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NOTE:

The following is a nearly complete collection of the
USAID "evaluatio"ri reports submitted for the Spring
Review on Intermediate Credit Institutions. (One

"repor.twas omitted because most of it was classified).
It should be recognized that these reports were pre
pared under considerable tiroo pressure, and should
be considered more as draft material than as refined
finished products.
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cosrrA RICA

"CORPORACION COSTARRICENSE DE FINANCIAMIENTO INDUSTRIAL, S. A.

(COFISA)

BEST AVA/LADLE COpy
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SPRING REVIEW ON INTEill,!EDIATF. CREDIT INSTITUTIONS

A. ,D~scription of ,Project*

1. Country: 2. Name of ICI:

~COSTA,RICA' COFISA (Corpornci6n
Ccistnrricenso do Financ1n
micnto Industrial)

, ,3. Cla.ss of ICI:

Public

Private X

Mixed -
5. Initial assistance f rom A. I •D. :

4. Date Established:

August 31, 1963

Date-
Loan Authorization
November 18, 1963
Loan Agreemont signed
December 12, 1963•

$ Amoun~.

$ 5 Million

Kind

Dollar Loan

6. Doas the ICI take equity part~c1patlori:

. Yes X No ---
7. Capita1structure of ICI as of the date specified in 5. above:

'The ~onditions precedont to the loan required the borrower to presant
evidence that the borrower has subscribed capital of the equivalent
o~ no less tha.n ona nlillion U.S. dollars and that a.t len~t $200,000
had bean paid in•

• Much of-:the informati~n required for the review is available in the Loan
Papers proparodon October 7, 1963, for the first loan and June 20, lSea·
for. the socond loan. 'I'hese' documents will be referrod to oxtons1voly
throughout this report.

I
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8. Subsequent assistance from' A.I.D.:

A secondS'S million loan for COFISA was authorized JUly 3, 1968.
Signing of the'loan agreement'for thi~ loan, however, is being
delayed pending ratification of the Protocol of San Jos6 by the
Costa Rican Assembly.

9. Capital structure of the leA at the end of the latest fiscal year:

The balance sheet for the year ending September 30, 1968 is presented
below. Note the line marlted "Cap!tal, Acc!ones" (Cap!tal Stoclt). The
change from ~6,650,000 ($1,000,000) to C7,049,000 ($1,060,000) ropresents
a 6$ stock dividend. .,

•
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Assets

Current assets:
Cash
Marketa,ble securities, at cost which egu~s

market (note 3)
Receivables:

Notes,trade
Accounts:

Trade
Employees
Other

Tot~l receivables

P;repaid expenses
Total·current a.ssets

Long-term notes :l;"eceivable, ·~rade

Investment in shares of other ,oompanies, I at cost

Office furniture and equipment', at cost
Less accumulated depreciation

Net office furniture and equipment

Other, assets I at cost less applicable amortization
(note 2),

BEST AVAfLACLE COpy

CORPORACION COSTARRICENSE DE }

(San Jor.e,

Balanc

September
with comparativ~

¢ 1,14,0,833 2,051,468

1,326,000 2,236,000

20,196,686 17,013,737

382,722 353,134,
18,308 18,418
66,500 16,625

20,66~ ,216 17,401,914

13,472 6,813
23,144,521 21,696,195

23;561,578 22,693,,9~0
1,001,663 220,000

302,644 23~, 480
74,,392 50,793

228,252 183,687

414,049 545,122

Contra. accounts (note 4,)

See accompanying notes to financial sto,tements.



~NCIANIENTO INDUSTRIAL, S. A.

3ta Rica)

>heet

), 1968
:.gures for 1967

Liabilities and Stockholders' Equity

Current liabilities:
Notes payable:

Agency for International Development (note 1)
Trade
Other

Total notes payable

Accounts pa.yable, other
Accounts paya.ble,·· employees
Interest payable •
Dividends payable
Christmas bonus paya.ble
Costa Rican taxes on income, estimated (note 5)

Tota.l current liabilities

Deferred income

Long-term notes payahle:
Agency for In~ernationa.l Development (note 1)
Tra.de
Other

Total long-term notes payable

Provision for monetary fluctuations, bad c.ebts and other
losses (note 1) .

Exhibit A

¢ 1,071,273
4.,638,125 1,975,858

83,630 422,142
5,793',028 2,398,000

12,500 517,201
8,220 13,188

117,240 49,875
5,445 3,030

31,569 27,627
433,954 506,916

6,401,956 3,515,837

146,172 100,954

32,138,186 33,091,994
~32, 500

8~, ~·1~

32,570,686 33,176,4·08

650,000 553,619

Stockholders' equity:
Common stock, authorized and iss.u€:Q) 70,~-90 shares of

·¢100.00 par value each
Retained earnings:

Appropriated for lega.::' :eserve
Unappropriated

Total r~~~lned earnings
Total Gtockholders' equ~ty

Contingent liabilitie ... ~(1ote 5)

7,049,000

261,798
. .- -,,, 1.+ .... 1.-:-:: . ,) , J

]., .<~~?, 2Li9

8 ."0 )\9
,5b:,~y

7,049,000

160,571
782,555
9~3,125

. '"( , 992, 1.26

Contra accounts (not.';-: 4)

BEST A'//H:"i~C f-E COpy

¢ 34,630,067 31,943,471
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10. Status of A.I.D. $ loans as of JUly 1, 1968:

As of JUly 1, 1968.$4,994,000 of the $5,OOq,ooo had been disbursed.
AIDIW has been requested to deobligate the remainder of the loan.

11. Interest rates:

Average rate paid by ICI

1-1/4% interest and 3/4% credit fee annually average rate
charged to ICI. COFISA may charge interest up to 12% per
annum. Most loans are made with terms of between 10 and
12$.

•
NARRATIVE SECTION

A. The limit~ on size and use of loans are as follows:

Regardless of source of funds:

i. All subloans for dollar procurement financed hereunder shall be
repayable to Borrower in United States dollars or their eqUivalent
on the dates of repayment.

ii. All subloands for colon procurement financed. hereunder shall be
payable to Borrower in colones.

iii. Loans for dollar or colon procurement shall be made for terms of
not less than two (2) nor more than twelve (12) years. and shall
allow for grace periods with respect to principal repayment of
not to exceed three (3) years.

iv. No subloan shall be made by Borrower which would cause relation
ship of the sub-borrower's debt to his equity to be greator than
seventy to thirty (70:30). without prior written approval of AID.
In the computation of such ratio, the proposed subloan shall be
included in the sub-borrower's account as debt.

v. No subloan for refinancing shall be made without prior written
approval of A.I.D. Borrower shall make no investment in the
equity of any enterprise without prior written approval of AID.
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vi. No project shall be financed by Borrower by loan or equity
participation, in which members of the Board of Directors,
officers, or principal stockholders of Borrower or their
inmediate families have any financial interest, without prior
written approval of A.I.D ••

vii. Borrower shall not finance subprojects if such financing would
cause its total assistance to any single enterprise to exceed
fifty thousand dollars ($50,000) equivalent, without prior
written approval of A.I.D ••

B. Number of loans and slli~lary by sector follows: (also see page 13 of
second loan paper) •

•
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TOTA~~~

. , APROBADOS . DESEMBOLSOS (~)
I --;; .\ r,' " ~ DE ACTIV'D~\D N° N"

Colono! p' Pr.:)'. Colonel "10 ?roy .
;

•0

A..lricvllvro't Gonod.:rro 4.701.111.15 . 19
.-

i 5.1 1.420.021.95 1.8 17
, fIrodvcto, AI imenricio, 20.677.320.25 .22.6 83 17.09\.716.39 21.0 79

Ir'd~,'rias dl1 Bcbidos no
A!co"~1 ic:clS 1.48 I.053 .95 1.6 6 1.481.053.95 • 1.8 6

i <hntrio Tutil 6.329.253.85 6.9 22 6.120;992.78 7.5 22

Fcblic:oc:idn de: Colzodo y
.: 13.059.579.39P'endos de Vestir . : 13.278.390.05 14.5 63 16.0 62

I"dvstriade la Madera (Exc:ep-
tuonda robricocidndo muebles) 2.491.815.15 2.7 30 2.389.766.36 .,2.9 29

..
Fobricaeidn de Muebles 1.095.504 .25 1.2 11 743.918.10 0.9 \0

Ir';prentos y Fabric:ac:i6n de
Productol de Popel 4.737.880.35 5.2 41 4.6~1.450.R9 5.7 41

"

!ndustdaCfel Cueroy Produetos .
343.103.95 0~4 ' 343.103.95de Cuero (Exeeptuondo c:oh:odo) 6 0.4 6

. Fobrieoci6n de Sustonc:los y
.

Produc:tos Qv(mieos 4.033.528.87 4.4 29 3.978.749.83 4.9 28.-
. Fcbrieoc:i6n y Extrac:c:i6n de Pro- _.

3.634.062 A5duelos Min~roles no mc:tdlic:~s . 4.577 .013 .50 S.O 23 4.5 21

. Ind~"rios Motdlic:as y de
1;892.913.95Produetos Metdlicos 1.959.628.35 2.2 6 2.3 5

Construc:ci6n de Mciqvinoria
1.254.119.71( ~ce~tuondo 10 elc!ctrica ) 1.257.089.60 1.4 10 1.5 10

Construcci6n de Aparotos, Ac:ce-
SOfiol )' Artrc:ulos EI4!c: lricos 3.427.701.35 3.8 17 3.421.810.35 4.2 17

Transporte 't Construc:c.i~n de
2.895. >38;68 3.6Moterial de Tronsporte I 3.273.64$'.20 3.6 24 24

Conltruec:i6n Industriol 6 092 ':':~·.C5 6.7 ~7 5.~:3.~70.73 7.3 46
I

~ I
E"erg(o Ell1ctric:o

....- .... /'\~ 5.2 11 Ii . 7oC.~OO.OO 5.8 . 11... \, .... .. "'{\,/ .
I

So,:rviciol Indultrioles ":' j.4 37
I

... ~.;:... ,~S7 ,oe I. -', -.. ; 4 ••' 35

Industrlas Diversos 2.0 34 : ~.~ • ;,.~ .., I ~ •
. 34: -

9

6

Fom.nto de Invet~ '. •
Capital

\3

10

11

14

16

17

12

15

i....-------..;...--
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c. Description of the financial environment in which thelCI has been
operating. *
1. All commercial banks in Costa Rica with the exception of one small

investment bank are publically owned and operated.

2. Commercial banks loan normally at an B% interest rate with an
additional annual service charge ranging around 1%.

3. The banking system is not SUfficiently liquid to meet the needs
of the private sector. Terms of longer than.one·year are very
raroly, given.

4. Consequently, considerable' credit is obtained outside the banking
systems at exorbitantly high rates; 25% is not untisual. This
money is generally obtainable only on. short terms.' .

5. Grace periods are all but unknown and. a borrower can seldom obtain
credit for more than a small part of his total needs. In fact, at
the term~ he must borrow, a Costa Rican industrialist is well advised
not to burden his' enterprise with more than a small amount of debt.

6. The banlts are slow, procedurally ct~bersome, and undaring. Their
loans are generally made on collateral considerations rather 'than
an analysis of the potential profitability of a project.

D. De~c~iption 02 the functions performed by the ICI and.howthese llave
changed •.

The primary purpose of the first loan waS to assist the borrower in
malting loans to promote the creation and expansion of industrial enter
prises in Costa Rica. The second loan maintains this basic purpoRo,
but also attempts through differontial interest rates to funnel
financing into priority areas. This aspect of the second loan is
discussed in greater detail below.

*See second loan paper pp 38 and 39.
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SECTION B

EVALUATION OF SPECIFIC POINTS

1. Goals

(n) DESCRIPTION: Generation of Additional Capital
I

COFISA is encouraged to mobilize additional capital. Before
disbursements can begin on the second loan, COFISA must expand
its equity base by $1.5 million of which'$.5million worth must
be sold to individuals not presently holding stock in the company.
In addition to this COFISA has been granted lines of credit from
various U. S. and European barnes totalling almost $3 million.
Only one banlt, ADELA of Perd, presently holds equi ty in COFISA.

(b) Influence on the direction of investment (see second loan paper
pp 24-27).'

In brief, while the first loan was intended in general terms to
assist in industri~l development, the second loan concentrates
on five priority areas and utilizes differences in interest charged
to COFISA for priority and non-priority loans as a means of
ertcouraging activity in the priority areas. The priority areas
are:

i. Exports outside the CACM.

'ii. Foreign exchange earnings from tourism.

iii. Costa Rican agricultural production.

iv. Agricultural processing.

v. Import substitution (in specified cases).

(c) Does the project aim at getting a securities market star~ed?

Assisting in the ~evelopment of a security market has been an
important objective of the project. Unfortunately few equity
positions have beon taken to date. (S~e fuller discussion in
second loan paper pp 17 and 18).
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(d) Does the project aim at improving business practices of borrowing
firms?

Yes, but this is a secondary goal.

Achievement of Goals:

The project has beon successful in establishing a financial institution
with a demonstrated ability both to evaluate proposals for industrial
loans (making loans where deemed advisable) and an ability to mobili~e

external capital for internal industrial development needs. 'The GOCR
has relied upon the public sector as the primary engine of development.
In conformity with this approach AID has sought to, strengthen this
sector through its lending policies;COFISA has played an important part
in this program. Pages 12 and 13 of the Second Loan Paper discuss the
way in which lending has been distributed by industry and the changes
that have occurred in development priorities.

Itis expected that COFISA will continue to grow in strength and that
by the time th~ second loan is disbursed, COFISA will be able, by
generating private capital both internally and externally, to sustain
itself and prosper without further concessional support.

2. Selection of Borrowers

For the most part COFISA determines its own borrowers. Tho lonn agreements
for both the first and second loans proscribe certain types of loans. A
fuller discussion of these provisions may be found above in part "a" of the
narrativ'e section. As discussod in part "btl of the goals section, AID
also exerts influence over the choice of borrowers through the use of
differential interest rates. The types of ,loans qualified to receive
the lowest rates of interest are also discussed in part "btl.

As a result of the credit situation (discussed above) COFISA does not
need to stimulate loan requests. Since the second loan seeks to channel
funds into priority areas, however, provision is made in the loan a
greement for an agricultural specialist and an economist with an
industrial background. These two technicians, who will bo hired by
COFISA, will devote much of their time··to an examination of potential
projects in the priority fields.
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Allowing COFISA flexibility in the selection of borrowers has had
many benefits. The board has become a high quality loan committee
bringing together more diverse talent than any comparable organization
in Costa Rica. The number of lonns in default has been extremely
small. Interviews with applicants for loans, inclUding those who
have been rejected, disclose a high degree of satisfaction with the
businesslike nature in which their applications were proce.5sed.

3. ~tanarrement and Operational Policies

In a developing nation, the number of aggressive, financially astute
businessmen is often limited. It is necessary to utilize the talents
of these individuals if a successful development bnnl,ing insti tution
is to be established. It would be difficult, however, to argue that
the businessmen involved should not utilize the services of this
institution. Under such conditions, many business~en would refuse
to offer their services to the development bank, and the "know-how"
crucial to success would be lost.

COI·'ISA was established wi th the understanding that the stocl~holders

and officers of the corporation would be able to utilize its services
as borrowers. To reduce conflict of interest difficulties, limitations
were placed on the amount of stock anyone institution or family group
could hold and COFISA was required to obtain AID approval before
granting any loan to a major stockholder or officer •

To date the Mission is basically satisfied with COFISA's performance
in this regard. Loans to stockholders and officers have not been
excessive and have been granted for purposes beneficial to the
development of the nation. It is felt that any slight partiality
that may have been shown is overshadowed by the benefits gained
from involvement in the corporation of some of· the nation's most
astute businessmen.

The competent nlanagement has resulted in a stable and profitable
institution, which makes loans on the basis of an estimation of the
future profitability of borrowing enterprises as well as collateral
offered. The Loam Agreement limits COFISA to a cash dividend of not
to exceed 12 percent. After the second year of operation COFISA
earned over 11% on share capital after deductions for taxes and
reserves and by 1968 this percentage had climbed to 18 percent •
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Thus, Ii ttlc technical or raanagcrial nssistance is required by the
borrowcl' to attain profi tabili ty. On the contrary care must be tal:cn
to prCvolrt profitability from becoming tho coiporation's prime concern
to the detriment of development goals. The second loan agreement, by
rcq\liring heavy concentration in priority fields, when coupled with
significant development interest on past of COFISA's management
ameliorates this problem. .

4. Specific AID Relationships

The relationship between AID and COFISA has changed over time. When the
first loan was sicrncd, a pri~ary goal was the establishment of a financial
institution able to sustnin itself and contribute to the development of '
the industrial sector of the economy. Since no one could be sure of the
exact way such an institution should be developed within the Costa Rican
environment, the loan ngrcemo~t was writton with a great deal of flexi
bility, and informal consultation between COFISA management and AID was
relied upon to deal with the problems as they arose. The approach was
successful in that an institution evolved which was able to mobilize
cap~tal from diverse sources and utilize this capital in a worthwhile,
profitable manner.

Dul"ing the development of a second loan, the philosophy o,f the 1,11ssion
was, far less paternalistic as is discussed in detail on p~ges 29-32 of
the s~oond loan paper, the loan was mado not to strenghten COFISA, but
to us~ it. COFISA was deemed to be in an ideal position to effioiently "
channel funds for the development of given priority areas and to ass~st

in tho continued development of ,the industrial sector. The second lo~n

agreement is far more demanding regarding COFISA's obligations. ~roreover,

When thG second agreement takes effect it will supersede the provisions
of the firstagl'ecment where applicable. Thus th~ough the second a-
greement we are able to clarify issues which of necessity were left
fuzzy in the first agreement and to utilize a local. institution as a
primary development tool.

SECTION C

OVERALL EVALUATION

S~nce the so~ond 'loan paper was writt~n Qnly last year, it 'provides an
up-to-date discussion of what the Mission considors ~o bo the basic issues.

Dl."a.!tod by: Mr. Howa.rd M. Smolkin
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COMPANIA FINANCIERA ECUATORIANA DE DESARROLLO, S.A.

(COFIEC)



TO -

,.".,.,.

13, 1969
OATIi SU~ r

FebruaUSAID/OuitoFROM -

Spring Review of Intermediate Credit Institutions

REFERENCE - AIDTO eIRe XA-Z5, January 4, 1969; TOAID.Jl44, Jan. 28

DISTRIBUTION

1; .' ACTiON

,M'
IN O.

,1. Attached is loan evaluation report and related documents covering
the AID loan to COFIEC, Private Financiera, Loan No. 518.L.026,
Project Number DL-518.Z4-950-0Z6. It 1s assumed that AID/W has
on hand other documents such as the IRR, Loan Paper, Loan Agreement
and Implementation Letters.

z. COFIEC completed their annual report for 1968, and while it has not
yet come from the printers, ·a mimeo copy is enclosed. Thus we are
able to make the complete evaluation and trust it reaches you before
February 15th.

OTHER AG£NCY

3. lv!ission does not intend to submit a PAR for this project, a.a there was
no direct AlD TC :component. PAR information requested in I.C.l and.
I.e.2 is included at the end of the evaluation report.

CROWLEY

\

, I

SIGNATURE

NO ACTION HI~f5SAAV

I"~' OF i?S.
APPROVED BlJ,..,(}

Robe~~.ftinges, DirectorZ/6/69
DArEPHONE NO.OFFICE

Attachments r ~~/v
cc: MarkoVi Asuncion

Jones, Lima

George

Ukf..l-IED BY

AID AND OTHER CLEARANCE.S
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QUITO TOAID A - 71 UNCLASSIFIED

LOAN EVALUATION REPORT

1 1(11.

COFIEC. Private Financiera Project No. DL~..518-24 ..950-026

A o DESCRIPTION OF T£..IE PROJECT

1. Country: Ecuador
Z. Natne of leI: Ecuatoriana de Desarrollo, S. A., Gompaffia Financiera
3. Class of leI: Private Development Bank
4. Date Established: The .Military Junta issued a Codification Law, Nue.lber

2646, November 29, 1965 to a.dapt the existing Law of Financieras to the
application of private Financiera, COFIEC; the Minister of Industries
duly registered the Company November 30, 1965; January 6, 1966 it \vas
registered in Quito; January 31st was the first general stockholders'
meeting: COFIEC made its first loan in June, 1966.

5. Initial Assistance from A. I. D. :

Date-
1/31/66

AlTIount

$ 3, ODD,. 000

Kind

dollar loan

6. Does the lCI take Equity Participation: Yes~ No__--
7. Capital Structur.e of leI as of date in (5) above: As of the AID loan date,

paid-up capital was 9 million sucres. (See balance sheets in the lRR)
8. Subsequent Assistance £roIn AlD: None. Second tranche $ 3 million

planned for FY ... 196 7 not in1.pleluented due to shortage of AID funds.
9. Capital Structure at end of latest fiscal year FY -1960: Paid-in capital

at end .. 1968 was 45 million ~ucres, (see enclosed balance sheets of 31
December, 1968).

10. Status of AID $ loan as of July I,l 1968:

$ committed

$ 3; 000, 000

$ disbu~:sed

$ ZD 872,821

COFIEC as of end-1968 had a balance of $ 70.000 committed
but not implemented. They requested and received a 6 ..month extension of
committment date.

11. Interest Rates: Average Rate paid by COFIEC 6-7%
Average Rate charged 10-10 1/20/0

UNCLASSIFIED
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QUITO

,......

TOAID A. -71 UNCLASSIFIED 2. laL

Rates paid by COFIEC range froIn 2 1/20/0 on the AID loan to 70/0 on loans
from Edge Act and international banks.

Rate charged by COFIEC is the legal 100/0, except in a few short-terln
loans which may be discounted 6 months, making an effective rate of 10 1/2%.

Differential rates are not used by COFLEC: They are not free to do
so. COFIEC feels the limit of 100/0 in Ecuador is cOWlter-productive.
Industry could pay higher, in line with rising costs of money from. foreign
private sources which COFIEC has to pay.

12. Linut on Size and Use of Loans: The spread for COFIEC is $ 5,000 to
$ 500, 000, however a lower limit of $ 10, 000 has been put up to the Board
for approval this year. COFIECcan make working capital loans, and second
loans to the same recipient, therefore there are cases where a $ 5, 000 loan
does not take excess staff time for review, such as where eucha loan is
gc.aranteed by a bank.

The .AID L/A permits COFIEC to use up to 250/0 of the loan fOJ.: ~orldng
capital sub-loans. \Vith its own funds, it uses a much higher ratio for
'worldng capital.

The Bank is free to make any loan the Board approves and takes a very
broad view of lIindustry", ie., livestock. cotton and rice if there is a component
of imported equipment such as pur.nps or irrigation, warehousing, tourism, etc.

13. Formal Criteria: Loans must go to priva.te industry; other criteria are
linrited to practical considerations, as determined by the review officers,
the Executive <Qonunittee and the Board.

