment
areas which generate employ-
ment.

Project Purpose:

Conditions whst will indicate
purpose has been achieved: End
of project status:

Assumption for achieving
purpose:

To stimulate the investment i.i
small and medium businesses necess-
ary to increase production and em—
ployment in the region.

Some 1,850 permanent jobs genera-
ted by 1983. =%

A $l4 millic. increace in invest
ment in the ZIndustrial sector
of the region.

CDB comnitment of $8.4 million
in loan funds to industrial
projects in the region.

* Does not include some 1,000
person years of employment in
the construction industries
and related indirect jobs.

Semi~annual and annual
reports of the CDB.

Commercial Bank Records.

Eastern Caribbean Country
Authority (ECCA) Reports,

Project reports and evalua-
tions.

The incentives for investment
in enterprises and sufficient
L0 encourage firms to enter
the economy.

Continuad inflation i1 fuel
prices wilil not further
economic disequilibrium to
the jeapardy of small and
medium enterprises.
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PROJECT DESICN SUMMARY
LOGICAL FRAMEWORK Life of Project:
From FY 79 to FYg3
538-w-12 .
Total U.S. Fundin
Project Title & Number  EMPLOYMENT/INVESTMENT PROMOTION 538-0017A Date Prepared STA -0
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
Outputs: Magnitude of Outputs: Assumptions for Achieving
Outputs: l
The increase of viable and effective ! 2 - 4 Regional commercial banks| AID and CDB Records (e.g The Governments of the region
' lending facilities by which the CDB | operating with CDB/Government sub-loan portfolio). and participating institu-
' on-lends to small and medium indus- | experimental lending arrange- tions will continue to

Commercial Bank Records

tries. ments., (e lavatisting emphasize lending for the
Financial support for the develop- |5 -5 Revitalized DFC's in ""‘;‘““““ of small and mediue
ment of industrial estates, operation. ARAUSLTH SR

Financial institutions will
be active in sub-loan pro-
motional efforts.

Capable personnel will be

Subloans providing credits to small 5 sub loans for the development
and medium industry. of industrial estates.

Strengthening of the enterpreneurial | 150 sub loans aunually to small

i
‘j and managerial capacity in the region| and medium businesses. il ved by Plakuc LA AT
: 42 person years of technical tions to provide an assigned
) assistance. counterpart support to con=-
: tract TA personnel.
1 1 3 Implementation Target (Type and Assumptions for Providing
i nputs:
] Quantity) Inputs:
AID (Us$000) %2%%% llnt yr 2nd yr 3rd yr 4th yr | AID and CDB Records Needed inputs will be made on
== ST a timely basis.
AID Loan funds 8,400 1,400 3,000 2,500 1,500
AID Crant funds T.A 1,400 250 400 400 350
=) 510
Admin expenses 510 90 170 150 100
Governments & Others 2,050 N
L ]
Assuming 80X loaned 1,680 280 600 500 300 Y
T.A. Counterparts 370 50 B0 120 120 by
-4
~
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SUMMARY OF SELECTED POSSIBLE CDB/AID INDUSTRIAL LENDING ACTIVITIES

IN SIX LDC'S - FROM 1979 to 19831/

DIRECT LENDING 2/

Loan Amounts and Year of Commitment—

UsS000

‘79 ‘80 '8l '82 TOTAL

Industrial Estates 565 895 1645 1510 4615
Industrial Projects 304 1497 871 1998 4670
Sub Total 869 2392 2516 3508 9285

ON-LENDING

Industrial Credits 445 600 1300 910 3255
TOTAL 1314 2992 3816 4418 12,540

1/ Source IBRD Island Reports March 19, 1979; Belize, Dominica,
Montserrat, St.Lucia, St.Kitts and St.Vincent

2/ No lender has been identified

3/ Some projects are duplicates of those indentified by CDB
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ILLUSTRATIVE LISTING OF POSSIBLE LDC INDUSTRIAL LENDING ACTIVITIES L/

1]
2/ US$Og? s Project Year of
Activity Country— Loan Amount= Counterpart Total Commi tment Status
Direct Lending
Industrial
Estates
30,000 sq.ft Dominica 395 45 440 80  Concept only
N.A. Belize 510 - 510 g2 DB to be
approved
Feasibility
25,000 sq.ft Montserrat 435 435 79-80 Study completed
32,000 sq.ft St.Lucia 1,185 - 1,185 g0-g1 Snhells being
designed
N.A. St.Kitts 130 - 130 79-go Continuation
of project
85,000 sq.ft St.Vincent 960 240 1,200 gl-gz LCxtemsion of
program
190,000 sq.ft Antigua 1,000 110 1,100 81-82 ‘éeD‘é“e'“ to
SUB-TOTAL 4,615 395 5,000
Direct Lending Contd...
. 4/
Industrial Projects—
Pilot Wood
Working Dominica 41 - 41 79 TRF
Intermediate TRF Feasibi-
Tech.Bldg lity Study
Materials Dominica 83 11 94 79  completed
. . Feasibility
Knitwear Dominica 535 43 578 80 Study completed
Coir
, . Feasibility
Extracting Dominica 463 36 499 80 Study to ba done
Paper con-
verting Belize 160 15 175 79-80 CDB approved
Feasibility
Knitwear Montserrat 104 104 80 Study being
Conducted
Leather work Montserrat 215 - 215 79-80 Feasibility

Study completed

/Contd.....



Activity

Countrz%/

Loan Amounté/

Counterpart

Direct Lending - Industrial Prqjectsi/ /Contd....

Crafts
Industry

Free Zone

Handicrafts
Program

Free Zone

Industrial
Lime

Handicraft
Center

On-Lending

Industrial
Credits

Industrial
Credits

Industrial
Credits

Industrial
Credits

Source IBRD country position and projects reports March 16, 1979

St.Lucia

St.Lucia

St.Vincent

St.Vincent

Antigua

Antigua

SUB~TOTAL

Dominica

Belize

St.Kitts

St.Vincent

SUB-TOTAL

TOTAL

e

97

1,400

224

200

1,000

148

4,670

445

1,510

200

1,100

3,255

12,540

600

250

148

1,103

167

167

1,665

Page 3 of 3
Project Year of
Total Commi tment Status
Project
97 81 identified
Feasibility
2,000 82-83 Study in pro-
gress
224 gl-g2 Froject
identified
Project
200 80 identified
'
1,250 81-82 Market Study
completed
296 gl-g2 Lroject
identified
5,773
445 79 CDB to be
contacted
CDB con-
1,677 81-82 sidering
200 81-82 Continuation
of program
Continuation
1,100 80-81 of program
3,422
14,195

The Grenada Report did not identify any Industrial projects but did indicate
continued growth in the Industrial Sector could be expected.

No source of these funds has been identified

Projects under $150,000 are recommended to be financed under the on-lending

of the appropriate financial institution

program
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ACTUAL AND PROJECTED LENDING PROGRAME = 1370-1982
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1. AGRICULTURE

HDC

LboC

Regional
2, TECHNICAL

MDC

Loc

Regl .1al
3. INGUSTRY

MDC

Loc

Regional
4, EPAD

MDC

Loc

Regional
5. TOTAL

MOC

Loc

Reglonal
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PROJECTED APPROVALS, COMMITHENTS, GIsi..'feINT5 (1978 - 1982)
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:LENDING ACTIVITIES

ACTIVITY

DIRECT LENDING

INDUSTRIAL ESTATES

190,000 sq. ft.

100,000 sq. ft.

190,000 sq. ft.

20,000 sq. ft.

25,000 sq. ft.

INDUSTRIAL PROJECTS

Building Materials
Hydrated Lime,
8,000 Ton Annually

Paper Conversion
Tissue

Construction
Hotel expansion
(JABWOCK)

Box Fabrication
(Cardboard)

Sugar by products
(Confections)

US$000's

COUNTRY i PROJECT LOAN YEAR OF LOAN;

o LEVEL D COMMITMENT COMMENTS

ANTIGUA 1.0 AUG 1979 Prefeasibility study
is currently being
reviewed

BELIZE 1.5 LATE 1979 Dependent of ‘expected
occupation of existing
facilities
Ongoing program funds

BARBADOS 2.5 1979-1980 not identified

ST. KITTS .25 1980 In preliminary planning
stages

MONTSERRAT .3 1980 Projected project of
the GOM

ANTIGUA 1.2 1579 Project proposal being
reviewed by CDB

BELIZE .16 1980 Prefeasibility study
completed

ANTIGUA .35 1979 Project undar review
by CDB

DOMINICA .15 1980 Projected by the GOD

ST. KITTS .30 1981 Preieasibility study

_ cumpleted
7.71

D A source of funding has mot been identjfied. AID loan 538-L-003 is fully committed
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ACTIVITY COUNTRY PROJECT LOAN YEAR OF LOAN COMMENTS
LEVEL COMMITMENT
ADDITIONAL
ON-LENDING
Small Industry BELIZE .5 1979 Pending CDB Review
DFC ST.KITTS .2 1979-1980 Pending adjustment to
DFC Management
DFC ANTIGUA A 1981 Projected CDB Staff
estimate
DFC DOMINICA .3 1981 Projected CDB Staff
estimate
DFC ST. VINCEN? .5 1979 Pending Application
Commercial Banks GUYANA 1.6 1979-1981 Project team estimate
GUYANA 3.0 1980 CDB Presently review-
‘mall lnaustry ing, staff estimate
Credits Agri/Ind Bank
BARBADOS 2.5 1979-80-81 Project under development
Small Industry Staff estimate Develop—-
Credits 9.0 ment Bank
SUMMARY
DIRECT LENDING 7.71
ON LENDING 9.00 2)
3) 16.71
ADJUSTED TOTAL
DIRECT LENDING 3.86
ON LENDING 4.50
8.36

SOURCE:

'2) This total excludes projects (salt, cement, flour mills) which are too large
to be considered feasible for this project funding levels or may be developed

Unpublished data of CDB's project Department 02/28/79

with funds of the Agro/Industry Loan 538-007 A & B,

3) Reduction of 508 to compensate for projects which may not materialize on slippage.|.




CALCULATION OF INVESTMENT PER JOB CREATED CUT-OFF POINTS
FOR ELIGIBILITY IN WORLD BANK'S URBAN POVERTY PROGRAM

1977 FIGURES

Pop. / InvestmenE/ Participat%yn GDP/Cap.iEE Maximum Cost (1977 dollars)
(000) GDP/Capl Rate (IR)= Rate (PR)= PR per 15 year job equivalents

Guyana 770 560 18.5 .314 330 4,950

Jamaica 2,017 1,150 21.0 .337 717 10,760

Barbados 250 1,490 21.5 .326 983 14,740

Belize 130 810 31.9 .326 792 11,889

Antigua 73 890 17.7 .326 483 7,248

Dominica 77 410 21.5 .326 270 4,056

Grenada 1us 480 15.8 .326 233 3,490

St. Kitts/Nevis 50 650 16.9 .326 337 5,054 .

St. Lucia 106 580 49,74/ .326 88ud/ 13,2644/

St. Vincent 103 330 26.0 .326 263 3,948

Montserrat 130 745 38.7 .326 884 13,266

By IBRD figures
2/ Rate of gross domestic investment as reported by World Bank

Participation rates for Guyana and Jamalca are from World Bank study on eligibility criteria for its
Urban Poverty Program. As the Mission did not have reliable figures for other countries, it was assumed
that the participation rates were the average of the Guyana and Jamalca rates.

The St. Lucla investment rate 1s distorted by the large Hess 01l investment.

[ - A xauuV


http:GDP/Cap.xR

The Employment Effect of Fyisti
ihe raployrent g

CDB/DFC Snall Industry Credit Program

ine principal guide to the employment effects of the proposed
extension of $3.9 million in credit through local financial intermed-
laries to smll and medium sized enterprise is the performance of past
(DB/DFC prograss. ‘The econamic effects of those programs are sunmarized
in Table III A. The table, which is based on loan applications rather
thin -ex. post evaluation, shows that 152 investment projects were
firninced at a total cost of approximately $1.5 million. The borrowers
inticipated that the projects would create 435 permanent jobs. The
Livestient/permvineat job* created would thus be about $3,500.

This estinacte should be adjusted in two ways. First, according
to an AID consultant who visicted each of the LDCs, actual muber of
Jjobs created has not reached the projected levels. Second, the prices
should be expressed in 1979 dollars. If we assume actual employment
to be only 75% of that projected and a 20% average inflation since the
imvestaents occurred, the investment cost per worker in 1979 dollars
would be approimately $5,700.

TABLE I11-A

EFFECTS OF CDB/DFC SMALL INDUSTRY CREDIT PROGRAM

TOTAL TOTAL
NUMBER OF VALUE OF INVESTMﬁNT PERMANENT LOAN INVESTMENT
INVESTMENT DFC LOANS COST JOBS VALUE PER PER JOB
PROJECTS (USS000) h(USSOOO) CREATED JOB (US $) (Us %)
Antigua and

Earpbuda 7 79.5 92.3 20 3,977. 4,615
Felize 75 422.0 518.0 139 3,035 3,726
Dominica 7 89.1 90.9 41 2,172 2,218
Montserrat 10 99.0 103.4 15 6,600 6,896
St. Kitts/Nevis/

Anguilla 5 38.4 43.3 11 3,495 3,933
St. Lucia 12 135.7 149.3 52 2,610 2,870
Turks & Caicos 5 84.2 B84.2 24 3,508 3,507
St. Vincent 31 363.7 461.5 133 2,734 3,470

152 1,311.6 1,542.9 435 3,015 3,547

SOURCE:

CDB's quarterly report on AID Loan 538-T-001 and 538-T-003;
August, 1978.

*'"Permanent'’ is defined here as equal to the life of the capital
assets and is assumed to average 15 years.
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Evaluation of Existing AID/CDB

Financed Industrial Estates*

Investment in industrial estates of $4.4 million generated approximately
$6.5 million of additional investment in machinery and equipment. These
investments resulted in permanent employment for some 2,006 workers. The
physical plant cost was thus approximately $2,200/worker, the average invest-
ment in equipment $3,200/worker, and the total average fixed investment
$5,400 per permanent job created. However, these figures are underestimated
in 1979 prices because the underlying plant and equipment costs were incurred
over the period 1973 to 1978. To translate these figures into 1979 dollars
it was assumed that the average investment occurred in 1976. Total investment
in 1979 prices is estimated at $18 million and the average investment cost
per permanent job created in 1979 prices was approximately $7,200. These
figures do not take into account the temporary employment generated during the
construction phase or the indirect employment generated.

The impact on GDP appears also to have been impressive. The data from
the six estates from which sufficient data could be obtained indicate a
capital-output ratio of 1.3 and a total annual contribution of GDP of
approximately $10 millioa. Annual (recurrent) expenditures on domestic
resources total approximately US$3.8 million of which labo. costs represent
79%. The size and domestic economic impact of the profits generated is
unclear because 18 of the 26 firms are listed as foreign owned, and it is
not known to what extent profits are repatriated or reinvested.

Government revenues generated by the increase i. economic activity are
limited since virtually all the firms occupying the estates enjoy exonerations
from import duties, income tax holidays and other investment incentives.

Such additional fiscal revenues as are generated result primarily from the
increased personal income taxes paid by otherwise unemployed or underemployed
persons. Rental income (about $300,000/year) and taxes on the suppliers of
raw materials also add to the government income. On the negative side,
Governments must service construction loans (about 325,000/year) and
maintain the building and grounds. Despite the fact that the estates
themselves are subsidized, the net fiscal effect is certalnly positive.

Despite the liberal import policies enjoyed by most firms in the
estates and the limited use of local raw materials, tk. net balance of
payment effect is highly positive. Total direct imports in 1978 by the firms
in the estates surveyed was approximately $5.0 million. Locally procured
goods also have a high import content. The import content of energy,
transportation and other goods and services procured locally may be as high
as 50%. The import content of construction is estimated at 25%, and
virtually all capital goods are imported. The overall direct and indirect
import content of production is probzbly in the neighborhood of 60%. The

* This Annex is based on a study conducted by Clapp and Mayne.
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net balance of payments effect is, nevertheless, positive because approximately
86% of the manufactured output is exported. The consultants estimated that
64% of these exports were to non-CARICOM members.

Measuring the financial or economic rate of return to the investment
in industrial estates is complicated by the fact that rental rates have been
highly subsidized. Thus, as presently administered, the estates are not
financially viable operations. The total economic subsidy for the presently
occupied 375,257 square feet of space amounts to about $0.5 million annually.

As rental rates are not established in a competitive market, they offer
little guidance as to the economic benefits generated. An alternative method
for assessing economic feasibility is to consider the industrial estates and
the enterprises occupying them as a joint project. Data provided by the
consulting team permit a rough approximation of the financial rate of return
on total investment in each industrial site. The analysis assumed that
(a) the investmeut in all plant, equipment, and inventories occurred in 1976,
(b) firms only broke even in 1977, the first year of operation, (c¢) operations
in 1978 are typical of what can be expected over the next fourteen years
(the life of all capital being fifteen years), and (d) there will be no
residual value in plant or equipment at the end of the fifteenth year. Based
on these assumptions, the financial rate of return on total investment would
be about 357%. Although the project team is dubious about the accuracy of
the data, substantial reductions in the benefits and/or the use of less
favorable assumptions would still generate acceptable rates of return.

Consolidated Data for 26 Firms in Five Countries

In millions of USS

Sales $15.5

Export sales $13.3

Employment: 2,006
Production workers 1,743
Supervision 146
Management (incl. clerical) 129

Payroll

Rent

Other local costs

Total local cos*s

Imports in goods sold

Foreign exchange (earnings & savings)

Direct contribution to GDP

Investment in machinery, equipment

Average inventories

Cost of occupied buildings
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Bridgetown
Barbados
March 1, 1979

TO THE BCARD OF GOVERNORS
CARIBBEAN DEVELCPMENT BANK
Wildey

St., Michael

Barbados

We have examined the financial statements of the Ordinary Capital
Resources of the Caribbean Development S8ank as at December 31, 1978,
and for the year then ended as set out on pages 2 to 16. Our
examination was made in accordance with generally accepted auditing
standards and accordingly included such tests of.the accounting

records and such other auditing procedures as we considered necessary
in the circumstances,

In our opinion, the accompanying financial statements examined
by us present fairly the financial position of the Ordinary Capital
Resources of the Caribbean Development Bank as at December 31, 1978,
and the results of its operations and the changes in its financial
position for the year then ended,
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ORDINARY CAPITAL RESQURCES

BALANCE SHLEED

Docember 31, 1978 and 1977

Eani ~road in thousands of United States dollars - Nota A
1978

ASSEIES

CASH !N RANAS AND OTUHER DEPOSIICRILES 4,720 2,254

INVESIMeA Y = Note B
b ligat ions issued or guarant vod by

N nNment s . "!4? IJ. :7?;
YEhar securit oS .‘..“jj :O‘I"“"
Cevtificates of deposait and othoer

ST 22,011 3,701

2¢,291 21,235
LOANS (Schedule 1) 33,935 15,072
less undrsbhursed balance ll,qs"‘ 12 3 ?
21,997 23,273
SUCONDARY MORTGAGE SCHEME - Note ©
Mortsgaes .'l;"\'.-'-(‘n+ l...‘:? l,_‘-\u
1‘-.-. AT A AT ._~_|. giskvments l:\\\ l':.-
I,\“—r l,-‘(".
RECEIVARIE FROM MEMRERS
Noncnegot cable demand notes

t.\:| hedul e .‘) Note D l. “:‘.‘ -‘. 290
".".\\,l\‘ A MY .'.; Tty MG Iintain \.i'\ll'

.\l CUrreiney ih'tn""&l- - \\‘! ] l -‘,‘)-:? ]:;‘?““

o |

6, 300 5,01

RECEIYARLE - QLIHER
\evounts roversable includiyng inter=-

fund recarvablos 1,1-14 l,lSt\

Accrued incoeme on inyaatment s 3:“’ ;Q?
Accrued interest on loans 208 232
2,216 2,015

LAND AND BUILDINGS, at cost less
\!l,\!'\‘u‘l.lt On = s“, [I\)'T - S“‘I] IOS ‘09

e e ———

SPYYIAL RESERVE ASSEIS - Note F 651 323

$ 63,393 $ 55,610

E i ] | =




i feal 51 028 Snred 1977
LIABILITIES, CAPITAL AND RESERVES
LIABILITIES
Accounts pavable including inter- 2
fund pasables 251 00
Accrued charges on borrowings 285 184
Borrowings - Note G 18,728 13,944
Less unamort ised discount 171 -
18,557 13,944
19,093 14,194
CAPITAL AND RESERVES n
Capital stock (Schedule 2)
- Note H
Authorised capital - 38,400 shares :
Suhscribed capital - 31,027 (1977 - S ;
115027) aharcs 187,147 157,147 |
. 3
Less callable capital - 25,357 |
(1977 - 25,357) shares 152,047 152,947
Paid-up capital - 5,670 (1977 - = =13) ERR T TR
5,070) shares 34,200 34,200
Less sulscriptions not yet
" matured 459 1081232
Subscriptions matured 33,741 33,078
Additional subscriptions matured 1,665 1373
35,4006 34,453
Ordinary reserves - Note 6,540 4,266
Net income for the year ended =
December 31, 1978 = Note J 1,703 2,274 {"
Special reserve - Note F 651 : 423

4</ng:;_:5 *jRAn——f ] sw e lanaial

WILLIAM G. DEMAS =
P:esident $ 63,393 $ 55,610

~_I“§V£Li&4; jL&AL;EE-;;VU
JAGDEESH SI|EWRATTAN

Treasurer




SDINARY CAPITAL RESOURCES

TATEMENT OF INCOME AND EXPENSES

or the years ended Dacember 31, 1978 and 1977

tapressed in thousands of United States dollars - Note A

Ny

I NCOME

From' loans =
Interest and commitment fees
Commissions and guarantee fees
From investinents - Note B 15723
From secoundary mortgages
From exchange
From other sources

GROSS |INCOME 35

EXPENSES '3
Adninistracive expenses (i) 197 440 X
Charges on borrowings 1,202 907 !
Loss on exchange 365 - |

i .