14. ~'1ber of Loans:

1966
1967
1968

51 loans
128 "
232 "
411 II

62. 9 million
185. "J II

258. 3 II

507. 1 ibillion sucres

Of the AID loan, the following sub-loans were made:

Dollar loans
Sucre loans
Equity part.

38, for $ 2,333,000
18, for 468, 000

2, for 85, 000;
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15. Details of Loans: As of end-1968, 507 million sucres were approved for
411loalls; disbur sements were 417 million for 369 loans. Agro -industry received
35~o of loalls, not counting lZ% for textiles. Geographical distribution was 370/0
to the "sierra" and 630/0 to the "costa".

16. Financial Environment: COFIEC supplements facilities provided by the
Public Financiera. through making shorter -term loans, more loans to existing
industry and working capitalloanse It does not compete with the com.mercial
banks. The industrialist goes to COFIECfor shorter -term loans because he
lTIUst repay in hard currency for loans for imported equipment, (CV accepts
repay:.i.1.ent in sucres) and wishes to shorten the time of devaluation risk.
Export industries who earn dollars usually go to COFlEC.

17. Changes: When COFIEC opened its doors in mid- 1966, it gained great
popularity as it could process its type of loan faster than CV (the Public
Financiera). In 1967 CV with experience had speeded up its review process,
and in the 1968 election year borrowers were somewhat more reluctant to
coznrnit theInselves to hard-currency repayments through fear of inflation.
Both developments favored CV somewhat; however, there has been no shortage·
of dem.and, although good projects are increasingly harder to find, as t:.1.e "easyll
projects have been picked up.

B. EVALUATION OF SPECIFIC POINTS

1. Goals:

a) Mobilization of capital has been actively pursued by COFIEC since
inception. Paid-up capital is now 5 ~irnes that with which it started. Authorized
capital was doubled in 1968 from 36 to 72" million sucres. COFIEC has made
considerable effort to obtain maximum local participation and maintain a balance
between foreign and domestic capital. The ratio today is 540/0 national and 460/0
foreign capital. Local shareholders increased from the original 45, to 142 by
end-1968•.

Since its initial partner ship with ADELA, plus The Company for Investing
Abroad, and two banks operating in Ecuador, the 1st National City and the Bank of
London and Montreal, COFIEC has attracted loans and lines of credit from. the
Continental Bank of Chicago a Wells Fargo, Bank of America, New York I-Ianseatic
Corp, and banks in Gerinany and Colombia. plus a loan from Ex-Iln Bank. COFIEC
has over $ 15 million in resources available as of end .. 1968. (See also comments
under (c) and Section C. )
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TOAID A -71 UNCLASSIFIED 4 1m.

b) Increase in availability of investment funding for industry in lnoat
LDC's is a goal in itself. In many LA countries long-term development credit
does not exist until a Development Bank is formed, thus on initiation of such a
bank the demand will be high and the bank can skim thc~ean~of the best projects•.
The mere existence of medium and long-term credit is sufficient to channel funds
into worth-while projects, without too much need for rigidity in specifying goals,
criteria and priorities. The interest rate should not be too far below existing
levels, except in cases LSD's with virtually no access to capital other than the
back door or black market loans. The need is for longer-term money.

in
For eXc"\mpl~Ecuador,with a legal limit of 100/0 interest, to go to a "....

Commercial Bank would mean renewing the loan every 6 months, with corresponding
costs for stamp and registration taxes, renewall of loan agreements, etc.
bringing total coat up to 14%0

As for "over-protection", this is a matter of government policy (and
hopefully the Ministry involved has good advice before is suing their Jevelopment
law) but in general competetive incentive programs are adapted to existing
competition from neighboring countries, and a safety valve is often provided by
the commercial sector, who will exert pressure where they can see a chance to
prevent tlfalsellindustries which would cut down their imports•.

Good management in the ICI will realize the danger of financing industry
without natural advantage; undue incentive exemptions granted by one Government
or corrupt official may well be withdrawn by the next, leaving the ICI 110lding the
bag.

c) CV (see TOA!D A-44) is authorized to start a Stock Exchange and
began to sell shares in January 1969. COFIEC's founding law perrnits then1.
to issue bonds ill the Company. Page 5 of the 1968 annual report states that
after consultation with the Superintendency of Banks, they expect approval to
begin in 1969 to issue debentures. These will be offered. on the CV market, and
will pay 100/0, of which COFIEC gets Z% comhiission.

d) Teclmlcal, managerial and financial practices of borrowing iirms
are less a1Jkcted by COFIEC loans than the loans made by,CV. Loans are more
for existing indt'l.stry expansions and vvorking capital and less for new firn1.s which
may not have' know-how. COFIEC insists on audits by foreign firms when they
consider this to be necessary, and the project application and l//A loan agreement
teach cash flows, pro-forma balances and the like, but there is definitely less
"rub -offll on clients than in the case of CV.
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l ..a. Achievement of Goals:

a)" The AID goal of providing seed capital for mediurn terl'n credit for
increased industrial production has been luetin this project.l~stheproject \vas
initially sponsored by ADELA, AID had less to do with setting criteria and providing
technical assistance. .The credits granted by COFIEC are truly additive, in that,
as repayments must bernade in dollars or hard currencies, rather than in sucres
(as ill the case of CV), borrowers do not seek these 'credits for other than specific
purposes of equipment purchase or increasing production. Local currency loans
are also made,butCOFIEC attempts to check these, 'and in Ecuador the difference
between ICI and commercial loans is not as great as in other countries.

b) ·There has been little shift in emphasis in. COFIEC activities, other
than increasingly they n1.ust get into the study development an~ promotion of new
projects, and are more actively seeking projects for equity participation. The
500 loans approved to date mean that much of the working capital needs and aid
to existing industries has been taken care of. For ~resent policy, see Attachment
IIEII, Statement of Policy Adopted by the Board, 11/27/68.

c) The development strategy of GOE in industry is laid out in the 5-year
plan and in the priorities"within the sector accorded by the Industrial Development
Law and its categories of industry which may qualify for "Special" or "All tax
and other exemptions.

The let meets AID development goals in the rapid transfer of AID funds
into increasing production, capital mobilization, employment, etc., and to a
lesser extent meets goals of Title IX in the stimulus of sub-industries, stabilization

, "

ofagro -industry commodity prices and the effects of industry wages on betterment
of worker living conditions. .

U~AlD finds that the allocation of $ 3 million to this leI was fully justified
by results; :-"a proposed 2nd tranche loan has been held in abbeyance due to the .,/
success of COFlEC in attracting foreign and domestic private capital. However, I',.
due t.:l the cost of borrowing, a certain balance between development loans at "
3~~~4% and open market loans ,is desirable, especially to help the leI cover
organization and initial operation costs, until a healthy revolving fund is established~

d) Alternate sour~es of funding have been well exploited by COFLEC.
(see list of shareholders in Attachment "F", and list of Foreign Bank loans in the
Annual Reports). In addition to an Ex-1m Bank loan, COFIEC is helping to place
IBRD funds for fishery and cattle developluent. COFIEC applied to IDB, but states
that IDB loans are no longer of interest to lCI's; they charge 70/0 and insist on
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C!.UITO TOAID A -71 UNCLASSIFIED 6

guaranty which costs 20/0 in the private market. and a private Financiera operates
more effectively and is less liable to political influences if it is not tied by a
Government gua~ranty..

e} The experience of COFIEC will certainly be of interest for other
LDC's although in-country conditions may not be as favorable elsewhere. This
ICI does not see any area in which they would have begun or continued differently;.

2. Selection of Borrowers: Remarks under this section would be the saIne as
given in TOAID A-44, January 28, Public Financierc.

W'hile COFIEC handles mainly loans to existing industry, they increasingly
try to promote new proj ects. As an example they have taken equity in Cerarnica
Modelo in Cuenca, American Mushroom, Warehousing Ecuador, Agro-Livestock
Development of Cuenca, and Charcoal Briquettes of Guayaquil. In each case the
ICI participated actively in project and market studies and promotion. They hired
a German ceramics technician in the first case, promoted the warehvusing project
(Quito and Guayaquil) for Z years and raised over 5 million local capital from
local banks and insurance com.panies and introduced a system, new to Ecuador,
of loans against "warrants"of products stored in the warehouse chain, which will
hopefully in future cover all of Ecuador. In the Agro-Development Company case,
they worked \vith CV/GFN, the public financiera, on a full-scale study of the
UZHUPUD complex, refinanced the operation and put in a competent Inanager.
Again, in the Charcoal project they participated in a study of mangrove availabilities
in the Guayas river delta, and in the economic and technical f'easibility of the
briquetting plant.

In 1969, COFIEC will work on study and promotion of a cenlent plant
for Quito, a company renting agriculture and construction equipment, and a
l"'>·roj .let for fattening cattle, The~will all require extensive investigation of
legislation, raw materials availability, markets and equipment costs.

COF.~EC is also .starting a new service of seeking foreign direct
financine for Ecuatoriancompanies, through connections it has established with ,.
l\.rnerican and foreign Banks, and a financial consulting service proviclingpaid
technical assistance to industry.

3. IvI~"1agement and Operations Policies:

Here again ll conunents in TOAID A-44 apply. COFIEC differs from
GV in that, having no guaranty froln GuE, it is completely freee of political
pressures; on the other haud it has the problern of requiring the borrower to
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';·;Ul'ra TOAID A -71 UNCLl~SSIFIED 7 lQ.

as surne the exchange risk on hard currency loans for imported equipment. They
'say that their record on bad loans is perfect so far, and the percentage of loaq.s
behind in repayments is less than 3/40/0. COFIEC has 20 staff in Guayaquil and
20 in Quito, many of them graduates of U. S. Universities. '

Safeguard against bad debts is provided through a resel-ve fund of 20/0
of loans over I year; at present the fund is 1.8. million sucres.

COFIEC, like CV, maintains a flexible policy on security for loans; if
equipment financed is standard, it can give 800/0 chattel mortgage; if equiprnent
tends to be uniqu~ it has much less resale Of disposal value. They pay a lqc~

expert to assess property values for mo~tgage and require 1500/0 coverage. Th~y

find the use of signatures of banks or property holders to be much faster and
nlore :reliable than Inortgages.

COFIEC loans mainly to existing industry for expansions, r.e\v equip:lJ.1:ent
Qr working capital, but increasingly is getting into new industries, proj ect studies
and equity participations. The ICI is profitable; $ 400, 000 net profit in 1968
compared to $ 175,000 in 1967.

4. Specific AID Relationships:

a) USAID contributed little but seed capital. An AID-financed stu2y by
Cecchi consultants recommended founding a private ICI, and some urbing ~)roduced

the necessary amendments to e~sting laws covering Financieras. I-~owever,

ADELATEC stepped in with consultants to do the feasibility study and plan the
organization and ADELA p:rovided part of the initial financing.

bf The terms of the loan agreement appear to have been apt. The
interest rate of 2 1/20/0 could have been a bit higher without ill effect; they were
allov;ed to use up to 25"0 of the AID loan for working capital, \vhich is important
for a privat~ i'inanciera.

c) GO.:?:: h::.s never implemented its option for two-step guaranty of this
loan, and while this would' benefit GOE, COFIEC prefers to repay direct to AID
and has been dQing so. It is thus free of political pressures and is profitable
enough to meet the relatively short repayment period. It pl3.J."'1necl to lose
$ 40, 000 in its first year (1966) but actually made a profit of $ 1, 000.

d) COFIEC has had 110 serious procurement problems•. Like CV, they
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('UITO TOAID A· -71 UNCLASSIFIED 8

will accept a pro-form.a invoice signed by a reputable US supplier, and can check
dubious proposals through CENDES (the pevelopment Center), and through
catalogues and trade periodicals, and they subscribe to Dunn &; Bradstreet
s~rvice8. They give more attention to availability of local servicing and spal'c
parts availabilities in selecting equipment suppliers than to the securing of
competitive bids. especially in cases where well-known US firms are involved.
They secure' waivers from USAlD in such cases. They insist on quotations fron"
various suppliers when· the equipment is less known. In the case of financing
used equipment, they secure the services of a US appraisor D

e) AID technical assistance was not required. ADELATEC did the
feasibility studies and ADELA provided Z-year services of an Executive
Vice.President(Dutch) and a technical advisor (Chilean). Since cOIllpletion
of their term COFlEC has been operating on its own. ADELA also did the
promotion to secure stockholders.

f) There is no pipeline problem. Speed in processing applications
and reaching decisions has been a key to success. forcing the Public Financiera
to ~:p.e~d UP their proceedures to keep abreast. By giving the Committee
(up to $ 150.000) and the Board authority to decide on loans. on a basis of
practical considerations, without too closely limiting criteria and fields of
action, COFIEC has been able to approve loans after an average of one :n-:.onth.
and begin disbursenlents on an average of two months later. Naturally, this is
easier with loans to existing industry and working capital loans. In one case
the leI received a loan request in the morni~g, approved it in the COJ.nmittee
that afternoon and signed a check the following morning.. For second loans,
with satisfactory performance on the first, the loan officer may approve.
without the Committf;eo For loans guaranteed by signature, security investigation
may be waived. For a loan for known in1.ported equipment, COFIEC sometimes
opens the Letter of Credit before signing the Loan Agreement. on the basis that
the equipment can always be disposed of successfully if final loan conditions are
for some Ieason·not met. USAlD written approval was required on loans over
$ 150,000, and this sometimes ca.used holdups.

g) ALT) g:-anted loans to both private and public financieras in Ecuador;
a somewhat larger loan to the latter.. This was in the conviction that both types·
have a place in Ecuador. \VIrile the public leI is sounder financially from the
start and can tal,e on longer range development projects. the private leI is
needed to meet inunediate short-ter:m requirements of existing industry and
of ,working capital in lnost LDC's.
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QUITO TOAID A- 71 UN"CLASSIFIED 9

C. OVERALL EVALUATION AND CONCLUSIONS

The comments under this heading in TOAlD A.44 apply. Under
"mobilization of capitalll we should like to quote from the annual report
(Attachment IIAII): The presence of foreign capital in COFlEC has accomplished
a triple purpose; the foreign capital helped s~.~,domesticinvestment in
the ICI, the foreign shareholders represented a wealth of connections with
the large financing centerswhieh permitted us to give our clients services
which changed our dimension from a national to a world-wide bank, and the
third beneficial factor was that the true situation and investment possibilities
of Ecuador were brought to the attention of the international business world.
We were also benefited from the valuable experience and technical advice
which our foreign minority shareholders brought to COFI~C •

COFIEC's plans and estimates for 1969 (Attachment IIHII) are
interesting. A net profit $ 450,000, a 30% inere'ase in loans to Z60
million sucres for 1969, double costs for staff'over 1967, but representing
only 16% of total expenses, against 3~.fQrI196:i, and so on.

PAR Information:

Part I-Cl, Project Significance:

Relevant Program. Goals
1" Increase exports of agricultural and industrial

products

Potential
Impact

2

Actual
Impact

z

3

4

Foreign exchange savings from import
substitution

Promote surveys to attract $ 12 million of
new private foreign investment in agro
industr:,r

Encourage inc.:;:eased participation by
International financing agencies and foreign
government to Ineet AID goals

UNCLASSIFIED

2

z

3 3

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



~lDITO TOAID A. -71
10 lQL

Part I-C-2 Geller'll Questions

014 - COFIEC lias attracted a number of foreign lines of credit. (See
Evaluation Reports).

015 No problem.

016 Due to tOFIEC success in attracting other lines of credit, AID has
postponed a projected 2nd tranche $ 3 million loan.

017 Lessons to be learned are covered in the attached evaluation report•.

019 COFIEC has financed a number of interesting projects such as the
Charcoal Briquettes plant, Guayaquil. for total export to U. S. A. of
$ 1 inilliona year, Growing, canning and e;-;porting of n"lushrooms, etc.
Write -ups available at USAID if required.

. SUMf..IARY RATING OF ICI: (Z), very good

Ericl.: Com.pany Statutes, (Attaclunent A)
Annual Reports for 1966, 7 and 8 (B. C. D)
Policy Adopted by Board NOl. II, 1968 (E)
List of Shareholders (F)
Bala.nce Sheets as of Dec. 31, 1968 (G)
Projections for 1969 (H)
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TO:

FROM:

AID/W TOAID A-44

USAID/Quito

UNCLASSIFIED

SUBJECT: Spring Review of Intermediate Credit Institutions

1. Attached is loan evaluation report and related documents. covering the
AID loan to CV-CFN Public Financiera AID Loan No. 518-L-824, Project
Number DL-5l8-26-2~0-Ol4. The FY-196S Annual Report of CV is at the printers,
and will be forwarded in February. It is assumed that AID/W has on hand other
documents such as the IRR, Loan Paper, Loan Agreement and Implementation
Letters. Of possible interest may be an 1DB review of CV performance, prepared
prior to approyal of a loan to the Public Financiera. This should be available
from IDB/W.

2. It Will not be possible to complete by Feb. 15 the evaluation of COF1EC
loan, number 026, Project DL-510-24-950-26, Private Financiera. COFIEC
technical staff are holding meetings in Guayaquil prior to present-action
of annual reports Februa~ 3rd to their Board and will not have time for
necessary interviews. Further, their Annual Report is not due until March
26th as it will cover the calendar year. However, preliminary evaluation
and such data as are available will be sent AID/W about Februa~ 15th, via
airmail.

3. Mission does not intend to submit PAR's for the above projects. Projects
are completed, and there was no direct AID TC component in either one. PM~

information requested (I-C-l and 1-C-2) is included at the end of the eval
uation report•.
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Quito TOAID A-4h UNCLASSIFIED

LOAN EVALUATION REPORT

1

cv/crn, PUBLIC FINANCIERA Project No. DL-518-26-230-014 (Loan OIL)

A. DESCRIPTION OF PROJECT

1. Country: Ecuador
2. Name of ICI: Comision de Valores, Corporacion Financiera Nacional
3. Class of ICI: Public, (public capital, mixed management)
4. Date Established: Comision Nacional de Valores was established in mid-1958,

Converted by Law of the Republic, August 11, 1964, to Comision de Valores:
Corporacion Financiera Nacional (CV/CFN)

5. Initial Assistance from A.I.D.:

Date

7/20/62

Amount

$5,000,000

Kind

Dollar loan

6. Does the ICI take Equity Participation? Yes X No. _
7. Capital structure of IClas of date in (5) above: Balance sheets of the

Comision de Valores are included as of June- 30, 1962 in the TRR, available
in AID/W

8. Subsequent Assistance from A.I.D.: None. Second Tranche $5 million planned
for FY-1967 not implemented due to shortage of AID funds.

9. Capital structure at end of latest fiscal year FY-1968: See enclosed
price Waterhouse report, dated June 30, 1968

10. Status of A.I.D. $ loan as of July 1, 1968:

$committed

$4,785,367

$ disbursed

$4,701,466

11. Interest Rates: Average rate paid by CV 6-7%
Average rate charged 10-11% .

Rates .paid by CV/CFN (hereinafter referred to as CV) range from
3/4% on AID loan, 3.21% plus .75% on IDB loan, Dutch and French loan 5.75% to
6.55%, Swiss and German loan 6.75% and ordinary loan 6.5% plus 1% commitment
charge.

Rate charged by CV to borrowers since inception has been 10%
however, CV is considering adding 1% follow-up charge as of January 1969.
As CV performs follow-up in any case this is to some extent a disguised
measure to adjust to recent upward trend of interest rates.
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The interest rate is of less importance in Ecuador where normal
profits allow 12%-15%, than the availability of long term credit, which is
normally scarce in Latin America: i.e. an 11 year loan at 11% may be more
attractive then an 8 year loan at 8%. At the same time the 1% increase in
interest charge means a 20% increase in revenues to the ICI.

Differential rates are not used by CV. Whereas lower rates can be
an instrument to channel funds to hig~y~esirable project fields, CV feels
the good effects would be cancelled by the danger of strong political pressure
to secure the lower rates on marginal projects where influential persons are
involved.

12. Limft on Size and Use of Loans: CV will normally not make loans in excess
of 1.5 million dollars or less than $10,000. In practice the lower limit should
probably be raised to $25,000 due to cost of staff time .of bank technici.ans.

Of the AID loan, CV made $350,000 available to the Banco Nacional
de Fomento for small industry credit. BNF in turn made 572 sub-loans for '7
million sucres (average loans of $500).

The L/A does not permit CV to make working capital loans with
AID funds, although increasing lending for working capital by CV (35% by 1968)
indicates consideration of this need. In most cases of course, the Banks'
local capital may be used for this purpose.

CV will not make loans to commerce, small hotels, small printing
establishments, apartments, insurance companies or to industries where existing
capacity in the country is adequate. Agriculture may be financed where tt is
part of an indust~ processing the agricultural product.

13. Formal Criteria: CV is not limited by formal criteria other than the
priority categories represented by the Industrial Development Law. Industrial
cases are judged by the Bank, against project presentation and evaluatton and
studies made by the Banks' technical staff.

Ih. Number of Loans:

101 loans

1963
1964
1965
1966
1961
1968

3 loans
.5 loans

31 loans
38 loans
40 loans
51 loans

$ 5.1 million sucres
$ 16.7 million "
$ ,90.6 million "
$ 91.7 million "
$110.5 million "
$181.7 million "
$496.3 million (US $ 27,000,000)
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Quito TOAID A-44 UNCLASSIFIED 3.

15. Details: Use of loan funds, geographical distribution, size of loans,
etc. are contained in the Bank Annual reports. The FY-1968 Report is being
proof-read at the printers, and will be forwarded later. Data from this re
port include the following:

Loan Agreement signed June 20, 1962, 40 years, 10 year grace
'period, 3/4·% credit fee per annum, repayment guaranteed by GOE.

FY-1968 52 loans approved for 163 million sucres
" 35 loans refused for 133 million sucres

Of total' loan approvals to end FY-1968 (409 million sucres), 300
million had been disbursed.

Approved loans were 55.2% for agro-industry not counting 6.9%
for textiles.

FY-1965 loans:
FY-1967 loans:
FY-1968 loans:

80% equipment, 19% building, 1% working capital
66% equipment, 8% building, 26% working capital
49% equipment, 16% building, 35% working capital

Loans from 8 years up, comprised 70% of the CV portfolio
Loans less than 5 years comprised 5% of the CV pertfolio

Loans went 30% to Quito (Pichincha), 50% to Guayaquil (Guayas)
and 20% to the rest of the country.

The Planning Board estimated 1967 investment in industry tota]$d
461 mi.llion sucres; CVfinanced 21% of this investment.

16. Financial Environment: CV provides longer term loans and is able to
assume risks that the commercial banks cannot; it %ulfills~ its role as a
Public Development Bank without competing with the financial community. Hhere
as it is able to finance ~ixed working capital it generally does this as a
part of the project loan. Although in some cases it may make a 100% worktnG
capital loan where there is under-utilized plant capacity, this is longer tel'm
than the commercial banks. CV has established an excellent reputa.tion in
Ecuador.

17. Changes: The CV has of course experienced certain chanees in its functions
as the years go by. With increased financing sources, they are now able to go intc
larger loans; as the "easy" projects are picked up thf:y find it harder to locate
worthwhile projects and are increasingly devoting a part of their funds to
feasibility studies and paid foreign consultants.
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B. EVALUATION OF SPECIFIC POINTS

~.

1. Goals:

(a) CV's initial capitalization came totally from the government,
although GOE takes no profit. As a public financiera it has no share-holders
but can issue its own paper for which it pays 8%, thus prefers foreign loans
and lines of credit costing 6-7%. It has had great success in attracting
foreign credits up to 4 times the amount of the initial aid seed capital,
of $5 million.

Through 1967 the use of funds was largely (75%) for imported industrial
equipment with the balance split between plant building construction and fixed
working capital, (see F.37 of Annual Report for 1967). In 1968 the mix was
h8%, 23%, 29%.

Repayments of CV sub-loans are in local currency.

(b) The purpose of CV is both to supply additional investment funds for
industry as well as to supply funds on specially favorable terms for high
priority uses. It can take greater risks and extend longer term credit than
the private financiera, to best serve the needs of Ecuador. Its interest
rates are below those of COFIEC and the commerical banks (12-15%), but we
would not say that the interest rate policy is used to influence the pattern
of investment. This latter is probably more affected by the i.ncentives
granted under the Industrial Development Law.

CV does consider comparative advantage of industries financed by them:
i.e. they will turn down a project if the CIF cost is substantially lower
than the local estimated cost of the product to be produced, taking into con
sideration, however, advantages to Ecuador such as saving to foreign exchange
andprovidirtg jobs. Both the CV loan policy and the classification of in
dustries by the Ministry of Industry have largely avoided an undue number
of over-protected industries in Ecuador.

(c) The banks name, Comision de Valores implies responsibility for
establishing a secruities market and its Charter provides for this evenutally.
CV earns a portion of its income handling government bonds, and was ordered
by the new Velasco government to initiate a stock market for private securities
in Januar,y, 1969. CV began inviting the public, including commercial banks and
insurance companies, to subscribe to stocks, to be issued in laO-sucre value,
from January la-17th. To date 800,000 sucres has been subscribed in Quito
and 300,000 in Guayaquil.
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Quito TOAID A-44 UNCLASSIFIED

While th~ financieras have a certain number of projects which would
land themselves to sale of shares of the public, in genera.l it is felt that
there is a lack of projects and the GOE directive is premature. More know
how is needed, and this can best be assured from Colombia, where successful
stock-market would closely parallel conditions in Ecuador. The Bogota" Balsa"
has accepted 3 trainees from ev. The CV feels their role should be to
help create, but not operate a stock market, to avoid possible conflict of
interest and effect on its to-date excellent reputation.

(d) Technic:ul, manal:;erial and fin-...ncial practices of borroHing firms
are extensively affected by borrowing from ev. In the process of evaluating
loans, cv teaches the borrower in many cases a lot a.bout requirements in
presenting a prospectus and the necessity of carefully studyin~ every as?ect
of managing equipment procurement, financial feasibility, etc. The borrow
ing firm is often forced, for the ftrst time, to initiate a modern accounting
system, in some cases CV requires that the accounting system be set up by
a professional accounting firm. If management is lacking CV may requi.re
that a technician be contracted. Financial management disciplines are im
posed in the provisions of the loan agreement, such as prohibition of dividend
distribution if the ratio of assets to liabilities is not proper. CV's use
of outside audits is sometimes restricted by the local practice of keeping
different books for tax purposes. CV staff are empowered to make periodic
audits. Thus, although the project may not aim at improvements in this area,
improved technical and financial practices "rub-off" on the borrower.

l-A Achievement of Goals:

(a) The AID goal of providing medium term credit for industrial develop
ment has been met in this project.

As CV mainly finances imported equipment their sub-loans may be considered
truly additive in the sense of contributing to increased i.ndustrial production:
how much of the local currency loans for working capital may have been borrowed
from CV simply so the borrower could use his own funds for higher interest use,
has not been estimated (see also B-3 (e).

(b) As the years go by, obviously the picture shifts somewhat.
Whereas there was no deliberate shift of emphasis among goals, the case of
CV, after 6 years, the major change was that the "easy" projects got. scarcer
and production for the countr,y's needs in certain fields became adequat~. This
means that CV had to search harder for good projects, spending more time in
feasibility studies to identify new areas, and in promotion, and for example
will finance no more textile, printing office, or pharmaceutical projects.
CV finds itself mOVing more, percentage-wise, into fixed working capital
tourism, agriculture (where related to industry), and tnto the area of larger
projects, more frequently in cooperation with foreign firms and interests. On
the other hand, as CV's financi.al position improves they are better equipped to
finance larger loans and to take equi.ty positions.

UNCLASSIFIED
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(c) USAID's view of development strategy in Ecuador is in accord with host
country policy as set forth in the 5-year Development Plan of the PlanninG
Board. That the growth rate of manufacturing set forth in the Plan has con
sistantlybeen met and surpassed by industry is due to the integrated combination
of (a) application of incentives under the Industrial Development Lalor, (b)
research and inve:::itor assistance given by the area development centers and
CENDES and (c), the 'capital mobilization of the Development Banks. In the
case of Ecuador, planned second tranches of AID loans to the leI's could be
cancelled due to the extraordinary success of the leI's in attractintj foreign
capital, (due in part to the comparative stability of Ecuador). Thus while
AID funds may now be allocated in Ecuador for other high-priority purposes,
in general it can be said that the financing of the reI's has proved to be
among the most rewarding allocations of the AID dollar, in terms of wealth
creating and self-amortising projects as opposed to social proJects imposing
a forward debt burden. In addition, rCI's meet the need for capital mobili
zation, increased production, favorable effect on balance of payments through
import substitution and new exports,employment, increased tax base, stimula
tion of subsidiary benefits through wage increases and subsidiary industries.

(d) As stated above, alternative sources of funding .other than AID have
already been tapped in Ecuador, (see lists of IDB, IBRD, and other foreign
credits in the Annual Reports of CV and COFIEC). CV does not accept borrow
ing from commercial sources as it is a public financiera. However, the use
of the AID investment warranty program should certainly be investigated as
a means of increasing support for leI I s in other Latin American countries.

(e) The experience of CV should certainly be of interest for other LDC's
considering setting. up an Industrial Development Bank. In looking back over
the beginning years'of CV, it is doubtful that we would have needed to make
any major changes in the approach. A sufficient body of experience of Develop
ment Banks has been complied to provide adequate gUidelines; the human factor
and specific country situation are the variables which may spell success or
failure.

2. Selection of Borrowers:

(a) The economic c:iteria of ICI's in Ecuador tend to follow the
priorities listed in the industrial development law for tax and other incentives,
which in' turn affec~many of the investment decisions in Ecuador. The Law
follows generally established principles by giving "Special" category to pro,;.
jects that use mainly local agriculture raw materials, as well as export
industries. Category "A" permits a higher percentage of imported raw materials
and Category liB" includes many of the import substitution industries. Lists
are published each year by the Planning Board of industries falling under the
different categories, for investor guidance. While USAID does not directly
participate in formulating criteria, CENDES with AID-financed advisors assist
the Ministry of Industry in classifying new industries for benefits under
the Law.

UNCLASSIft'IED

John M
Rectangle

John M
Rectangle



Quito TOAID A-44 UNCLASSIFIED 7.

(b) CV undertakes both promotional work and research to stimulate
borrowing. The Ecuadorian Development Center (CENDES) makes available to the
CV its feasibility studies series, with new studies continually being under
taken to identify new production, mainly ~grQ-industry which might be sui.table
for Ecuador. For its part, CV finds itself moving into paid professional
consultations for feasibility studies.

A.D. Little was contracted to complete a tourism' survey of the Galapages
($35,000); Planning & Research of California are doing research on candy and
caramel market in the U.S.; a Dutch engineer is doing a study on' tuna purse
senier design suitable for Ecuador; a Canadian consultant is studying com
p~rative cost of producing wrapping paper pulp (for banana boxes) in Ecuador
vs. imported; an agreement has been signed with a Chilean firm to study the
possibility of ra1~ing rapeseed in the Ecuadorian highlands.

Regarding "equipment salesman", CV and CENDES new have experience in
equipment procurement, and consult their Thomas Hegister and Sweets catalogue,
so can avoid purchase of high-cost or falsely-invoiced equipment to a con
siderable extent. As to purchase of equipment for non-essential industries,
the priorities of the lending banks as well as the Industrial Development
Law apply. '

(c) Technical, market and financial review are conducted by separate
specialists of the Bank and appear to be appropriate and effective.

The sub-general manager of CV received 2 months of training in Holland;
the sub-manager of budget took the IBRD Development Course in Washington,
6 months; an engineer took the IBRD 2-month course on evaluation of industrial
projects; 2 economists got CAS-sponsored training in Germany and Turkey;
I economist took 2 months of training with IDB in Washington.

The technical division of CV (both Quito and Guayaquil) is 19 trained
analysts, (economics, market and engineering).

(d) It is not felt that any substantial change is needed at this time tn
the field of selection of borrowers.

3. Management and Operation.Policies:

(A) For an effective ICI, the experience of CV indicates the followi.nG
lessons:

(1) It is important to have a gerlcral manager wtth an establ ished
reputation for honesty, as the pr:J.vate sector will be initially suspicious of
a public f~nanciera.

(2) An impartial 3rd party (the-AID appointed adviser, even
though paid by the Bank) is essential to provide restraint on political pressures
to grant. loans. He must be experienced, well paid and have veto or similar
power ~.n the loan approval process. Thus the Board has an "out" when loans
pushed by Ministers or other politicos are turned down, and the integrity and
profitableness of the leI are protected.
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(3) The Board must be mixed; in a public financiera, an all
Government Board of Directors could be fatal; CVIS Board has representatives
from the Chambers of Industry ef the Coast and Sierra and the priva t.e
agriculture sector.

(4) It is better that the technical staff be young; they can be
molded to the Bank's policy and will have a less cynical and more dedicated
attitude toward development of their country.

(5) CV has found it important to institute a report on control of
time spent by financial, market and engineering project evaluators. A weekly
report to the Manager tells him how much time is spent on project apprai.sal
for each project, to avoid undue costly staff time spent on relatively un
important projects.

(b) Safeguards to protect the ICI against such untoward events as depre-
ciation are essential. In the case of Ecuador, which has a relatively good
history of' stability, it has not been necessary to make special provisions.
CV, as a public financiera, does not have to distribute profits, thus they
are creating a reserve (profits in 1968 were $1.5 million) agains contingencies.
Private ICI's and those in countries with chronic inflation would necessarily
seek special measure~.

CV helps p~oper financial planning by its borro~ers through the usual
means; it checks balance sheets for the last 3 years (or forward pre-forms
balances in the case of a new industry); it checks market and estimates
future sales; it requires a "source and application of funds" statement and
a profit-loss statement each year; the loan recipient must file a trial
balance each quarter; it helps applicant with future cash flow estimates for
th e project. Loan agreement provisions may require employment of a good
accountant or Haskins &Sells auditors in to check the books. Local
accountant firms are not used. CV has devised an application form ~lhjch

in itself teaches borrowers many of the necessary data and study requirements
of an industry pro~pective and many of the accounting disciplines required
for successful control of a project once it is started.

(c) The security requirements of a loan~program can spell the difference
between success or failure. When they are too rigid many good loan prospects
will be lost and the investor will become discouraged; if ·too lax profitability
of the leI is threatened. Many ICI's require 200% mortgage or other coverage.
CV can give up to 70% of (their own) assessed value on real estate, and up to
80% on chattel mortgage on the equipment to be imported. Further, their
flexible policy enables them to give credit against existing inventortes (such
as stocks of drugs on hand in the case of LIFE pharmaceutical laboratories),
and -if there is still a problem, they can take up to 50% equity positi.on in the
project (as in 15% of the registered capitalization of the Colon Hotel). Equity
may also ')6 reI11'eScntecl hy profe~sional consultant feasibility studies fi.na-need
by CV. In practice, most Latin enterprises, being often family industries,
will resist equity arrangements due to the practice of hidtng profits.

UNCLASSIFIED
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(d) CV's follow-up services are available to the borrowers, when re
quiraments do not impose an undue burden on staff time. CV relies more on
careful appraisal of management ability demonstrated i.n the loan application,
and if this is lacking, may insist on employment of a competent professtonal,.
In practice, CV finds that of the applications they reject (about ho%) the
most frequent cause is lack of management ability.

(e) Loans go only to private enterprise, over half to agro-industry,
with 80% of the loans in the 500,000, 4,500,000 sucre range, and about 35%
to new industries with the rest going into expansions. As stated earlier,
Mission has not studied the extent of possible freeing of borrowers' funds
for higher-interest purposes through obtaining lower-interest CV loans, as
this would appear a relatively miner problem in Ecuador where the interest
rate difference is only 2-4%, as compared to countries where 3% a month is
not Uncommon in the black market.

Conflict of interest questions have arisen. In any Latin country a
relatively few magnates are involved in many industries and are on the Boards
of many enterprises. Thus to eliminate the Directors on the Board of the ICI
would be to lose many good loan prospects. eves rule is that Board members
are not inelligible, but the member must leave'the meeting when his loan is
up for discussion and he has no vote.

(f) Next to Guayaquil Port Authority, ev is the most profitable of
autonomous institutions here. Profits in 1968 were $1.5 million. It could
have been more profitable were it free, as COFIEC, ·to make shorter-term and
more working capital loans, but it has stuck to its criteria of development
lending and has new and excellent reputation and the confidence of the public.
Its effectiveness is reflected in the fact that almost uniquely of LA leI's
it has attracted more lending money. than it can find projects for.

4. Specific AID Relationships:

(a) AID has contributed relatively little to the development of ev.
AID-financed consultants sketched out the institutional changes needed to
convert ev from a bank. handling government paper to an industrial develop
ment bank. The AID loan of $5 million for seed capital was all that was
required, once the bank has established a good reputation. The loan terms
required the CV to emel~y an AID~~pproved advisor in development banking,
and an engineer for review of technical feasibility of projects and equip
ment procurement, both ~or 2 years. The latter proved not too effective, .
but the former played a crucial role in directing the Bank's formation and
activities. Although this advi,sor was often attacked by interested pal'tics,
CV was happy to renew his services at each contract. termination date. USAID
contracts were unlimited to occasional consultation on problems, advice on

UNCLASSIFIED
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coordinating with COFIEC and CENDES and checking of required monthly and
quarterly reports. Thus most of the credit goes to the Ecuadorian director
manager and technical manager. Obviously in this case, the selection of
competent and honest officers was more important than massive injections of
AID technicians.

(b) The terms of the AID loan agreement were satisfactory. In this
case, 3/4% interest was not necessary, -the rate could have been 3%-4% with
out affecting the success of the project .

. (c) Two-step procedure provides that GOE repays the loan to AID in
dollars, and collects from CVprinciple and interest on the loan in sucres.
This enables CV to avoid the troublesome "maintenance of value" problem in
dealing with project sponsors.

Local costs financing is over half local industry's loan requirements.

(d) There is no pipeline problem. CV had utilized all but a small
balance of AID funds by the end of 1967. Tied procurement has not been a
problem here. Reg. 1 of AID can be, and has been in other ICI's a most
serious obstacle causing inacceptable delays in getting the project under
way. The applicant usually knows nothing of the procedure for securipb
bids from the U.S. and U.S. suppliers are all too often disinterested,
and seldom have local representatives. CV accepts pre-forma tnvoices
from the borrower, compares prices with their catalogues or past experience
and nas Dunn & Bradstreet service available for special enquiries. It
does not insist on more than one quotation if the supplier is well known.
It submits the required information to OSB/W and shipping i.n U.S. bottoms
is no problem in Ecuador as there are weekly Grace runs from the U.S.
East Coast.i Potential Reg. I problems however should be exhaustively
studied in other LDC's in relation to plans for an leI.

Tied-procurement may become an increasing problem in LA countries whi ch
are increasingly negotiating lines of credit with Europ~an and Curtain countries.
1Nhereas Japan and West Germany are agressive in providing local salesmen,
catalogues and spares and maintenance, the Italian, Dut.ch, Spanish, Polish,
and other credits CV has obtained present serious procurement problems.
Further, as government of LDC's increase the number of bi-lateral credit
agreements, the government is increas:i.ngly forced to dictate to private
enterprise where they may purchase their plant· equipment, without assurance
of effective supply of spares or maintenance.

(e) Relationship here between AID loan and AID technical assistance is
satisfactory to CV and' to USAID. The least amount of TC consistent with
availability of local managerial and techn:i.cal talent available to the reI
appears to offer lower cost to AID, relatively more money for loans and less
chance of friction between host country officers and foreign technicians.
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For Latin countries, a really experienced Latin advisor might be more
effective than a U.S. advisor; he will understand political problems and
will be familia.r 1,rlth pl'oblems peculiarly those of Latin leI' 5, rather"
than attempting to apply criteria of U.S. lending instituti.ons.

(f) A major consideration for success of ICI's is speed. Time is
money to the private entrepreneur waiting for a loan; faster turnover means
more profit for theIeI and less expensive staff time; public confidence in
the ICI is qUickly lost if it becomes known that it will take nearly a year
to get a loan and this in turn means that often only the mere desperate
sponsors, with often the most dubious projects, will persist throubh the
maze of paperwork to the end.

As stated earlier, pipeline was not a problem with ev. Approval of
loan applications averages only 2-3 months. Advice of formal Board approval,
although it may take 6 months more to fulfill conditions precedent, stimulates
the borrower to take the further actions necessary. A chart showing dates
of receipt of applications, approval, fulfillment efconditions, equipment
procurement,first release of funds, plant construction, initial startup, etc.
helps keep the ICI staff alert to delays. CV requires analysis of cost of
staff time spent on each project, which is another control tool useful to a
new ICI. CV staff are instructed not to wait for written replies to requests
for further data or estimates, but to get on the phone or visit the plant.
As the initial application in a LDC is almost never complete, CV has devised
an application form which will prOVide basic data. From this data they are
often able to compute real project requirements and oash flows from past
experience, better than the applicant. Where the ICI is not equipped in
itially to support a full range of technical staff, the local Productivity
Organization may be able to help with initial review of applications and
helping the sponsor work up a more complete prospectus. Review by a trained
team covering a project's market, engineering and financial ruquirements
quickly shows up data lacking in the initial presentation. The USAID
might consider prOViding, short-term- such a team of technicians to teach
the Center or ICI·review·analysts·~henecessary techniques, rather than try to
teach . each project sponsor in the country how to cope with the application
form.

USAID approvals should be limited to large projects only. Nothing will
reduce effectiveness of an leI quicker than an interminable process of loan
approval. The success of the Financieras as a tool to quickly move AID
funds into the building of new factories, especially as illustrated in
Colombia, is in sharp contract to the old AID of DLF direct loan, with its
local reviews, review tn AID/H, re-eneineering by AID,Av - contracted firm,
back to. the host country for additional information,ad infinitum. Nany new
Latin lCI's ~ave demonstrated that they can make a good loan, and in some
cases their success appears in inverse ratio to the amount of AID technical
assistance required.

UNCLASSIFIED
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(g) Both public and private leI's can be useful j.n the same country
if the public Bank is not merely a state Development Corporation to finan~e

state enterprises. CV finances only private projects, but it will take longer
term, higher-risk projects, while the private ICI can pick up fast turnover,
shorter-term and l-1orking capital financing activities. For example loans
approved by COFIEC, the prive leI here,in its first year went 91% to ex-
parts ions of existing industry and were 64% for working capital.. Such loans
provide the IGI with quick income and are available sooner for relending,
establishing a sound financi~l base from which the private leI may later
direct greater effort into more carefully selected, Ibng-term development
loans.

C. OVERALL EVALUATION. AND CONCLUSIONS

Selection of Borrowers: Criteria will be similar in all LDG's; use of local
raw materials, export industries and import-substitution, labor-intensive
industries, economic and social benefits, new knOW-how, etc. However, for
a new ICI it is of first importance that it make money and get strong, thus
too-strict criteria maybe of hindrance to it .. A new leI will presumably
fill a long-standing vacuum in an area where previously only short-term or
commercial type credit was available. It should therefore be able to skim
the cream of good projects which have long been waiting its entry in the
field. As the "easy" projects are picked up, high-profit projects will be
harder to find, and the ICI will then have to apply progressively more
selective criteria. These will usually coincide with the country's
prioriti.es •

. For the new ICI, criteria should be aimed at profitable projects, and
these will be in order of importance (A) management ability, (B) market and
competitive position, (C) financial feasibility and ability to service the loss ..

Interest Rates: Interest rates are not as important as: long-term availability
of credit. In its early stages, the ICI should be able to pick projects with

. a 20% or more return. A large cement plant, however, cannot be financed on
a year-to year basis, as through the commercial banks. Rates to the borrower
should perhaps be a~ point or two lower than the going rate, except j.n countries
where capital is so scarce that only black market money is really available ..
Too low a rate will stimulate borrowing for itsown·sake.

As to· the AID interest rate charged the ICI, as the AID loan will
usually be seed capital, in the hopes that the ICI will then attract other
lines of credit, both !ore~gn and domestic, at rates almost·as high'8s the
ICI charges on sub-loans, the AID loan at relatively low rate will help pro
vide a reasonable mix to allow the ICI some initial profit and an adequate
revolving fund.

UNCLASSIFIED
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Mobilizing Capital: will be a major concern of ICI's In the case of CV,
success has been such that they need not be "more concerned" at this time.
As certain capital is attracted only by success, the leI must be particularly
concerned from the start with rapid approval of high-return loans.

The ratio of foreign and local capital wi.ll depend on whether there e:xists
a free money market, as in Ecuador; however, generally for a new industrtal
plant, about half its cost will be imported equipment and half local con
struction, raw material and initial working capital.

Again we point out in the case of CV, there may be strong pressures to
accept foreign lending which may not be beneficial to the ICI. The government
will wish to accept all offers, from Italy, Poland, Holland, etc, with re
sulting restriction on the industrialist as to where he may buy his equipment.
Consortium offers, often at very high interest rates, are not always of net
.advantage.

TC and AID loan mix and phasing will depend entirely on the LDC involved. In
countrie~ almost without local know-how the high cost of massive AID TC, if
applied to the ICI's costs, may well result in unprofitable operation. Even
with grant TG, the odds appear against the project, to judge by past history.
In the end, it must be host country staff who will be responsible for success
or failure and the chances are that if there is no local talent available

I

at the start of the project, there will not be much even after 4-5 expensive
years of AID TC efforts.