TOTAL EXPENSES 1,854 1,347

NET INCCME BEFORE RESERVE APPROPRIATION 1793188 2;403
Less commissions Gnd'guarantee fees appropriated N
to Special Resdrve - Note F 228 189

NET INCOME - Note J $ 1,703 § 2,274 ‘

(i) Administrative expenses are shown net of expenses allocated to

Special Funds Resources of $1,540 (1977 - $1,300) and of technical
assistance contributions received of $226 (1977 - §S8).




VRDINARY ZAPITAL RESOURCES
STATFMENT OF CHANGES IN FINANCIAL POSITION

For tne ycars ended December 31, 1978 and 1977

Expressed in thousands of United States dollars - Note A

fUNDS PROVIDED

Operations
Net income 1,703 2,274
Add/(deduct) items not requiring or
providing cash ™
Accruals of income on investments, loans

and demand notes ( 273) ( 284)
Accruals of charges on borrowings 101 30
Depreciation 4 4
Cash provided by operations 1,535 2,033
Principal repayments to the Bank on locans
and mortgeges 1,935 245 1
Borrowings 4,613 3,435 i
Capital subscriptions 953 953 g
Other 227 - J
TOTAL FUNDS PROVIDED 9,263 6,666 ]
. B
F UNDS USED ¥
Receivable from members 1,282 (3,627)
Disbursements on loans:’ 2,053 7,616 g
Increase/{decrease) in loans resulting
from exchange rates fluctuations (1,419) 126
Purchase of mortgages 237 208
(Decrease) in mortgages resulting from .
exchange rates fluctuations ( 398) -
OCther - 703
TOTAL FUNDS USED 178’5 5,116
INCREASE IN CASH AND INVESTMENTS $ 7,508 $ 1,550




TOTAL RESOURCES
BY CONTRIBUTORS
AS AT DECEMBER 31, 1978

CDB's success in mobilizing external financial
resources 1o develop the economies of the
Commonwealth Caribbean Counitries.

Annex

fa) Includes Capital subscription, loans

and grants but excludes Reserves of
USS6.5m.

BTy -

TOTAL RESOURCES
USS262.6
MILLION ‘2

N g ———————
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ANNEX: VI - 4

Page i of 12
MEHORAKDUM
T0: Staff, Projects Department
FROM: Dlrector, Projects Department DATE:  January B8, 1979

SUBJECT: ProJect Administration Organisation

In keeping with the aims and objectives of the rccent reorganisation '
of thy Bank, the Projects Department has becn looking in depth at its
interaal organlsatlion In order to evolve and dcvelop administrative systems
which would optimise our output and working environment, The attached
document outlines in broad terms the system which we hope to Implement,

3 e i iy N T

This paper Is general In nature and will be developed in detail for ?
ultimate inclusion in the Bank's Operations and Procedures Manual, Within
the ProJects Department we are now working on detalled aspects of the system

which wiil be issued as operational memoranda from time to time as they are
agreed upon and completed.

Please feel free to dlscuss any matter or question you might have,
arising out of the paper with the Dzputy Directors or myself,

b (ool

Attach.
LGC/ms

v i gl 7 0L Jun it
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PROJECTS DEPARTMENT

PROJECT /DMINISTRATION ORS/NISATION

1.  Introduction

1.01 As a result of the Bank-wlide recrganisation which consclidated the
Bank's work in project preparation, analysis and supervision (para. 4.10 =
CCB Organisation Structure), bringina together all project staff (including
analysts) under a unified direction in order to achieve better coordination
and planning and the effective utilisation of all staff (para. 5.02) the

need to develop a management organisation for the Projects Department

became evident.

1.02  Thils paper outlines the general structure cf the proposed management
system and will be used to gulde further detailed analysis and desion of
the varlous facets of the system.

1.03 The system being propcsed 1s essentlally a matrix form cf
crganisation which aims to clearly establish responsibilities and
relationshlps, recognising the need to differentiate between project

relationships and perscnnel relaticnships,

1.04 It is designed arcund a management=by-objectlives approach, which
will be motivational In the sense of recelving a comml tment by individuals
and managers to achieving agreed measurable cbjectives, The system should
eventually develop the following characteristics:

(1) Organisational gogls with specified objective

measures of performance,

(i1) DIscussion and agreement between manajgers and
subordinates about subordinates' goals and thelr
consistency with organlsational coals,

(i11) Joint review towards achicvement of the agreed
predetermined coals.
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2, ObjJectives of the Proposed System

2.0 The cbjectivcs are as follows:

(i)

(11)

(ii1)

(1v)

(v)

(vi)

(vii)

Te place responsibility for administering the
preject cycle firmly at the level of project

lead(:r .

To recognise the different skills and respensibilitics

in the project management system,

- project leader - sectoral expertise
general development focus

managercnt skills

- speclalist support - technical cxpertise

- project sunperviscr - management skills

technical expertise

To clearly identify and specify the varicus levels
cf respensibility and the relaticonships between

staff bcth horizontally and vertically.,

The develonment and tralning of bread based

cevelopment oriented orcjest staff,

To set up effcctive mechanisms for menitoring and

quallty ccntrol at all stases of the project cycle.

The efficient use cf the wide range of skills and talents
arv.nost project staff and to offer the cpportunity for

achicvement, self-fulfilment and development.

Tc extend the cpportunity for 3 wide range of formal and

Informal working relaticnships,



..3..

3. General Characteristics cf the System

3.0 The manacecment system will be structured along a mstrix confiquration
in crder to cope with the dynamic conditicns of the Eank to remcve bettle-
necks in project cycle and staff relationships and to facilitate the smocth
and effliclent running of the Department. Assignment of tosks will be
designed to allew officers to perform these functions in which they are

msst suitable and effactive, in keeplng with the efficient utilisation of

the manpower rescurces and expertise in the Department.

3.02 Performance aporaisal will be based on agreed criteria tc determine
the degree of attainment of specified goals within the cverall objectives

of the Bank.

3.03 Project staff will be In the Projects Department under the Director
grouped by sectors of operation and specizlist skills, The management
system will be structured principally arcund prcjects with Deputy
Directors (DDs) respunsible for general dircecticn and cther matters within
their sector. Each prcject would be under the direct rasponsitbility of o
preject coordinater {leader) whe would Se susported by specialist inputs
where necessary., It would be the respcnsibility of the leader in
consultaticn with the respectlve Assistant Director (AD) to ldentify these

specialist inputs and to manane them cffectively.

3.04 4 leader might have ancther officer essijned to the project whe
could provide complementary back-up and coentinuity, This wuuld alsc provide

useful orientaticn for new staff.

3.06 Each fssistant Director will be allocated responsibility for 2
portfclio of prcjects and will repert ta a Denuty Dircctor, whe will be
responsible for twe or three protfolics. A project lealer will Le directly
responsible for that project te the AD in whese portfeolio the preject

falls and may therefore relate to mcre than cne AD and DD at any cne perlod
of time. Project leaders will not be chosen unly on the basis of sectoral
or technical expertise, but alsc because of an interest in and ability

to manace prcjects and coordinate the work cf others.
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3.06 The wark-load and responsibilities of project stqﬂf will fall

under the followiny categeries:

(i) Prcject leadership - which will entall a management skill,
a broad dJevelopmental approach and a werking knowled;je of

the sector in which the project falls.,

(11) Speclallst suppert and Inputs - which will require a high
degree of technical knowledge and experience in the sector
and the specific detail aspects cf the project e.g.,

agronomy, engincerling, marketing, financial analysis, etc.

(i1i) Project supervision - which will entail a wirking knowledge
of the sector in which the project falls and an understanding
of prcject implementaticon procedures, e.g. procurement,

consultants, disbursements, contracts, etc,

(iv) Other support functicns, e.g. Technical Informaticn Unit,

e
Project Design, Technlcal Asslstany, Sector Information, etc.

b, Levels cf Responsibility

b.01  Project Leaders will report on a project-hy-project basis directly

to the iD within whose portfolio of projects his assignment falls, or to a

DD where the assignment does not fall within the portfolic of an ND.

4,02 It is expected that the relaticnship between Project Leader and other
project team members will feature a high dejree of conperation and
consultation at a professional level, The Project Leader will, however,

be ultimately responsible for managing the nroject cycle and will be
excected to alert the aporcpriate AD repardine signlficant departures from
individual performance tarcets, and at the end of the assignment, will
repurt on the actual achievements of the team and its individual members as

cempared with scheduled targets,

81
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4.03 Assistant Nircctors (i%s) will not have 2Mministrative responsibility
for a pre-determined group of officers but would supervise project leaders
on a project-ty-project Lasls., Each AD will be responsible for a portfolio

of projects, greuncd according to technical/sectoral catesories.
4,04  The AD will be urimarily responsible for -
(2) the technical quality of the projects under him;

(b) supervising the pregramming and mcnitering of the
project cycle, including the programming of fleld
visits and Issuing terms of reference for field

missions;

(c) develezing with the Eccnomics and Prograeming
Department the plipeline of projects in his

sector; and
(d) the supervisicn of the prcjects under him,

L.05 Aprs will alsc be expected to serve as project leaders and jprovide

specific technical support for some projects.

L.,5&  ADs in consultation with their 2Ds will be expected to draw up 2
strategy for ochieving the aqree? cohjectives in their sectars. Lending
tarcets and cuidelines for cach sector by country will be drawn up with the
Eccnomics and Programming Department f:rming the basis cf the strategy for

nrojects through to investment.

4,07 Each AY will e acccuntable tc the apnrogriate divisiinal 23 on the

performance of the work progromme under this portfolio and may rcccmment to

the resrcective 2D, corrective action regarding the cempesition or performance

of a project team,

4,08 Ads will supervise the work of project leaders and will aparaise

their performonce at the end «f their respective assignment.
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4.09 quu;x»Olrect(rs_jDDs) will be responsitle for two or more

portfolios, providing direction in sectoral and .ank policy, and reviewing
the progromming and monlitoring of the project cycle. The DDs will alsc
acdvise the Director on the allocatlion of responsibilities in the Department.
DDs may he cssigned by the Director cther specific responsibilities within

their competence, including representing the Director on Bank Comnittees.

L.10  Each 0D would rerert to the Director of ircjects and will
particlpate with the Director in the general administration of the
Department and will have specific responsibilities for such administrative
tasks as approving/authorising travel requests, expense claims, overseas
telephone calls, cables and telex messages, document repreduction,

vacation leave, etc. in connecticn with projects in their portfolios.

L 1 The DD shall direct the work of the Als in his divisicn and appraise
thelr performance. The 9D shall also direct and appraise Froject Leaders
and other staff whose assignments fall within one of the DD's portfolios
but wh~ ore not supervisaed by an AD either Lecause the scale of cperations
does not warrant the appointment of another AD or where the nature of the

tasks warrants the direct supervision of the DD,

4,12  The Director of Crojects (dP) will previde direction and guidance for

the Department, directing and cuordlinating the work of the DDs ‘and
appraising their performance and will be ultimately responeible for all

staff disciplinary matters,

4,13  The DOF will consult with his 2Js and the A® (Lzan Supervision)who

together with him will comprise the Projects Management Committee in:

~ the allocation of projects to appropriate portfolios;

- the allocation of responsibility for prcject leadership;

- the allocotion of specialist support staff to assist

project leaders;

8p
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- clearing all preoject dncumentation (e.q. project profiles,

issues papers, appralsal reports) which leave the Uepartment;

- resolving project-related issues which cannot Le settled at a

lower level; and

- recommendation and decislons on perscnnel and staff matters

Including perscnnel rewards and disciplinary matters.

L.14  Assistant Directors, Project Leaders and other projcect staff would
be co-opted to the Frojects Managemant Committee when sneciflc matters
under their Jurisdiction are belng ccnsidered. The Cormittee would review
the status of prcjects (at all stages of the project cycle) particularly

where thecre are preoklems,

4,15 The Projects Hanagement Committee would be serviced by the Froject

Deslign and Analyslis Division,

4,16  The DP will advise the Fresident on all matters concerning the
Projacts Departmcnt, He wlll have responsibility for serving on the
Manojement Cormittee, Loans Committee, Appointments Committee, Investment
Committee and Lcans Supervisicn Committee. He will,be the direct link
between the Projects Separtment and the Scervice Departments of the Bank.
In particular, he will be responsible for ensuring the preper liaiscn
hetween perscnnel cf the Projects Department and other departments,
particularly in administration where there is need for integrated action

on matters invclving those departments.

5.  The Praject Cycle

5.01  The project cycle has the following stages:

(1) 1dentification.

(2) Pre-appraisal or Preparaticn,
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(3) Appralsal.
() Supervislon or Implement_ticn.

5.02  Identiflcatlon: The Identification of projects will continue to take
place as a rcsult of the contacts being developed by projects staff in

the countries. Projects so Ident!fied will he reviewed by both the Froj. . is
and the Econcmics Departments and where apprepriate, included in the country
orogramme. HBesldes this, the Eccnomics Department, with assistance from

the Projects Department, will take programning missicns to the ccuntries
where potential projects would Le examined and a lending progranme developed
for the country. O?ce_9_gjgngE_hgi_hegnﬂjdgg}jfigg_gggwggzggd_}p_b!_«

Management thrcugh an Issues paper, it will be included in the lending

prcéranme and the Projects Cepartment will take cver reszonsibility for
It, including notification to the Board of Directors. At this stage, the
Projects Managemcnt Committee will allocate o leader for the project and

place it in the appropriate partfolio.

5.03  Project Preparaticn: The project lcader will review all documentaticn

relevant to the project and where nacessary moy vislt tha country for
discusslons on the srojects. Upon return from the visit, the leader would

be rcqulred to prepare a proJect proflle which would broadly cever the

following:

(1) Background information.

(2) Project formulation and preparation,

~ QOrigin and status of preparation

- Objectlvas

- PRescription and designs

- ProjJects issues and reccmmencations

- Critical path for prcject preparation

- Project coryganlsation ond Implementation



(3 Bank Processing,

= Ceordination and manpower planning

= Status of Jlalogue with Borrewer and Governsent

S04 The profile will follow a simelo, standardisod format and s seen not
as an addfod plece of work, but rather 3 tool to improve the efficiency of

b . s
the ,l.‘it\( Procesy,

5.0§ Crodect protiles will Se reviewaed by the i‘l'u‘j&h’:is Hanaganent
Comittee, forming the basks for monftoring the Jroject cycle, and will le
vovated periodically, In addition, those proflles will Lo circulated to
Al approprlate departmants for thelr commants, 1a particular, the

tarents of the Sealor Project Aaalyst in the Economics and Prograsning

o N e T, W Ue sy

Wparteent showuld be sought at a very early stade and he will be available
far consultation at all stages of the project cyele,

5. 06 wpraisals Whoen o project leader Bs satisfled that a o dect i
wequately  prepared aad ready for aperalsal, ha updates the project
pEotile and sulmlts Tt to the frojocts Manasement Committoe with a
fecormendation te start the aspraisal process, At this stoge, the profile
will dnclude an appratsal Blueprint covering requirements of specitic
Mt eapertise which will comprise the aparalsal team and o thoo=table
for stondard events in tha appralsal process up to Goard ghvaentation,
This team will Include tha country legal officer who will e avallanle far
consultation at all stages of the project cyela,  This part of the cyele
will Mg ponltored by the Projects Mana voent Coemalttee for all ‘l\"jm'll
undar aipraisal,  This procedure will ensure that sroject appratsal wild

weomare dafinitive and expeditious,

5.07 Information on the country and secteral cevnomle situation and

public finance will be supplied on 2 regular Lasis by the Ce nomics and

Programning Department,




5.08 “ A'revliew process for appraisil reports will be Instituted at the

follewing levels:
(1) Divislcnal,
(2) Departmental (Proje.ts Management Committee).
(3) Inter-departmental Revlew,

(4) Dank Management (Loans Committee).

D¢ildes this, certain projects will also be subject to Inter-divisional
review In the ProJects Department. The divicional review will be the
responsibility of the DD,

5.09  The Project Design and Analysis Division will be responsible for
servicing the departmental and inter-departmental reviews and the Loans
Committee, It Is hoped that close llaison between all cdivisions and
departments In the Bank will, In fact, make these reviews a fcormal event

in what will be o continuous Informal review process. In particular, it is
envisaged that a close working relationship Le develcped between the

Senlor Project Nnalyst in the Economics and Programming Cepartmant and the
project staff from as early as possible in the project cycle.

5.10  Supervislion: The Loan Supervision Committee (LSC) will ccmarise the

Vice President (Cha'rman), Directors, Assistant Directcr (Loan Supervision)

anc Deputy Directors and will be serviced by the Loan Supervision Unit (LSU).

ProJects under supervisicn wlill be allccated to project officers taking
into occount sectoral and gecgraphic factors., In sume coses where it Is
felt to be desirable, the project lecaders would retain responsibility for
supervision. Supervision reports would be directed to the DD through the
AD for review, and problam projects (1.e. not meeting certain performance
criteria) would be subject to review by the frojects Manogement Committee
before conslderation by the Loans Supervislon Committee. Vhere the
supcrvising officer Is not the officer who lead the preparation and
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appraisal of the project, supervision reports should, where ronsidered
nccessary by the AD, Le reviewed ty the officer who 1e¢d preparation and
appralsal,

5.11  The LSU will be requlired to work closely with nroject cfficers in the
performance of Its responsibilities and to contrllbute to praject preparation

and appraisal where Its experlence In supervislon Is apnropriate.

5,12 Post Implementation Review: Project performance reviews will be

ins:ftuticnallised and wi1l be the respcnsibility of the Econcmics and
Pregramming Department.,

6. The ProJect Progromme or Blueprint

6.01 At the end of each stage cf the project cycle, a progranme for the
next stage must be drown up as a prerequisite for maving to that stage.

These irogrammes or Slueprints will cover -

(a) The activities and issues tu be aldressed during the

next stace and outstanding work to be accomplished,
(b) A time-table with activities, events, inputs and cutjuts.
(c) Manpcwer requirements in terms of timing and expertise.

6.02 At the end of Icentificaticn, a Llueprint for srenaration will te an
integral vart «f the preject prcfile. /At the end of srecaraticn the
updated profile will have a blueprint for appraisal., Anuraisal documentation

should include a Llucprint (i.e. an annex) for sujervision.

6.93  These pregranmes will be cperatlonal tocls vhich will e the
responsibllity of the project lealer, In consultation with the arpronrinte
AD, to prepare and revise whenever neccssary. Standardised f-rmats will

be developed to facilltate their preparation. These progranmes will Se
initially approved and periodically reviewed by the Projects Managemaent
Committece.

B o [ e
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6.04 These programmes together with the outputs from the Management
Information System will become an Institutionalised system of project
control, which will be used by the Frojects Management Committee and all
grojects staff for manpower planning, coordination of field missions and
monitoring and control of the project cycle.

7. Other Responsiblilities of the Projects Department

7.01 Gesldes Its dlirectly related project functions, the Cepartment
will also be responsible for nther support actlvities related to Its
project work, The principal cnes at present are the Technology Infcrmation

Unit (TIU), a Techn:loyy Research Fund (TRF) and project related Technical
Assistance (TA),

7.02 The TIU will be the focal point within the Bank for locating,
gathering, evaluating, selecting, storing and disseminating Informaticn cn
technology relevent to all sectors of the Bank's operation. The TIU will

obsorb and build upon the informal equipment and technolugy operations which
were set up and run within the Industry Division.

7.03 The TikF will be a resource avallable for funding small research and
pllot projects to adapt, define and/or demonstrate specific technalogies
appropriate to the nzeds of the reglon.

7.C4  TA cperations will In future be coordinated centrally with the

responsibility for technical inputs placed with the relevant specialists,
7.05 Each of these functicns are seen as discrete projects and will le

placed under the direct responsibllity of a project officer wha will be the
coordinator, supervised by an AD or DD as the case may be,

January 8, 1979
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CDB's EXPERIENCE IN THE INDUSTRIAL SECTOR

Since 1971 the bank has maintained its presence in Industrial Development
Activities by three industrial programs in its countries.

- Loans to small industrialists
- Loans to governients for industrial estates

- Direct industrial loans.

The loans to small entrepreneur/businessmen, are financed by extending lines
of credit to the Development Finance Corporations (c¢r similar government agencies)
in 10 less developed member territories. Sub-loans (150) of this type through 1978
have totalled approximately $1.3 million, and created about 435 jobs. Each
application is reviewed by one of the Bank's Small Industry Loans Officer (SILO)
who visits the workshop to help the applicant plan his devel?pment program. A
loan cannot be made unless the officer approves the programl. The service which
the Bank is providing to small industry has proved to be of value by this sector,

judging by the continued extensive demands made on staff time.

Loans for the construction of industrial estates have been approved in eight
countries. At the end of 1978, the CDB's program had led to the construction of
some 200,000 sq.ft. of factory space in the LDC's. The total loans approved for
this program as of December 1978 amounted to $11,024,000.