Where there is local talent in Banking, I Industrial Deve~opment Bank
advisor and I industrial engineer/equipment procurement advisor, for 2 years
each, appears sufficient. The Bank advisor would be present during the
organizational stage and preferably he would have previous experience in a
Latin country. Short-term (2months) TG is the form of teaching the rCI's
analysts what to look for in the Market study, the financial plan and the
technical feasibility aspects of loan application, may be advisable. Training
funds should be available.for "becas ll •

Organizational and Managerial Arrangements: This has been covered under
B-3(a) •

AID Support to ICI's in Future: In the writer's opinion, the advent of the
Financieras has proved the most practtcal solution yet found to the problem
of getting AID funds rapidly into the private sector for rapid i.ncrease in
industrial production.' A study of the impact on the economies of LDG' s with
e~perienced rCI's operating for 5 years or more might show this to be
the best . use of the AID dollar. A growing industrial sector attracts
investment, provides jobs and income, tax base, a stable market for agri-
cuItural products, stimulates i.ntermediate industries and services, reduces
balance of payment problems, helps service foreign debt, etc. etc.

UNCLASSIFIED
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Ini.tial. AID suptort. is needed: Commercial borrowi.ng cannot start up an leI;
IDB·fUndstend a lack adequate control and supervision. An ICI requires a
mix of low-cost. money plus private t.nstttution lending. In the case of CV
of course, as an autonomous agency of the GOE, j.t could not use commer-e1.al
borrowing ,for initial capitalization.

Changes in an ICI as it matures are inevitable. At the start, it Mlst secure
the confidence of its public and clients and create,an image; later it can be
more demanding. At first it must accept perhaps shorter-term and lower
priority but higher-return projects; on the other hand, good projects will
tend to become harder to find after the first 100 plants have been built, so
the ICI may need to get into the work of feasibility studies. Though projects
get progressively more marginal af,ter the "easy" ones' are picked up, the
leI's management will have improved, improving their ability to analyze a
project and their staff costs will be lower. Slowly, the education process,
both for the Bank staff and for the investor, will yield results in better
project study and presentation. The leI may find itself considering larger
projects, with more equity participation, or it may s~aff itself up as to
enter new fields, such as credit to small or artesan {ndustry, or into area
development, frontier integration projects, or joint Financiera operations
with neighboring countries orLAFTA market.

'cv figures on loans behind in payments as of December 31, 1968 total 926,000
sucres, or .029% of total loans. Bad loans to date are two, where the CV
stands to lose 1,330,000 (although of course repayment £or this total amount
are not due yet).
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Part I-G-1, prqject Significance:

Relevant Program Goals

Increase exports of agricultural and industrial
products

Foreign exchange savings from import
substitution

Promote surveys to attract $12 million of
new private foreign investment in agro
industry

Encourage increased participation by
International financing agencies and foreign
government to meed AID goals

Potential
Impact

3

3

3

3

Actual
Impact

2

2

2

2

Part 1-0-2, General Questions

014 CV has attracted a number of foreign lines of credit; IDB, IBRD,
France, Poland, Italy, Germany, Spain, Switzerland, Holland, etc.

015 ,The Po1ish,Dutch, Holland, etc. credits pose a problem in use) as
borrowers, here are not acquainted with this equi,pment.

'016 Due to CV success in attracting other lines of credit, AID has cancelled
n projected 2nd tranche $5 million loan.

017 Lessons to be learned are covered in the attached evaluation report.

019 It may be that CV's plans for opening the Ga1apages ,to tourism would
be of interest in the U.S. The A.D. Little report is now beinG
evaluated, and j.f CV decides +0 invest, USAID/E should send a story
to AID/W on this. ' ,
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SUMMARY RATING OF leI: (2) very good.

Enc1: Report by CV General Manager to Board, January 16, 1969
CV Annual report for 1966 and 1967
Price Waterhouse audit on CV dated June )0, 1968
List of Projects approved by CV, up to June )0, 1968
New clippings re. OV
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....
So ~ubsequent asslstanee.from AIII.D.: None

9~ Capttait;tructure of the leI as of Deoember 31~196S~ (in
thousands ,of U(J S ~ no~lar equivalente) :

Su.bacr:ibed ca.pital 'Y
Legal Reserves
Undistr'ibnt,ei pr.of'ita

'Iota'1 fC&pit8J..

1,200
25

c.,o>o_,•.....2Q

,$..eOl@llt~ed?

4~826,OOO

j~j.~S!!?~~t~1t

4i46'iJ361136

ll=- Interest rates: Averts/g.a IDBi\i,1;1S paid'by the mI r~ fran
, '2!ffo'tto ,LI<:JlD.... it'Q 7-3/4,%t-o private, commercial. banks' (short

_ 'te,t1li) ,-and. ~'to private ,c,ommerei,al banks (medium-term) ~
. Aflerage r\ateslC'h.arge·-.d by the FDI range from f5% to 9 a year.

Di.ft'ep,~~a in rates are llnked. to degree of ri-sk
. :rratherr thJ3nt:o.ty~e ,'0,r bo~rcwer.

The' Financ:1,e:ra:i;s auftho~ized, under'the Loan Agr'eem.ent, to make
.loans -and JJ.ndted (equity in-vestments :i.n sub....,p:r--ojecte promoting the
lcreation,() 'expans'ion :and:mor:e ef.:f'ectiveoperationof priva.te industrial.
:enterpris:e :1'n E1Su1t.a.'do.r and 'other member countries or the Central
.AmericanO·omnioo ~ket. 'While no :limits are set on the &,100 of' in-
:elividual ~ub"';lL'Oan:s:, thti>se e:}t'ceeding $·100,000 o~itSl equivaJ..ent. requir'e
prior A~I$D~ a~~oval. .

Sub-loans must ha.ve So minimum maturity period of 3 year's' but
lmay not exceed 15 years without prior wrltten approval of A.l Xl.:
The' ':Lnterest Tate charged to sub-borrewer~~nQt, ~ee.d l~;;

(inc1uding aTl coromissibn'$, f·eeS·, and. otb({t,~ ~~e'S') per anmmr.
:pn the disbursed balances of suh...loa.ns. AlSIo, g~l1oat:tEr- t'Q prf!>'jects'
in which FDI directors have a:nyfina.n:.ciaJ..:i.tttE!:re!f>t, retll1:l:t-e, prior
written approval of A~I.D.

As of December\31/ i968~, them'I;. utill~~d A.feD. funds. fof
:J27suh"':10ans totalling $5~003,190 (¢~?:'I5Q7~976}C11lhese;l.oans.
were distr'lbuted among the.fol10wing .acti:Vi.ties:;

YPaid-in capital fIgures not availab1e for these dates. However
paid-in capital as of December 31 ., 1965 'Was: $39g,00o:.. As of March 3l~

1967 it was $1, 000,; 000.. ..:' ..:.~: .:0)



USAJ.D/S~l!J S.~.lv:";t'~ ;-~,':~ Art. J~2' tiNer;J~SJrrEl) J Jd.

m;J; .!A~"~Ji.~~ted.,py Activity ~4"_.A•.:.(.,."ttl~t:!JP.~n~tlt.
As of December- 31, 1968
(In thousands of Coloneg)

(¢? 50 :: us $1,.00) ,
LOMe

To-tal. Granted
Loan3 %01' with AID s'of AID %o-r

dcti.vlt;c Granted Iatal /Wlds, Total Activi:o/

Agriculture .& Livestock :1,208 3...6 891 7,,2 74.3
Poultry' 525 :1..6 197 ~.6 37.5
Fishing 1,852 5.5 1,334 10,7 72.0
Eiectric ~ight & Power 2,350 7~1 ' 982 7.9 41.8
il'ood Products 3,022 9.2 288 2.3 9.5
Beverages "372 1.1 235 1.9 63.2
Textiles .3,317 10,,1 1,269 10.1 38.3
Shoes and Clothing 2,00~ 6.J. 213 ~,.7 10.6
Wood Products 180 0.5 180 1.4 100.0
Furnit'lU'e & Acce"ssor1es 1,7.17 5.2 186 1.5 10.8
Paper & Cardboard Pr.odnctB 922 2~e 724 5.8 78.5
Printing Shops 296 0.9 179 1.4 60.5
Rubber Products 1,983 ' 6.0 824- 6.6 41.6
Chemical Products 2,2.46 '6.6 506 4.0 22.5
Non-=Metalic Mlner,al, Pz\od~ 343 1.0 82 0.7 23.9

," Base Metals 213 0.6 37 0.3 17.4
. Metal ,rProducts l!J697 5~:1 S74 4.6 33.8
ElectI'icai AppliMtH~1:i '902 2.7 "616 ·4,,9 68.3
Transportation Equipment l;a394 4,,2 1,009 8.1 72.4
Miscellaneous Manufactures 880 2.7 613 4.9 69.7
TransportatIon 888 2.7 7.41 "5.9 83.4
Construct ion 1,181 3.6 ,67 b.5 5.7
Photographie'Laborator1es 179 0.5 --
Medical Services & Labs. 2:48 0.8 14,8 1.2 59.7
Financial Services 850 2~6 500 4.0 58.8
Distriput~on of Industrial lj400 4~2 --- - -

Pr,oducts
'others 802 2~4 -,4~ 0.3 5.1

Total 32,968 100.0 12,508 100.0 37.:9'

"The. financia.l. environment in which the FDI and nlSAFI operate
and the importance Q.t the inst'itutiona to private secWr financing
are shown below:
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P,ort:f.ollo 'or Loans Mel lnveibnents to, the! fr1:vat'e.
Se-~~ Qy COlT1ll1~rc1a.l Ea.nka, I~SA!"I, an&. theI rot

~nd·o£ years 1966 0;' ~968
(:r.n Millions o~',Colones,)

- Port,folioo·r WSiXIm
{U'id lfiv¢s.tiT1~ntg,

c.ommerc1.al lk\.nka:y
lmAFl .
Fr,;,:

1966~. ,..' ,lJ '',.1.967 " ' 1f. 1.968 ~

~'"

9'0 4~.2 87'
,,1 ' ,3~O 8
,3 2.'2~1. 5

100 574·.9' loa

¥ ~ncl.ud.es six loca.l b-ariks"snc1 t~ ~~s1tUa.rlesot iOk'eign banks,.

It MaB'D:riginally intended. that th~ ,1m,I llas to ma.keiJ loans. to
b1lB1TJ:less'es -whi.:ch did not have access- to 'otha-~ g,w.rces or fina.nc1ng~

s:nc1 fuhat itf;, J:oans were all to b~ madG for :1nduatriAl ~oses. ::As
Btated in Audit ,Report Number 66--7-51 of Cl~Qbe-r 71)1.96111 the organ-'

.izatiran did noteompletely conform to thGs:e. t~CI
•• • 0

The cliangilTg ntdi'tlr!B (of the F1JI's loan§ mid 1nvesmnents tram.
l~G) tro 1968~ ljhwn ~~lw'8 1nth~1mds,~t.cQl()nes o

Loans and.
Investments

c.. 4 .

Lt>M.s: 'c,'

Sh~~eriD. (lesr;t', ,. ' ')76 ' 28.7'
than J. :1elU") ",. , '
Medi:utn..temn (1 ~ .
5 y~tt:tS'.} . " 14' 31,,1
Long-t~m (; '~.'

-geaxu. or mQ:~)' 688· 3~ ..:2

. ..,'.0 '0
0 •• , •

., ..
3,521:- .' ,360 9 6!l5Jl .35e 2 e,\1T7 ,,35.'
2J~2., 2L9' 3,129 :16.8 3')620 15.9

100,00 9,550' 100.0 18,567 l..OOeO 22~7lB 100.0

.' Iiiveatm:ent~

'J!otd

o 375
...

y, 'Inc'l'U~es f?'4~'8E$,OO,O ~~om the ~entrai Res,e~ Rank and rj2,lOl.,OOO '
:l\rQI1 iloreign 'C:ormnerc,l.al banks used tor export" f'inan.c-ing pro~alIl$" '

Much iO·r th·Q informa.t:1an :requested regarding the ope:ra.tiong. of 'the
·E)r was submitted t'o AlDjW in' reply t,Q :a. ~uestimma1ra p:repared in
December, ::)..968 by the -term :from theOtfice or the l'napector General o~, ...
li'Qreign Ass.1st,a.nc~ (1GA). A copy of the response to~t.questionna.:tn~baa
1Jfil~n ~.~tlt to D. McC~eu.and (pPc/pO~/E'S).. '.
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B. Evaluation on Specific Points

l~ Goals

(a) 'the FDI consistently haa. sooght to mob',iliz'e aMitional
cap:i:ba,l .•

. In August, 1968, it. effected. an. increase.· in: its sub-.
scribed capital from ¢2,500.,OOO ($1,000,000) to t3,oOO,oa:i) :($1,200,000).
In addition, it has negotiated numerQuslines' of' ~~edi~ tro~ foreign
commerC ial banks to permit a &reate~ act.:tv:it~ In sh.art··t€rm financing
of industrial and certain agricultural, a..ct:f.,,1t,;t~:r, &.imal at ~cr.easiJ;a&.

the supply of :ra'W' ma.te1'islsi for" indust:z:cy ~ 'lfl!!ere, has .been no reliance
on GOES financing. Although the FD]~ hag. a. ]eng:tbw l:f;s't. of: stockhold.l!rB'1
the control is in the hands:. of' some.. ot.' the' we:a.1:Wea::t. people in n·
Salvador.

(b) The incr'e'as'~ in thel suppl;w' (.J·t investment funds'· is to be
'Cl.sed for financing industry in gene:ta..l and. ~e'"la;tt;Jd ~·~lcu1t·\lra.i

,a.ctivities~ The FDl t s interest rate.s. are. ab.outOe5% higher than
those of lNSAFI(the ~vernmentdevelopment.bank,) but compare fa.vQ~
.ably ~ith th.Qse of the commercial. banks. in El Salvsdox- (9-10%) and
the CACM.

Intere)st rate policY'· has', not; been used by the mr t.O
inflUetlcfS the pat·tern of :t.nvest.ment c Nor is considf!tttti.on giVen
to comp~rativ~ advanta.ges: ~ Loans' are: ma&.e on the ba.si~ of projectS'
avaiiable for' financing., the1~~ technical, and. f1nan.cilU e-v8.lna.t-ion .
by the FDI tj s staff, and. ap'P~oval by the~ Eoard. of Directors: II l.t
cannot be sai.d tha.t, anjr well. defined sys:te:RD. ot development px i-
Criti.cs· hag been employed. in :p'to~ject·· s".ilection.· A. tIlSma1.l f"man-
ciera'" was: e.g·tabllshea. w.:t:thxJi. the" F:@,'I '=with $20.o~ooo or the; lUD
loan, and was desd.gned.s:p·ec~£t'f~<illW to a,s·s:ist smal.1 industry and
commerce • HQW'eve'!:'~ l.Qansl we1t~ mad€~ .a.t h1ghel" ;r,ates and to
'businesses' w:it-h mo~e t:Rmoo:£aJl. b!brangt'h. thAn W8,S origina.1.1y

. en1fis-ioned r.

(c} 1Wh:fle the 1>:t'Qject mfJ¥., in time, assist in getting 4 '.'
~ecu.rities· tnat'ket> st-a:rted11' it has not yet served thi8 pur~ge.

(d)l ~e) t.echnios.l" nmnaget'111l8 fU16 financ~ praet-i~a; of
clients are: c:ong.fd·e~a.tfonsl in the FD'I f S review of loan applj..caUcms"
and :recommend~tfons are made to sub-bol"'X'we.i''9'. on these: JOints •

.Stress is-. p]a;cedl on the sub-l.oans It cont·1d.buif)~tm3·'bQ inorea.sing the
profitabilit~or the sub·borr~ers (mote efficient operational
expanded! produc t1on; improved marke'ting).

"
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Achievement of Goals

(a) The project has suf'fered :1n recent years from a level..·
1ng off in Salvadoran industrial growth and consequent deterioration
in the qUality of sub-projects received for' financing. There 1s1ittle
doubt, however, that new plants and plan improvements have come into
being ase. result of the FDI f·S credit activities j the fish induotry::
certainly ha.s benefitted from the availabilityofFDI credits for
new vessels and fish process1ng equipment~

(b) The decline 1n the rate 'of industrial growth during the
past few years has resulted in the financing by the FDI of some
projects-on the margin of the intent of the Loan Agreement.. How
ever, A.. I .. D. keeps a. close watch on the FDIt s sub-lenging a.ctivi
ties involving the use 'of A.I.D. funds and '",1:11 .insist on more
development-oriented'financing as the economic situation warrants.
The use 'of ~oll-over funds from the AID .1o·an is not subject to
prior USAID approval.., as were the :original f'u.nd:s.

(c) Industrial development baa been ·and is a key factor
.. in the growth 'of the Salvadoran economy,. However,ln E1Salvador as

, in many other La.tin American ·countries., the :commercial banks do
not play a ~ending role which fosters rapid industrial progress;

. for the most pa.rt they 40 not meet the med.ium-and l·ong·-term
financing needs 'of the industrial sector:. As a source ·of these
fUnds, the leIs are a. necessary" .a.lthough not su.r.ficient" condi-
tion for ra.pid 'industrial growth,.

While the specific att.itud.e or the GOES t·oward the FDI
is not knbwn; it ~an be assumed that the Gove.mment recognizes
theimporta.nce~fthe F.inanclera. in promoting the :progress of the
industrie.l secto'l"~ In 'this respect" the FDI P~~8 an ..important role
in the growth :0£ the economyandtheref.ore shoUld be J..'Ooked upon
favorably by the GOES. I

In the view ~of the Mlssion~ the basic fiaw in the oper.ati.on
of the 1mI is that it has not been the risk taking institution that
it was envisioned to be~ Its interest rates have been high, close
to the national average, and :1t haafocused its .lending operations
on dealings with large and medium borrowers~ Loans have' at times
been ms.cle on e. short-term basis., and projects have been financed
which could ha.ve been handied by prlvat'e sources or oapitaJ.. LOMS
for the more difficult, high-risk~ smaller-scale investment projects
requiring 'supervlsi.on and technical assistance have been virtual.l1'
non-existent •.

UNCLft.;3S!F]]D
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Nevertheless, the FOt can be expected to play a role in
the continued industrial growth of El Salvador., The FDI and INSAFI
are still the principal sources of mediurn- and long-term funds in the
country.. However, as mentioned,theexistence of the IeIs is not 8.

sUfficient condition to produce the desired level of industrial
growth (9,.8% per annum between 1969 'and l972)':..Programs 'of promotion,
export market development,research, management and :prod~ct improvement"
;and 'marketing 'must be 'developed to pro'V'icle -ll. sultabl-e ba.se for industrial
expansion.

The AID :loan to the FDr was of .unquestionable value iIi
the development of the organization into a viable institution, and
in providing a. capital base which multiplied many times over in

,helping to finance the rapid industrial expansion of the past
few years t- However, since, the, FDI did not. perform in the pature
of. the development bank,. the benefits pf. the low:' interest AID loan
did not reach down tothe smalL business' subsector, an area of'
high AID priority ") Further' AID lending to, the, FDI sh9uld. depend
upon the' degree ,to which th~ ICI,in4icates and, dJsplays, a desire
to assist the smal~ industrialist, -,-, the, one who at present haa,
no source of low-cost' funds, but who would provide increased.
employmen~ tor' Salvadorans, and possibly' con~ribute to a more
equitahle' distribution. of.' income f' Future' loan agreements\' shouId.
be, care£U]1y·~ordecr. to achfev~ this end.

For' fUrther' details· see, the PAR on, thi~ projectc

(di' The FDr has' obtained short-term credits:, a.t 5~ to 7-3/4~
from private commercia.l banks' in the· Netherlands~ Germany, Switzerland~

and the, United states'< These' total,tJ c S: •. $2:~3 mill:fone However" such
credits are: not designed, to, be used fo~ medium.-· .and long-term lending.
Medium- and long,-term borrowing from internat,:lona1.instftut:1ons such
as the IFC and. the: Eximbank is difficult for' a private f1nanc1era~

:interest rates, ,are relat..ively high,) and. the, loans- are} often tied.
to national procurement c However" E:jc·:Un"bank· financing has: been,

. SQught,,: and is: pres'ent1y- in·, negcrtlat:fo:d p rjfh@ fiS'E!' 01.' sUl'ipller'§, I

d:ted'its'rtti:.ght· be' increased: someWhat" but:. will. res.uJ.t:, :fin a~~-t~m
strain:' 'on the national balance of pB.\YlIlents positlQn~

(e) Experience with this project indicates the need for &
much greater degree of specif,ying goals in the loan documents, .
with emphasis on project priorities, a clear definition .of projects
ineligible for financing with AID funds, and ~rovisionB for dev
elopment of joint ventures and CACM projects. Also, we would insist
upon much grea.ter attention to the technical and financia.l needs
of small enterprises and the development of 1.1nkages between these
and larger production units. We also wouJ.d recommend that the IOI
enter into a sustaini~g contract with thQ Central American Techno...
logical Research Institute (ICAITI) to promote research and

TTht~T6~~T~~ ,
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development and to apply the results to forming apeciticprojects
that could be financed by the FDI.

2~ Selection of Borrowers

(a) The criteria for sub-lending by the ·FOI, withlnthe
framework of the Loan Agreement and implementation documents, are
set by its Board of Directors ~ An attempt is made to encourage
industries ~hat will utilize domestic rawmateri~s and generate
exports 1 The managerial and financial condition, 'of' the ,Bub-borrower
are analyzed, substantial security of: the sub-loan 1a required
(collat'eral is often 15~ ofthe loan amount) and the economic
viability of the enterprise is assessed 3

3. Management and Operational Policies

(a) Appears· to beef£ecti.ve. ','

. (b) Adequa.te security for sub-loans is obtained-; reserves
againstbSd debts are established 1n accordance with the Loan Agree
menti and rep~ent experience vary large~ haa been 8atistacto~.

(c) Too much emphasis appears tQ be. placed on security
for loan£{ ~ .L1ttle real risk is undertaken by the FDI. More effort
is needed to;j.dentl:f'y and form broader ·capital participa.tiona .1n
wQrthwhile~ projects and to deve.lop. a securities market.

BESTAVAILABLE COpy·
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(d) The FDI can and does provide assistance on technical
and managerial problems of sub-borrowers. Pr~sumablyJ judging by
its repayment record, the assistance has beep'effective.

1

(e) Both established and new firms have been recipients
of FDI loans. Some of the loans probably have served, in part,
to free borrower's own funds for other uses, but not necessarily
those of a higher priority., We have no. actual information on
this point~ Most worthwhile projects financed tended to be'
medium to large size, and risk-taking has been slight, '!'he'FbI
at times attempted to finance projects that at the very most were
marginal to the intent of its loan agreement with A. I .D .. In some'
cases, several loans were made to the' same firms _ .~'i In the cases
of the few small projects financed, they pertainea.,to'persons or
families well known to the Directors of the FDT ~~The conflict-
of-interest situation is partly covered by the Loan Agreement
requirement ,that prior A.I.D. approval is necessary for sub-
loans to enterprises in, 'Which a dIrector' has any' financial interest.

(r} The FDI is a profitable institution. j.part ot its
profits have' gone to increase its capitaliz.ation., Much 'of its profit
d'erive,s from short-term financial, transac,t ions'" with leverage from
lines of credit fr.om foreign, commercia1.banks' and from the'Central
Reserve Bank.. Met profits~ in 1968 amounted to ¢309,,440't1S$123177~'.

4.. Specific' AliI.·n" Relationships

(a):~AID objectives', and criteria:. should:, be' made spec,:1£lc!.
in writing$'· to the let" and 'borrower f S periodic reports to be
required by AID should ·tOllO'w a;. format responsive t,o these ob-,
jectives and criteria~

(b)' No €I The legal language was' unclear'j bas':£c consictera.-'
.tions (such as re-useof AID funds) were not touched upon; too mUch .
a.ttention was paid to provisions respecting. shipping', source and
origin of goods,. marking requirements'" etc' .. " some' of' llhich were \lIi....,
enforcible in: practice; and the' limit,s £.or~ autonomOuS1 suo'1ending
{,i ee .., without prior AID' approval)o were~ s,et. too' high.

~ c):. The', 2' -step procedure is not involved. in the ~e.se 'Or
the FDIloan~Were 'localcost£inanctng more re~ available,
it .18 like~ that more projectswoul4 be sUbmitted tQr PDI finanoing.

BEST AVAILABLE COpy
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(d) Several extensions of disbursement termination da.tes
have been required because of delayed deliveries from U.S, ~llppllers, "l

i:1Bl1ility to obtain U.. S·, shipping, lack of required markings, etc ..
The whole concept of tied procurement and investment controls needs
re-thinking if more efficient use .is to be made of A.I .. D. loan funds
(see Fritz 1I~cb1up, liThe Transfer Gap of the United Statea", Princeton
University~. Reprints in International Finance No., 11:, October 1968)~

(e) No, The AID technical assUtance program during the
.past 2~ .3 years has been .limited to the salary of the private enter
prise Development orficer~ Thisposi:ll1onls being ab011shed at the
end of FY·-1969·, .

The PDO approved to! loans over $100,000 and provided
Some technical advice totheICIs~ However~ the major area identi
fiedfor the applica.tion of the talents of the 1'1)0 ha.s been the small
business sUbsector: the people who did not have access to financing
from the leIs or the banks, and who J.acked technical assistance from
any s ouree ?

(£) Pipeline due to external factors rather than FDI
activities., More rapid use of funds would. encourage new investors
and'makeE.l Salvador a more attractive place for ~oca.ting industries. ,it

No problem in ~creening lo~s.
I I

(g) Assistance to both types of leI ha.s. been given in El
Salvador~ Both have been" useful but not sufficiently differentiated
as to their 'actlvities lP INSAFI has acted too much like· the FDI,
rather than take the risks that should be taken by a government
development bank that need not show a profit. INSAFI has , however,
given more attention to smaller' and artisan-type enterprises and
pas assisted in promotinginveatment in. fl. S&lvado~.

ClD Overall Evalua.tion. and Conclusiqri~:.

:':,,'For an overall analysis: ot the, effect ot' industrial develo~

ment: in El S'alvador' on the' Salva.doran employment: s-ituation see
the enclosure to· TOAID' A-614 of.' August. 31~ 1968w It is, C'ertain
that the AID loans to the' ICI's' \1ere· the basis for' tht!· rapid c1ev...
e10pment of. these agencies., Fo~' the; .most- part: thE!. su'bloans' pre>."
vided by the agencies were add.it:tona~ 8Jld:. did. not.' substitute for
1..ending ·that would have taken ~lace ;anyway-.'; theritherefore helped.
to accelerate industrial .gr-owth .in El.SaJ.vador~ HO'W"e'V'er.') the
;q,uali~y ~orcertain lnvestmefit's :was :less 'than t..he USAID wcnild have
-preferretL,and probablr .f.ew new iCa.'p1tal1sts Jl1er.e C,~Mote4 U a result
:Of these AID :J.oans ll
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In addition, industrial growth in ~1 Salvadorans, in no small
wS¥, been encouraged by the forll1ll.tion of the CACM and the expanded
market for' products thus offered. It is d.ifficult to pin-point
any one factor _. be it the CACM) the leIs, GOESfisc~ incentives,
or USAID technical assistance .' as being the principal contributing
fac.tor to this growth.

:'

UNOLASSI.FJEJ

BEST AVAILABLE COpy

John M
Rectangle

John M
Rectangle



EL SALVADOR

I'V

INSTITUTO SALVADORENO DE FOMENTO INDUSTRIAL
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US~lD/ San Salvador TOAID A-47
UNCLAS~XFIED 2

8. Subsequerit assistance from A.I.D.: None
j',

9. £~,pita! Gt2:t.!.ct':l:2. of INHt\FI a~; of December 31, 19GB
(:[n thous'ands of U. S. doll::lr oquivalents):

OPO~J\t:l~1g. C~.p;l"I;,~1 .~undJ

Initial Capital

other GOES COl'ltribu't:i,olls .

Administrative Fund:

Initial Capital

Reservos
Total cap!tal ..

$2,423

3,672.'

251

10. status of A.I.D. lo~n as ol July 1, lSaU:

11. Interest rates paid by INSAFI:
. To ·A. I .D.

Eximb~nk .
I D B

First National City Bank
CABEI

3/4%
6%
6%
62%
5%

Interest ru.tes charq:e~ by IJlW,A~'I: S% - 9% a year,· depending upon
the purpose of the sub-loan.

Much of the information r.oqu0sted on Il~SAFI is contained in the
"LO:'ll1 AppLl.c<ltion .Pl'esonted to the Agency for International Developr;lel1t"
in JUl1c190f; :fora Bccond-tr::.\nchc loan. This appl:lcat:J.on is available
ill AID!W!lA!CD.

The fin:;ncj.~1 environment in '\vh:J.ch INSAPI and the FDI opera to and
t:w il:l~)Ol.'tal1ce of the insti t\ltions to prlV,:.i te sector financing t\re
f'b')','/11 bolow:
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t:e.!\.JrDI San SP.ilv,:~do~t" TOAID A-47 . UNCLASSI}'IED ' r·.'

POI''tfolio of Loans and Investments to the Private
Sector by CO;-lIm9.l"ci~1 B~nlts. INSAF'I. Qnd

the FDI, end of ye~~;; 1956 ... 1968
(In millions of colones)

Pc::>tfolio of
liD.no'.! .£'lInd ;J:n'V9stm9nts 1966 ..L-. 1967 i 1958 %••~'_~~''''''':Zl'''.'"Wr~_~

COIil.mc·:t.·cJ.S11 B~·n.l~s y 476.5 92 487.5 gO 409.2 87

!NSAFI 32.6 6 3E.5 7 43.0 8

~.'rI1l' " 0.5 2 18.6 3 22.• 7 5.... ....J.

Total -5\8~'6- 100 ----a44.a-100 574.9 100

1/ :!n~l1Jdc.:s slx loc~l h'ullm a.nd two subsidJ.sries. of foreign ball1:s.

A1.~C'U t l{,,"port lfumb("l" 68-.1.1'·,52 o.r NC"uenlbor 6, 1067 indicated that some
('J.t: UW org~,n:i,Zt.l tltlll 's lrJi:lus wel'e m.;~de to fil'ms wh,1.ch had commercia1 SO\1I~":OS

of 'fl., ~:nc~,ne. "hl.9 \'/~~ cU.:rectly C;Ol1t:r;~:t'y l~o tho intent of thclonn n3rC01nOllt.
A:::'l .'J\ :,:;,~tll't o-t diCilloguEi unc1f.1rte.kr::r.\ d~.u'il'\B thg nogot:lat:l.on of a second AID
l!..~;m 9 !N~.J..~~'l eml'~\~l~~H:l upon a prog'Y.!.\r,l, to 1nc.r.f,~.~e :i.ts small industry
c~;~p\:~'\b~'ility. A n.sw snrill illdust;ry D:1.v~s.f..on ~ts to be established soon. mrl
c;;;l('rt~ u;.1'e being obt&:.tned ~o as.9~.::;t" sm,1 :3 5"'y~~s~ small industry devolop
t:I~~~'l.: :l'L~l1 l::.lrJ bC:C11 incorpo:r';{)ted in'to tIl" 1968-...1972 Salvadoran National

, rg~v·.Jlop:nen1.: Pl~u1. Ad~q~1:{j .fuv,di:r.l;'; ,and m:tnpowe~ and a new orientation in
th~~ :'Li'\)l~inz o!INr~~..f12s Board of 'Dlr~cl'~oj"s and principal 'officers will be
~~'1,u,t.:r!~c1 to put mtiscl~~ it\to this p::'Ofr:':snn,.. Tile decision byAID/W not to
(;o·rl~id~:.t' :'~l secC?n? ;~'.::an(':he lOG.n me't£,n:~ t.b.a MiSSJ!')ll will have virtually no
l~v~~{&,ge in/fM.n&~~'~·thi~ p:rog~a1l1 fo;rwo~d. ' .' :

As ot' ,.'''':In-s 30, l.oer, XliSAFI ho.d util~.zed AID' funds for lo~ns totalling

$4,300,000. y Tht,;l~e lcu;~:~ weore d:1~t:r:lbutad e.mong the following nctivlti~s:

1./ 'l'b:.: eLl. fft!:'ence bo'tWG~t, ';~d5; fJ.:;1.1.':'1:, ii:lnd the d.Lsbul',:iemen t ,!:1gurt:l of Item
'...... 10 f.,lJo;·c i~ "ccounted :fc.. .. ' by the tGt:hnicnl assistance component of the loan.
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'lOAlD 1r41

l:NS~rl llJA.N;~ ;\t~.DE Wi-Tn ,,~l.u }'".;~.::~ J\S OJ"J.JN'E 30, 19·68
(:In u.s, Do~L:~·1~q1i;.v,jll~n:;';)

l'~/I{\rt·~ \nfJt. :ln~bid; ng' b.r:··!/eJr<~g~s)

'. r t~x:~: i 1C'!~

F"'K,t"lt:.,~1';r' ::f.nd cl<:~thtng

P~i;r.,:..t» ~lnd All:t.cd PJ:'~:..ducts
P&Jb.l:.l ~h:~J'£;' and Pt'.1.n~}.nlI

.s(,;p ~iI\e1:,~lJ ('~ mine tal pl'vcluc t~s

r/kjtil1. r.i',~·:lduc t:s
Elef~t.r.lc:~l PJ;'C'dtJcts ~ind :F.1.xtu:,t'-t:'S

. 7.' ~'.:;\ nf'I P~j:t''t.~ 1;1 :.,n p.J';Ate·~i~ 1
lS ... scell,:tnco·us

1~5,320

894/1868
111,4'75.
"197,196'
324,500
263,165
183~003

596,ZlO
86,nr.a

21l. S''l7
4,306,000

4
21
17
19

8
6
4

13
2
G

,too

l~St\P! l.n~Ng CAANl7{i:n B5:' Pln~,FOfnr.~IND· AID COMPONE'NT
-"-~--""'··--~-:\a ., 9~:":'D~~;(:mb~~--:;:~" ,"'Iif68.~--

(;rn th~o>l<:A:D.ds ,,~ 1L!. S. DolV.\.~ E~u1.Vtille.n·t::i)

r:-: ~:~~t'~.~~!
'.' .. ~, to ~. n~ C:nc.:;\lt,~. ~jC l~ il;~"l

J~~~~t~i31 ncfin~nclca

: :'. r:~:~lHcry &; EqU:l.pn.;';:Ht
p'.• ~';": i.~'1r, C!lp1 t:~1

... ':"~ .:;j~'~

A!D % of
L/.>9ns Tctal

TO'ij;fJ\l "' of w11:h AID. .% of ..,'I;

Lo:,,;n..<;!· 7'?t:~1 Ft'nc1s Total Lo:.luS
4,2'(j3' -'ii···~· "-l;i()()' '26 26 ----

1,435 '5
12.944 48 2,232 ·52 17

8,30'1 31 96S 22 12
1

2ir;D8i roo 4,300. ThO 16

7.·9ca1s: Description

(.i.) IH8AF! bas·suCCt:-:'"rl€d. 111 obt1~;,,··:·'.'1Z &dd.1tional ciilp1ta!frompub11c,
::'.7'~,~"::'i;~, ~nd·inl:~.rn3tloml1~!t",.,"',ingSlge:li::;:!.('sJ~n s1.atsd in the above mentioned
1 -:='.~ ~pplic'A t.ioc..· rrlJ.~ l"~ tio 01' lo~~l;.~ wi th'l:r:~terr..al resou::'ccstoloans with
.'.:-.-:~~:-:n!\l resourc.:'s in lOC7app:r:>:;::ir~:,~tod2:1.

(:) INS~.'f:t:t;t:';t:~''::lF~H to :.iH l!~,:·;:~:·~':;\.!·:-r.-t ~ at h~-2,'t:. !J;:iot"1ty to the na tion~l
.! , .... ,;\.,;;~. g ~l t:W'l!;tl dl:..., to it::: Ct/~' :·;·... ·I·:.··;:.J:~·~ (,olh1te,:,";'?'1 :;r;quir~i~€:lts ( as

.. :;~. 1. 01 f;im~.~ the value of t:1..J ll::':'l~) .:md the f5l.ct ·t!~t'ltit lls'ltQ11y
C:1 o'.lly CO percell t 'oi' the l·o~V.~:L.":'t::t i'innl\Cit\C't Ir.::l.uy S"t~ll il1dustr1o.11sts

·Jt;~d tl~::\~)lc to t.:.t~.ll,;:elts l.'C:JOt;li(;.~~~ ("ll'\c.~lt~cl:l~l[~ ·thQ:Jo oLttdnocl .from
, • f \
/., ~... , J •
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5

Its int~·.f.est ;'~t~s aX'-?- slightly beluw those o;f the private fin.ancier£\ and
othe:l" lor.::fAl cx~d!t; sOm'ces. No ~on.=J.d""~~Jltlon i~ gi"en to the compa1"ative
~d'\lantr1ig<9 of 'thc1ndustx'y on :.an 1nt€iir;)~it1.oD.a.l ·~"-~J.ll~, al·though in the C!1sa
of lL~rge PAOj~Ct3, whe:~e compst:i.ng pl~:.t:lts JU<.lY be undor study in other CACM
count:l'hw, SCJtTl.~ :!·fJg.1Qm:,l consld(~!.',~tJ.on IM1Y ba g.t'llen.

Cc~ l~jS·AIi'1 may t:Jllk-a ~n equ:1.ty pQl~i'\to~l··:1n ente:rp.r:~se8 to which! t
$lJu,."lt3no:J. r:.le equtt.ts:.,'; ai:t"!:l to bs ~~o:td ~nil~r',tUr'l11y, ~nd to that e:x:tent
~ "':H~f"U.1r.ltiA9;.3 nl~ul,:€t" !ll.r~y be stt~:~tsd. :No such :ildl14~\ y~t have been me.de.

Cd)' The Pi""tJjt~ct. a.~.m:3 ~t pl'o"Jid~ 'ng te(!hn.J.(:~\l a~~H:J.st~nce to bo.t-rowing
-flrm;.." but ~l ShOl'·U.',gf:: of. t~t'~J.n.ed Dt."U1.POWflJI> h:Ml "b,h1b,lttt:lc] allY la~geSCl1Jlo

;J\c;1;!c,n i:l this dl:r.~~ tJon, espe.:;!ially .1.nZ'el~\·LllJn to sm:~llindustrie;:::.

!,~1.~utFJ: provides :a r)f!l.3 gl!id.:an.c~e 111 j,ncJ:'~~I~sing th9 A:t.':fi·c1ency of cap!till USC.'
!t IYJ~1ntrf.:tns ~techl1~t(,:,~'.t ",lnd :f1n~nc1al dl3p8:r't:mS1l,t$ 'that can provide, such
..l',ctvJ.(' ~\, e.nd ~ l~o con t.r.~~~ts with U. s. f11:'mbl fo't;' te,:llnic,~ 1 studies and
e'~'sl~'tJ.on.~•

(.;;!) :INSAl;'X is .J.rrt,;el'~st$d in promoting y:;rojec'ts th::it will utilJ.ze
I1,:.~t::!on;;!.l ';,',;.w nt:-i\t.cJ,f,'V~l~ &~.\J,d :t:ubo~, 8nd ~i<l~tEH)lpts to rel?.ta :.1.t!:l activitic.s
to th:-a !J.:~U t..!op.~\l de"lj~10ptIl\;H ...'t y)l,iilUf:Il fol' l.nclu:rtj"~".

Ooal~: Ach,~evement--.r'V'J1'.-. ............,.-. .........~.-.n.,_~
i.~) The ·p~'l:'ojo~t h~E.' hczen eJ:f.~.'~tj,"'·e in heJ.pln::; 'to meet some development

:;c.";~ lSI (.~~ee Ian fur $econd t:ran(~h~' .imd TO.e.!fJ A'-~22 of 6/8/6C; Loan P~per

':.r: '~'~~c',jnd t:J."!I:1C.h~l 1'6qt1G,~I:t by !NSAFl; 'r")l:;rD'~I'''209 of 11/15/67). It has not
" .~::.;:: ~4f fe.:c,ltlve in msetJng the nt)ed;~ o:f ~;,I.H~J..l j..ndustI'le~ h~J.v1ng l~ttle

~~11.~toral to support ~ lo~n and ~equlrlng ~ ~uperv1sed.credlt program.
:. ~', ~,.i~::;. '1: ended to be· 1nt'9l'~s :t9d j.n lail.';r.g~l··..t~;t:t;ed p;C'ojscts where 1ts contx'acted
:'~ :\·.:h~11,c~,:i services coul,d be util;i:'t.:{;'d e:rXiclently. Jt t hms been understaffed
.....;. :llJ.t tIe oriented 'tow,,:;,rd the :need::J:th~ ~IL\J'\J.l b~~s,l,n~ssIDan has. In
'~.'"::'':'~'. :nrE'AJi'! h;-;.s beh;:illed like ~ cOI".l'ler.'c;,!~11 hi!\nl~ z'ather than a.s a governIl1~l1t

'-~7":'~l::'p'lont ogency theo7,...~ticStlJ.y should beb.;rv~. It ha~ tal~en on projeots
t~~~~ ~t is fel't, priv~te cap1t~1!sts and p~l'v~·te l~ndlrig institutions
:;.~c.::;; ~:;-:1t'e ,fln:inced because they wel!e hlghly prond-sing vanture~•

.:» '1116 cr~m,tu~ ne~ds of slns,ll 1ndus'tl'jl' h~v{· led INCAFI to undertQ',t~,;;"

8 !'::.':.\~~~:; ~::::~1;;i.f~}'1 r)1.':n C:"~;::i.~n~d to stVI9 f.'{~·L~tt.(1U'51:::' ~\tt~ntiull ·to this
£~jt.. ·.. :~.::.: ~.~)l" (~1eo 1 te,u\ 1:...;, or;,v€) • ! t ;t'~:\lt·~:ina to be seCll1 if, ~nd how well,
thJ.:3 X'CO";[;3111z3 t ion plr.~ '~l will be Implfltn('nted •
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USAID/San S,9.1vador 'IOAID A':"'47 UNCLASSIFXED 6 9

(c) Xndu3trlal. development has been and isa key factor in the growth
of theSa1vildol"sneconomy•. However, in El SS\lvadoras in many other Latin
Amel'tcancountrie8 ,tho commercial bSinks do not playa lending role which'
fostal's rci.p:ldindus't.ria1 progress; for the moat pGl~t they do not meet the
medlum-"emd long,·nter.m 'fj,n~nc1ng needs of the industri~fsector. As Q source
of these funds, 'the' leIs are ftl necessary, !lllthough not suffic1,ent, condltion
for rapid indus't17!f.tl gl'o'wth. '.

JNSA~'l,,1s ca' eemi·~aut(1nomOU::l agency of tUJ! GOES and an integral p2rtol
COES e:ffortsto develop the 1ndu~tri,:il sect.o~. The NationBl Planning Council
wc.i:rks with 'XNSAFI in dev91op:1ng the lndu..·~,rt:t':!al s~ctordiscusslon in the
~~\Jt10Ml Development Pl.Eln, and INSAFI is i"egel'ded asa prime mover in' achieving
the Plsu's, objectives :I.n -this e~ctor.

In "the v~.ew of the l,11ss:lon D the basic :fBI, fl.aw in the operation of INSAFI
~,s'·tb.~t it has not been the risk-'talcing 1Iu=-titut1on'th~t it was envis101)ed
"to b~. . Its 1nt~l.'est :r.a.teg have been h1gil D closE:. to the national average, .
1..nd 1tha~ tocused its lendi17\g opol.'Ii\t1ons on dealillfIs with ,large and medium
~.f~E"l'owe:J."'::'I. ' . IYl;;,ny of the l ..llrger f1nne w1l1cli borroweNt froDl INSAFI had access
t':.1 (J thor funds', _•• 131tIler dome~t10 O%'fo'~9ign .,.. and only were 'taking advantase
::;,~ 'the ;I,n~t1tut1on'~ sOnlewbm1~ conoe.~s1one1l :r~t:es(O.5% to 1.0% b"low tho

, .~",' '~.."tOl"J1], s,,·e:.~agc;"l)., On.ly to SI l'.m:lted c:xtent hl1110, loans been aranted for
... : more dlffJ,cult D h1gh''':1'1~1~, sIn.,(,;ll.e:r eC1':\le 1nvestmont pl'ojects roq,u1r1.ng

',' ~. :1.;·Cf.1s~t(.'n ~md tec:hn,",csl. 2s~1srt9.nc\e.<·

,Nevertheles$ p INSA:~'I ~~n be expac1:ed to pllS!ly' a role tn the continued
iud'U~it.l'ial growth of El S~,lvadoI·. The FDI lind INBt\FI ar-e still the prinoipal
30u.r('~f.!a of,. med1.ulll- "nd l.ong""f~erm fundJJ in. the coun'try. ,'However, as D\entioned,
tha eXi.st~l.lceof the ICIs1s no't; $1 su.ffic~.ent' condition to produce the '
de,sired lc:vel of induetrii'\l growth', (9.8% per i'innum be'tween'1969 and 1'972).
P;rogriamB of promotion,' e~port mark~t dsvelopment 1I :research, management and,
product' improvement, e.nd ll1al"ltet:lng m,u!it b~ de,,'eloped to provide a suitable
b:~.gEJ for· indus·trial ~xpa,nsion.:.