Summary nf CDB Industrial Sector Programs 1970-78  (US $000)

FUNDS

OCR SDF Other Total
Through National Lending Institutions 5,413 6,523 2,882 14,818
Industrial Credit 5,413 2,279 2,725 10,417
Small Industry Credit (DFC's) - 4,244 157 4,401
Direct Lending 4,194 8,603 5,369 18,166
Sugar Factory - 1,500 1,500 3,000
Footwear - - - 413
Plactic Manufacture - - 446 446
Industrial Estates 4,194 6,733 97 11,024
CDF Projects - - 3,000 3,000
Other - 215 68 283
Totals 9,607 15,126 8,251 32,984

Source: Caribbean Development Bank Annual Report 1978; See Tables IIB and IID.

1/ Except to this rule is the CDB's qualification of Belize which permits direct
DFC sub-loan approvals up to $25,000. This qualification has been made based
upon the administrative and positive financial conditions of the Belize DFC.
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The bank made its first two direct loans for manufacturing projects during
1976. Since then 16 additional projects have been identified and authorized for
direct lending. These projects total over $7 million. One of these projects was
made to a private sector corporation in an MDC to expand its manufacturing
facilities and provide for a three shift operation. As of December 1978, almost
$33 million or 18.57 of the Banks total financing was available for industrial
lending.

DISTRIBUTION OF TOTAL FINANCING (NET)
BY SECTOR
Loans, Contingent Loans and Equity
1970-78

TOTAL US$180.1 MILLION

As a result of recent organizational changes within CDB the bank is demon-
strating its desire and ability to expand its leadership and financial role in
the Caribbean Industrial sector. The new organizatiom provides for a sepera-
tion of the project and administrative staffs of the bank with emphasis of
technical assistance and information transfer. With the reorganization the
industrial staffs will have greater responsibility for project implementation
while eliminating some inefficiences caused by the administrative work load.



Annex VI - 6
Financial Intermediaries Liatd

The following is a summary of the problems facing financial intermediates
in both the LDC's and MDC's as developed by G. Alter.

"Special Problems of LDCs"

In the LDCs, government financial intermediaries servicing the industrial
sector are in extreme financial difficulties, as documented in the report by
Business Analysis and Systems Corporation (AID Contract LAC-C-1260). Given the
small size of the market for term loans by the industrial sector and the high
cost of their operations 1n each of the small countries of the Caribbean, the
report sees no way for these DFCs to become financially sound even if they -
undergo widespread reforms. In fact, many of the required reforms would result i
in increased costs, hopefully leading to more effective operations and reduc-
ing the risk of default on loans. But even so, the analysis leads inexorably
to the conclusion that the small.island economies cannot afford the direct _
financial losses that evan a relatively efficient small DFC would sustain so |
long as its scope is limited to term loans. ‘

The BASIC report concludes that the DFCs themselves or the larger govern-
ment institutions into which they would be incorporated should expand the
scope of their operations to include commercial banking functions, including
the acceptance of deposits and the extension of short term credit. For these
institutions, whether in their present form or in their expanded form, the CDB
would have to evaluate carefully the rehabilitatgon programs proposed by the
government shareholders in the DFCs, 1If satis d by the rehabilitation pro-
gram the CDB could qualify the institution for participation.

In all of the LDCs covered in the BASIC study, government contributions
to the DFCs equity would have to be increased and government cash contributions
placed on a regular basis consistent with cash flow requirements. The poor
fiscal position of these governments is well known. The period of grace on
amortization payments owed to the CDB by the DFCs is beginning to terminate.
It would be prudent, both for the CDB and for the povernment concerned, to
minimize the risk of further financial loss in DFC lending to private enter-
prise,

In the LDCs the private banks are able to serve borrowers in the second
category at a much lower cost. They have a cadre of experienced staff which
has yot to be created in the DFCs. The incremental costs of expanding their )
activities in this field will be much lower than if the DFCs undertake the
task. Branch offices exist for administering the loans and many common facili-
ties can be shared.

In the LDCs the governments, should be encouraged to continue to confine
the DFCs to the grcup of borrowers described in the third category. The
total volume of operations for this groun is low, and sub-loan approvals
in 1977-78 were actually lower than in 73-74 in constant piices. While the
cost of operating with the borrowers is high and will involve a negative
spread, the total volume of costs, including allowances for bad debts, is
probably within the financial capacity of government's, taking into account the
low cost of funds from the CDB, the availability of external grants for
financing project apprasial and technical assistance activities. The financial
problems of the DFCs in the LDCs arise to a lacge extent out of other non-indus-
trial programs with which they have been saddled.

Concentrating the attention of the government-owned DFCs on the smallest,
' least experience business enterprises would meet a high priority need incapable
of being met by the private banking system.
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In Jamaica, the government owned developement bank JDB is facing serious
financial and institutional problems. The CDB is already assisting JDB in
overcoming these problems. JDB has been an important source of loans to
enterprises,

Pending the solution of JDB's financial and institutional problems, it i
has already been determined by the Jamaican government to pursue the course ]
recommended here. ]

The CDB will have to decide, when its work with JDB has advanced further
and after consultation with,the Jamaican Government, whether the JDB should be -
given access to the proposed Facility. In the meantime, the World Bank has
provided the commercial banks and SEDCO with the external resources which are
believed to be required. If the CDB establishes the new facility supplementary
resources would be available if required. CDB could easily modify its mode
of operation and channel resource to the commercial banks aid SEDCO through
the government institutions created to serve under the World Bank loan.

. ]

Barbados, the Barbados Central Bank has developed a new credit guarantee
scheme designed to give further emouragement to the commercial banks to provide '
loans to small enterprises in virtually all business sector, including manufac-
turing. The guarantee program does not apply to institutions where the govern-
ment is already covering credit risks. Any two of the following three criteria
must be met for enterprises to qualify:

(1) Total capital less than BDS $100,000.
(2) Annual sales less thaz 2P 5500,000.
(3) Number of employees less than 36 persons.

It can be assumed that most small enterprises qualifying for coverage under
the program would also qualify under the tests adopted for the new Facility,

It would be very desirable for the CDB to have further discussions with the
Barbados authorities concerning the participation of the commercial banks in
the new facility. Their participation would greatly enhance the practicability
of the commercial banks operating in the Eastern Caribbean and Guyana setting
up a strorg project unit in their District Offices located in Barbados.

In addition, the Barbados Development Bank would most likely qualify
for access to the new facility if the Barbados Government would factor such
a course, The signs of recovery in the Barbados economy have encouraged the
BDB to draw up quite an ambitious program. BDE expects to obtain the foreign
exchange component of this program (BDS $2] million) from external agencies,
including the CDB,

While the BDB extends loans to small enterprises it has recently stated
that in the light of the experience gained concerning the cnnstraints in
financing this type of lending '"funds for lending to this sector must be
additional to regular lending or be established as a special program'. The
CDB's new facility could well complement domestic arrangements for serving
small scale enterprises via the BDB, as well as via fthe commercial bank. BDB
would be particularly appropriate for dealing with the third category enter-
prises.

It should be noted that BDB has recently strengthened its financial
position, cutting its déficit by over one-half. Its break-even portfolio
size, which is estimated a just over BDS $16 million, is to be reached during
the fiscal year 1978-79.




Guyana: The unsatisfied demand for medium and long-term credit is
substartial, not because of a domestic liquidity squeeze or a private
investment boom but because for the first time in many years the private
sector is galning some confidence in the future.

Some long-deferred projects are ready to go forward. Medium term credit
channeled through the private commercial banks under government auspices would
reinforce the initial steps taken by the government to restore confidence of
the private sector.

Some of the commercial banks, despite their present liquidity, - >uld
welcome an opportunity to participate in a program for small scale enternrises
which would provide foreign exchange to their clients for imported equipment
and imported components of intermediate products and raw materials.

Advantage could be taken in Guyana, as in Jamaica, of the country's
exchange shorgage and import licensing stringency, to expand the scope of
commercial bank involvement with small scale enterprises to include medium
term credit on appropriate terms.

In Guyana, a small industries corporation, which has serious financial
and institutional problems, has been abolished by the government and its
functions have been taken over by the Guyana Coorporative Agricultural and
Industrial Development Bank. The management of the newly expanded institu-
tion is satisfied that a large demand for creidt exists, but it was not
possible to obtain a breakdown by size of loan or asset size of bLorrower.

In early March the IDB is sending a mission to Guyana to examine this
new institution, which formerly did not operate in the industrial field. It
would be desirable for the IDB mission to be aware of the CDB's special
interest in assessing the new institution as a potential customer of the new
facility for small scale enterprises."

In February 1979 the government released a ''Guyana Investment Code"
which is intended to satisfy demands by the business community for an official
policy statement on private investment. The code continues to maintain the
principle of state control of the economy, but recognizes that growth requires
that all three sectors of the economy (public, private and cooperative) must
be stimulated. In general, the public sector will direct its energy to
fundamental and "strategic' activities, leaving smaller and medium size under-
takings to private initiative., Preferred areas are demarcated for private
investment, although not exhaustively. Permissible ownership patterns are
defined. '"Alternative" conditions governing the activities of investors
are described. All enterprises must operate within regulatory framework so as
to promote development goals. 1In theory foreign investors will be able to
undertake projects without local participation. However, private enterprises
with foreign equity will be subject to a system of licensing. Embassy believes
that the code is a positive development which goes beyond prior government pro-
nouncements on private and for foreign investment, though just how much an
"opening to the right" the code represents will depend on how it is interpreted
and implemented.

During the project team's visit to Guyana a determination was made that
the commercial banks should be made eligible to receive the funds. First, the
Guyana Cooperative Agricultural and Industrial Development Bank has received,
or is scheduled to receive, significant amounts of funds from the EEC, AID,
(ag. credit) and the CDB. Second, at least some of the local commercial banks

are }nterested in participating in the program, particularly in their headquar-
ters' offices in Barbados would encourage such participation.
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The three banks showed various degrees of interest. One bank (CM) felt
it could use funds. Another bank (RB) said there is some interest in medium
and long-term lending. This same bank pointed out, however, that import
restrictions, etc. have cut the demand for sbhort-term credit so much that it
was not able to reach the 1979 private credit ceiling (a 5% increase over 1978).
The third bank (B) saw possibilities but pointed out that training of staff
would be needed as well as positive policy guidelines from its regional head-

quarters.

The ceiling on commercial bank lending to the private sector does not
apply to commercial loans to public corporations.

The Government's restrictions on private wholesalers and retailers is
tending to squeeze persons out of the trading sector and a number of these
individuals are exploring the possibility of going into manufacturing.
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2. Viapility Fossibilities for Specific IDC's

It is clear from the fcregoing performance data, that all the DFls
are presently vulnerable, and some without reasonable hope of veing B
viable under any foreseeable circumstances. I every case, adamin- ]
istrative ccsts z2lone would absorb the highest spread rates obtain-
able under SIC lending restrictions, and the'. would still be in a g
g=ficit position. In two instances at least, St. Kitts and
Montserrat, market possibilities limit the attainment cf portfolios o
sufficiently large to permit standard effective operation as indepen-

dent entities, For example, Montserrat could, at optimum market

performances, produce only about US $400,000 in sub-lcans, vis-a-vis

its present level of US $1L3,000. At a 6% spread, that DFC could

produce net returns of only$2L 000 -- hardly sufficient tc maintain

staff and plant, let alone provide for bad debts, which currently

total US $28,000 and involves lcans with a value of $92.6 thouszni,

Similarly, St, Kitts, which would attain a portfolic of sub-lcans

of about US $1.0 million vis-a-vis present holdings of US $26Q,000,

has little possibility of generating sufficient income tc offset

its operating costs plus providing for the mcre than $168,000 in

troubled loans,

Tt would seem prudent tc place Montserrat DFC in some form cf
receiver-ship, suspend all new lending operstions, and effect a
transfer of the SIC, FIC, and AIC function to commercial banks.,
The extension of lending functions for Montserrat cfferslittle
vossibility for increase in portfolio. The three commercial banks
cn that island have been able to generate only US $4.1 million in
tctal loan pertfclios. St. Kitts, however, has some mansuvering
room for increasing its market.

The other DFCs might achieve viability were they not burdened by a
high ratio of bad debt prcbabilities which would require years to
work out of. With the exception of Belize, and possibly St. Lucia, |
Antigua, and Grenada, it is doubtful that their viability as inde- '
pendent DFCs can be attained. The positions of individual DFCs, and .
the strategies aveilable to them, are discussed below: :

Belize: The Belize DFC is a "mature" institution: that is, it has
accumulated a portfolio large enough to meet all administrative costs
postulated by both Models, However, it has, in the process of grcwth,
accumulated a staff of L7 persons with an annual wage bill of

US $116,000, and annual total administrative outlays are currently
at US $211,000.

It is probable that those startlingly high numbers of employees are
attributable in part to Technical Assistance Cadres working with
small enterprises, in part to participation in other non-banking
functions, and in part to the relatively large area served, which




may necessitate the employment of extensive field staff. Neverthe-
less, a financial burden of that magnitude is the main determinant
of its present marginality.

The '"troublesome' loans on its books, which are approximately US $
531,000, pose a threat of considerable dimer ion. The US$ 79,000
in arrears on principal and US $ 174,000 in interest are being off-
set in part by Government subvention and investment earnings on
grant funds supplied by CIDA. Given maintenance of the present
relative cost of lending by the Belize DFC, the institution will
incur higher losses with successive increases in the portfolio.

Adaptation of the following suggestions would contribute to the
attainment of viability and maintenance of ordr::ly and rational
growth.

(a) Reduction of administrative costs by at least 50%. This
would reduce the cost of administration from 7.67 to 2.67% of port-
folio, and provide approximately US $ 105,090 to build up badly
needed reserves.

(b) Iumediate initiation of assessment of these loanspresent-
ly in arrears, and determination whetuer these are salvageable
and the effect which the degree of salvageability would have on the
position of the DFC; then institution of collection procedures.

(c) In the process of staff reduction, the institution of a
personnel system with specific job descriptions, the selection and
retention of the best persons, and rhe setting of new and higher
wage rates and the setting up of training for these.

Should the need to serve widespread areas necessitate the mainten-
ance of extensive staff, the DFC might consider connecting itself
to a commercial bank. Thus, it could utilize an extensive net-
work to provide a wider range of services, and strongly improve
its financial position.

Commcrcial bank portfolios I Belize for TIndustry and Agriculture
have been growing at the rate of over $3.5 million per year, and
are presently at US $§ 38.1 million. The rortfolios for Distribu-
tive Trades now top US $ 36.4 millirn Similarly, total deposits
of commercial banks have grown over US $§ 3 million per year and
now exceed US $ 6.0 million. The entry or a new commercial bank
with a development focus would hardly cause undue injury to exist-
ing institutions, and would have the advantage of tapping local
funds for development purposes.

St. Lucia:

The two DFCs in St. Lucia, the AIB and DB, together have portfolio
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holdings of US $383,000 and annual administrative costs of

US $1LL,000. Abcut US $47,000 of sub-loan principal is in arrears
on sub-lcans tctalling US $376,000. .The two DFCs registered net
losses of US $182,000 on cperation in 1976, and in subsequent years
the situation has further deteriorated. 3Because of the poor record
of the institutions, it has been proposed to amalgamate the two
institutions with the Housing Cevelopment Bdnk. Enabling legis-
lation is currently under consideration.

St. Lucian authorities have expressed the desire to form a Nationa
Ccmmercial Bank. The proposed merger of the three institutions
presents the cpportunities to do sc. Each of the agencies being
merged could provide the staffing of "windows', with new general
management introduced to supervise all functions. The new insti-
tuticn should be chartered under the Companies Act, and thus be
tctally independent of the Government, even if the Gecvernment holds
stock in the new institution.

is doubtiul if the new institution could acquire public confidence,
dled as it would be with the burdensome debt of the merger part-

ners. The general view of the merging partners a '"hand-out agen-

ies" further handicaps the acquisition of confidence. This problem
can be eliminated by isolating "troublesome debts" and transferring
these to a government account. The institution would thus start
up with a solid portfolio, and divorce itself from past lending
practices. The Government, in accepting the portfolio of "trouble-
scme debts', would do so in lieu of, or as a partial, subvention.

Commercial bank portfolios for Agriculture, Industry and the
Distributive Trades have grown from US $6.3 million to US $1L.9
million over the past five years, and deposits have been up from
Us $19.9 million to US $37.9 w_llion. The new institution's
participation in continued commercial bank growth would ungerpin
its development role.

Other than bad debt concerns, administrative cost levels are the
greatest drag cn the DFCs. With operational functions shared under
the proposed merger, it should be possible to reduce loan officer
staff to no more than four persons; two each for Agriculture and
Industry. Given present salary 1¢vels which average about US $2,500
for both agencies, it should be pcusible to reduce direct operating
costs to less than US $50,00", wnile permitting substantial salary
increases to retained perscnnel. Such reductions would enable the
combined age=ncies to break even at present pcrtfolio levels.

Antigua: The Antigua DFC, with a sub-loan portfolio of US $7.3,000,
A staff of ten employees, and expenses approximating US $61,000 in
administration; returned a deficit of US $23.L thousand on operations
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n 197€; 2nd lcans tctalling about $200,00C 1/ are in arreers,

.aministrative costs ere the major impediment tc improvement of the
*inanecial pesition of the agency. Expesure cn troublesome debts
further weakens the outlcok for the DFC.

Assuming e poiential market of US $3.5 m‘ll B, it could achieve
viapility. However, the present pace toward attainment of that
market level is such that the administration cost burden will
severely impair achievement cof viability under the assumption
of either Model. These costs would have tc be reduced by about
0% tc vermit the DFC to bresk even, befcore provision fcr bad
pts. Unfortunately, exposure is now about 26% of the entire

b-lcan portfeolic. The viability of the institution would depend
1\ the salvageability of such loans.

It would appear that the Antigua DFC would a2t least be marginally
viable over the next four or five years, if both administrative
costs and troublescme loan efforts can be ccntained. However,
the chances for self-fipancing of the cperztions would be greztly
improved if it could be integrated into the Antigua and Zarbuda
flational Commercial Bank.

Dominica: The Dominica DFC (DAID) has recently been taken over as
5 subsidiary of the Naticnal Commercizl & Develcpment Bank., It
remains, ncwever, a separate entity and coes not fully share cver=-
heads with its parent, Its sub-loen portfolic is US $436,000;
zéministrative costs are US $L0,000; principal in arrears totals
US $35.7 thousard; loans valued at US $336,000 are exposed: and

t registered an operating leoss of US $13,000 in 1977. Assuming

z merket potertial cf US $2.€ millicn, the DES would be marginally
viable as an independent entity. As an integrated unit cf the
IiCD5, its cnances of viability are substantially increased.

Snould the NCDE continue the process of integraticn, substantial
savings in adminisirative costs are possipie, Cf perhaps greater
importance is the peossibility cof utilizing NCDE funds as a counter-
vert tec FIC, SIC and AIC funds supplied by the CDB. The greater
spread available through use of theose funds, wculd make notable
positive changes in the earnings of the DAID,

The new management of the DATD is of good quality, and the effects

are evident from lcan approvals, which grew frcm zn annual average
of twelve per year to ninety per year, in 1976. The staff is

1/ Estimates of CDB.
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presently processing about sixty applicaticns per meonth, with an
approval rate of about 28%: abcut 50% ere returned for further
informatior and background material, The management credits
Technnical Assistance provided by the CDB for sccelerating the
agministrative imprcvement which has taken place.

Grenada:  Grenads has a sub-lcan portfolic of US $L11,000; ar
zaministravive overhead of US $34,000; a bad deb: exposure of
US $288,000; and registered a $4,000 loss in its 1977 operatiocns.

The agency is, for practicsl purposes, moribund, end awaits high
level discussions which will determine its future,

St. Vincent: The two DFCs tcgether have sub-loans pcrtfclics
valued at US $622,000; are currently incurring administrative
costs of US $71,000; have pad debt exvosure of US $5L6,000;

and registered a collective deficit of US $72,000 in 1976/1977.
recommendations for amalgemation of the twc agencies have been
agreed upon in principal. These, if carried out, would permit

a large reducticn in administrative overhead., Nevertheless, it
is doubtful that such strergthening of the institutions wculd be
sufficient fer the attainment of viability. As in other cases,
the pace of lending is unlikely to be sufficient for generation
cf income adequate to permit provisicn fecr bad debts., An extended
period of ccnstant deficits would be foreseen.

It is suggested, therefore, that the amalgamation prccess involve,
alsc, the llational Commercial Bank of St. Vincent, which has shown
strong growth since its recent initiation. Absorption of a large

portion of present adminisirative costs, and participation of the

Commercial Bank in development lending through the DFC "windows'",

would add ccnsiderably to the profitability of sub-lending.

As ir other cases, a ccmmercial bank may absorb the DFC functions,
the existence of a heavy expcsure would be unacceptable. The
Government could consider acceptance of the gquesticnable debts,

St. Kitts: The St. Kitts DFC has a sub-loan portfolic of aporoxi-

mately US $369,000; is currently incurring administrative costs of

US $22,000; has a bad debt exposure of US $22,000; ani registered
z deficit of US $14,000 in 1977. The market possibilities are toc
small tc support a DFC under the assumpticns of either Model. It
is doubtful if administrative costs can be appreciably reduced.

Total loan portfolios of commercial banks in St. Kitts now total
US $16.6 million, as ccmpared to US $6.4 million in 1972; an
average annual growth of US $1.7 million. During the period
1972-1977 total deposits grew to US $28.2 million from a low of
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ys $12.3; an annual everage growih rate of US $2.5 wmillion. The
relatively brisk growth cf commercial panking may cffer the St. Kitts

DFZ e chance for viapility, if it could participate as & commerciel
iender., B8heculd this not pe pcssiple, the DFC functions would have
tc b= absorpea by existing commercial panks.,

&

——r o g i - v - T AR




 ANNEX: VI -8
Consist of 13 pages’

.