~le AID loan to !NSAF! was of xmiww~~ unquestionable value in
tho de',velopment· of tho organ12i~t1on into 8l "f6ble 1net:l.tut:l.on, s'nd in prov1d1.na
Iii CI~ip:l'tal b~se which multiplied many times ove.t :1n helping to provide
fin::,,,ulc'i'nafol' the :J:'~p,td industrial e;"p~np.1on o:t the pnst few years. AXD,
tocht\.i.('~l a.ssJ.at:=J.nce h~.\.3 been .and, if ihtedod, could cont.i.nue to be of vit;~l
impo,r.'t:~LlC'.4 :1,\\ <the: ·m.stUJ,'.z. t10n of the ins't1tul;1,on. lIow~'ler, since INSAFI '
dld not pCl'fOrl'll in the nF~ ture of 09. dove'lopmou't bank, the benefits of. low
In ~~ot'cs't~ A.tD lo.Ans dld not l'·3ac.11 down t.o the sm.~11 bus1ntfSB subseotor,
11 n iH'CJ o~ h:\Uh AI'D p,r.1o,r1 ty. Fut'tb~)I;' A~:D lend1na 'to INS,AFI should dopond
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upc·n the de~"l:'e(,~'to which the XCI indf..:';<illt:~.:i ~,nddi~plsIY::J a des:1J:'oto ("..:t~·,::'st
·the SIn1111 il'!d'l.l9 L!J:~all[~'t ....,;. the one who ~~"t pre,·~·~llt MS no source of low ....co;:~t
funds II but who ,,/ould Pl"o'vJ.de 1nr..:rfl:;\~·ed ~Tl1ploym'3"itfor Sal~vrrldorGlns and

,po3sibly con. tz'ibu'ta to 5 mora equit&.ible dJ~t:r.!b·ution'o.r income. Futu:l'e loan
imgl'eamentssliould be cars:fully worded to a.c~!e~l~ thi1! end.

For furthe:!' d~ti!\:tla see th6 PAR on this p.~ojact.,

Cci) Altern.fll'tl.·i/S 2o'U::::,cea of finmnt;;:J.ng onf~"ol'~ble ,fin(imc1al te:rm~

~:i:>e Dert X"ell1d!.ly £l'v.:a:ll.~;.,bl~) far ~'DJ$ll '.nd'uSlt::'y :f~.ncrlncj,ng. " For l~rge:r-;.:.J.l~c:;ed

p~o~le'Cts1I E,3.':j,LI.!h-n!l1~1l lDD, .f\nd C'ot'll1.E:iI fund$~Y b9gVadl.~lble, but on term..'3
n!.ore ct,)s tly thJ::.n it A!!l fU.nds wsre €l"ie'l~,l.,fIbl~.

. ,".
u. S. spe~d.:fi(;: ~~i.:;k In'ue3tm<:tn't gm:II,.'@n,tA6:':1 811"0 avaj.l~J11<":.'. in EI S~lvador,

..~ nd nogoti:ation$ :a:r.-s :In p:-rogre:3.tt x"Rgill.l'd:lnlr, la flew ag:.t's,lSmen·t to cover all
·i.nV~I~ tm.en ~.:l, g'~ll!.'~n tao~ of:'~~':"ed by AlD.

"1~~ grt:"lit~~~' U~H) t".~' {rurpl.!e~s' 'c~adJ..ta' will :requl:re an education~l

tJ!:o(:e.:!:~ ~lmd.~c't:1.....e p-;:t'C'/mf.i,tlon by 1:18. f,:l..r,rn:Jl. Thuti ft!1", the use of suc,h
'i"·!'~cci:J. t~ hi\~ b(H~n :l:'el,:id;~:"gely ~nt~l1. .!tn. El 5~'.] v&:c1o:t'.

(e) The flrs·t A.,!. tl, lomn he~ b4~"=ln .fl.l1l)" I.ltilizod or deobl:1g~l't~d.

r:,'~,p~::·J.~!l~e w1'th 'this p..rc,;j oct ind1.cilte~ the n""ljd fOl' a much greater dCEP'eo
c".. ~ :iJ P')C l1.:vJ.ng gOl;\1.S in t.h~, lu:olI.n dl,)C1UJ1\'tfnt~ 11 \'1:l'~b empb~ilsJ.A ,on pr.ojoc t pr:1oz'1t1efl.
I:; .'~J.:I· .• r o(o)flr.dt:lonof p:t'Oj.~Ct.S lnr.:l;i,gJ,ble :f(JJ:" ~il'\~nc:1ns w:1th A.I.D. fundR,
,:I:'i.l'1 rJt'ov!~:Aons for dO'I("lopmfJn':~ of ~1o~,n,t "Emt:ul"e!~and CACM projeots. Also ..
w~ w:11J1d 1nsiet upon ml1f,'h g):itJ:t'll:t):~ t"ttanfJJ.on to tho tochn1C3il B'nd f:1nmncial
fJSOCi: o.l '!inl,!rll1 enterpz'j,se~ t:11'ld the d'!l",alc)pm,ont of kl-q l:Lnl~agoB betweOl'l
tt~ il:('~,~Jl\d lr,rgo:r prod\\c't~,on' un~. t~. WE 11].80 would l'~oomnlenc1 thQ t tho ICI en'ter
1nt,l} ~.'. !\U~,t ....,1,n.~.118 contr61ct \'11th 'the C~T1t~31 Am~'r~.oS\n Teohnolo~1oml Ro,~eD.:I:'oh

In!'~l,'l:Llt:B (.tC~,~I'r,j,t) t,o p:rOtQQt~ 3:',e.£H,tSl:tcll t"'ind dt;1lv.31.opnlent and to apply tho
~e8ultJ to torrotn~ spoc11!c proJ~ct~ tb~t could,be finanoed by INSAFI.

2. eel(\(':l~tou oJ. l3t1,,'ro·~~lt·~.................'._1 ....'••.•.• ~.I,'. ..,..'IJ'lI......

Ca) IN~·:.,.~,;lr!~lTl.pl'::·;f.'J.:II~14 lo:.ftn~ to lncHl/~ tt'i.oPo th~ t ut~,11Ie leca1 raw
m~\ltC!r'iI13l1~p tlv,'L ~~llpt'),("t..:aub~lt;L.... \lteD oX' tbr.\c l.. rB cJr.por't oX':1<iU'lted. 'It h~s

mo:t'o reoently bC:.;1UL to 1n(.l.r.'')~$9 l!il\' lJ'!;nd,ln'l t.o Slul·\ll 1ndus'try. an "ren
j)I~~.•i.::'·,h t;hc Mb~s:~Oj'l :::'A~"; l)~(,m ",u'\CJ\J:~\I~::.1T)fJ J:C~J.r ItOflli~ t;"'rru~. A,,, notod nbovo,
~. ;'~.~/~Ir:x Il.k·~ nf) t l)¢,~.m ~ll'la 'r I ~1(·~:~ k.tl'\~~L 1'\~~, J. ',ut' ,f. '".m wh\t~h it wf:ls o.~·ts1. no 'L],y
C:'''l\' i.iitotlod 1;:0 be,

:!tNSAFI dete:.n~~:Ll'l(;~\ j, t~ 0"111 It,)11cl1nc c r1 terrI,! ~4 I \.i 11;hOl\~hJ. t docs I ,t,.

!ltt.Olllp't to relate 1ts ;.. ctiv1.t.1es to tht3 l'''itloHlll d,.H·olo1'1l,er~t pl:"\ns :for
ind\.!s: t.l·~'.

BEST AVAILABL{ COpy
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USAXD/S~;n S~':"1cldo!' 'lUAID A-47 8 9

(b) The in~titution does und~~take su~eys. a Polyvinyl Chlo~ido study
bging tb.:a mo~·t recent c;:(smple. In addi.tion, INSAFI b.as been working in the
dev·~loplD.ant of a;rtls,an inrlu.slt~1ee. A rec..~nt Burley, in coope!"i\tion with '
P€I;i::9 ,Co:t"ps 'Vo1un't;!)~::.o!3 ,oftha enti::"e count:1"Y hms resulted in the discovory
of ne'", c:.~\;;fts; 1;he da~'91c.pment of 8 mEl~kf.' t fo'.!' the~e ·handicrafts is pl'og:.rossing.

(e) Unt:tlrGc';)ntly it 'could ba.v.~ 'be9a f:,;~id that those cr:!tEl:til.'l were
epp~'op::rj,~lt,~ ~nd e.ff~c::tively applied. Ho'wu7.:,rJINS~FJ.'s l~tf!s't report
shows 'i1:hF.l't del!nq~i~~nc:te~ ~'i"9 incl"e~.ded. 1'he ft;Ic.~t' th.~t the absolute number
of dQl,t('lqu-=-ncl~I~';;.!::I b~g:h (l~":,al'e' 300) wb..lJ.e '~;hcJ dnlle.,\" amount is a small amount
of. tha pc.)~tfcll0 (4~%) ind!rJat"i's thrirt the(i~n~rfe 0.1:. thep:\'oblvm is lo:~ns to .
small bU;t;d.ne~~sm~ll. At le:tlst one 0:£ tb~ :r~,:.~~on(;.\ fO:L··this p:roblc;m is INSA}'!'s
l;:lck of Q'-1,.ii\1.:1:fi.9d ps'r30nn'el to provid~ tech:'\l(,.;\l, a.s::;J.. stancefor the s1lU:\ll-
hu~ irif;~!:'l$ sUbsec tar.. .

(d) As indic~ted above, l.NSAFI n~ede e la:ger~nd better trained technic~l

s t;a!..t so thal't i. t will be able to devote mc..:!'~ att:~nt1on to thetechnl(;:al
~'l~~~.r~\'t:all'~.e, needs of smAll busl.neG~.

(~) AID ()bjec..~t~,t'e.os; &nd t!::':l·te~!S\ ~b.ould 1'~9 Mda'spec1f1c ,1nv/:I'lting.
to '1.1'.3 J;Cl. and 't'c.'l~'..·o'W.g~t·'s periodlc r..,po:~t,:s to be'r~qu1red by AIDshou1.d
fol,lc:.lt'l :.1 :fo.rm.~t :'e~pon!1ibl.e to these ohj~'C1t1'l/(tSllnd c~1ter1a. .

(b) llo. The ],eg~,l l~~~auage Ww~' unclelQ~, b~s1c considerations (such
Sl\~ l.'O\,"\lSe ofA~D fu·z:t.d:;) wa~re no1; to'unhed upon; too much attention was paid
1,0 p~~o'1:1£liC'lT\3 ';&'aspecl1;lng Bb~.pping(I t1r,u!';;t), 8nd o.r:1B1r.tot goods, marking.
::~q~.rll'.flmen't~, etc•• somt;loJ. whi.ch w~rg uni'lufo4f.',c:l.'ble in "practice; and the
L'tl.i.J;.~:f.o:r £u·tanol11o'iJ,~ sublanding (i.o. without p~:lo.:f AID approval) were
-;:c. 'j; toe;> bj:gh.

(c) The 2~~ 1.ep pl'ocedu.t.'~ is nat in"/ol;-,ed in thg case of the INSAFI
:.::w. \'T~:ra loc:al ~,j~:'t fino.ut;1ng mc.r,'a l'~G\'HJ.y ~~·G\:1l.ab'lr.;. 1tis likely thc~t mo:t'e
~:,':"'j·z'ctswould be su1Jm;itt,~d for f!,n,~nt~:i:o.g.

i::!) Seve~'o~1. e~·~:.on~~clns o:! -:llsbu'~~a'Jro,~nt tE,·mJ.n'~t1on' dates have been
,:',·cl'.·.1.1\:-;d '-;~m;lu~~e of dc~1\;~;'ed de1.:lv~:rJ,e\l fl"OJl1 ,,~. S • .E;,':.lPll11Gxa, 1nsb11it,yto obtAin
~... ':". ~h.~.pp ~n~ ,1~(.~k of ~~'lJq'!l'1:'l3d m.:.'.:1."ld.n~B, ~,.~~~. 11he wh(;~~ concept of tied pro
::,~l>;~P.Cl,lt ~1.nd J.tives: tnlGnt cont.1:·o~:~ need~ ~e-th.inl~lllg: if mOl'e efficient usa is to'

'~ ti' ~ck: of A~D· lo.an' fU11d3(s'se oF!'l't.~ r-::1~\lhlur:, '~The Tn~nsfe:4' Gap of th'9
';~',:<, :,c.d S": ~ t i3S

H
, Princeton Un:t1,r:H'dity, :r.f;!I=."fJ.I:':~;.:3 ~n I~tern~~t:J.onal FJ nance No.

11, O~tob8r 1068).
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. ,

(e) No. The AID technical assi~tance program during the past 2-3
years. has been limited to the siEllery of the Private Enterprise Development
Officer. This position is bei.ng a.bolished st the end of FY-1969.

~ -

The' PIX> approved' leI loans over $1.00,000 SInd provide'd some technica 1
advice t,o the leIs. Howeve!"', the major &lreaidentif:t.ed for the application
of the talents of the. PDQ has been the small busin'9ss subsector: the
people who did not h~ve access to finsncing from the ICIs or the banks, and
whq laclced technic;~l ass.:J.stance from any souroe.

(f) Pipeline due to e~~:tern~1 factoI's 'Z'e. thor than INSAFI acti-vities.
More rapid use of funds woulde.ncou:r~lgt1 new 1n'Ve~lto:rs and ma~e El Salva-dar
a more att:.relctive plece for locat:tng :tndu9txls':1 o No problem in screening
loans.

(g) Assistance to both types of ICI has been given in El Salvador.
Both have been useful but not sUfficiel,1tly differ'antiated as to their
act1vities.INSAFl1~s~cted ~oo much like the FOI, rather than take

'the risks that should be taken by a governm.ent dev~lopment banlt that need
.' not shoVi prof!t. INSAFI has, however ,givan more attent~on to smaller and
.ax/tis~n-type enterprises and has ass1stedin p~omotlng investment in El
S~lvado:r·.

See also Loan Pape,;o for second tranche end Loan Applice. tion for
'second tranche.

c. Overall Ev.aluation and Con,!.'Jl113ions .

For an ove'(":~ll an.~lys'ls o.f. tho effect of ;I,ndustrlal development in
El Sd.11vador on the S;:.... lv.rl.dor:all employment: situ.~t:1.on soa tho enclosure to
'l'OAln A...,Ol4 of All~ust 31, lDae. It 1tj ce:t:'te.:i.n the.ct tho AID loans to tho
ICls were the basis fo~ the rapid developmont of theso agenoies. For the

,most p.a1."t the subloans prov:I.ded by the egenc:l~s were addit1.onal and did not
substitute for lending that would h3Vl9 talc:an pl~ce anyway; they therefore
helped to accelerate industrial growth :I.n El SalvSidor. Ho\vever, the quality
of certain investments was less than the USAID would have pl'eferred, and
probably few new capitalists were crdated as a result of these loans.

In addition,. industrial growth in El Sslvf?dor, has in no small way,
been encouraged by the formation of tIle CACM and the expanded marl{et for
,roducts thus offered, It 1s difficult to pinpoint anyone factor - be
i.t the CACH, the lCIs, GOES fisc:dl.l j.nc€ntives) or USAID technical ~ssistance 
as being the principal contributing factor to this growth.

See also InR 011 INSAFlsecond tr~nche' :ipplication.
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REFERENCE. (n,Y A~DIO C~RC A,.,25, ((b} TOA~D A···59 o~ud ~~'ji Ma!l'iiOg~a O~ :

It

Ih~,~ m~\:':,.Qgf1: COmp~(~~'t';~) USA~0 :~Ip.bmi ~:~:~tI'\!";l Q~ !' ~q~.ll/l'o<'~h·d i re· R~t,(t~)i a"d f~. ", '.
t'O~·I(·t"].r~,,:,d w8~h ~h(:" Nic:o:la9"1(~~":1 H(r~:;-e~~rn~ir!!~ Cnip"'I()~iil~~ i{CNIi'li., A'i; t{~~)l~.,d h\\..\"
R~f," ~I--},. AII"D., ha, hod dirrf"i.l~~:'~ nbl~(H¥P" 111"'1 n~~I'1(:lt,.!~"Jg irld";'~~'da~ iil"~v/.~.shn~;i.~" .
t,~'i o~wgh CN~·i"'P.1I ~V'; fir'lorl'c, h'19 .h" ':\~}9h ~r.r,",".Ut,. ~ ~ Wt,).., !P,,'-'t "'~;I,a:lt ~·o:('>f~a~.~ CN~,

eN" wO', b!ln~,.gh~ir~~,') '7'~Mo,:",j.""·\I!·'t" p;l~moil~~Y rh all~".vll~ nf A~II,~D" o'\"h~an(.··e ,:,
bil:~C'av\~ w~~ f,t:> ~ ~ .~ ho~ a p: 'j, o~ ~ d,:>-·~ d·'pm'''''~. bOll'lIk wO"· r;I~·'I ....~...."mY t"n.JIF, AI;I'~n',o~ ~,::'

c.on,K~ihqIH('\~~to irnd,~"'Jl'ia~ dp~,~:I!opm'f&J",~ i.tl\ Ni(':O!tag1\.SloU" C:~'ll~~:~~q~I(!"ln~,'~YII ,WfItl h~J'tfi~';'

It?gu:ld.~dh(l~h CN~ ih~~f,1 o·~ W",,·nl O'~; ·~h,..: ~,.b-"'p,tnl'~c::h,? a~ "itl)P~}I'h~'Vil' . h') Nk~aqogJaf\)

d!.~\f~·~npm+·~:il n~:la'!:cf>d by ~h~A.;~!D~ ~''''tRlt·, '
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I· 65
Managua AID/W TOAID A ~__ ._~ __.._.

3.. Class of ~C.l: Privclte

UNCLASSIF~ ED 2 10

5. Initia~ A.. LD .. ossistancc~ May 25, 1965,

AoLD. Loon No..524"L·OIO
, forUS$3 g 000I'OOO
Final Dh;bl)~S(~d /\mnuni": $)., 976.,,(~/1.8,2fj

6.. CNI do~~ take equity padicipotion

7~ Capital StiructL,re: Decemb~[f5 1964

Common shc!rcs $1 f 0-1·5 ~ 000 cCjuall y div icled L~iilun~;:

Foreign C~edi1' Anstifutions g Loccil Cfedit InstituHons,
Private i nvest(A~~. Plus f('$()I;")/I)" ond n)tai ned cm ni nos
of $1717000~

G" Su;x~equ-::nto~"iSl(UlC.e from AflM .. D.~ S~ptemb€'R' 27{o 1966
A~tD. toan No~52'!· t,.··Ol6
fpu US' 5~ OOO~ 000

9,. SN~ Ba~anc., Sh~~t At.ached

CNP~ capaC!jc;'~~IJ('tu~e con~i5ts iargely pfshort term IQans from fCf~ign banks,
11:·'1)8 h: C.l \r~·(·i:.:n !onnc;.includinn A.. i"D. \oCfns (md capital stock. lhe .st~"t.rctl\re

f 8 ~ I: ',' c f' ., Jll • ' , - <', ' I l I. I ' ,r~ !e.t::'&s c.:1 n~i..)tcc·qult)' f(it~~) q QI,)CJi)/, (....,.j.: ~ WIlIC;} I~ ?C)mt.'~UV1C11' n,g'lcr \1i(,.I,i

,f(If'i."(:·U~~ in the CAP doted June lOu 1966~ HOW~\fedii CN~ has conc~n~~ated
l ..::·~~ tht'~I\'-'~PI;,~'t{"!"J in p.qlJiHC'~· "fld ~0r~ ir:, IQo,,(.,. rn'I';i(-'~~I':1dv c;.h(~d iVt,,,
I I. '1 i .... " !.. , I' 14 ". . i " " / ! k I. . , , , , I
H~nnni.r, •.• qt', I~· II).·,·:"-;\("(l D}' 0'" ·;II,XIC''''if.' .; " ld~r.:~l)n )';1".1 rC',':',1 ('.I/,'Cll,OO":;

, dlie to f()fci~jr., bank~{/ whidh fl'H!~W~ ~\.'9fl~'ib tlll:3 8~~c.d Pht"2!.'i~i),ill;1- r.Hl CNI to

supply wpn-kin.D .;:(Jpia(J~ ()h~ lCln~9' poin1 is al~o appHcoble In '''''fonac).. Vrj
foet; CN~0~ ~hor(' t~:nn bcmh (k·bl jc; of .he ··.nr.1lJ rlli1!·JHH,.~de 0"- HS.OAOj Ion!)
1erm d~bt pf 42~6 million c(Ifdobas. CN~ Ij. e)\.p(H!~i':;·H of d",:bt is lirnH~d by
the sp.c:.c:nd A"Ll', tr.-/(m· J\r.r.:~:'m~r.·"t If) a r.lo~irnHm .;"lf1.l\Ono ~ J('qvivalf:nt"
~n~96B CN~ I\"c.'l,!',~dnd Pi";J\'i~'''' uril~) hi::.", I,; /r!) 1'/; 000 V" .• :/ ... 000.,.000

I'cf!ndoho i\~· IlJ61, 1.·.... j"j(k·n.\ Wl'I" :"",.1 p, ;:' ;~) :'. ':'. \;, ··,'.i:;~Jlit,d"·11 ALD,
L.1on·,) JI)'~~, r. r II)"S/ (l"d ~)(~~ fl.\, L'YIH
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CNI paid in capital is 15 j OOO, 000 cowdobCls. Ihis is split cqucdly (IlHunU
foreign credit institutions j local credit institutions and pdvote investors.
The second A,,~~D .. loan requires that an additionaI3 i 500,OOO capital be,'
paid in which will increase paidinc:apitol to 18.. 500",000 cordobas. The
stockhglder G

$ General Assemblv of Man::h 10, 1969 authurizcd em increased
of capitalization, to 20g OOO~, 060 COfdt)bas of which 1.5mi II jon WCIS call cd
immediately,

'10. Status pf A.LD. uoUar loans 05 of December 3'1 ~ 1968.'

A"I.D~ loan No.,524..1 IOL OJO 'I

A"l.D" Loan No,524..,Lo016

11 . Int0rCSt Rat(\s:

Committed

$2,976,,648.25
2N 3001 000,OO

Disbulsod

$2~, 976 f 6tlS. 25 (1 O()<)~ d isbursccl
'6~4, J1B9.?6

Cha~'gad by CNh 9% plus 1% commis~ion onA$~ ~D~ funds~
1(}~% plus 1% commission on non-..,A~I.D. funds.

Paid by Chn t' 2~~kP'"LD, 1.~524-L"'Ot()
5~(";~ /\.1,0, ff524 w L'r016

7~"cX~ Cl\iC'rogo fo\' comm0~c:ial bQn'pv/inSs (cstirlloi"cd),

Linlit un Sj~Q (.If LOC1ns: P(f~sc:nt limn on maxirnum loan is $J "OOOI 000 bu~ no IOClI"t~

in this amo(jn~ have been li"jCido. Ln(Hh c;c (.Ii,,!) limHf.;(\
by C1 moximvm 70/30 debt caquiJy folio, l"ool'\~ we IimP"c.-;
to indliSfrio' 1 I1cr jcu1hll(d (H)l1 de v (::I')IJI'I1('Pi' pUI pUSCS,

No corIlm';'H""iol type k,on:),

~.. '

Uses of tQan~,~ See AUoc-hl11ern. A and (3 fm ec.onomic s~ct(:)~ s and nU/nbc~

of Joans f9~ y~o~ 1968, Attochm~",~C ~hOW5 total fHTIOl.lq1

~f foam. $inc~ l)!'ga~ization a~ to econQmic us~c;.