Ml - CaT RS DAL
Tesd Manacimant Cormittea
From: CFC Officer
Date: Genooner 31, 1877
Sudbject: CFSs in LOCs - Froqramme for Structural Reorganisation

to Ensurc their Viability

At the tima pf tne [2nk's inception in 1270, none of the countries in
the Leeward and Wincward Greu: (classified as LRCs) including Jelize hat
any Deveclopment Finance Corpii-ations ner se: or other financial
intermediaries geared to extend financial ani technlcal assistance tc
development projects. A few of them which did exist in one or two
‘countries were functioning purely as Loan Offices with restricted funds
from Governments or taruugh srants fram the OSritish Development Divisisn,
In this situation, the “lank scon rcalises its severe limitations in

retailing financial, technical and supervisory support to small farmers

and small business vantures scatterec over eight countrics groupec as LDCs.
The position was rendered further Jifficult as the Gank's Charter

* '

enjoined on it ta giva prizrity to the epccial and urgent nceds of Lils,

Sustained efforts were tnerefore madz in the inltial stages to W
persuade Governments of L2Zs to put throuth necessarcy leaislation
and establisn [evelunsent Finance Corporatisns ar teznks to function as
channels® to make use cf the "2nk's lang-term funcs to ~romcte development
projects in egriculturc, intustry s thurisn sectars. Though envisaned
as.1e;aliy autzcnomous inetitutions, they In fact functioned as executive
arms of Government. Some of them had ne capital structure, while in certain
cthers, large areas cf Goverament lands were transferred to them in lieu of

capital funds with rcsponsiciiities for dovziopment,




Tre major characterisiics of Dffe as ctscrved during the study

and thrown out by data provided in Appendix | are summarised belo -

', Most DFCs have not yet assumed the role of independent
finencial institutions., Governments in SOme Cases continue
to rczard them »s one of their cepartments and consequently
borrowers have y:t tn develop business attitudes of the

use of credit ard its repayment,

2. There are & few cascs where unduz political interference
continues in decision-making, lozn=portfolio administration

anc in development =€ staff capabilities.

3. DFCs generaliy cperz:te in a vocuum without co-ordinated
support from appropriate develonment wings of
Government, infrastructural and sther financial institutions,

h. Structurally CFCs sra generally weak with meagre or no
capital base, low operzting spread and scanty volume

of business.

In some of the DICs the law itscelf does not provide for a capiteal
structure while whatever ronics have been contributed are more in the
nature of counterpart funds rather than as o buffer to absorb losses
and loan delinouencies. (Vziue of land and other non-banking assets passed

on to DFCs is shown as capital in some cases.)

The profile of DFCs shows:

a) Capital Base
2 DFCs have n~ cath ca~ital = Grenada Aaricultural ancd
Industrial lLevelonnent Corporation and bevelopment

Finance Corporation, St. Vincent.

2 DFCs have only nominal amounts of capital - Develonment

and Finance Corpnration, St. Kitts and Agricul tural Co-operative
Bank of St. Vincent,

6 DFCs have tolerable levels of capital in terms of their

book value (St. Lucia 2- Duainice - Belize - Antlgué and Montserrat).

Suwstantial decapitalisation has occurred in most cases due
to progressive administrative and loan lnsses.
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The ceneral obscrvation is that if CFCs in LDCs continue to aprrate
with this set-up, the recovery uf the Bank's loans would pose serinus
problems. The question thercfare arises as to the course of actica to be
taken, vis=a=vis the future set-un of DFCs.

There can be no two opiricns that OFCs cannot be allowed to continue
operations for long with Governments merely meeting annual subventions.
DFCs have to be so structured es to make them functlon as vizble units
if CDB is to continue its recocnition of DFCs as sister organisations
eligible to use Its line of credit, A basic level of organisational skills,
loan appraisal and acdministrative cepabilities are also to be assured as
essential reforms.

If this {mpeeative nee: 't recoznised, twe «lternatives could be

Conslidered as a strategy fur reorsznisaticn of DFCs:

I. Revam: all DFCs on thz basis of a model type of DFC
with accepte: parameters leading to viability in the

medium-term future,

Il. Establish a Regional DFC for LDCs functioning through

branches in seven countries (belize excluded).

I. Proposal to Revamp DF(s

Three Models of DFCs with different debt/equity relationships

have been workec out - rfppendix |1 - Type A 5:1, Type B 3:1, Type C 2:1, Broad

assumptions common to 211 tynes are:

. 1) CD8 provides all outsida resources at L% per annum.
1i1) Average lending rate on sub-loans is 132 per annum,
i11) Level of sub-loans at Year 0 is S$1 million,
increasino every year at 3C% of loans outstanding.
¥ lvy) Administrative exnenses is $100,000 at Year 0 with A7

10% incrcase every year.
v) Provision for lcan losses is made every year at
5% of loan disbursemants.
vi) No short-term investments of furids are concelved

until viability is achicved.
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The Dank will also have to continue the pursult of two cther strategies

already in cperation, viz:

i) amalgamating DFCs [n those islands having more than one
DFC (St. Lucia and St. Vincent);

I1) provide the services of an experienced Manazer to each DFC
under CIDA Technical Assistance to bulld up necessary apnraisal
and generzl banking capabilities.

One of the ways cf nersuading the LCC Governments to accept this

programme cof revampinc all DFCs as suggested above coulu be:

}) C20 glve 2 50 Year Interest-free loan to Governments for

enabling them tc contrioute tn equity of DFCs, (say
ECS4 million spread over four years to all seven DFCs),

i1) DFC invest the equity so contributed in speclal COG Bonds

(their metu-fty so revoived to make CDL loan self=-liquidating)
say at 7% irterest and C05 as their Bonkers make galnfu!l

deploymant .of ‘the funds,
i11) CDD meet all their rescurces needed for development prcjects.
iv) CDB give a revolving fund (or float) to meet day=-to-day liquidity
needs tc be set off zgainst reimbursement claims,
v) Interest on Donds will be nald to DFCs in lieu of
Goverment subvention.
vli) COb evolve ¢ full-scale training programm to develon

staff cepabilities of DFC:z,
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Advantazes cf such « mve wou'id Le:

i)

v)

Assured viability uniform ianfing onlicies and criteria,
fystems and nrocedures. Cver & pariod of time it could be
developed as a snecizllised financial instrument to

promtz conomic and development policies of LDCs as a unit.

Poor operationzl base of some Of the member countries will nct

hinder the branzhes extending need-based credit and services,

Granches could fzllov reallstic interest rates/policy

and try to mobilise local resourcas,

Sranches could be free to function on accerted business
stancards, insulate political interference and create a

vetter image of its Jdevelopment role.

Scarcity of skilled mznagerial personnel to run DFCs could
oe snlved In a2 better way with recrultment and
training prejrammes

Disadvantages wouli! be:

1)

—
-
—

v)

Cranch of DFC will have na cperational autonomy and divided
decisiormei:ing responsibilities at branch level and that of

Hea! Office wili create two tiers of bureaucracy.

Sranch of DFC will have little or no involvement in
Government 's rlanning and develapmant programmes ;

however, it can alvays vary priorities to align with
Governmant's molicies.,

It may find it ¢ifficult to achieve tha much-necded orchestrated
support fron Zifferent Covernmert denartnents and
infrastructural institusions.

Frotlem ¢ ioan gelingquencies could pose Jifficult situetions
wlthout Bovernient's support, Legal action may have serious
limitaticns in niven situations,

Differeint leveis of developmens and loan ebsorption In

the countries «ill bring about comylaints of inequlitable

resulting bencfits,
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This paper attemnts to focus the mejor Issues Involved and suguest

possible strategies for recraonisztion of BFCs in LOGCs,

Once a policy oecision is taken on the strategy to be adonted,
financia)l and operational details for its implementation could be

wnrked out.

S0
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APPENDIX |
PROFILE OF DFCS_IN LDCS (In US$'900)
(Rate - 37 - 6.76)
USS1 = ECS2.70
= BZ32.nn
(1) By Wemy @R ) () m | @ (a) (1n) (11)
: I Long Equity ¢ Deht/ i % - LoBs
tam f DFC Financlal Banking Ters Hear Equlity Eault Opercating  Profit/ Sub- torrowing Loans ¢
R A ER Year Assets D In Cash & el Spread Loss * Loans | From CPE  |%of Tot:
ebts Oth q Ratlo o : ' % e
er Funds e i Resourc
alize D.F.C. 31.12.76 6,503 | 5,074 1,459 3.48 5.6 TR h'n13 3,077 he..7
t. Lucia H.D.C. 31.12.76 1,"6“ |}t Al 6.0h3 3.4n -(103) 173 870 55.7
sminica 11.C. & D.J3. 31.12.76 1,162 541 152 3.56 3.14 -(18) i 540 77.5
~cnada A.1.D.C. 31.12.76 a36 870 - = -(.59) -(47) 571 56 19.1
t. Lucia Agricultural | =
Iniustrial Develonmert I o

nk 31.12.76 90 LE- e (/70 23 2580 k.9¢€ -(13) 798 194 20.9
:. Vincent D.F.C. 31.12.75 Gait 30 = = 3.15 ~(132) h59 630 75.9
itigua B.2.8. 31.12.76 1,066 565 370 1.53 L, n5 2 665 377 Lo.3
Jntsurrat D.F."g M. C. i 3n. 6.76 355 185 75 2.47 3.6 -(57) 127 123 28T
:. Kitts D.F.C. ! 31512573 : 337 555 3] 165.n I L, 85 -(13) ' 226 ! 113 2.8

:. Vincent Agricultur: | i |

Co-operative Eank 30. 6.76 i 291 | 282 5 56.h

...... et O TSR R ] [ & | ko




Apgendix 11
CALCULATIONS FOR & FODEL DFC

$'o0s :

TYPE A_- B/E Ratio - 5:il |
YR OSSR Y. NP Y 2 BN Y 1) 3 IR Y A
Equity 167 217 282 367 k76
Debt 833 1,083 1,408 1,830 2,381
Sub-loans 1,000 1,200 1,690 2,187 2,856
I ncome €7 87 113 147 190
Administrative Expenses 100 110 121 133 146
Provision for Loan Lossec o e A R R T T T cmi gk B}
=33 ~-38 ~28 -11 +11

— e e e b e e e e w4 S = e e — -

Operating Spread = €.67% per annum Total Equity = 586

TYPE & = D/E Ratlo = 3:1

Equity 250 325 423 5k¢ 714
/.. Debt 750 075 1,267 1,648 2,142
5 Sub~loans 1,000 1,300 1,690 2,190 2,856
V’f | ncome ¢ 70 91 118 15k 200
v ,‘r Administrative Expenses (1 100 110 121 133 146
’} l Provision for Lozn Losses » 15 20 25 3
"-( e s p e e e e L Rt EmA = R e e s s s e e maim Ty
r"‘ " L™ -0 -34 -23 -4 +21

./ J,/] _

2 5"' /Opprating Spread = 7% Total Equity = 605

TYPc C - D/E Ratio = 2:1

Equity 333 L33 563 732 952.
Debt 667 £67 1,127 1,465 1,904
Sob~-loans 1,008 1,300 1,650 2,197 2,850
| ncome 73 oL 12+ 1€1 209
Administrativc Expenscs 100 110 121 133 146
Provision for Loan Losscs LT LA 5 € SRR TN TR 2 5 JRSRABEE3 3

<27 =30 =17 +3 +3n

e e WG B s B et S S e S el e e R & S ———

Operating Spread = 7.30% Tota!l Equity = 1,023




ANNEX: VI-9
Consist of 13 pages

:’ (v l\" f. '4 L L > "
fct ¥anagemznt Committce
From: UFL Cfflicer
Date: hovember 14, 1977
Sub ject: DFCs in LDCs - Prograrme for Structural Reorcanisation

to Ensure their Viabllity - Supplementary Note

Manasgement Committee had preliminary ciscussions on thc Hemorandum
of Uctober 31, 1377 on the above subject and directed that the three Mocels
of DFCs shown 2t Appendix || to that note may be reworked on revised norms

as under:

i) Administrative expenses of a OFC to be ECS175,000 (instead of
ECS100,000) at Year D, with 10% increase annually.

ii) Provision for loan losses to be at 3% of loans outstanding
at the close of each year, instead of 5% of incremental annual

loan disbursements,

Calculations on the basis of revised norms for three Models of
DFCs (Types A, B, C) are shown in Appendix |I1I.

To help appreciation of the varied financial impact arising from
'Provision for loan losses', fiqures based on three different criteria have

also been worked out (Appendix I11), that is:

i) at 3% of loans outstanding at close o each year,
i1) at 2% of loans outstandinc at close of each year;

ili) at 52 of incremental annual lcan disburscments,




Kecping in view the tarcet of loan orerations of $3 million at the end of
Year 5, It may not be realistic to assume that OFC starts ab Initiu with a
full complement of staff; this could gradually be built up over a period cf
flve years. Cased on this pragmatic apnroach, one could take the view that
3 DFC may start onerations with the existing complement of staff, ,racdually
bullding up requisite staff capabilities over the next five yezars. Any
administrative expenses left uncovered by income (after making provision
for losses) coulo be capitallsed during the first five yezrs and made good
by Government, in addition to the equity contribution required to be made
by it for keepinj up the debt/eauity relationship at 3:1 on an annual basis,
In fact, the working of a Model DFC (3:) debt/equlty ratio) with administrative
expenses ot $150,000 at Year 0 with 105 annual increase and an annual
provision for bad debts at 5% on incremental loan disbursements shows that
the DFC will work at a profit of $16,000 at Ycar 6 (Appendix VI).

We may therefore accept idodz|l [ (debt/equity ratic 3:1) as the standard
for restructuring all DFCs in LDCs,

Management Committes alsc raised, inter-aliz, two other strateqies to be

considered while dealing with the question of reorganisation of DFCs:
1. CDS5 cpen branches in all LDCs (alternative No. 3).

2, DFCs may be rcstructured to function as whelly or partly-owned
subsidlaries of CUs (alternative No, 4).

Pros and cons of thise two stratugies are now discussed.

1. CDCL Open Branches in Ezxch LNC
Implementation of this suqgestiun could rose the follewing problems:

2) Exlstina Loan Portfolic of DFCs

Should the branch take over and administer all sub-loans
of DFCs as existing at present, that is, Including loans
falling outside the parameters fixed for use of CDB funds,
If so, the recoverable portion of such funds has to be
determined hy o detailed examination and accounted to
Government (the irrecoverable portion may be held in

2 separate cllecti~n account).




NnSSJMinT 1. T Lranci1ds ohtain as avarsae nnerating sore-2

z
of 8% por znnus (0% - LE) the calculations in Ap~andix
will shiw that thers is nn prespect of the branch necoming
viasle evan after exrire 24 the initial five years. The
accumul2te! loss of each branch for five yuars will ha
722,000 (Standard 3, Annendix V) and for seven branches
it would amount to 3 total loss of EC35.0 milllon in

five years to be borne oy CDB. There cnuld alsc be nrollems

connected with takinn over existing staff of DFCs by

the branches., .- s Vg = .

L R ey WA e ;q:,‘.»-- -

.—J.".. i T by Vﬂ'l
The advantages are: 17 Pl =

a)  Branches could result in arcater efficiency, better contrnl
over lecan portfalic, general improvement in the guality of
administration and perheps some savina in overall
administrative expenses. In addition the servicina of laan
accounts for amounts above US$100,000 presently attended to
directly from CD3 could be decentralised to

the branches.

b) It could bc advantagecus ti Covernment in that capital input in

DFCs by Government could be avaided.
Loan delinquencies will be a Jirect responsibility ~f the COD,

Loan administration/supervision of CDB nver Its seven branches

will have to be considerably strengthened.

2., Restructuring OFCs to Function as Subsidiaries

The ownership of equity of & 2FC whether entirely Ly CDE or partly

by it anc the loczl Covernments does not materially affect the
economics of its operations lea:ina tn viability, However, this
strateqy could improve manajement and technical capabilities and
improve the overall efficiency of its operations. On the other hand,
if COB tries to rctain control through mzjority shareholdings, there
could be room for day-to-day conflict in management decisions

without in any way improving its viability aspect.
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AHRENDIY DY

ALCULATQNS FOR 3 mODEL OFC
ECSC)
ype A - 0 | Egquity Nation &
v \ ! ¢
A | ) 3 W; 13
Equity A 213 <8 367 W6 €13 1
Debt 833 1,03 1,48 1,832 2,380 3,094 '
Sub-Loans 1,000 ,300 1,590 02,10 - 2,858° 3712 !
Net |ncome 87 §7 113 147 12 ThB ;
Adninistrative Sapenses 1758 33 212 233 2% 202 {
1
i : . : i
(1) Provision for Loan lossos f
at 3% of cutstandings s 33 53 63 {3 111 t
-138 =148 =14 =151 §! -1&8
{2)F 2% oF Losr ovtstancincs
> "b ‘j -3 < 'l I
-128 <132 -132 U -i28 120 108 {
(3)# 53 of incremental annua _
disbursomonts 15 20 2% il 53 5
v [
- = e — ) T —————— . — - b
- » L] - 1
LIS ']"' ol : ‘9‘: - H :
— —— —— — -— o — l.
Cpore:ing Sproad ~ 8.87% Per Arnr -
Totzl Loan < of Yotal '»an Provisions 2 of tpan =~ L .3! Loan Provisions
froviciol for 1o tatui iosn asutstasnt’ings provisicna 3 to Zumulative not
5 Years at Ycar 3 nzt Intoms Income for 3 yoars
2t Yarr §

L3%) 380 10,2 4~ .82 §5.5%
2 (23) 283 5.8 24 .08 .7t
3 (5% 13¢ 3.7 13,5 16.2%




Lopendin 101 (iif)

Type = C=D/E Ratic =~ 2:°

v v : y
247 o3 AR 1Sl 2 e s RS Yl o
Equity 333 433 563 732 982 1,237 tR
Debt 667 847 1,127 1,hE5 1,904 2,475 !
Sub-Loans 1,000 1,32 1,690 2,188 2,856 3,71z
Net |ncome 73 35 124 161 229 272
Adninistrative Expcnses 175 153 212 233 256 2832
(1) Provision for loan losses
at 3% of loan outstandings 30 30 50 A5 L5 111
-132 =137 =13% =137 -122 =121
(2) € 2% of loan outstandings 20 z€ 33 L3 57 74
-112 -12L  -121 -8 -1k -BL
(3) & 5% of incremental annual
disbursement - 15 20 25 33 L3
-1°2 -i33  -1%8 -57 - =5
Operating Sprecad - 7.33%
Totel Lozn 4 of Lozr, < of Loan Z of Loan Provisinns
Provislons Frovisicns Provision to Cumulative Het Income
to total Locan to Net |riicome ;
for 5 Yrs. R ot Yr. 5 for § Yecars ﬁ
| 380 15.2 L2,8% 40.7%
2 253 6.8 27.2% 27.1%
3 136 3.7 15.5% 14.6%




ADMIMISTEATIVI IYPENSES OF & MODEL DFC FOR LOCS
ECS
1  Expenscs Ho=sd rer onth
Manager 1,83
Accountant

11 tstobl Ishment

Total

SPESDIX IV =8

Asslstant ~ccountant

Farm Improvement Offlccr (1)
Farm Improvement Assistant
Industry Of“icer

General Asyistants (4)

Messencer

Superannuation 10%

fent

Telephone & Electricity
Stationery

Travelling

Sundries

Adninistrative Expenses 13,583 x




APFERDIX X
CALCULITIONS SHOLIES VIAZILITY CF
BVICHOF COE
(ECSZR0
Y Y, s % Yy % _-i
e P e ety A e e PRV W SR 1
i
Sub=-Loans 1490 1235Ra 1T 600 26 2SS 5N AT 7 |
Net |ncome 6 78 191 132 175 223 ;
Adminlstrative Expenscs 175 123 212 233 256 282
(1) Provision for loan losses
at 3% of outstandinas 37 3 53 L5 ac 111
—ths SIS L FE -17 -17
(2) € 2% of Loan outstandings 20 ol S A A e 5 e g |
-135 AR TR [ 312 -133
(3) © 5% of Incremental annual
disbursements = 15 2 25 33 L3
-115 =133 -121 -12f ~-]118 =122
Operating Spread = 5%

Ncte

1. Being n branch of COB. ali funds orc from Head Office 2t & cost of
L% ond average 'encing ratc of sub-loans at 10%,

2. Administratlive expenses and provisions for loan losses arc on the
some standards as if It is an Independent DFC.
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APPENDIX Vi
ettty SV

CALCULATIONS FOZ f HODEL OFC
(EC$'000)
Jype O = Debt/Equity Patio 3:1 1
Y Y Y Y Y o Y
0 1 2 3 5 6
Sub-)oans 1,000 1,300 1,690 2,138 2,856 3,712 & .8;:
Net Income 70 91 110 154 200 260 35
Administrative Exnenses 150 165 132 200 229 242 Znc
Provision for Loan Losses
at 5% of Annual
Loan Disbursemants 15 20 25 33 L3 > ,
-80 -83 ! =71 =53 =25 +1

—— e — — — T —— ¢ i — — ————

Administrative expenses ar

with 10% annual ‘ncrease.

Provision for loan losses at 5%

€ 3ssumed at $150,00C at Year O

of annual loan disbursements,




ATESItY ey

——

Y Y ! Y A4 E Y
5 2 3 4 5 & 7
Sub-loans 1y CHEoRR) S Bl 61 D N2 R D B n N v 3,712 4828 6,273
Net Income &y 730 143 Jid % 171 223 P 376
Administrative Expensec 150 SR R 294 220 242 25¢ 292
: G ~y\" 22 3 3w 2
Provision for Loan Lossect ? 2 ifr 72 L
at 5% of Annual
Loan Disbursements 14 23 24 33 “3 5¢ 72

Operating Spread €2

Note: Administrative Expensvs a-: a5suned at $150,000 at Year 0 with 10< annual increar

Provision for loan 1c3s2s at 57 of annusl gizhursersnts,

On these assumptions the branzn of (NB could be viablc at Year 7.
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PRIVATE BANKS OFERATING IN BARBADOS, EASTERN CARIBBEAN, GUYANA AND JAMAICA

BARBADOS No. of Banks

Bank of Novia Scotia

Barbados National Bank

Barclays Bank International Limited 1
Canadian Imperial Bank of Commerce

Chase Manhattan Bank

Citibank N.A.

The Royal Bank of Canada

00 W = O & >~y

ANTIGUA

Canadian Imperial Bank of Commerce
Bank of Nova Scotia

Antigua Co-operative Bank

The Royal Bank of Canada

Barclays Bank International Limited

L bt b st et

DOMINICA

Barclays Bank Internmational Limited
National Commercial and Development Bank
Banque Antillaise

The Royal Bank of Canada

b e LD

GRENADA

Barclays Bank International Limited (+ 3 agencies)
Canadian Imperial Bank of Commerce

2
2
Bank of Nova Scotia 1
1
1
3

Grenada Co-operative Bank
Grenada Bank & Trust Comoany
The Royal Bark of Canada

ST.K1TITS
Barclays Bank, St.Kitts/Nevis/Anguilla
Bank of America N.T. & S.A. Anguilla 1
Bank of Commerce St.Kitts 2
St.Kitts/Nevis/Anguilla National Bank Ltd St.Kitts &

Nevis 3

b

The Royal Bank of Canada




ST.LUCIA

Barclays Bank International Limited
Canadian Imperial Bank of Commerce

Bank of Nova Scotia

Chase Manhattan Bank

St.Lucia Co-operative Bank Limited

The Royal Bank of Canada

ST.VINCENT

Barclays Bank International Limited
Canadian Imperial Bank of Commerce
Banwk of Nova Scotia

National Commerce Bank of St.Vincent
The Royal Bank of Canada

GUYANA

Barclays Bank International Limited
Bank of Baroda

Chase Manhattan Bank

Bank of Nova Scotia

Guyana National Cooperative Bank
The Royal Bank of Canada

JAMAICA

Bank of Nova Scotia

National Commercial Bank

Royal Bank

Citibank N,A.

Workers' Savings & Loan Bank
Bank of Commerce

Jamaica Citizens Bank

First National Bank of Chicago
Bank of Montreal

B o= = N~

Pt et e e LA

52
45
16

11
14

(+ 1 sub-branch)

(+ 2 sub-branches)
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SUBJECT : SOCIAL ANALYSIS FOR EMPLOYMENT INVESTMENT
L OAN PP

l. LAC/DR'S JUD GMENT IS THAT A SOUND SOCIAL ANALYSIS

FOR THE EMPLOYMENT INVESTMENT GRANT PROJECT WAS DONE IN
AUGUST 1878, THE BENEFICIARIES HAVE EXPERIENCED NO
SIGNIFICANT CHANGE SINCE THAT TIME. THE BUREAU FEELS
THAT THE SOCIAL ANALYSIS DONE FOR THE GRANT, WITH
MODIFICATIONS TO REFLECT THE CHANGE IN MODE OF ASSISTANCE
FROM GRANT TO LOAN, WILL SUFFICE FOR THE UPCOMING

EMPL OYMENT INVESTMENT LOAN PROJECT. VANCE

BT

#5774




Employment by Industry: Barbados, Daminica, Montserrat, and St. Lucia

Barbados Daminica Montserrat St.Luclia
1st Qtr 1978 1st Qtr 1978 1st Qtr 1978 Dec, 1977 July 1977 July 1977 July 1977 1978
Male Female Total Male Female Total
% % % % % % % %
1. Agriculture, Forestry
& Fishing 8.5 10.8 9.5 33.3 26.3 22.9 24.8 43.4
2. Mining & Quarrying ve - ol = - = - .4
3. Mining & Manufacturing = = = = 9.1 12.8 10.7 -~
4, Construction 10.4 b 6.1 3.9 15.1 1.0 9.1 da
5. Manufacturing 12.7 15.4 13.9 Sk - - - 6.0
6. Electr._icity, Water,Gas 1.0 152 it Ll 2.9 1.0 23, .6
7. Retail and Wholesale
Trade 21.6 24.7 22.9 ]lﬁ.?i 78 11.7 9.1 8.0
B. Hotels (and restaurants) 3.8 4.9 4.2 3D
9. Transport & Cammnica-
tion 9.6 3.0 6+8 8.4 10.1 1277 6.5 4.6
10. Financial & Insurance 5.0 5.0 5.0 L4 € 1.6 4.4 2.8 4.0
11. Government services 17.8 14.0 24.1 18,3 (s
12. Professional services 31.0 39.3 34.6 2}.7 2.0 1.0 1,6 ~ 22.0
13. Other services B.9 B.2 14.5 10.8 —
Total 100.0 100.0 100.0
~ Total number employed 51,900 39,700 91,600 22,5090 1,945 1.436 3,381 40,000

SOURCES: 1. Calculated by AID team from Barbados Statistical Service Data fram the Continuous Household Sample Surve

<. Calculated from estimates by David Wood, The Manpower Situtation in Dominica ...N.P.O. Nov, 1978 >

page 9.Midpoints of range of estimates uscd. z

3. Foster, Michael and Vaughan Evans, Manpawer in Montserrat ‘1978 - 1982, British Development Division, %

Barbados, May 1978, Table 5. Data sources: National Provident Fund and Treasury data plus aut'hor‘sﬁ

. estimates of self-employed. 43
£ 4.. Supplied by David Wood to the AID team. Data source: Household Labor Force Survey 1978 A. Rooke. | <
I Please note that the estimates are not reliable. Mr. Wood believes that agncult:ure as a principal P

indigstrvy of eenlrument ie mmretatad thile Aietrribhintisa Fradac and hatadle avra 1ilkalyr smAarerkaead
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ILLUSTRATIVE ANNUAL BUDGET FOR SMALL BUSINESS ADVISORS

Salary $20,000
House Allowance 6,600
Allowance (Med. -chools) 2,000
Travel 2,200
Communications and Administrative Expense 1,500

$32,300

Estimated costs for 1979 project

Inflation at 107% per year compounded annually
Annu:l Budget/Pension $Cost/Month Months Annual$Cost

cY 1979 32,300 2691 15 40,365
cy 1980 35,530 2960 105 310, 800
cY 1981 39,083 3257 77 250,789
cY 1982 42,991 3583 43 154,069

756,023

Contingencies and Rounding 43,977
$800,000

ILLUSTRATIVE USAGE PLAN FOR SMALL BUSINESS ADVISORS

Assumes eleven SBA's will be required in the thirteen eligible countries for
various periods of time (all contracts a minimum of 1 year).

PERSON MONTHS OF TA

DFC's OR COMMERCIAL

BANKS CYy 1979 CYy 1980 CY 1981 CY 1982
Antiguz 3 12 9

Belize 9

Dominica 3l/ 121/ 91/ 12
St. Vincent 12 4 8
Barbados 12 9 3
Guyana 12 9 3
Montserrat 3 12 9

Grenada 6 12 6
St. Kitts 3 9 4 8
St. Lucia 3 12 9

BVI, Turks & Caicos, Cayman 9 12 3
Total PM's 18 117 86 43
Adjusted Totell/ 15 105 77 43

1/ To be funded by FY 1978 Grant for first two years
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Annex VII] - 2

ILLUSTRATIVE BUDGET FOR SPECIALITY TECHNICAL ASSISTANCE

PERSON MONTHS
CY 79 CYy 80 Cy 81 CY 82

Export Promotion (Not included in FY 1978 3 14 36 24
project)
Estate and Buildiags Standards 3 10 14 8
Standard Shell Design 2 10 20
Small Business Support 10 24 24 36
Total PM 238 18 58 94 68

Assuming $2,500 average cost per person month of technical assistance in-
cluding inflation and contingencies, the estimated annual cost is $45,000

in CY 1979, $145,000 in CY 1980, $235,000 in CY 1981 and $170,000 in CY 1982.
Total estimate cost $595,000,
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SMALL BUSINESS ADVISOR

Illustrative Scope of Work

The SBA will be an advisor to Chief Executive Officer of the financial
institution with responsibility for day-to-cday operations of small business
loans.

SBA will be responsible for building up systems and procedures for main-
tenance and control of accounts, internal control measures and building up
management information on small businesses,

In particular, the advisor will be responsible for establishing systems
for loan processing, approval, recover and in small business loan operations.

SBA will help the financial institution develop approprlate lending poli-
cies and priorities.

The advisor will coordinate the crédit activities of the financial
institution with cther local service, financial institution with other local
service, financial institutions and government departments.

Develop training systems and staff capabilities in Aifferent disciplines
suitable to available operations.

The SBA will also be a local country contact and assist in coordination
of the 1979 AID/CARICOM training project. The training projcct is complimen-
tary to this project and will finance the development and provision of special
approving officer for small loans in place of the SILO, thereby, eliminating
some delay in the financial institutions response to the entrepreneur. Some
22 person years of technical assistance have been estimated to be required
(11 LDC's X 2 years).

The following is illustrative of the background knowledge and experience
required for the position of small business advisor:

Background Requirements

Some five to ten years of practical experience in commercial or development
banks in middle-level executive positions.

A working knowledge of small business accounting systems and internal
control procedures, experilence in small business loan approval and administra-
tive procedures.

The executive ability and resourcefulness to build up development banking
systems capal.llities and effective responses to small business and industry.

Experience in project appraisal, industrial management and marketing will
be an advantage.
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TECHNICAL ASSISTANCE SUPPLIED BY THE PEACE CORPS

Examples of assignments are as follows:

— a PCV Small Business Adviser assigned to the Ministry of Trade in
St.Lucia. The major responsibilities of this PCV are to provide advice and
assistance on book-keeping, pricing, inventory control, etc. to a clientele
of some 50-100 small businessmen (i.e bakeries, gas stations, restaurants,
etc). The PCV is frequently called upon to assist the businesses in making
applications for loans from various lenders.

- a PCV Business Manager assigned to the Development Finance and Marketing
Corporation in Mentserrat. This PCV's responsibilities centered on providing
day in and day out advise and assistance to the managers of the various indus-
trial operations that the Government of Montserrat undertakes.

- a PCV Industrial Development Adviser assigned to the Ministry of Economic
Development in Antigua. This PCY's major responsibilities were to mee: and
negotiate with potential investors in Antigua to explain business possibilities,
describe the pros and cons of operating a business in Antigua, verify the
financial credibility of the potential investor, assist in arranging financing
when necessary, etc.

- a PCV Business Adviser assigned to the Department of Self Help and
Community Development in Dominica. This assignment calls for the PCV to:
identify small business opportunities on the island; make recommendations as
to the prov sion of financial assistance to worthy businesses; provide advice
and assistance in all aspects of small business management.

- a PCV Business Manager assigned to the Ministry of Trade in St. Kitts,
This PCV's responsibility was to nake the Government Handicraft Shop a pro-
fitable,viable business.

The five assignment types described above - from actually managing a new
business to advising many small businesses to dealing with potential investors
to some mix of all of these - describes the range of business development type
projects that are to be expanded to include more countries of the region.
Providing even a greater impact on the small business community.
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CDB STANDARD ".0AN TERMS AND CONDITIONS

Interest Rates

Government (Infrastructural &
Public Utilities)

Governmert Financial Intermediaries

Productive Enterprises
(Industry & Hot«ls)

Productive Enterprises
(Agriculture)

Upper Loan Limits #*

LDC Governments
MDC Governments

Private borrowers

Lower Loan Limit =%

Commitment Fee

Term and Crace Period *

Government: Grace period
Term after grace period

Private Borrowers:
Grace period

Term after grace period

Security Requirements

Governments
Government Agencies

Private Borrowers *

Ordinary Resources

8 + 1 (Commision)

et 1

93t 1

8%+ 1

80Z of project cost
70% of project cost

60% of projects costing
up to US$375,000

40% of projects costing
over US$375,000

Us$100,000

1 of 1% p.a on undisburs-
ed balance from a date 60
days after signature of
Loan Agreement

Normally 2 years
10 - " years
Up to 5 years

5 - 10 years

Negative pledge clause

Government Guarantee

128
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Page | of »

Soft Resources

27,

o

90% of project cost
80% of project cost

Same as O.R. Funds

Same as 0.R. Funds
Us$100,000

Nil

Up to 5 years
15 - 20 years

Same as 0.R. Funds

Same as 0.F., Funds

Negative pledge clause

Government Guarantee

Adequate szcurity normally Same as 0.R. Funds
in form of first legal mort-

gage of land or other form

without prior claims accept~

able to the Bank

_/In the case of the Special Development Fund includes 1% per annum service fee.

* Under CDB Review



Exchange Risk

Purposes for which this loan may
be used:

Procurement

129

2 -2
Ordinary Resonurces Soft Resources
Borne by borrower or Borne by borrower or
guarantor guarantor

For productive enterprises, and services which
contribute te productive enterprises, for

marketing, manufacturé, and medium-
sized reyionnlliy owned hotels, transportation,
and services related to the development of
those sectors of the economy and regional
projects. Loan funds cannot be used to
finance budget cdeficits or balance of payments
deficits, for purchase of equities or specula-
tion in shares.

Utilize CDB procurement 3ame as 0.R. funds
procedures. CDB member

states and territories;

USA.



DEVELOPMENT FINANCE CORPORATIONS*

Background

(1) Examine and comment on the economy of the country with special reference to
the Government's policy and legislation affecting the sectors in which the DFC
will operate,

Legal

(2) Examine and comment on the DFC's charter document.

(3) Are its operations in keeping with its functions and powers as laid down
in its charter?

(4) 1Is the proposed loan within DFC's borrowing powers?

The Project

(5) What are the resources of the DFC and how much of these resources have
actually been provided or will be provided?

(6) Forecast of the demand for DFC funds classified as far as possible into
the various sectors and sub-sectors. The assumptions governing the rate of
approvals and disbursements should be stated.

(7) In the case of an existing DFC examination of its past record with special
reference to approvals, disbursemen’s, arrears of interest and instalments etc.
and analysis of recent financial statements.

(8) List of projects in the pipeline.

(9) Examination of alternative sources of medium and long-term funds available
to prospective borrowers, e.g. commercial banks, hire purchase companies.

(10) Examination of the forecast demand for DFC funds in relation to the
resources available to the DFC.

Management

(11) Comment on DFC's Coverning Body and its ability to ensure effieicnt operation
of the DFC. :

(12) What is the DFC's internal organisation; attach organisation chart; identify
and evaluate holders of key positions, e.g.

Chief Executive,
Accountant

Loan Officers,
Technical Staff.

(13) Comment on arrangements for Loan Supervision,

(14) Comment on arrangements for staf development and training.

(15) Are the DFC's accounting 2=d auditing arrangements satisfactory?

Who are its auditors?

(16) Are the DFC's arrangements for legal documentation of its loans satisfactory!?
Who are its legal advisors? Are proper records and registers maintained? Are
the arrangements {or the safe custody of Security documents satisfactory?

(17) Are the arrangements for maintenance of insurance by borrowers satisfactory?

(18) Are the DFC's Policy Statement/loan regulations satisfactory?

(19) Are the DFC's loan application forms satisfactory?

(20) Does DFC staff use a check-list for project appraisals and is it satisfactory?

(21) Examine and comment on DFC's disbursement and procurement procedures.

*0r similar institutions.
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Financial

(22) Certified balance sheets and income and expenditure statements or the
Government Auditors Report for the last three years should be obtained. These
financial statements should be analysed with attention being givern to the
following areas:-

(a) Fixed Assets to Net Worth

What is the make-up of net worth? Since the DFC is a Finance
Corporation, its investment in fixed assets should be at minimum.

(b) Total Debt to Worth

How much debt is current and how much is long-term? What is the
relationship to net worth?

(¢) 1Is the DFC viable? 1If it depends on a Government subsidy, is the level
of the subsidy adequate? Examine its ability to make adequate
provision for bad debts and to build a satisfactory level of reserves
out of its earnings.

Analyse the Working Capital position as follows:

(i) To what extent has working capital been retarded by investments
in assets other than those that are considered to be in the normal
operation of the business.
(ii) Have earnings been sufficient to provide for growth of resources in
line with increased investment?
(iii) 1Is the dividend poulicy, if any, designed to permit a steady expansion
of resources?
(iv) Have operating losses proved to be a seriovs drain on resources?
(v) 1Is the DFC able to meet its annual maturities or deferred debt without
draining its working capital?
(vi) Have proceeds of new financing been applied to strengthening the resource
position or have they been used for other purposes?

What is the DFC's interest rate structure and its other rharges?
Does the proposed loan involve a foreign exchange risk and how is this covered?

General
Assess the impact of the DFC on the economy of the country.

1) Summary Recommendations of the CDB as to qualification for AID Loan Funds and why.
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SUB PROJECT REVIEW CHECK LIST USED BY THE CDB

Manufacturing Projects

Market

Describe products to be manufactured and estimate required ex-factory
prices.

Define the Market area and estimate the total market potential.

Consider location of factory in relation to market, labor, airport and
sea ports.

Examine competition “oth within and from outside the market area, and
depending on this dermine the basis of marketing and distribtion policy.

Estimate likely market share.
Project sales volume based on market share; consider possible start-up
problems and set-backs in the initial years. 1Is there a seasonal influence

in the market? Will there be any Government action - allocation of quotas,
tariff protection etc.?

Operations

Describe overall physical requirements (plant and equipment).

Describe existing rmachinery, equipment and vehicles showing year, purchase

price and estimated value.
Describe new machinery, equipment and vehicles required.

Capacity, estimated cost (including installation) and suppliers. Can
CDB procurement guidelines be satisfied?

Consider local availability of spare parts and maintenance service for
machinery and equipment.

Estimate Working Capital requirements.

Investigate suitablility of existing/proposed factory layout.

Check whether technology is appropriate.

Estimate labor cost per unit, broken down by operation 1f possible.

Investigate adequacy of resource requirements:

(a) Present and future raw material

(b) Present and future labor supply

(c) Availability of plant and equipment, of technical support and
training facilities.

(d) Utilities and services.

Estimate material costs per unit, broken down by size and type of material.
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Estimate unit costs of packaging, consider arrangements for shipping
and distribution of products.

Estimate monthly direct productiun costs such as utilities, maintenance,
supplies and general production personnel.

Estimate annual general operating expenses.

Estimate pre-investment costs such as legal fees, travelling for
inspection, moving staff, training etc.

Determine Break-even sales; project income and expenditure in detail show~-
ing profit or loss.

Estimate total dollar sales.

Financing

Estimate of Capital Costs:

(a) Land and Buildings
(b) Machinery and equipment (including installation)
(¢) Initial inventory investment

Estimate of inventory build-up, increase in current assets, and the
effects of deferred payments and receéipts.,

Identify sources of financing and determine debt/equity ratio.

Estimate debt service requirements (loan amortisation).

Prepare cash flow schedules and calculate financial rate of return.
Determine the adequacy cf the security offered for the proposed CDB loan.

Tourism/Hotel Projects

Brief history oS the tourist/hotel industry in the country concerned.
Jilow many units exist in the class of establishment proposed? What is the room
~ccupancy history for the past four years and how is it projected forward?
What 1s the seasonality of demand?

Define the exact strata of the tourist market to which the project will
appeal and the geographical areas from which visitors are likely to be drawn.

Outline the marketing strategy required to achieve the occupany figures
forecasted.

Appraise the quality of top and middle management proposed.

Clear definition of assumptions used to arrive at the financial and
economic rates of return.

Breakeven calculation in terms of both gross revenue and room occupancy
percentage.



FINANCIAL ANALYSIS

The following procedures should be followed where applicable:
A credit check should be made on the borrower.

The firm's certified, audited balance sheets and operating statements
including any other financial statements or prepared budgets should be
obtained.

A trend analysis from the above statements should be made involving che
use of ratios to show the following:

(a) Liquidity Position
(e.g.) Quick and current ratios
Inventory Reliance
Inventory and Receivables Turnover
Cash Conversion Period

(b) Defensive Position

Fixed Assets to Worth
Debt to Worth

(c) Analysis of Net Worth Section of Balance Sheet

(i) Type of shares e.g. common or preferred

(i1) Voting rights. Are the preferred shares voting
or non-voting, cumulative or noncumulative? Are
they callable? At what price and at or by what
point in time?

(iii) Who are the shareholders and in what other
businesses are they engaged?

(iv) What brought about the changes in net worth, if
any?

(d) Profitability in Relation to Sales

(1) Gross Profit Margin
(ii) Net Profit Margin
(iii) What are the tax obligations of the firm and are
they being met?
(iv)  Are there any contingent liabilities by the borrower?

(e) Debt Service Coverage Ratio

Structure of costs and returns
(1) gross value added
(ii) net value added
(i11) capital employed per worker
Regional value added (in CARICOM Regional Context) by the project.

Financing plan for investment.
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Cash Flow Projections

Projected income and expenditures and sources and application of funds
statements.