The Financial envirorumen't of CN~ i~ de.;cribf?d in the ct\p d(lhxf JlJr'le 10
1

1966,
(for the SeCQncj....cNfloanl~pogeTT5 and ~7< However y ,h~ leve! of intf'~esi
rates are now geneToUy high~f" A~ n0~~d obrY';f'e~- eN! i., (.J~al'gin.g mor~ lnh~(csj

on nOtl""A~D funds and the intef~~t tate to AftD sub"-=,bQHOW~r\ (!O.56% c " . of nH,)ney)

Uhie L/,\SSH i fl)
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'.,.t. .

is now slightly less than the going comm~lf'ciol bank rat~ in Nka~agua (~1,-,120kp ..

Th,) functhJns I.J': Cr":l (·re (~('s(,dbl'(~ ill the I (',..-". '·\i)'pf;l'(~;i/.'·, [J'lId Ci'ij (kd<....d
January 1965 poges, land /.. "fhi" ,\",,·,.Ui,,(,:I1~ ",;il-l"4~ ~,(' ';\"1." d"'/\',/ i'III'_, /'~,jl

i~ sHU (J rdcnv('ly nf'W lei (11)(1 (~.~ j:' 1.:/,1",.".. "'fjll (':10"11 "'~"',,(' .;' ~:.,:'." :.\1';

As m(mHon~?d in the obovo ~Qff'~~IKC~d (:nculneni. C~~, (Ii.,,, (I, III I,~ c : '('~

capjt-a~ rllc~k(\. thH)Uah Clpp,l':Jpdot (' ~1(lO(,~" 'lhh (.hjcxljvt.' j,: h('i.n·~j ~~_\(:; .. ,.C.;
today 0$ !heCN~ BQo~d of Ditl~c~oo; hC1~ aothod'l~df't;'l'imoHr-,n nf a :lll"U(!~ ~",,\ll

yet to be publicly anI1H)lnlc~:d/10v~Jday hU\I'''lulwf.'n ImlJt·~y dLie~p ~hJ; i~(€'n~

p~'oblemshl the C lA~ Common Mo~'k\l!L U is OPP~OplrIQh~ th(,JtCN~ Inaln~e a
mutual fund arud that it b~ pn)moAedfrr.:>m th~ p~'h~lnt~ ~f"ch:'\[?

As Inentionccl in describing thl~ fiiilon("'iol envir.(;mm('nt' nf ~nfrmar !iRp.f.b) eN'
OpCu'otcsin a country withoot c.xchaI'lG~ or ,irnpciH con~tr(Ac. .. iV\meove:':7 Ci'lJ
i~ not 'answerabl~ to the CenhC'lI Bank fOij it.o:. f(IH~iun hrJ~~;(.wjtJ;] CI( !i\fH}/, !-\~.

long as CN~iS c~cdit is gf.;ocl v/ah U.. S, bClnk~f It can tKH/OW tkJ1lev:,,; (,J)t',ljc-d

them to ccrdob(jt: and 1011d thenl In i"~icCl1(Jguan bOf(OW~~{'; fnti IOC~,1J co~1 ot~c1

proc~PJ~.i~ capital, purpos.e~" It ccm in. fact.¥ lJS~ such funds .Wh.{'H~ th--:- p'((lbt""rn'~ of
)fnaK{~-p.;:,i .. D, funds unathactiv(} CA' f'~x.<7,CS~hfe~y cliffic,uh 1()\)'.;.:),

Bu Evaluat·jon of 5necific Poinh
~"'-':'~"";lI'.~.•-:_'~'" ~-" .: ~:_.._ .. r _.,... _••

L Goaht

a) ;'\J D. has erllphCl~ized ~h(: m(lbiHzaOot) of (I(lrii":0t"\d cUI.I::u l . 1'hp
sec.()nd A,l 0" 10etn reqoin....a; thot $500,,000 '1ckIHi",t':lI)1 ('qP'1~." l)f'~

~ubsc:ribed an~ that $250 y 000 be paid in b('fo~(~ di~bu(s.t.=lm~nt in ~xc~o;s
of $3 f 0009 0004 Th~ femaining $250/1 000 ic; f~"q'il'f~d'to b~ paid in
befqre di~bulfsements in exce~~ of $4,. 000. 000, H i$ antic:ipah:J:d ~hat

thescincreoses in capital wiJ I comE". fum' th~ pri·"oh: t,.·;''''f~:':.fL; I ;... t.;:._:
in Hnm t!:7 CJbovf-'l!. CIne th, rd f)f tho 1'1('\'" (.opltoi \'Ji '! com.'" fF"ll u.s,
dQlla" investors. and the balane-e h0rn pdva."~ i(II'.u; u.,·!, cv.( > ~r;I{ c:":c,,

b) The inCf~ase in supply of ir;(v':'o;h,:.~c'\' fl.'·(!:. VJjU b{· appl.,.1.l i, ;:.

ingeneirol.. Specia~ E:mphasi,r; i~()n ~:xpod Q!i.€·ra~~.d P~·~ll~,,(r .. D\·: no!

s~cial te.rms. As: inth~ 'a~~ wHh ~nfon(]c~ jnJ.~:~~.." ,al~ p,-;-,licy i4i nnt

t1 '<lol v~ed fOlf' i~flv~nC:in9 the .n'lt~c;tn1ent paH~(', eN- hn~ fraH('\w>d
the paffern ~«;,f f0~ ~'h in H~·eA~~ .. D, lQan AgH'~ro~rt1 af~d 'PP~'('l lo·d "
wide "or'i~A'Y ofpfOiec,t,c;.h~ l19d(.vl~lJ;)i." ond indll .. 1fy os 1{lrlk:o.,,'d i<",

AUachmenh Ail ,B, ar~dC. tQc.a~inq'F'.dl7~, (l~ a njfr> dn nl)~ b:"i,..f,\ f:(lrn
Hhigh lev~fs of pr~~lt.t'(tinnll olthr)unh (k.. qt:·~ qr'-c1h.i~iff" ('.i. il~·.r"·\;~ c:,
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animportonl shme vf G<...; 1'1 !t~v(mlJCs." FVdhe~ rooKe/leNt has no' '
'. t~h~~~(\wardsupPoft.of impt/ct SlJ~~.ituHon type 'prQ iec'ts,o ,

~j'-" --:CN~ does ai~'t~help estobli~h a s~c.lJtities'mo~ k~t by 'appr9pdo,c ,.
. .: stag~s;,,' Recently;CN~ n~ BOOfd of Director~ has oltfh6rizE;>c! al~lutuaf

fund l ,os:inentjoned obove~

':-:' " .t" ... j

Amaiof obiective of A.LD. h()4) bea':'f1 to financ" th~()U9h:th.e:~CN~,'a""
" pf'Qgram of mediuM and kmg term loans 'and ~quity i.nve~fm'e'nt~.·'in' the:, .", >_:<':

indush'ial and 09ricultural ~ectOfS as. w,~11 as dev~lopm~ryt·type':~'ttyff9:<}:~~~;t··
The loan 'funds are mainly u5~d to p~Qrn()te new entefprj$~/n,,}w'iobs',', ~',' - ..
inl)rivoto industryv exp(;lt~'minded indu~.rie~ ond,indv~h'ie~, using .
indiscn(,)us ~(lVi materiols,A,~~D" crntlciro(edfhaf fund~ cha~neled

into thcCj() di t cctions c)hov~d p~ Omote C( 0Polnic srowth th~oush nevI
produ,~tion and cxpclds,

d) 'eNI maintains 0' proied· 5upelvision deportm(c'ntwhich oversees ,011 of ~:"
as investmenh ol''1d locm$. Technical (Inc] rncmoc;crial servjces end',.. "

, advice is extended to all its aGcnunt~ Cit Of.) diKect C.Of)t to i-he (:,li€'nL
, Emphasis 'i~ on regular supcndsion of the:- kfscr accounts and all
projects that need ossistance, ' ,

,e}As mentionedt/oll1oi('·!' goal of th~ CN~ loans,; Q5 distin[Juishcd f~l);.l 1he

Infonac; IQonS', is the creation ofa pdvClte development bank not only to
caw;e acord-ribuHon to Nicaraguan' d~welopmpr~t thrr-Qugh ~l/b' h::nding: ~(,;,
to become ifseH a vital port qf th~ in\HhJHonaJ. ~~n~,dure of ck~,;'~~o'p,me~t;

-~ ,: .

.... ,

"a,

b)

"fhcgQols()f th,e fint CNi loan W~~·f". meL Amt)J'11g th~'-A ..~~D; ;fJr,irinc:i:.od . "',
prQjec ts 'were ~lev~n n0v.... indv~'~ jes hc'" iOH n~}~ts totC1Uih~J' $',,?, 5(')0" DOll,
~ 'f' . J . I U ~ "I' I '-I I~r;:V(:'co 0' :'(I(!$O cxpt.,~~ P~(Jt Ijct" to hH~ .S. Clnc, r~V:"V!~0~r', J "t'~('(f)n(!

A,LD" l,'on h nofmO\ting a~ Wt'~n as ,h6 fi~qlf)ariand",os in th<: ca~,n

with Infonoc {J n;ay ~en~d ~"~(J(h'~qucil~ mobL! ~luti[.I(* pf (.:)(;01 ((lpifal ft.~!
co~rying out n~w 'prQjet;H..,

·.. !•. ~- •

Sub~tontia~ amounh Qf t-h.~ ':;ar,:n"d eNI loCl~ (onld t he' s~c~~~d~'nf.b;-~a~'·" .
IQan) ore sri II avonab~i~ and sub·" nmmit 1i1t.~n!~ h(j~i f' b(~.~rc .'iIOWAr. than'

BEST AVAILADLE COpy '. :.. :," ..
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uncl~r f'he first loan. Foreign capaal appea~s to be plenHfv~ fm

investment in equipment~ A ~ho~tage he,s dcveloped ft)~ wo~kil1g

capital funds that may delay the Sub~'cQmmih..,(-'\n. ofthe A"l.D., loans.

These c.:hcll1rJcd c i (CUI;;""'cncC'~ woul d ('()'luire a ';)hift in fhe technko~

impact of new A~LD. funds felt $ub'''pr()I~Cf financing at _his Hm."'~_.

c) As mentioned, we felt i'hat· a priva!e dC\f~It)pnl~!1t bank $h0U~d b~

cr~ated nof' only to fljrther indu)triol development th.'j'oughsub~

fending but as On eS$enHal pmt of the developmei"t machin.~frY.

Th is view has been in pe~'fect accord wi th GUN pol ic ie5~

As to !Sub-proiectsa eNI hO$ been given wide latitude in it'; chQice

of projects and investment's wahin the (~cvclcpmcnt pr io! iti0S c.;F i-he

GO,N 0'" .. I CNI '. t ,. • t .. (". I t'
co ne ongmc . pro ICC }IVr H'S C1nc.(l, "t'IPW"C0r.l 1'(1

plJrcha!ie of chicken' 'and poultry equipment clOd hac; bf"comc a k1fgC

exporter of~ggs and consum~J' of dOlYlostic fp.cd pr0docb;. This pro j0ct

has fu~thereda GONprlQrity for C(JnVP(~;ion of i ...d'G0nQU~ a~;1 iculhHCd

and of'her taw mat'etfiol~ forexpod arid c(m<;umpt.i<'Ip.

d) CN~ ah~ady borrows heavU)i' f'f0m foreign commercial bonk'i fLJ. S.'

for short l~rm requirements, Thi" oc:H\f'ify is lil{cly tC) continu(\ Clnc! Cyt~n

increa5(~. CN~ should be-able Iq obtain long t~n\1 (C)cmco ('10m ttl~ 61 D

in the futur~... Such a developmp,nA wou~d imp~0\f"~CNR '1 5 op':"woHng

fesuhsas some higherc.ost mon t~-rm r~S0VJ'(,;~~ w(')~Ad b~ iep~acAd by

long term funds at lower CQst~

e) eNi has operat~d very weB wHhin a d("\i~lopn1i!n! ffam~wod< l1-> Cln

autonomous unit complemp.n1'ory tl) lnfonoc.. V./e hnpo fe, inc:'0d';(\r.:\

initiative and ac.complishment ffC)rn CNj in1h~ ftj~lJq?, bl.t a~' .H~i5 ti\ll('We

feel our goal to establlshCN( ho.:; bEf'lfl C!("hj('\,od.

As indkatedeadi~6' and al~Qio QuI rBpt)r~ on ktJfonac", a}4~C)r~ag€: of

fund~ fOfworkiog c.apHa~ ha~ d~~r~I"pp,(L As fol' f",PW ~CI1,; W~ S~'f}fJ~~!'ecl

that the d~nlandfof iodu~!do~ (.~~dH nf oH)yp...o.,:,;. obt(Jinb.d hom a

mN~ relioblefgrecast Q~fed' ~~\4~~'¢~ yeaf~g b~ (1 rnn!;'~lmppr'a,~1

e~~menl in goal ~r$~~i.mj"
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3.

In generaL} CNlfinonces mcnufar.:tvdng sub"'p:rQlects cis w~H as ()tnli-)r c;ub

projects important: fn' the pevf'!~opmcnt Clnd s"tenDthl)ning of the privCll"CSC!=tOL

Specific crit~rfa'p~ovt,dedbyth~A"H~D t (oans or~; (o} pr901ntion of privofe,

industrial development in Nicaragua with f3mpha~i$ on n~w en1erprise" new

iobs j developmenf, of expods and us,=", of Nicaraguan wow mat'~dq(s; and

(b) prospect for re'pci'yment (If J in the ca5~ of~guHy invt:asl'rnenf.;. (,c~f"jinfJs.

These cdferia have been ~et by a9M'e~m~ru! botwf:en A~L D~ crJd.CNf."

CNr l11U~t cnd does QrJerah:;; to earn pfoflis~ CNI has d(wJ~ so wnhOtlt :

inhibiting it~'ovef(iU goal., lh.edi~~riboHc,"n of thoc.;p, pfofHc;C!s divid(~ncls is

Iimited by agreem~nt to t~n pe~c€"n~' of paid~incapna~.

eNI oflgioates !e$ll~fGhand $l..r,eys fQr prgdu.;;1 finrJr/c,ing and promotl'l$'"

pro;ect' organizatJpiuo" In. such c.a~~~ CNI fr~qu~nt~y bf~eQmi~;$ a (~nd~t ot'ld,

less frtaqlJendy (In equity Iv:,ld~L h~ ~~~h~!r hil~h:mc.~~'1 eNK ho~ b'T'''I.'gh~ ,v;~"v

projcc:tc;, h, the (lHcntj<)11 (If inv~~~,",'l<' *'0 comp;~~e lh,,, finan<:ing. No sp~~(~ic~

problems involv iog cCJuipm'~'n~ c;ol~"ml~n have. arh~~~

USAfD I-:DI'0S 1h01' nwicws 5\JbmiUt-d i~l >upporlof sub-,lp.nc:1:l:,.l and .'qIJny it~\i(.:-shn('nl

ere sCCi~:0nab'y good.. Tcchniccd I'~Vif;~W ifl, u<'vaUy b~~h~f !han ma:J!<~~ana~ysh.

Adequate mmk€J'SUniey$ QfP Qft.:-n hamp'!:~~~d by lack of shi~1St"(,~ and~~COlrdc;

and in(,~apo(":ity jo~.opp~ymooef't'4j~~(+mnques t'o obtain $i.K:h da1a .. C(I,~}51'~'q~,ieodYJ

(:ccision') often must' he mad0 wht:'n:~ m0j'~ ~0mp~'·~h~~sive. t):l'spe<::ific findings

would be \;~slrabJe.CN' opp-ear~ to have Civoidl2'dthe, wor~e (;or;~l:qu:!S,,~ct'~

from the$<e c ifCljm!i"ance~" 'vV~.., wO\'~ d HH:~~rnmencl fot' 01 h':l;' ~Cj i, 0\' Ctfr .

eadier $ta9~ a 11~C1\!Y-dose 0f ts,:>~hnico~ as"h~an(:e i~ th(' f0rm 0f mCFk('10rlo(ysi's

an~ even morketing 1'echniqu{\~> lh('<i~ W0t!k~ b(.' C0illp~'1m('n!C1fY t" and shoiJ~cl

be providedalong with th~ irnp!")\n::d phyt;ical clnd t€choical p,n(;P'S~If)':; fi"':!o"c:~ed
under th~~ub'·~oal1l. '-.

At ~he hml:~ both A"LD. loorn~ wt.>f~ appi!'Oved w~ f~·"~ "ho~ ~h~ f'01 m elf CN~ ~~

organizoHorJ'l 'ih mar~a9~m~nf end SJoff WfJ.~ ~~Jl)ng! p'",~r'~ik'~' fQtl.~I, ".'

lvic:.!ftlQVI;"1';I a1 the ti me of .h.~ ~~(,nnd 1f.lQt1I W("6 :i(~dlW ,:'d <.:')m,;.:.wha~ ,h~.• d~g~ f-'ie

of A"leD" JL'P('3\1'h,jnn, Qv~a CN~ Olle! th... ~Pqlj'j1~1l1":-'~·;l f()F (\?f('rpf\('(-' ~n A"tO.

fOIf priglr aPP~J'gVfd. W~ an~ pK~a$,t~d wnh. CN~ ',s 0'~'~1u~H p~;rfon'mC1~:~.. rlla'b

,peR'fog'monee 8ef'~:t, ~om~ J>t''''''9H\A~~ in fh~ d\";r,,gaHor~ r)f .gf.~u~'!e;~ 1f'\~~p()r~'\,ib~WHy

from CN~'s Boo~d to its mor~ag07ml~~r,~ o,'~d n~'di!' ('nmmiH~.... , a" Wt.~ had

er~\fisiQned iIl'i! rh~ CAP dO(:llImii;aj(5~ (j~Jr.JI'~ 1966).. Jh~.~ CN~ BnOlld ~')(.eij'(h~J;

UNe l.ASSjf~fL.}
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less day to day controls t'oday and mQre l!'aHanc.e upon midd~te manag~ment'

heviden~' andpll'oduc.ing fe~uh~,') fhe CN~ Board is ob'~ ~'() giv~~ more
attentiOA'D to 9il>gwtho ~.9' e.xpan~i(ln irJ10 a nl:W mutua~ fund~as aforemet~lioned~ ,

In on9 Insf'ar~C6 that we know of,I a PfojC:'Cf b~C(lm0 br..a~.;J~~~d dnwn bpcolJ<JtJ

managemen~ failed to pr9tec~ it' C!(Jln pi)(",r ClJnl~a( -i."'9 nOiorl. Thl!.
situation hO$now been cort-e(.~p.d and -h(' pll)iC'd·s0~m .. to b~':\ mC1ving weU

. and profitably..

Repayment e}{pedenr.e hCfS boon satisfactory~ We ngt~ thai chargeC,\off for
bad debts have been low in the past. CNi al~o ad\fise~ that delinqu~ncy

ratios are low and they consider the c(,.lndiHon of their ~Qan portfQUo quite
. good. Vv'o wiU have a chance to r~vlew the portfolio wh~n the annua~

audit report is submitted in t+~~... neer fl)hJfe. \V#::' also in~t3nd tr:) b~ nir/j e
intNit?-sJ~d thon heretofo3'~ in the t:,ondiiion of Ci"·H is :.vb~bo~!()we(C) OS tl)
adequacy of working capHal and the a{~hievementof sub'-bmtl'Qw~~1~ objectives.,

CNi drl('~ in<.jst' upon financ.~jal planni'!D fr"i11 p~~ bCrf0Wf~r" I\s iq(Hca..~d in
ih(\ p~("" iOli~ para8~aph~, Wlil will bo lr~~e~f.,q~d fOc;(-l'-~ if si,:ch piw,r"j r i9 has
be~n~ adeq~~r.d6 Of, Irf.w~a~f:ld by a Ii A" jEoW of lila S-\.Wbl·PKOi~"l-:~ W~ wi H al$Q
us~ QU'f revi~w of the f)ub"prt)it?t::~iol ~l) a!o:~~"',;; th*, od('~qua(,y of CN,'s t~(;hni(;al

and managf'rial as~istanC'~ t't) i'he sl.1b "bOff0Wf}I"i 1.8nch:Hfhn I\.~ :D. Loan.

At thP,Pff\$~~t timeD OU(f imprM~itglfll gf mana~m~ratofl!dOp~~()n'f"lC11 p()~ici(~5

i$ fCIV(liUblt"',/~.Jter th,~ t1ddUi!)nol !~:~,:-j~w~~ m(~'1tiroiV:'d obrwoP,. tn be r.1Cl(:(,~

aft"'J" Ci'H~$ (lucia repe'!!' j; c;libi'lI,n,-'.); '.'.'{~ ,./ill t-,~,tj("i r:'. P"''TK':\' (!'('~)();;

t Il .• -, .! J, . " . ")'. -. I.'·,· '.', " .. " '. .",' . 1>. ;,.., '-1,0 De ·~ll:)(!dH..·c; p) fl'c rllvULl L.,:t.:'-1.~hlS.·.~ ;,.il'fl._~,,·,l; 1'1' .I'~;I}!\.
"

Anne,x. ito tht" c;~;,c()rKI LOCH"a 1':'~/1·21~r"j('r) dn,:>«(ib(·diht;: kidU rA li;>ndingand
invas1m~nt deslr~d byA"i ..D~ (md ~xp--';'<j~dQf CI'lL Th'P.;:, An'!~){ ()~ ....0 (,oned
for cordHnuing con$iJJhaUon be,wf:'t"'n CN~ and USA~D O{ll in'''f,;;*m~'·~ p!r'jorltic5
oaild objec;#ivt3s. lmpleitmenh:lnpo lp~n'~lr Nf'.3 1<) lhoft lJ:Kln A91'i~tem~~;'.t (an
identteal 1~~,tfJii' WQ~ h~iJ~d O~~ ~'h~ Hl ~~' ~oafl) (]~ ) di~(","i%~d c,~d'ain o:m",deraHor's
whtc,h CNI £hQU~d take in~'() aCi',QIJJnt fol' 'l;Ia:rio(j.~ ki~dc.; nf ~l)an~.. Ihe\~

dn(':um~nh O~>1,Jl tHu~~ll'ati'\f'~ ~f th~ O'thnW~fJ;ngnOhnlf1!N ,;f A~D';\, ,j:~~anol'l:~hip 'n
CNL P(lc"c,ibly bec:au.;n A~D /;p~pc·d O~()'~· CN~;. !,,,,,,,,,,Wy b.. ( U\I'<'f:'P .' a

I.,
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. ,.ot private institution and not sen!iit'iv~t'o questioos of $l)v~fei9nUyti' 01'

· maybe justbecoose of the penonaHttes involved!, USA~ 0 and eNI
enjoy a much closer relanonship thorrtlnfQnoC and USA~D. As a '
res.ult I ahhoughthe CJctuat terms of theCN~ Loan Agre~roonh hovl1
'proven workable,r)he A..i .. D. coqJdbuiion tnwclrcl achif'v'ing de5ii~d impacts
has grown rno~n out of thi~ continuing dicdoguC' betwl:'lQt'\ Cl',ll marl('jgcmcnt
and USAlD managemenL. Ii is jn~f'resting 1'0 not~ tho" tho clos~ felanonship

'continuE's despUe change,> in USAiD p~lf~onn~~ and lead~Hship.. ' FlH~hf.:rmofel/
thelrei~ nothing Patronizing about thh h~~anon(h'PI CN~ l"r'f~,id('\n. is
('l Clf1VCIf, expe~'ienc.ed fjrllonci<"i and u 1110c". LJS0,fL'~ SOUd~O (Jf i'/:'~nl(jtifjll

on IfJc:ol business and economic connection\. '

The onlyrel~"ance of th(~ !WO s~p,p proc~dure in th~:l COl;C of eNI VJQstho"
it penniUed the eSfabHSohmen~ of anappr OpiClt<.~ ('"o~t of mont-"y tn the
institution ..