A brief analysis of thesc statements showing assumptions used.
Any other statements relevant to the project.

ECONOMIC/COST BENEFIT ANALYSIS

Description of aspects of the cconomic environment relevant to the success
of the project.

Market Analysis: Structure of market. Trends in demand and supply.
New technology affecting either demand or supply. Competition from other
industries.

Discussirn of the nature of the benefits and costs.
Statement of assumpitions made in pricing benefits and costs,

Who benefits from the project? employment, wages, purchases from other
local industries, taxes paid, local shareholders, etc.

In the case of infrastructure projects, what industries use the applicants'

services and what is the trend in such industries?

Calculation of the economic rate of return, or alternatively, of the
maximum justifiable investment.

How sensitive is the rate of return to probable increases in costs and
reduction in benefits.
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OTHER EXPORT PROMOTION ACTIVITIES

The export prcmotion activities contemplated wlith this project
are in suppo.t of the small businessmen. Other donor activities are
indicated in the following two summaries:

SECOND MEETING OF THE CARIBBEAN GROUP FOR COOPERATION IN
ECONOMIC DEVELOPMENT

CHAIRMAN'S REPORT: SUBGROUP A - REGIONAL PROGRAMS

June 8, 1979

"With regard to export promotion, it was agreed that the World Bank,
with the participation and support of the UNDP, the International Trade
Centre UNCTAD/CATT, the Organization of American States, the CDD and other
appropriate institutions, would prepare a proposal for a long-term regional
export promotion program, which would include:

a) estimates of the aadltional technlcal assistance in regard to
both general policies and specific programs that may be re-
quired over the longer term in this field by the Carihbean
Governments;

b) estimates of the technical assistance required by already
established industries to reorient part of their production
towards export markets;

c) 1institutional arrangeuents for establishing a reglonal export
promotion program, including: (i) strengthening of national
export promotion efforts; and (ii) establishment of common
export promoticn services; and

d) provision of necessary export training for the private and
public sectors."
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CARIBBEAN DEVELOPMENT BANK
P.O. Box 308 Wildey
S Michuel Barbados WL
Telephone: 61152 Cable Address: “Caribank,” Telex WB 287,
Ref: 39/1 May 23, 1979

——

Mr. Joseph H. Blatchtord
President

The Comnlttee for the Carlbbecn
1700 Pennsylvania Avenue, il.\,
Sulte €70

Washlngton D.C, 20006

U,S.A.

Dear Mr. Blatchford:

| acknowledge with thanks recelpt of your Coamittee's Bulletin Vol. |
No, 1, and of the accompanylng Information sheet. Both documents | found
extremely Interesting, particularly as two of the areas with which you are
speclfically concerned are trade and investment, both of which also fall

Into the spheres of activity of the projramme for which | am presently work=
Ing.

You will certainly be famillar with the Carlbbean Development Bank
(CDB) and possibly aware that the Bank Implemented, at the beainning of
1978, Jolntly with the! International Trade Centre UNCTAD/GATT (ITC), a pro-
gramme of technlcgl ussistance In export promotlon for the beneflt of all
the Caribbean Conmtfwicalth member countries of the CDB, The ITC Is the
Agency within the United Natlons family that offers technical asslistance to
developlng countrles In all aspects of export promotion, trade development,
market expansion, etc, | am one of a three-man team seconded to CDB from
ITC's Head Office In Geneva,

Slnce Its Inception, the Jolnt CDB/ITC programme has implemented a wide
range of actlvltles on behalf of exporters In the raglon that ¢ covers,
orlented tc promoting trade both within and outside CARICOM. These activi-
tles fall Into three broad categor!es, namely:

1. The assessment and meeting of general functional needs, which are
common to the reglon as a whole, such 4s export packaglng, trainlng
In export promotlon and trade Information systems and documentatlon.

2. ldentlfying broad product groups that are Importani sources of
employment and susceptible of export promotlon, and carrylng out
export market research and direct marketing asslstance on behalf of
manufacturers on a reglon-wide basls. In 1978 we concentrated on
garments; In 1979 we shall concentrate on non-traditional marline
products, and possibly handicrafts and Items made from wood,

2/ csiasles’s
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Mr. Joseph H. Rlatchford Gy 29, 1979

3. Speclflc tallor-made assistance for indlvidual snall zug medlum=
slzed companles, yeared to nelping them find export markets for
thelr own products, with all the neeessary hachstopping, in=plant
ehid out.

Cur programne has also carried out nurket oroflle and apprzisal studles,
helped arrange and manage trade falrs, nountid senilpars and taken exporters
on export-orlented study tours of prospective markets, rore detalls of our
actlvitics are contalned in the accompanyling Sumnary Repart prepared by the
Project Co-crdlinator.

I some ways, the joint CLL/ITC programee Is benlnniig to turn (nto a
catalyst fur other ald-organizaticns and agencics.  Our resources are
IImlted and the nzed for assistence Is, as you know, very great. Over the
past scventeen nonths, we have ldentified a wide range of arecas where assls-
tance |s necessary. For example, In the ficld of tralning alane, a great
deal must be done. | am enclosing a copy of our Report on thls partlcular
sltuatien, which Includes, as you will note, a 70-polnt fic' lon Programme,
We ourselves are able to Implement two of these recommena ciors from our
resources, and have chosen those which appeer to us to bz the most urgent
among nany whlch require lmmediate atrentlon, nanely tha Instructors' Work-
shop, Involving polnts wos, 7 and b (a) und (b) and a roving seminar In
Costlng and Pricing, Wo. 13,

Whilc your Committee ls both wider=-ranoing and narrower In scope than
our progranms, in that we are llnlted to the COT Commonweal th membership but
not tled to one Indlvidual market (however large and impertant), you may
care te reflect whetner some of the arcas indlcated In our report might be
worthy of your posslble consideration as prolects feaslhle within your
Comulttee's objectives and teriis of refereace. Our own mandate would not
preclude the undertaklng of any asslstarnce Ly any organizaticn provided the
format and content were approved by CCE and ITC.

We should be happy to keep you Informed of our activities If thls would
Le of value to you, as we do with the other ald-agencles In the reqlon,
Including USAID In Barbados, and | look forward to your comments and sugges=
tlons as to how our mutual Interests in this reglon can best be served, Ve
have plenty of Ideas un what needs to be donwe, and our concern Is to see them
put Into practlce.

As a short rlder to the above, | have myself carrled ont a rather
limlted misslon to the Unlted States to examlne the prospects for establlish-
Ing sub-contracting agreements, Joint venture arrangements or outrlight
enclave facllities among one sector of the garment manufacturlng Industry,
and was surprised by the highly positive reactlon that | encountered. Four
of the companies to whom | spoke have since been here to examine possible
factory si‘es. Thls |s another arca where much can certalnly be achieved.

I now personally your Advlsory Council| members Mr. Samarco and
HMr. b .slef, and they are famlllar with our presence In the Carlbbean.

3eioees




139

CARIBBEAN DEVELOF ' “NT BANK Page 4 of 4

Mr. Joseph H. Blatchford May 29, 1372

Ms. Valerle McComie Is In contact with ITC und LUP reqarding our proqgramme,

Yours sincerely,

P.J.H. Slessor

Export Marketing Offlicer,

PJHS:cag
Encls,

c.c. Mr. A. Ruibal - ITC
Mr. S. Ryner - USAID
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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR (LAC)

N

FROM: LAC/DR, Marshall D. Brown §>

Problem: Authorization of an $8.4 million loan and
$250,000 grant for Fiscal Year 1979 and approval of LOP
loan funding of $8.4 million and grant funding of $1.4
million to finance the Employment/Investment Promotion 7-
Project {(No. 538-0018).

Discussion: This Project is a continuation of efforts
initiated under a grant preoject of $1.6 million authorized
in September 1978. The purpose of the Project is to
stimulate the investment in small and medium sized busi-
nesses in order to increasc production and employment in
the region. To assist in achieving the Project purpose,
three separate but related activities will be undertaken:
(1) direct lending for industrial estates development

and for expansion of the manufacturing, construction and
service sectors, (2) indirect lending to small and medium
enterpricseg throngh development finance coroorations and
commercial banking institutions and (3) technical assis-
tance for export and industrial estates wromotion and
small and medium enterprise development.

Under the Project, the CDB will lend directly over the

four year life of project. Loans will be made for in-
dustrial estates development, for projects in the industrial
and service sectors, and for financing eguipment, construc-
tion and permanent working capital. In additicn to the
direct lending activities, the CDB will on-lend to deveclop=-
ment finance corporations and commercial banking institu-
vions between 1979-82. This on-lending will provide
foreign and local funds to assist in the support and
expansion of small and medium sized manufacturing and
commercial enterprises. Technical assistance to be
provided over the four year life of project will include a
development banking specialist for the CDB, one small
business advisor for each on-lending institution partici=-
pating under the Project, and consulting services for ex-
port promotion, industrial estates management, design of
factory shells and technical support to small businesses.

The total project cost is $12,360,000 over a period of
four years. A.I.D. will contribute loan funding of $8.4
million and grant funding of $1.4 million of which $4.5



million will be for direct lending, $3.9 million for on-
lending, and $1.4 million for technical assistance., The
CDB, sub-borrowers, on-lending institutions and local
governments will provide $2.0 million. This counterpart
contribution will be used for small and medium enterprise
credits and technical assistance,

The Project is included in the FY 1979 Congressional
Presentation. The total Project cost, however, reflects
an increase in funding level and a Congressional Notifica=-
tion is required. 2n Advice of Program Change was sub-
mitted to Congress on June 13, 1979, and the waiting
period expired on June 27, 1979. An Initial Environmental
Examination was prepared and a negative determination was
made by the AA/LAC on August 24, 1978,

The LAC Bureau's Development Assistance Executive Committee
reviewed the Project and recommended approval on June 11,
1979 subject to certain revisions in the Project Paper.

The revisions have been incorporated into the Project Paper.

A review of shipping service to the Eastern Caribbean
indicates that U.5. flag carriers provide service only to
three of participating countries. The small value and size
and the scattered geographic nature of the shipments which
could be financed under the Project offer insufficient
inducements for U.S. flag shippers tmn provide special
services for shipments. A determination of non-availability
of U.S. flag service for this Project is required and is
signified by S3ER/COM's clearance on the attached Project
Authorization.

In addition, A.I.D. financing of shipping costs on A.I.D.
Geographic Code 935 carriers is requested under this
Project. Given the limited shipping service described
above, the interests of the U.S. are best served by per-
mitting financing of transportation services on ocean
vessels under flag registry of Code 935 countries.
Pursuant to Delegation of Authority No. 40, and redecliega-
tion No. 40.01, SER/COM has the authority to approve
shipments on non-U.S. flag carriers for transportation
costs of up to $250,000. Approval of a waiver to authorize
A.I.D. financing of shipping costs on A.I.D. Geographic
Code 935 carriers for this Project is signified by SER/COM
clearance of the attached Project Authorization.

The source and origin of gcods and services loan financed
under this Project is the Code 941 and member countries of
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the CDB, except for the United Kingdom and Canada. The

Bank is composed of 18 regicnal members and the United
Kingdom and Canada. The CDB's role is to mobilize resources
from a variety of sources and then channel these to

many small clicnts scattered over 2,300 miles of ocean.

The United Kinagdom and Canada have made considerable
resources available =~ both grant and loen - to the CDB

to finance its operations and lending programs. The

CDB estimates tlat it 1is wmanaging some seventeen funds with
differing conditions, and this has become a sericus adminis-
trative impediment to the ecfficient implementation of its
program. As a result, the CDB hLis been working to achieve
mutual untying among donors with A.I.D. and the United Kingdom
responding by untying procurement in earlier projects.
Although this Projcct does not involve funds from

either the United Kingdom or Canada, the RDO/C believes

that it would be appropriate to allow procurement of

loan financed goods and scrvices from these sources,

thereby simplifying and improving the administration

of CDB recsources and minimizing conflicting variations for
sub-borrowers scattered in islands and territories through-
out the region.

As a policy, the LAC Bureau has been untying lvans and
grants to the CDB as each project was authorized, based on
reciprocal action by the United Kingdcem and Canada. We propose
to continue that policy with this Project and therefore are
proposing that you authorize procurement of up to $500,000
from the United Kingdom and Canada to be used upon agreement
by the United Kingdom and Canada to untle a similar amount
of their future contributions to the CDB for United States
procurement. We will be submitting for the Administrator's
approval a blanket waiver on all future A.I.D. financing to
the CDB based on an agreement to be sought with the

United Kingdom and Canada to untie their contributions

to that institution. This will eliminate the necessity

of submitting waivers at the time of each project approval.

Through Delegation of Authority No. 40, you have been
delegated the authority to permit procurement of goods
and services for up to $500,000 in any country included
in A.I.D. Gecographic Code 899 (Free World). Both the

U.K. and Canada are within that Code. In order to assure
that both these countries untic a like amcunt of funding
in future grants and/or loans made during the life of the
Project, the RDO/C in Barbados will request that the CDB



obtain written assurances to that effect from both the
United Kingdom and Canada. In the event that the United
Kingdom and Canada do not agree to untie their procure-
ment allowing the U.S. to compete on a non-discriminatory
basis, no funds provided by this Project shall be avail-
able for the purchase of goods or services in the country
of such donor.

Recommendation: That vou (1) sigr. the attached Project
Authorization for the Employment/Investment Promotion
Project thereby authorizing a loan in the amount of $8.4
million and a grant in the amount of $250,000, and (2)
approve the requested source, origin and nationality
waiver permitting procurement of loan financed goods and
services up to $500,000 from the U.K. and Canada by
signinc telow, certifying that exclusion of procurement
from these Free World (Code 899) sources would seriously
impcie attainment of U.S. foreign policy objectives and
objectives of the foreign assistance program.

Approved: lﬂkb}g, s

.
)yisapproved: '
Date: , . R !
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DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20823

Loan No. 538-W-012

ASSISTANT . ,
ADMINISTRATOR Ref: AID/LAC/P-019

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

Name of Entity: Caribbean Development Bank
Name of Project: Employment/Investment Promotion /7
Project Number: 538-0018

Pursuant to Part I, Chavter 1, Section 106 of the
Foreign Assistance Act of 1961, as amended, I hereby
authorize a Loan and a Grant to the Caribbean Development
Bank ("CDB") of not to exceed Eight Million Four Hundred
Thousand United States Dollars ($8,400,000) (the "Auth-
orized Loan Amount") and Two Hundred and Fifty Thousand
United States Dollars ($250,000) (the "Authorized Grant
Amount"), to help in financing certain foreigr exchange
and local currencv costs of anods and services required
for the project as described in the following paragraph.

The project will stimulate increased investment in
small and medium sized business enterprises in the Caribbean
region. The Loan will provide credits for programs of
industrial estate construction, and for the financing of
selected projects either through direct relendin, by the CDB
or relending by CDB through local financing <ntities. The
Grant will provide technical assistance to intermediate
financial institutions, and small and medium size businesses,
in conjunction with credit loan funds being administered
pursuant to the project.

I approve the total level of AID appropriated funding
planned for the project of not to exceed Nine Million Eight
Hundred Thousand United States Dollars (£9,800,000) of
Loan and Grant funding, of which $8,400,000 will be Loan
fundsd and $1,400,000 Grant funded, including the funding
authorized above, during the period FY 1979 to FY 1984. I
approve further increments during that period of Grant
funding up to One Million One Hundred and Fifty Thousand
United States Dollars ($1,150,000) subject co the avail-
ability of funds in accordance with AID allotment procedures.
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I hereby authorize the initiation of negotiation and
execution of a Project Agreement or Agreements by the officer
to whom such authoritv has been delegated in accordance with
AID regulations and Delegations of Authcrity, subject to the
following essential terms and covenants and major conditions,
together with such other terms and conditions as AID may
deem appropriate.

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

A. Interest and Terms of Repavment

The CDB shall repay the Loan to AID in United States
Dollars within forty (40) years from the date of first dis-
bursement of the Loan, including a grace period of not to
exceed ten (10) vears. The CDB shall pay to AID in United
States Dollars interest from the date of first disbursement
of the Loan at the rate of two percent (2%) per annum during
the grace period and three percent (3%) per annum there-
after on the outstanding disbursed balance of the Loan
and on any Jue and unpaid interest accrued thereon.

B. Source and Origin

Except for ocean shipping and except as AID may other-
wise agree in writincg, goods and services financed by AID
shall have their source and origin in any country included
in AID Geographic Code 941 or in Member Countries of the
CDB other than the Tnited Kingdom and Canada; except that
the United Kingdom and Canada shall be considered eligible
for purposes of source, origin, and nationality for goods
and services up to a total amount of $500,000 if the CDB
obtains from the respective countries a written commitment,
satisfactory to AID, to the effect that during the life of
the Project such country will make available grant or loan
funds (for this or other CDB projects) in a similar amount
which will be available for expenditure in the United States
(in addition to such other nations as may be specified) on
a nondiscriminatory basis. Ocean shipping financed under
the Loan shall be procured in any country included in AID
Geographic Code 935.

C. Condition Precedent to Initial Disbursement

Prior to the first disbursement under the Loan, or to
the issuance by AID of documentation pursuant to which
disbursement will be made, the CDB will, except as AID may
otherwise agree in writing, furnish to AID in form and
substance satisfactory to AID, a description of the criteria
to be used to determine the eligibility of lending institu-
tions as intermediate lenders under the project.
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D. Conditions Precedent to Disbursement to Secondary
Financial Institutions

Prior to disbursement under the Toan, or to the issuance
by AID of documentation pursuant to which disbursement will
be made to any secondary financial institution, the CDB will,
except as AID may otherwise agree in writing, furnish to AID
in form and substeance satisfactory to AID:

(i) An evaluation of the institution by the
CDB with a specific finding as to the
institution's viability and its ability to
manage sub-loans; and

(ii) A statement of the procedures and criteria
against which the institution will appraise

the technical, financial, and environmental
soundness of the projects.

E. Covenants for Sub-project Lending

Except as AID may otherwise agree in writing, the CDB
will covenant that:

(i) Individual sub-prcjects costing in
excess of U.S. $500,000 will be submitted
to AID for approval prior to their being
financed under the Loan; and

(ii) Prior to approval of financing by on-
lending institutions for projects located
in Jamaica, the CDB shall insure that
financing is not available from the Small
Scale Enterprises (SSE) loan program being
financed by the International Bank for
Reconstruction and Develcpment.

F. Covenants for the Industrial Estates Program (IEP)

Except as AID may otherwise agree in writing, the CDB
will covenant that:

(i) Prior to the approval of financing for
an industrial estate project, the CDB will
use its best efforts to establish with the
sub-borrower a financial plan for manage-
ment of the facility that includes minimum
rental rates sufficient to cover loan debt
service and maintenance.

(ii) It will work actively towards the adop-
tion of a common regional policy on industrial
estates, particularly as regards the reduction
or elimination of rental subsidies.
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G. Covenants For Use of Funds

Except as AID may otherwise agree in writing, the CDB
will covenant that:

(1) It will provide in sub-lending agree-
ments with intermediate credit institutions
that project funds, including reflow, which
are not used for project purposes within a
reasonable period of time, shall be returned
to the CDB for use on other aspects of the
program. Funds repaid to the CDB shall be
credited to CDB's Special Development Fund;
and

(ii) It will use income from direct lending,
over and above 3% for administrative costs
and 2% allocation to reserves, from the
interest spread on AID funds for technical
assistance programs that will stimulate
investment in small and medium business
enterprises necessary to increase production
and employment .n the region.

ITI. The Grant shall be subject to the fullowing terms and
conditions:

A, Source and Origin of Goods and Services

Except for ocean shipping, the source and origin of
goods and services financed by AID shall be Code 000 and
countries of the English~speaking Caribbean defined as
follows: Antigqua, Barbados, Belize, British Virgin Islands,
Dominica, Grenada, Guyana, Jamaica, Montserrat, Turks &
Caicos, St. Kitts/Nevis/Anguilla, St. Lucia, St. Vincent, and
Trinidad & Tobago. Ocean shipping financed under the Grant
shall be procured in any country included in AID Geographic
Code 935.

B. Condition Precedent to Initial "~ isbursement

Prior to any disbursement or to the issuance of any
commitment documents under the Project Agreement, CDB shall
furnish to AID, except as AID may otherwise agree in
writing, in form and substance satisfactory to AID a
statement of the name of the person(s) authorized under
the Project Agreement to act as CDB's representative under
the Agreement with authenticated specimen signatures of
said representatives.
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UNITED STATES OF AMERICA
for
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A.1.D. Project No. S538-0018

Project Loan Agreement

Dated June 29 , 1979

' Between
The Caribbean Developoent Bank (""Borrower')
nd

The United States of America, acting through the
Agency for International Development ("A.I.D.'").

Article 1: The Agreement

The purpose of this Agreement is to set out the understandings
of the parties named above ("Parties") with respect to the undertaking
by the Borrower of the Project described below, and with respect to
the financing of the Project by the Parties.

Article 2: The Project

< SECTION 2.1, Definition of Project. The Project, which is
further described in Annex 1, will stimulate increased investment in
szall and mediun sized business enterprises in the Caribbean region.
It will provide credits for programs of .ndustrial estate construction,
and for the financing of selected projects either through direct
relending by the Borrower or relending by the Borrower through local
financing entities. 1If necessary technical assistance will also be
provided to financing entities or businesses through other project
Grant funds. Annex] attached, amplifies the above definition of the
Project.

Within the limits of the above definition of the Project, elecents
of the amplified description stated in Annex ) may be changed by written
agreement of the authorized representatives of the Parties nzmed in
Section 9.2, without formal amendment of this Agreexent.

Article 3: Financing

SECTION 3.1. The Loan. To assist the Borreower to meet the costs
of carrying out the Project, A.L.D., pursuant to the Foreign Assistance
Act ol 1961, as amended, agrees to lend the Borrower under the terms
of this Agreement not to excead Eight Million Four Hundred Thousand
United States ("U.S.") dollars ($8,400,000) ("Loan"). The aggregate
amgunt of disbursements under the loan is referred to as
"Principal'.



Article 3: Financing (Continued)
The Lcan may be used to finance forei{gn exchange costs, as
defined in Sectica 7.1, and local currency costs, as defined in

Section 7.2, of goods and sevvices required for tha Project.

SICYION 5.2. Borrower Resources for the Project

(2) The Borrowe: agrees to provide ur cause to be provided for
the Project all funds, in addition to the Loan, anéd all other resources
required to carry out the Project effectively and in a tirmely rcanner.

(b) Tne resources provided by Borrower for the Project will
be n>t less rhan the equivalent of U.S. $§ 510,000, including costs

borne on an "in-kind" basis.

SECTION 3.3. Project Assistance Completion Date

(a) The "Project Assistavce Completion Date" (PACD), vhich is
Decezber 31, 1683, or such other date .z the Parties wmay agree to in

writing, is the date by which the Parties estimate that all services
financed under the lLoap will hawve been performed and all goods finan-
ced under the Loan will have been furnished for the Project as

cofitemplated in this Agreement.

(b) FExcept as A.I.D. may otherwise agree in writing, A.1.D.
will not Issue or approve documentaticon wnich would authorize
disbursemant of the Lcan f{or services performed subsequent to the
PACD or for goods furnished for the Project, as contezplated in this

Agreement, subseguent to the PACD. . 7 o i
/ /7/?/’ - /';\'/,'5//4"_:;’

(¢) DTeguests for disburse-ent, accompanied L, necessary
supporting documentation prescribed in Project Izmplementation letters,
are to be rcceived by A.I1.D. or any bank described in Section 8.1.
no later than nine _(9) conths following the PACD, or such other
period as A.I1.D. zgrees to in writing. After such period, A.7.D.,
giving notice in writing to the Borrover, may at any tize or times
reduce the anount of the Loan by all or any par: therecf for which
requests for disbursement, accoczpanied by necessary supporting
documenrtation prescribed in Project Implementaticn Letters, were

. i . : h . . . .

not received before the expiration of said period. YR 7>45g/{7?£

Article 4: loan Terrms

SECTTION 4.1. Interest. The 3Borrower will pay to A.I.D. interest
which will accrue at the rate of two percent (2%) per annw= for ten
(I0) years following the date of the first disbursement hereunder and
at the rate of three perceant (31) per annun thereaf:er on the



Article 4: Loan Terms (Continued)

outstanding balance of Principal and on any due and unpaid interest.
Interest on the outstanding balance will accrue from the date (as
defined in Section 8.5) of ecach respective disbursement, and will be
payable semiannually. The first payment of interest will be due and
payable no later than six (6) months after the first disburseczent
hereunder, on a date to be specified by A.I.D.

SECTION 4.2. Repayzment. The Borrower will repay to A.I.D. the
Prlncznal within fort} (40) years from the date of the first disburse-
cent of the Loan in sixty-one (61) approximately equal semiannual
installnments of principal and interest. The first installoent of
Principal will be payable nine and on-half (9-%) years after the date
on which the first interest payment is due in accordance with
Section 4.1. A.I.D. will provide the Borrower witn an anortization
schedule in accordance with this Section after the final disbursesent
under the Loan.

SECTION &4.3. Application, Currencv, and Place of Pavement. All
payments of interest and Principal hereunder will be cade in U.S.
Dollars and will be applied first to the payment of interest due and
then to the repayment of Principal. Except as A.1.D. may othervise
spe&ify in writing, payments will be made to the Controller, Office
of Financial Management, Agency for Internat<onal DL\elo,:ent,
Washington, D.C. 20523, U.S.A., and will be deemed made when received

by the Office of Financial Management.

SECTION 4.4, Prepavment. Upon payment of all interest and
any refunds then due, the Borrower may prepay, without penal:y, all
or zny part of the ?erC‘Pal. Unless A.I.D. otherwise agrees in
writing, any such prepayment will be applied to the installzents of
Principal in the inverse order ,0f their maturity.

SECTION 4.5. Renegotiation of Terms

(a) The Borrower and A.I1,D. agree to negotiate, at such tice
or times as either may request, an acceleration of the repayment of
the Loan in the event that there is any significant and continuing
improvezant in the eccnomic and financial position and prospects of
ne Bﬁrr;.e:. taking into account the capital requirements of the

orrovers

(b) Any request by either Party to the other to so negotiate
be made pursuant to Section 9.1, and will give the nane and
es

s of the person or persons who will represent the requesting
ty in such nogotiations.

i s v e T R e




Article 4: Loan Terms (Continued)

(c) Withiu (30) days after delivery of a request to negotiate,
the requested Party will communicate to the other, pursuant to
Section 9.1, the name and address of the person or persons who will
represent the requested Party in such negotiations.

(d) The representatives of the Parties will meet to carry om
negoutiations no later than thirty (30) days after delivery of the
requested Party's cormunication under subsection (c). The negotia-
tions will take place at a location mutually agreed upon by the
representatives of the Parties, provided that, in the absence of
mutusl agreement, the negotiations will take place at the office of
Berrewver,

SECTION 4.6. Termination on Full Pavoent. Upon payment in
full of the Principal and any accrued interest, this Agreement and
all cblizations of the Borrower and A.I1.D. under it will cease.

Article 5: Conditions Precedent to Disbursement

SECTION 5.1. First Disbursement. Prior to the first disburse-
ment uncer the Loan, or to the 1ssuance by A.1.D. of documentatiom
pursuant to vhich disbursement will be made, the Borrower will,
except as the Parties may otherwise agree in writing, furnish to
A.1.D. in fcro and substance satisfactory to A.I.D.:

4 . .. : .
(&) An opinicn of counsel acceptable to A.1.D. that this

Agreenent has been duly authorized and/or ratified by, and executed
on behalf of, the Borrower, and that it constitutes a valid and
legally binding obligarion of the Borrower in accordance with all of
Its terms;

(v A statecment of the name of the person holding or acting
in the office of the Borrower specified in Section 9.2, and of any
additional representatives, together with a specimen SLgﬂature of each
person specified in such statezent.

(c) A description of the criteria to be used to deterzine the
eligibility of lending institutions as intermediate lenders under the project.

SECTION 5.2. Additional Disbursesent. Prior to disburseoent
nder the Loan, or to the issuance by A.l1.D. of documentation
vant to which disbursecant will be made to any secondary financial
tution, the Borrower will, except as the Partles may otherwise
in vriting, furnish to A.I.D. in fora and substance satisfactory to

u
DUTS
1nstil
agree
A.1.D.
(a) An evaluation of the institution by the Borrower with a

specific finding as to the institutiords viability and its ability
.
to manage sob-loans; and
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Article 5: Conditions Precedent to Disbursement (zontinued)

(b) A statement of the procedures and criteria against which the
institution will appraise the technical, financial, and environnental
soundness of the projects.

SECTION 5.3 Notification. When A.I.D, has determined that the
conditions precedent specified in Section 5.1. and 5.2. have been pet,
it will promptly notify the Borrower.

SECTION 5.4 Terminal Dates for Conditions Precedent. 1If all of
the conditions specified in Section 5.1 have not been met within 90 days
from the date of this Agreement, or such later date as A.1.D, may agree to
in writing, A.I.D., at its option, may terminate this Agreement by written
notice o DBorrower.

Article 6: Special Covenants

SECTION 6.1 Project Evaluation. Tne Parties agree to estzblish
an evaluation progranm as part of tne Project. Except as the Parties
otherwise agree in writing, the program will include, during the implezen-
tation cf the Project and at one or more points thereafter: ( d) evaluation
of progress toward attainment of the objectives of the Project; (b) identi-
fication and evaluation of problexm areas or constraints which may {nhlbit
suth attainzent: (c) assessoent of how such inforcation =ay be used to
help overcome such problecs; and (d) evaluation, to the degree feasible,
of the overall development impact of the Project.

SECTION 6.2. Special Projects. Except as A.I.D. may othervise
agree in writing, borrower will covenant that.

(2) Individual sub-projects costing in excess of U.S. $500,000
will be submitted to A.I1.D. for approval prior to their being financed
under the Loan; and

(b) Prior to approval of financing by on-lending institutions
for projects located in Jamaica, Borrower shall insure that financing
i{s not available from Small Scale Interprises (SSE) loan program being
financed by thz International Bank for Reconstruction and Development.

SECTION 6.3. Industrial Estates Except as A.I1.D. may other-
wise agree in writing, Borrower will covenant that:

(a) Prior to the approval of financing for an
industrial estate project, the CDB will use its best efforts
to establish with the sub-borrower a financial plan for
managezent of the facility that includes minioum rental
rates sufficient to cover loan debt service and maintenance.
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(b) It will work actively towards the adoption of a
common regional policy on industrial estates,

particularly as regards the reduction or elimination
of rental subsidies.

SECTION 6.4 Covenants For Use of Funds. Except as A.I.D,
may otherwise agree in writing, Borrower will covenant that:

(2) It will provide in sub-lending agreements with inter-
wediate credit ins*itutions that project funds, includ-
ing reflow, which are not used for project purposes
within a reasonable period of time, shall be returned to "
the CDB for use on other aspects of the program. )
Funds repaid to the CDB shall be credited to CDB's i
Special Development Fund. ]

i
¢

(b) It will use income from direct lending, over and above
3% for administrative costs and 2% allocation to reserves,
from the interest spread on A.1.D. funds for technical
assistance programs that will stimulate investment in
swall and medium business enterprises necessary to
increase production and employment in the region.

Arcicle 7: Procurement Source

SECTION 7.1, Foreign Exchange Costs. Disbursements pursuant
to Section 8.1 will be used exclusively to finaznce the costs of goods
and services required for the Project having their source and origin
in countries included in Code 941 of the A.I1.D. Geographic Code Book
as in effect at the time orders are placed or contracts entered into
for such goods and services ("Foreign Exchange Costs'), except as
A.I.D. may otherwise agree in writing, and except as provided ino
the Project Loan Standard Provisions Annex, Section C.1 (b) with
respect to marine insurance. Ocean transportation costs will be
financed under the Loan only on vessels under flag registry of the
United States except as A.I.D. may otherwise agree in writing. If
A.1.D. determines either that there are no vessels under flag registry
of the United States generally available for ocean transportation,
or that Borrower has no access to U.S. flag service, A.I.D. in a
Project Implementation Letter may agree to finance under the Loan
ocean transportation costs on vessels under flag registry of another
country.

L]
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SECTION 7.2. Local Currency Costs. Disbursecents pursuant to
Section 8.2 will be used exclusively to finance the costs of goods
and services required for the Project having the’r source and, except
as A.1.D. may otherwise agree in writing, their origin in
the participating countries where the Project is located ("Local Currency
Costs').

Article 8: Disbursements

SECTION 8.1. Disbursemznt for Foreign Exchange Costs

(a) After satilsfaction of conditions precedent, the Borrower
may obtain disbursements of funds under the Loan for the Foreign
Exchange Costs of goods or services required for the Project in accord-
ance with the terms of this Agreement, by such of the follcwing methods
as may be mutuelly agreed upon:

(1) by submitting to A.I.D., with necessary supporting
documentation as prescribed in Project Icplementation Letters,
(4) requests for reichbursecent for such goods or services, or (B)
requests for A.1.D. to procure cormodities or services in Borrower's
bebalf for the Project; or

(2) by requesting A.I1.D. to issue Letters of Cormitment
for specified azmounts (A) to one or more U.S. banks, satisfactory
to A.1.D., cermicting A.1.D. to reimburse such bank or banks for
payzents made by them to contracrors or suppliers, under Letter of
Credit or otherwise, for such goods or services, or (B) directly to one

or. more contractors or suppliers, cczmitting A,1.D. to pay
such contractors or suppliers for such goods or services.

(b) Eanking charges incurred by Borrower im connection with
Letters of Cocmitment and Letters of Credit will be tinanced under
the Locan unless the Borrower instructs A.1.D. to the contrary. Such
other charges as the Parties may agree to may also be financed under
the Loan.

SECTION 8.2. Disbursecent for Local Currency Costs

(a) After sarisfaction cof conditions precedent, the Borrower
may obtain disbursemznts of funds under the Loan for Local Currency
Costs required for the Project in accordance with the terms of



this Agreezent, by submitting to A.I.D., with necessary supporting
documentation as prescribed in Project Implementation Letters,
requests to finance such costs.

(b) The local currency needed for such disbursement hereunder
may be obtained:

(1) by acquisition by A.I.D. with U.S. dollars by purchase
or from local currency already owned by the U.S. Government; or

(2) by A.I.D. (A) requesting the Borrower to make available
the local currency for such costs, and (B) thereafter waking available
to the Borrewer through the cpening or amendment by A.I.D., of Speclal
Letters of Credit in favor of the Borrcwer or its designee, an amount »
of U.S. Dollars equiva.ent to the amount of local currency wade available
by the Borrower, which doilars will be utilized for procurement froz the
United States under appropriate procedures described in Project Izplecea-
tation Letters.

The U.S. dollar equivalent of the local currency made availadble
hereunder will be, in the case of subsection (b) (1) above, the azcunt
of U.S. dollars required by A.1.D. to obtain the local currency, and In
thg case of subsection (b) (2) above, 2n amount calculated at the rate
of exchange specified in the applicable Special Letter of Credit
Iz=plementation Memorandum hereunder as of the date of the opening or
amendsent of the applicable Special Letter of Credit.

SECTION 8.3. Other Forms of Disbursement. Disbursements of
the Loan may a2lso be wmade through such other means as the Parties cay
agree to in writing.

SECTION 8.4, Rate of Exchange. Except as may be nore
specifically provided under Section 8.2, if funds provided under the
Loan are introduced into a participating country by A.I.D. or any pudblic
or private agency for purposes of carrying out obligations of A.I.D.
hereunder, the Borro<er will wmake such arrangements as may be necessary
so that such funds may be converted into currency of country at the highest
rate of exchange wnhich, at the time the conversion is made, is not then
unlawful.

SECTION 8.5. Date of Disburserent. Disbursements by A.1.D. will be
deened to occur (a2) on the date on which A.I.D. cakes a disbursem=nt to the
Borrower or its designee, or to a bank, contractor
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Article 8: Disbursements (Continued)

or supplier pursuant to a Letter of Commitment, contract, or purchase
order; (b) on the date on which A.I.D. disburses to the Borrower

or irs disignee local currency acquired in accordance with Section
8.2(b)(1); or (c) 1if local currency is obtained in accordance with
Section 8.2(b)(2), on the date on which A.I1.D. opens or amends the
Special Letter of Credit there referred to.

Article 9: Miscellaneous

SECTICN 9.1. Cosrzunications. Any notice, request, docuxent,
or other cormunication submitted by either Party to the other under
this Agreement will be in writing or by telegram or cable, and will
be deemed duly given or sent when delivered to such party at the
following address:

To the Borrower:

Mail Address: Caribbean Developoment Bank
P.0. Box 408
Wildey, St. Michael
Barbades, West Indies
ATTN: Presicdeat

Alternate address for telegrams: Caribank
Telex WB 287

To A.I.D.:
Mail Address: AID Representative
C/o U.S. Exbassy
P.0. Box 302

Bridgetown, Barbados

Alternate Address for telegrams: USAID/Aoerican Ecbassy
Bridgetown, Barbados

All such cosmunications will be in English, unless the Parrties
otherwise agree in writing. Other addresses may be substituad for
the above upon the giving of notice. The Borrow:r, in additionm,
will provide the USAID Mission with a copy of each comzunication
sent to A.I.D,

SECTION 9.2. Representatives. TFor all purposes relevant to
this Agreement, the Borrower will be represented by the individual
hoiding or acting in the office of President and A.I.D., will be
represented by the individual holding or acting in the office of
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Article 9: Miscellaneous (Continued)

AID Representative, each of whom, by written notice, may designate
additional representatives for all purposes other than exercising
the power under Section 2.1 to revise elements of the amplified
description in Ahnex 1. The names of the representatives of the
Eorrewer, with specimen'signatures, will be provided to AID, which
way accept as cduly authorized aoy instrument signed by such repre-
sentatives in implewsentation of this Agreement, until receipt of
writtea notice of revocation of their authority.

SECTION 9.3 Standard Provisions Annex. A "Project Loan
Standard Provisions Annex" (Annex 2) is attached to and forms part
of this Agreement.

IN WITHESS WHEREOF, the Borrower and the United States of
Arcerica, each acting through its duly authorized representative,
have caused this Agreement to be signed in theilr names and delivere:
as of the day and year first above written.

STATES OF AMERICA : r.OWER

BY: ,{{/,4445. Jg.::b,aa~_,»
WiTIiam G. Dezas

Anbassador of the TITLE: President,
United States of America caribbean Developzent 3ank

William B. Wheeler

TITLE: Representative, Agency for
Internatioanal Development
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Crant Nutber 538-0018
Pege 1
Annex 1

PROJECT  DESCRIPTION

I. Project Objectives

The purpose of the Exployment/Investoent Fromotion Project ("Project')
is to increase investment, employment and output of the manufacturing

construction znd service sectors of the LDC and MDC membars 1/ of the
Caribbean Developrment Bank (CDB). The Project supports the national and

regional policies of these countries for exparsion of productive employment
in these sectors,

II1. Summary Description

The Project will provide medium and long term credits to Caribbean
snall and mediux industry and for industrizl estates. The Project will be
carried out by the CDB. The Project will provide continuing financing
for both foreign exchange and local costs of sub—projects identified by
the CD3 1n its effort to support Caribbean entrepreneurs. Eligible Project
Activities include the following:

—— Direct Lending by the CDB for industrial enterprises
and industrial estates. (AID loan funds).

— On-Lending through financial intermediaries. (AID loan funds).
—- Technical Assistance. (AID grant funds).

1t supports the research and techaical assistance activities financed under
the 1978 Ecployment/Investment Grant, AID Project 538-0013.

A. Direct Lending

Approximately $4.5 willion of the proposed loan funds will be utilized
for direct lending activities over the four-year period beginning in the Fall,
1979. The CDB w11l relend AID funds for industrial estate development and for
expansion of the manufacturing, coanstruction and service sectors. Loan proceeds
wmay finance equipment, construction and working capital. Utilization of local
construction serviczs and resources will be encouraged.

Direct sub-loans utilizing AID funds will be =zade by the CDB only
if the loan term is in excess of three years and the value is over $100,000.
This lover limit is currently under review by the CD3 and may be raised to
$15¢, 000. : ‘

1/ - The participating mecbers for this project are the lesser developed
countries (LDC's) - St. Vincent,St. Lucia, Dominica, Antigua, St., Kitts/Newvis/
Anguilla, Grenada, Belize, Montserrat, British Virgin Islands, Caynan Islands,
Turks and Caicos Islands, and the More Developed Countries (MDC's) - Barbados,
Guyana and Jamaica (subject to Section 6.2(b) ).



In accor .ce with existing CDB policy. interest rates charged
to private sector borrowers will approximate market (commercial) lending races
on industrial loans. The interest rate on loans to Covernments for
productive enterprises or industrial estates will be 4Z, Since these loans
are to Covernments and denominated in U.S. dollars, CD8's investment is
protected by a de facto Giovernment guarantee.

Because of their considerable indirect employment and income generating
effects, it is anticipated that approximately U.S5.$3.0 million will be utilized
to expand industrial estates. Although rental sibsidies are the norm in
Caribbean industrial estates, such subsidies place added strain on Covernoent
budgets and absorb resources which might be utilized for industrial promotion,
technical assistance or other activities which have greater value 2s investment
incentives, In consbnance with the IBRD recommendations and CDB previous
initiztives, the CDB will endeavor to sharply reduce or eliminate these
subsidies as soon as possible. The recormended minimm rental rate would be
adequate to service the loan debt and provide adequate raintenance. A
covenant to this loan indicates CDB's commitment to make every effort to
haroonize industrial estate rental policy in the region among CDB Mecber
Countries and to move toward a lowering of subsidies.

B. On-lending Via Financial Intermediaries

This project activity is specifically directed at providing
foreign and local funds in support of small and medium sized enterprises,
The required AID loan funds are estimated at $3.9 million for the period
1979-81, The DFCs and Commercial Banks having access to CD8 funds will be
permitted to make sub-loans up to a maximum of U.S5.$100,000 to a single
enterprise. Sub-loans by both DFC's and private financial interwediaries
would normally be for a minimum of three years and at interest rates
2pproximating ysual cormercial bank lending rates.

All financial institutions seeking loan funds will be evaluated
and qualified by the CDB. The CD8 will not provide funds to a financial
intermediary until it is satisfied that that institution can effectively
manape the sub-loan program, If the intercediary requires reorganization
or procedural modi fication, this is to be completed prior to eligibility.

The DFC's, which are GCovernment owned, will be required to accept
the full commercial risk on loans made with CDB/AID resources, Government
guarantees will protect the CDB against foreign exchange as well as
cormercial risks in the event that a DFC should be unable to repay its debt.

In countries lacking a viable DFC, the CD8 will establish an
experimental or pilot on-lending program through one or more private or
Covernment commercial banks, private DFCs, cooperative banks, or similarly
qualified financial intermediaries. (Preliminary discussions on this
experinental system have already been conducted with Government authorities
and cormercial banks in Cuyana and received a favorable response). Under
the proposed system, the CDB will lend to cocmercial banks provided that they
(a) demonstrate their ability and willingness to utilize the funds in a
manner consistent with project objectives, (b) are financially sound
institutions, and (c) obtain a Government foreign exchange guarantee.

.

LR



http:proyildi.ng

It is anticipate . that the CDB will make funds available to such
institutions at 4% and that Governments will receive a8 12 fee for

covering the foreign exchange risk. Banks are expected to on-lend at
Carket rates, estimated presently to be 10-12X. This level of interect
rate spread is expected to provide sufficient income to cover the

greater cost of lending to smaller, more risky clients than has been the
nora for these institutions. The minimun term for sub-lcans will be three
years, but the private financial intermediaries will be expected to allocate
the bulk of this financing to medium and long term loans. They will also.
be expected to cormit themselves to maintaining the industrial corponent of
their present lending portfolios at present levels (as a percentage of
portfolios) in order to assure that funds made availzble to industry under
this program are additional.

BPoth public and private financial interwmediaries will require
firnancial rate of return calculations on sub-projects they finance. All
sub-projects must be financially viable without subsidy. Sub-loans may
be nade for permanent working capital as well as fixed assets of smz2ll and
pedivz enterprises. Working capital sub-loans will be restricted to those
enterprises expanding their fixed assets (with or without the use of
borrowed funds for this purpose) and to those enterprises requiring additional
vorking capital to effect a major increase in equipment utilization (e.g. adopting
a double shift or improving present usage). Financial intermediaries will
be permitted to use up to 100% of CDR funds to cover their contribution to
eligible sub-projects.

C. Technical Assistance

Although the 1978 Employment/Investment Proootion (EIP) grant project
included funds for short term studies of the mechanisms needed to insure the
provision of small business technical assistance on a contlinuing basis, the
CD3 has now determined that an outside study of this problem is not necessary
and that the CDB, with the addition of local Small Business Advisors and
strengthened DFCs, can identify and zcminister the needed technical assistanc
The assistance needed to strengthen the DFCs will be provided through a
development banking specialist (financed under the previous EIP grant) and
short term assistance as needed.

In addition, there continues to be a need for on-site and in-country
technical assistance to potential investors in loan preparation and
implementation. At the present tire, neither the CD3 nor the financial
institutions are staffed to provide the required technical assistance, nor
does the FY 78 Institutional Development Grant provide the funding required
for this purpose.

The technical assistance activities uncer this grant will thus be
directed primarily at the user or potential user of the small industry
credit funds in the LDC's. AID erant funds of $1.4 nillion a2re assignad
to provide the technical assistance needed for project developzent and
izplesentation. The bulk of these funds (approximately $0.8 million) will
be used to provide Small 3usiness Advisors (SBAs) who will be attached to
each of the participating financial institutions. The main finction of the
SBA, hcuever, will be to work outside the financial institution to assist
1ts potential and actual clients. The assistance provided by the S3A will
be augzented where pessible with expertise to be tapped from the Peace Corps

and the International Executive Service Corp (IZSC.).
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The remaining ! ‘0,000 of technical assistance fui..ds will be utilized to
provide special.zed technical assistance diracted at export promotion,
industrial estate management and swall business entrepreneurial support.

111. Sub-Project
Eligibility Criteria

To be eligible for financing under the loan program, investwent.projects
must meet the following qualification tests:

- have a fixed investoent/worker ratio of $10,000 or
less in 1979 prices. This assumes that the capital
has a useful life of 15 years and that plant costs are
included in fixed investment. A significant variation
in the expected life of the physical assets would require
a corresponding adjustment to the $10,000 investment/job
cut-off level.

- be financially viable as indicated by a minimum 127 rate
of return on total investment (without subsidy). Exceptions
may occasionally be permitted 1f CD8 and AID concur that the
project yields overriding social or ecployment benefits,

- 1industrial estates projects mzy be finznced vhen satisfactory
evidence of derand exists and when such projects are
economically, technically and environcentally sound. Economc
soundness analyses should tzke into accoumt the effect of
the project on national incoze and ezployment and on the
Governzments' fiscal situation.

Eligible sub-projects will include a wide variety of cottage, small,
and medium scale manufacturing and service enterprises, including manufacturing
enterprises (excluding the manufacture of spirits), znd construction and
transportation services, and other services such as vehicle repair shops,
srmall scale tourism (excluding bars or casinos), and similar enterprises that
generate ecployment, meet the zbove criteria, and have a positive lcpact on
developoent,

Iv. Financial Plan

Illustrative Source And Use Of Lozn/Grant Funds®

(s $ 000)
LOAN ALD CD3 SUB-BORROUALRAS, TOTAL
DFCs, and
GOVE VMENTS
Direct Lending
Industrial 3000 90 600 3690
Estates
Industrial - 1500 45 300 1845
Projects

4500 135 900 5535



Financial Plan - cont'd

LOAN AID CcD8 SUB-BORROWERS, TOTAL
DFCs, and
GOVERNMENTS
On-Lending
DFC's and 3700 235 780 4915
Commerci al
Banks
Grant
Small 800 100 370 1270
Business
Advisors
Speciality 600 40 - 640
Techaical
Assistance 1400 140 370 1910
Total Project 95800 510 2050 12360
V. Administration of the Prograz

The CD3 will have primary rz:ponsibility for overall administration
and coorcdination of program activities, including those of other Regional and
national institutions involved In the icplementation of sub-projects, in
accordance with guidelines and criteria agreed to in advance by A.I.D.



Annex 2

Project Loan Stenderd

Provision Annzx

Definitions: As used in this Annex, the "Agreement"refers to the Project -
Loan Agreement to which this Annex is attached and of which this Annex forms
a part., Terms used in tkis Annex have the same meening or reference as in
the Agreement.

Article A: Proiect Implementation Letters. To assist Borrower in the
imple=entation of the Project, A.I.D,, froo time to time, will issue
Project Implementastion Letters that will furnishedditional informetion
about zztters stated in this Agreement. The parties may also use jointly
egreed-upon Project Ipplementation Letters to confirm and record their
rutual understanding on espects of the implementation of this Agreement.
Project Izplementation Letters will not be used to amend the text of the
Agreezent, but can be used to record revisions or exceptions which are

ermitted by the Agreement, including the revision of elercesnts of the
amplified description of the Project in Annex 1. :

Article R: General Covenents

SECTION B.l. Consultation. The Parties will cooperate to assure
that the purpose of this Agreement will Je escccmplished. To this end,
the Parties, at the request of either, will excharge views on the progress
of the Project, the performance of obligations under this Lgreement,
the performence of eny consultants, contrectors, or suppliers engaged
on the Project, end other matters relating to the Project.

SECTIOR B.2. Execution of Project. The Borrower will:

(a) carry out the Project or cause it to be carried out
with due diligence and efficiency, in comformity with sound
technical, financial, and menegecent practices, and in con-
formity with those documents, plans, specifications, contrasts
schedules, or other errangecents, and with any modifications
therein, approved by A.I.D. pursuant to this Agreezent; end

(b) provide qualified and experienced canagezent for, end
trein such staff as may be appropriate for the rdinterance and
operation of the Project, end, as applicable for continuing
activities, cause the Project to be operated and =sintained in
such manner as to essure the continuing end successful achieve-
ment of the purposes of the Project.

SECTION B8.3. Utilization of Gosods and Services.

(e) Any resources financed under the Loan will, unless
othervise agreed in writing by A.I.D., be devoted to the Project
until the coxpletion of the Project, aad thereafter +ill be used
so as to further the objectives sought in cernfirsout the Project.

/. et bl e Sl e, N s At
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(b) Coods or services financed under the loan, except as
A.1.D, say othervise agree in vriting, vi)l not de used %o

_promote or assist a foreign aid project ¢r activity sssocisted

vith or financed by & country not included in Code 935 nf the
A.1.D. Cecgraphic Code Bock as in effect at the tize of such
use.

SECTION B.Y, Taxation

(8) This Agreezent snd the loan vill de free froc and the

Principal and interest vwill e paid free fro=, any taxetion or
fees inposed under lavs in rffrc: in the country in which the
principal office of the Borrover is located,

(b) To the extent that (1) eny contractor, including any
consulting firm, and personnel of such c;".ra~tor fipanced
under the Loar perty or transactions relating to
such contracts sormodity procuresent transaction
finunoed under not exe=pt from identifiadble taxds,
tariffe, dutie: evies inposed under levs in effect
in the NLry principal office of the Borrover
it lozated, th 11, As and to tlie extent provided
inAnd oursuay I=rlezentation 1*"vrs, payior
reinburie the 23 other than those provided under
the ot
SECTION Reoorts, Pecords, Inspectic
The Borrover ~ill

(a) Surnisk A.1.D. such inform=ation and reports relaticg
t0 the PFroject and to this Agreesent as A.1.D. cay reasonably
request;

\b) mmintain or cause tO be mainteined, in ecccrédance wvith
gcnerally accepted sccounting principles and practices consistently
ny;l;-:. b0oks and records relating to the Project and to this
Agreezent, andequate to shov, vithout lizmitation, the receipt
and use of goods and services acgquired under the Loan., Such
boors and records will de sudited regulerly, iz accordance vith
generally accepted auditing standards, and caintained for three
years after the date of last disturses by A.1.D., such bdooks
and records wvill also be adeguate t0 shov the nature and extent of
solicitations of prospective suppliers of goods and services
acquired, the basis of avard of contracts and orders, and the
overall progress of the Project tovard cocpletiocn ; and

(c) afford authoriied representatives of a Farty the

opportunity at all reasonable tizes to inspect the Project, the
utilizazion of goods and services financed by sush Party, and
Yooks, reccrds, and ot sr docu=ents relating %0 the Project

and the loan, In this  sgard the 30rrc-er agrees 0 =ake such
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SECTION B.5. (c¢) :
actions es may be necessery to permit such inspection within

the territory of eany of its mexber nastions perticipatirg under
this Agreement.

SECTION B.6. Completeness of Informetion. The Borrower confirzs:

(a) thet the facts and circumstances of which it has informed
A.1.D., or ceused A.I.D. to be informed, ic the course of reech-
ing egreement with A.I.D. on the Loan, are accurata and complete,
and include all facts and circumstances that might zeterially
affect the Project and the discharge of responsibilities under
this Agreecant;

(b) that it will inform A.I.D., in timely fashion of any
subsequent facts and circumstences that might rmaterially affect,
or that it is reasonable to believe might so affect, the Project
or the discharge of responsibilities under the Agree=ent.

SEZCTION B.7. Other Pevments, Borrcwer affirms that no payments
have been or will be received by any officiasl of the Borrower

in connection with the procurement of goods or services financed
under the Lcan except fees, texes, or similer peyments legally
esteblished in the country of the Borrower.

SECTION B.8. Information and Marking. The Borrower will give
epprooriste publicity *to the Loen end the Project as & progrem
to which the United Sta.es hes ccntributed, identify the Project
site, and rark esoods finenc=d by A.I.D., as described in Project
Implementation Letters.

C: Procurement Provisions

SECTION C.1. Special Rules.

(a) Tne source and origin of ocean and air shipping will
be deemed to be the ocean vessely or sircraeft's country of
registry at the tize of shipoent.

(V) Premiums for merine igcsurence placed in the territory
of this Borrower will be deezed an eligible Foreign Exchange
Cost, if otherwise eligible under Section C.7 (a).

(¢) Any motor vehicles financed under the Loan will be
of United States manufacture, except as A.I.D. pay otherwise
egree in writing.

SECTION C.2. Eligibility o.'te. lio goods or services z=ay be

financed under tne Loan vhich ere procured pursuant to orders
or contracts firmly placed or entered into prior to the date
of this Agreemsnt, except as the Parties may othervise ggree
in writing.
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SECTION C.3. Plans, Specifications, and Contracts. In order for
there to be mutual egrrement on the following matters, and except as the
parties may othervise agree in writing:

(a) The Borrower will furnish to A.I.D. upon preparation:

(1) eany plans, specifications, procurezent or con-
struction schedules, contracts, or other documentation
relating to goods or services to be fipanced under the
loan, including documentetion releting to the prequalifica-
tion end selection of contractors and to the solicitation

of bids and proposals. Meteriel modifications in such
docum2ntation will likewise be furnished A.I. D. on pre-
paration;

(2) such documeatation will also be furnisked to A.I.D,
upon preparation, relating to any goods or services which,
though not financed under the Loan, are deemed by A.I.D.
to be of mejor importance to the Project, Aspescts of
Project involving matters under this subsection (a) (2)
vill be identified in Project Implementation lLetters;

(b) Docuzents related to the pregualification of contractors

« end to the solicitetion of bids or propcsals for goods and
services financed under the Loan will be approved by A.I.D. in
writing prior to their issuance, end their terms will include
United States standerds end nmeasurements;

(c) Contracts and contrectors finenced under the Loan for
engineering and other professional services, for coastruction
services, end for such other services, equipment, or cateriels

gs may be specified in Project Izplementation Letters, will be

epproved by A.I.D, in writing prior to execution of the contract,
Material modifications in such contracts will also be approved
in writing by A.I.D. prior to execution; and

(d) Consulting firms used by the Borrower for the Project

but not financed under the Loan, the scope of their services

and such of their personnel assigned to the Project as A.I.D.
ray specify, and construction contrectors used by the Borrcwer
for the Project but not flrenced under the Lcan shall be accept-
able to A.I.D.

SZCTION C.4. Reasonable Price. No more than reasonsble prices wvill

be paid for any goods or services finenced, in whole or in part, under the
Loan. Such items will be procured on a fair and, to be mexicum extend
precticable, on & competitive basis.,

SECTION C.5. lotification to Potential Suovliers. To permit all United
States firms to have the opportunity to particpate in furnishing goods
and services to be financed under the loan, the Borrcwer will furnish
A.I.D. such infor-ation with regard thersto, and at such tizes, as A.I.D,
ray reguest in Project Implecentation Letters.

SECTION C.6. Shiooing.

(2) Goods vhich are to be t: trans )

R e
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Participating Country may not be financed under the Loan if transported
either:

(1) on an ocean vessel or &
country which is not included
Code 935 as in affect at ths ti

aft under the flag of &
A.1.D. Gengraphic
£ shipcent; or

(2) on an ocean vessel wnich A.I.D., by written
notice to the Borrower has designated as ineligible;
or

(3) wunder an oceen or air charter which has not
received prior A.I.D. approval.

(b) Costs of cce=n or eir transportetion {of goods or
persons) and related delivery services rmay not te firanced
under the Loean, 1f such goods or persons are carried:

(1) or en ocean vessel under the fleg of a couctry
not, at the time of shipment, identified under the
paragreph of the Agreszent entitled "Procuremant
Source: Foreign Exchenge Costs,” without prior written
A.I.D. epprovel; or

(2) on an oceen ve
to the Borrower,

o«
M o
n u
(o9

sel which A.I.D., by written notire
e 2 as ineligible; or

(3) wunder an oceen vessel or eir charter which ras

not received prior A.I.D. approvel.

(c) Unless A.1.D. dQetermines that privately owned United
States-fleg commerciel ocesn vessels are not eveileble at
fair end reasonable rates for such
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SECTION C.T. Insurance,

(2) Marire insuraace on goodsfinanced by A.I.D which are to te
transzorted to the territory of eny Participating Country be financed
as a Foreign Excharge Cost uncder this fLgreezent provided,
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SECTION C.T.

(a) (1) such insurance is placed at the lovest available
competitive rate, and

(2) claims thereunder are psyeble in the currency in

vhich such goods were financed or in any freely coovertible
currency. If the Borrower (or goverament of any Participating
Country by statute, decree, rule, regulation or practice
discriminates with respect to A.L.D. = financed procurecent
egainst any marine insurance company euthorized to do
business in any State of the United States, then ell gocds
shipped to the territory of the Participating Country
financed by A.I.D. hereunder will be insured egeins®

carine risks and such insurence wvill be placed in the

United States with a company or cozpanies euthorized to

do & merine insurance business in & State of the United
States.

(b) Except as A.I.D. may otherwvise egree in writing, the
Borrover will insure, or ceaused to be insured, goods finenced
under the Loan imported for the Project ggalrst risks incident
to their transit to the point of their use in the Project;
such insurance will beissued on terms arnd conditions consistent
wvith sound commercial practice end will insure the full velue
of the goods. Any indemnification received by the Borrover

or Perticipeting Country under such insurance will be used

to replace or repair any material damege or any uiuss of the
goods insured or will be used to reimburse the Borruwer or
Participating Country for the replacement or repair of such
goods. Any such replecement will be of source and origin of
countries listed in A.I.D. Ceogrephic Code 935 as in effect

at the time of replacement, and, except as the Parties rcay
egree in writing, will dbe otherwvise subject to the provisions
of the Agreezment.

2 i e e i e Dl W VT S iy S
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SECTIOR C.8. U.S. Government-Ovmed Excess Proverty. The Borrower
agrees that wherever precticable United States Governzent-owned
excess rersonal property, in lieu of new items finenced under the
Loen, should be utilized. Funds under the Lozn =ay be used to

finance the costs of cbtsining such property for the Project.

ARTICLE D. Terminetion; Remedies.

SECTION D.l1. Cancellation by Borrower. Tne Borrower cay, by giving
A.I.D. 30 days written notice, cancel eny part of the Loan vhich
has not been disbursed or cormitted for disburse=ent to third
perties.

SECTION D.2. Events of Default; Acceleration. It will be an
"Bvent of Default" if Borrower shall bave failed:

|-
r
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SECTION D.2.

(a) to pay when due any interest or installment of Principal
required under this Agreement, or

(b) to cumply with any other provision of this Agreement, or

(e) to pey vhen due any interest or installment of Principal
or other psyment required under eny otherloan, gusranty or

other egreement between the Borrower or any of its egencies

end A.I.D. or any of its predecessor egencies. If an event

of Default shell have occured, then A.I.D. may give the Borrowver
notice that all or any pert of this unrepsid Principel will be
due and paysble sixty (60) days thereafter, and, unless such
Event of Default is cured within thet time:

(1) such unrepaid Principel and accrued interest here-
under will be due and payable irzediately, and

(2) the amount of eny further disbursezents rmade pursuant
to then outstanding cormitments to third parties or other-
vise vill becozme due end payeble es soon as nmede,

SECTION D.3. Suspension. If et any tize:
(a) An event of default has cccurred; on
() An event occurs thet A.I.D. determines to be an extraordinary
situation thet makes it improbable either that the purpose of
the Loan will be attained or thet the Eorrower will be able
to perform its obligations under this Agreement;

(c) Any disbursement by A.I.D. would be in violation of the
legislation governing A.I1.D.; or

(d) Tne Borrower shall Lave failed to ray wvhen due any interest ,
instellment of principal or other payment required under any
other Loan, guarenty, or other egreement between the Borrowver

or any of its egencies end the Governcent of the United States

or any of its agencies;

Then A.I.D. ray:

(1) suspend or cancel outstanding cormitrent docuzents

to the extent they bave not been utilized through irrevoc-
able cormitments to third perties or otherwvise, giving
prompt notice thereof to the Borrover;

(2) decline to issue additional commitment documents
or to cake disbursements other then under existing
ones; end
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(3) at A.I.D.'s expense, direct that title to goods
financed under the Lcan be transferred to A.I1.D. if the
goods ere from a source outside Borrover's territory are
in a deliverable state and have not been offloaded in

. ports of entry of Borrowver's trrritory. Any disbursement
made under the Loan with respect to such transferred
goods will be deducted from Principal.

SECTION D.L, Cancellation by A.I.D. If, within sixty (60) deys
from the date of any suspension of disbursecents pursuesnt to
Section D.3, the cause or ceuses thereof have not been corrected,
A.1.D. ray cancel uny part of the Loan that is not then disbursed
or irrevocably committed to third perties.

SECTIOR D.S. Continued Effectiveness of Agreement. lNotwithstanding
eny cancellation , suspension of Aisbursercents, or acceleration of
repaymert, the provisions of this Agreement will continue in effect
until the payment in full cf ell Princirzel end accrued interest
hereunder.

SECTION D.6. Refunds.

(2) In the case of eny disburserent vhich is not supported
by valid documentation in asccordance with this Agreeennt, or:
vhich is not made or used in eccordance with this Agree=ent,
or vhich was for goods or services not used in accordance
with this Agreement, A.I.D,, notwithstanding the availability
or exercise of any other remedies provided for under this
Agreement, zmay reguire the Borrower to refund the amount of
such disbursement in United States Dollars to A.I.D. vithin
sixty (60) days after receipt of & request therefor. The
right to require such a refund of a disbursezent will continue,
notwithstanding any other provision of this Agreecent, for
three (3) years from the date of the last disbursezent under
this Agreemant.

(b) (1) Any refund under the precedirg subssction, or

(2) &any refund to A.I.D. from a contractor, supplier,
bank, or other third party with respsct to goods or

services financed under the Loen, which refurd relates
to an unreasonable price for or erronecus invoicing of
goods or services, or to goods that did not conform to
specifications, or to services that were inadequate, will,

A. be cade availeble first for the cost of goods,
and services regumd for:-the Project, to the extent
Justified, and
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B. the remainder, if any, will be applied to
the installments of Principal in the inverse
order of their maturity end the amount of the
loan reduced by the exmount of such remszinder.

SECTION D.T7. Nonwaiver of Remedies. MNo delay in exercising any
right or remedy accruing to e Perty in connection with its financing
under this Agreement will be construed as a weiver of such right.