The need for ~ocC11 Cl)fH~!1CY~ thl~ foet ihflt A.~ :,D., fU0d... c,~~ tied o(::cI the
pipeline a~e, of COlHse~' a"~ n~lated, As. di~~v$!>~d in thf.'ajJg~am orJ
Infonoc y the tying of A,LD, flJnd'i m eons, that rocofcn~ts o!')d wnrkinr]
c~pital rnu~t be rnobili7.~d to c()mp~t::m0nt AtLD) fund~ if th~ lon..:·y arc
to :)0 U~(\C!. At the mqm~n~ th~r-e it;, appof€'nt!y a ~hQ~'1age of local
i n\"('!~,: (l~cn( capi tell, (if 01 I~~(J"'i t1 ,,',od~(·(: fi~.1 uc~ c:r'(' I:'> 10 undt·jf·okc new 'oc(11
itl\lf'stm~nL Given *ho «(,r'",ii~i(»li :J f'i~(' {:.~~(hnr.... '~(:~ (~l'lrl r~l~/',rnnrJ, i<;. "Jlus'. -, ".J' - - ~ I

CNI's·~C1~Y oc;;C~,~~ to fOJeign lin.. ·~, nf cH:'di~:l it j-;. di)ubdlJ~ tho~ a\;~Yli~8

0'1: ;\..t .. D. fund~ for 11)(;(1\ (J)'3~ finof!c:ing ('Jvlclb~ iVSI d~~d. T0 a~~ar..:k

both problems!, pipe!ine and $hOllta9'~ of wouk'ng \;op'~tal~ ~h~ tv'i{.;jon ,

is cunenc'Iy discu~";lng (~n 4'h~ cnr~~€')t.l' of thn Anhp'Y. or~d PO!log;aph 4 of
Impl~mentaHonL.et!'e,i' NOll,3) with CN~p()\~ibl,,", inr,H"oCi~-_ 'in fi; -(lr.<' ing

the imppdation of raw ma~'~;J'ia~~:.' $PO~'~ penh:,,: ,n"l~ (lnd lighl ,:,"ql,jprnen~<

\V<, wf)uld cxpec"to .see iJ'\(.~.;.:.a"ltJ.d p'loduC'lion and :ooo~t'~ wt:~vh{~~H from
hinhE" utili7aHon of ir...tallpd (Upo<:;.y. ll,j'. '11 .'i~~~y W("\j;l.d ,..n~ 'luqIJin:-
, ,I t • f . f '. ! t , .~. l ' • ." f' j, "W1 J' Ie o~~elon n Cq.PlIO (U'I "\ur:(;(·~(j" I .. ' C!1»{ lf i\l( 11;0('1 (11,q,)"""~(:'

~,uch sub"k,an~ i~ u'l\J(dly 1~1('P~ (,i" iL'\.

We ha\i~ already discu~s~d pdvo~":" ('i~·'pdbi,c: in,,"1'i~l-fnor'~~ nr.d iL~.. ~';'7:~~1 f(~,

b th · th ~. -I h' . , I • d • k. I " I,I)', In e p~'eVIOlh an'gf(jm. lS ql,l(:"~ J·.;r~ ~'I';:_)l'r, l:l~,ot:,:U"~;O ~ "l 'Nn('!~ v.'(-~

, " have said in the intr9ductign tQ both aiJgreim~L Ba~ed qn ~~.,~;~N'cotagI,Jao

expederice, In tho$~ ca'~~ Wht:'f€ we ar~ primardy (tltt~f'~I~l'ed it' ...~q~,.:tjop"
"and'pmticulady intc'i~,!jed if;' thp ~()ng ~lJ(r dev,fJ~)pro.~f1tnf C'0.I>',:O[ mmhl'"

'institutions, we would p~obob'y cC)ncl~nhute OVL tj~;si<,!an(~: and a'~t;flnOn
, tJ '. t £. • •• •on '11T,'pnvcL t" Jr"ICil"!C I ('I a (A, .... r;onc I H(/c.
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CoO Cvcrall Evaluation and Conclusions

10 10

The Mission feels that the two invcshllcn"s in eNI have paid off both in the
creation: of the institution and in the direction and effectiveness of most of its
sub-lending activity$ A review of the capital assistance papers indicates that
we based our original decisions to support CNlon three considerations the
knowl~dgeondexperience of the top r.,on(Jg0fi10nti the evidence of succe$-;ful
mobilization of private invest'ment capita~v ~Qcal and foreign) and th~ c:onl)ide~able

support of CNIQs activitYIJ existing and potential.? from local and forcifJI1 :.)(l\1k5.
From this fv\issionf~ e>~pc:riencc those jlJdi.;:Ci"i"lCn1S C!$ to nlClrKf(j(!rIlCnl tend to aS5Uj'I~C

more importance than routine cinolY$is of finClncictl proiectir)ns~ The economic
considerations; particularly tho need for expailding oedit flf)w~ to indu~hy were
taken pretty much for granted. .

It' is interesting to note that less cmphosis W'Q$ p~C1c.ed on technical a&;sistanc(~ to
.the private institut"ion "hem to l nfc..Jnoc.. i"Jane of the funds f~ om the first !r>on
were used by CNI to procu~'e ouhic.ie technical SCi"vicC5 cmdf:vi'i the $ecund locn
no funds are avaifable for I'echnical assi:;tonce. Maybe CNi tniJst b~considefed
an exception in this respect r possibly because of the heavy rcpresentaHon of
bankers on the Board uf Dircch:'~s..

Regulcr commercictl borrowing has a~ready b~cC)me a possibility fo~' CNL'J" infact y

it was a pCidof CNl 's oporCltiC)n~ fr~)m i·he v(!ry bcgin(l)in[)~ Not aJi of thi~

bon9wing is short teu'nl6' CNI rep0lh S()ln(:~ liner; of credit f(lj a~ IonS! a~ fi,,'(:: YCCHS~

But commercial borrowing espec,iaJly f{t)Ji1 ab~'Qad cou~d becQmc a dead end fq,
a private financiera.. The .real need would seem to be the creation of fU:lthf.'lW'
capitol market in~titutions such as f1)(ductl· flJnds~ mCHke~ablc securltiefl,~. i('cllJdjnn
possibly partic.ipafionce~tifkates of s()m~ kind". dl,d fir-loBy a secL1rltj('H) Il1clfket.
It is int~resting to noh~ I'hot CN~ mCH"(lgcrlje,,~ i ... ol,e(ldy ~'hinkino a10PD ~he(;(\

Iincs~

CROCKElT

Attachm~nhg As stated above. .

BEST AVAILABLE COpy
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I. Int'roducJion

This airgrom tesponds to the ins1fuction confained in refoirCls for as m:sistdncc
to the NicoroglJoninsti1vte foY' Notionor Dever&pm~nt (lnfonac) is concQrnoo.
A lol'er and repdrate message wilt CQVQf the NictfTogudnlnvestment Corporation
(CNl)~

The guidance. contained in refef"Qnce air~am is very comptete~ VIe feel I

however, that one basic c.oruiderationor question rnc:~>, hove been overlooked.
VIe oresorneJimesinte.re;ted in the inslifution, spl11elimes in the sector,
sornelimes in bol'ho In t·Hctrragua we hove 6(ompfes of all three concefrtS~

tJ) WQ;. hove made tvlolooro io CorporCicion t-licarc.lsUense delri\l€V'5\ones (Cf'tI
for induSlriol releradirl9; !n thh case., 'we were mastly interesfed in the
institlJfion~ Other-devices-ot" inslitotions fQY chcrnne1lin91 I\.I.D. fundi
in10 industYiol ;nveshnerlt c!h'eady @xlS'ted and op-erof'ed with a consld'?rc:ble
eHic~eocyo But we feh ,·hol ahe ver}' e\l,.istence of a private inves~men!

bdnk wos a oece$'-I'fj" Pdrt of our overoU conh-ibul1on te> indusiriaJ
deve'opment and the ~\fQnl~l crea~ ion of a capital rt'Jo,ket 0

b} We hove also rndde two foam fa fttdvs!rh:JJ invesfrment to 'Ihe. Ins\Hulo de
. Fomento Nociooa' (lnfonClc~.. p,lthovgh we have an in!'ete~t in improving
i'he in~tituHoni our prii11dry interest hcas been In using if Ci50 me(JJ\') 1'0

a:" ,. (:-1 .. " " ' ~. .. L -.' ,.... IPACE PA~
'jf-w;;~t:1~7-;' ~.I1/l\2.~ ,3,l% y' I .: ~~11

1--,-OR-A-FT 8:1, . IFF'CE. '.' ~ PHONE tlO. DAie .. • IAPPROVEO ElY:

CDO'P~t:~"'Y;i:N__ I CD~_ __ 311~irector, R~.9~~~~nesen
. AID AND t>~IER CLEARANCE:)

uj\~cJ.~~SSjrl ro
______-1 _

AIO-S·':') (!).G~) W/O HEC-rO
--"---~--- - _.-._._--..,.,...__ _---_.-,-_._ _ __._._--_ _.._ .

(D~ n,t typu ):"'",,, 'hI, liM) "'1'''>0 'I
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channel A.I.D.fundsto industrial development along with local funds.
We have been primarily interested in the economic effect of the in
vestment rather than building the institution.

c) We have made a loan, the Smali Enterprise Loan, to the National Bank
where we are almost indifferent to the institution. In this case,
we are most concerned that funds be available to small enterprises
and our technical assistance, attached to the loan, is primarily
designed to get guidance and advice to this group.

In summary, this Mission hopes that the Spring Review, in focussing on
Intermediate Credit Institutions, will keep this distinction in mind.
Whatever may be the nature or purpose of the leI, industrial, business,
agricultural, housing, cooperattve, we are sometimes more interested in
the sector than in the instituti.on which acts merely as a conduit. We
are sometimes more interested in the institution itself as a necessary
part of the developmental machinery.

II. Description of the Project

A. Outline Project Information

1. Country: Nicaragua

2. Name of leI: Instituto de. Fomento Nacional (Infonac)

3. Class of leI: Public X---Private---
4. Date established: January, 1954

5. Initial assistance from A.I.D. Development Loan No. 524-L-009,
$4,000,000, December 23,1964.

6. Infonac takes equity participations.

7. See Balance Sheet. Annex II, Page 9, Capital Assistance Paper,
AID DLC/P-285 revised, September 24, 196h.

8. Subsequent Assistance from A.I.D.: October 23, 1967, $5,000,000
Development Loan No. 524-L-018.

UNCLASSIFIED
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9. See Balance Sheet Attached.

3.

Attached are copies of Infonac's balance sheet as of June 30, 1966
and December 31, 1968, the most recent available, The followint;
are some comments on the recent balance sheet with some comparisons
to 1966.

The capital structure is, of courso, shown on the right hand side of
the balance sheet where we note that Infonac has a debit-equity ratio
of less than five to one, which would normally be considered quite con
servative for a long established development bank. An examination of
the debt confirms Infonac's role as a mobilizer of foreign capital,
obligations in foreign currency are 138 million cordobas compared to
local currency deposits and obligations in local currency of 82 millions.
These figures should be compared with June 1966, when foreign obli.ga
tionswere much smaller than domestic obligations. The great increase
in Infonac' s lending activity over the past two and one half years ha.s
been financed virtually entirely by foreign loans.

Within this category, foreign obligations, we also note that seventy five
percent of the debt is to foreign banks. The back up data we have, seen

. indicates that 70 million cordobas of this 102 million cordobas represents
debt to U.S. commercial banks which is either short or short-medium term.
The rubric "other financial institutions" includes a little over
$3,000,000 owed to AID under ·5~4-L~009.

Capital and Resources show~aid in capital of 53,50u,OOO cordobas. This
is made up of 50,000,000 cordobas, original capital from the Government
plus the Government contribution for 1957 called for by the AID Loan
Agreement. The paid in capital should show an additional 3.5 million
cordobas paid in during 1968. It so happened that this amount was not
included in the regular 1968 GONBudget and was not paid in until
early in 1969. It should show up in the March 31, 1969 balance sheet.
By the end of 1969, there should be another contributton of the same
amount and losses covered by the Government paid in Capi.tal and re
serves would then exceed 60,000,000 cordobas by the end of the year.

On the left side of the balance sheet note the three fold increase over
the last two and one-half years of the loan portfolio and the similar
increase in investment positions. We will at the time we receive the

,annual audited report, take a long look at how many of the loans out
standing are current and how much of the investment portfolio repre
sents actual present value.
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10. Status of A"l.D. Loans as of December 31, 1968:

, lOan

524-l-009
524,...,L-018

11. Interest rates:

CommiHed

$4,000.,000
$1,300,000

Disbursed

$3,005,000
$ 13,000

Infonac bC)~TOWS from many SOUfces including A.leD", IDB, CABEI and foreign
commercial banks and foreign institutions. No meaningful average rate can
be calculated. First A.LD. loan was at 2%, s~cond at 3!%.

Infonac lends, at various rates, but the normal industrial rate is90k per annum,
plus a one percent c.ommissionplus 'one pf;rcenf for inspection and supe.rvision
on ~ome loans. A one percent commitment fee is charged onundisburse~

bal~nce$. '

The descriptive matt?iJ'ial entoen limits, formal criteria and numbers and types of
(oans reques.!edon page 4 of the ir:strllction is obt'ainable from the foliowing
documents which should be available in AID/VI:

"h~5tHlIl'() de FomentoNacional (lnfonac) Loan Application to the
Ag~ncy for International DeveJopmr?-nt. In-dusts iot Development

Program ll
•

Dated Novemb~!", 1966 Od~n~ ifi~d ali Document A).

CAP oc:> lnfonac Ii dated .June 1, 1967. (Identified as Document B).
Th~Te i.5 no maximum size IQon.See Document B page 10·... 17 and
Annex Ii for dat'o on uses of loans.

I

The followi ng is o'summary of Infonaclls loan portfolio ot December 31, 1968,
by rermand economic secfor(in millions of C6rdobas}:

~.9'y.!!!,QS Acch;~ ~...~d c~L:~~:.' .fOi ~!: Indu~!'rial Tof'o!s_.._--"-.--- ......._:--
,._-~

Sh.:>rt Term 1.1 28.2 2ge 1* 58.4

,Medium Term 5.7 1.4 6.9 14.0
LOJ~g Tt~rm 34.9 1.8 66.. 1 lO2 r 8

--- -_._--- ..__ ..._--- ---- ~ ... -..-
Tot'ols 1.1 68.0 3.2 102.1 175.2

* lucl,)d0S 11..3 loane; fer cXp('Jl't fjr:or)cina, I.'V flfJln 6.7 la~t yea...

UNClASSlflfD
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The short tEn m rX)dfvl i () hc;s dr.:\ublp.c.l Trur" one ycc;r aGu cm~ Icrs;cl y CICC0unts
for the eX,pclnsi on (if tho total por Iff)! in frum ~ 137 I Omi nion a yCC!rOao.
This reflects supporJ' to workin.g capHal needs in the aoricultural and
indusJdal or'30Sa particularly for export financing.

The oUh;tanding characteristic of the finane·iol environment' in which Infonac
operates is ~he abs'9riceof any e,xchange or import controls. Moreover,
Nicaragua has long enjoy~d a good cl!'~~dit' rof'i~g wif'h U.. 5.. institutions..
Consequently, Jin~£ of credi't from U.. S. banks are easHyavailabl,c to the
local comm~rcial banks, to eN!, to the National Bank and to Infonac itself.
This ready acc~ss I'o f"reign capital is not an unmixed ble,5sing. Nicclragua
is facing inc.rea~ing balance of payments c!ifficuhies and short term debt should
be reduced.

Infonac is able j'o give ~;1i8hl'Iy better t('rms to industrial borrowers than can
any other institution but CNI.. I'lev{)dheless, the ClVai lab ility of crcdit
from many sou(ces clearly limit's I'he rrAe InfooClccan playas a guide or
confTol on fhe direction of indus~'fial in'/ostment... It should al~o be noted
here tho!' CN~ isnqt the or.lly privat~ fincmcic,(o. Th(~ comrl1erciaJ [)anco Nica-'
ragUl)n$c hr:ts $r:.'t up a subsic!ic;ry, In..J0~al 1'0 pr'lvicJelong term finClncin£j,
and ane;iher p~'ivcite orolJp now int~n~~lcd in building, huildino r.1CltCrialS,
insurance and sCIvinfj5 and It;)an company, is rerming a financicrcl, Cit Jcast
partly, to fir~an(':e its own operations.

A free savings and 'oon system exists which competes for individucl savings
aoar!1st comrn0fciClI bc!nks/ ~nfonoc and the' i'~a;·ion(lI BCJnk. A descriptic.m a;,d
listing Cif InfonCic fL.lnctio(!$ is presen~ed on pose 1 cf Document B. A mc.re
extended cle~cdpHon is available hom Dvc.:vnient A, pOf:Jc4--38. Also,
AID/vV may wish to rerer to DoclJrnent B, pages 18-20 for histCirical review
of InfonacopcratiQns. At this pt"Jint j if shl")uld suffice to point out thctt
Infonac is not just a credit institutjc,n. InfonClc also contribute5 to
government planning. It itia techniccil industrial consultin8 fir:-n duing
feClsibil i ty ~tudi P.S 1 cuntfclcting fc.r sllch stlJdi cs Clnd provi di ng technical
assislcl!1c-:e. Ii is CI l:lclnc10clil<:.nt cO,llpar,y actually runnin8 certain projects
(bal1a~~asoncl tabclccv) in which it h(l$ not been oble to interE'~t private
invest()rs. it' is in competition with CNI CIS an invc$tment bank, but it also

, complements the National Bank of Nicaragua and the Central Bank as part of
the Government of NicciroQLloJs set cf s(~mi'·'~utcmom()usinstif'lIti(Jns used as
deve'opment tools. . .
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John M
Rectangle



,r.cnag~a AID/vV TOAID A S9 6 11

no. '

1) Cuels

c:) Thccmphc!sis.il1 bot-!-. loons to Inf"nClc (009and01G) VlO,S un chonncltinJ u'f
I:,.I.D. funes throuGh thci n!:t ituti Ol'i i.c .. auori,cnfi no the supply uf capitcl
fc;r inc!usl'rial invp.~tmenl'. We did incllJc.1e loon ce;,v~nants callinu fur the
8c.v~rnr;·,ent to meet annu.clk,ss~sg IhU$ av(,iding cl~')cC1pitolizatiun, and
to contribut~ $500,000 annLJolly for fj'!l~ yeo!s to incr~ase capitalization.
The fact fhat InfQnac ar;cep'~ 5t1Vin[Js aCc.r.llmts is rt:~nlly irr,~levant; its'
tC.;OSf.1C:H a pert of Us capital to bo w,,~rhwhiJ~. ether than its c..,rioinc!1
capitalization and th13 r.mr,\,,'ol cc·n1Jiollfjc.n of the CCNcrnlClnnt, lnfunac
relics !;;ust hOCivily on f~reign loan:.: fer Us operating capif'cJ. l.'n the
licbiHty sid~, 80 million cr...rcJobos OL't of 122 milliC,ln,cvrdobc:s was in
debt, t(,~ fe,reion banks at the end Qf 1967. About five sixths of tho debt Vies
fer tc;nilsICinoe-t' thon one year. In eS$p.nce Infonac is u mobilizer of foreicn

, capital n\-.Jt dorile~!'icct:Jpital.

b) It is th.e in!'o?:nt ~f the proie.ct and ..he pr:.licy of Infunac to muve capital into
projec·ts (mJh~ basis of pricfHil:'!Si with '·~~p(.irt c.apaGilities Qivon parf'iculc:.r
wei ght. H()wc1/~rI int-ef~~t rat~ policy i~ not the tool. Priorily is (Jiven
in ibe,proi(~ct analys!s proc.oss with Ih~ J~~cisi()n tosupP(jr'tc:..r withhold
sL'ppcrt based on whichpr,'jQrHy goals the proicct supports.

The fact that industries S,'pr)(,rtf,~d (fishing, meat packing,lurn!)0r and wood
prvduc.ls,7 chemicc!! prc.;,duc!s) ha\f~ be~n ~xp(Jr t~;d'~(Jricntecl indicates
pcrticl.lloj'~y inpfficic:.nt

j pr~)te.C:!Qd indusb'i~Ci have nol' been suppc;;rtcd in
the Jndu~!rial area. Inf.)oac 5s oCricl.'ll"Jftllvonlurcs into bancncls and tobacco
have 1101' bc~n pcrticuf(:dy succ(!s;.ftJl but l'hc~e c;ro dso expr.,lrf r.-riented and
no bias towc.rd "protecti onism" is evidont.

c) The prrJiect' doos not aim CIt a s~c\.;riHcs mcrkc·t. The only bow in thC1t directilJn
is c loan ct)v~nonf-requiring Infonac to cJiv€:st itself of eqL'ity positions
ocsuirl]d wUh 1\.I.D. loan fund~ within fiv(~ years. The mechanism is

• ,... !unspcc P' rec'.

d) Imprcvcr.•cntor l".lonagemcnt has become a majvr ahn of the project. The termsof the sec<.Jnd Iccrn differ materially f(')i'il thCJSO fA the first Ivan in this re~pect
and InfunGe hcs ta!~en a particular intcrcr:t' in improving its own capability to
serve CUSh;:'j'1crs with i"cchni cal C1ssi$fonce. Thcf~e$ chcrJl~d cC'rtai n

,bc.rnJ'v'/i.::rs ere l~(~c;iLnccl t() rCCf.JvC'r C1 pert (If such C()~ts. However, the primo

UNCLt\SSIFIED BEST AVAILABLE'COPY
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Ce,:,I1CCHl o,: t:"IC prv joe i' ilGS ;'CCil ~':1C c::(i.; i Cli~' t~ll vccJi 0i1 ("f cc!pitcl r(lj,ilCr

t:laniIJ1pr~vccleHfciency of usc. -fhe loHer is-c~.;n-siZcrcc: a by-pror:uct
of th~ fermer .. Gut of this cunccpf' flowed the insisf'oncc on irnprovci-.1ents .
to Infonclc's project cmclysis si'(!ff c:s c: condition to the sccc,ne: loan~

I r' .,.t' I ' . / . I . t . ..,.IvvnCIC Des (!cr.:UlrCCI, Will lXln prc)CCC(I$; fCC.UHCCI (ISSIS Clnce ,n sterfl'

traininu (in'.! in i;:lprOVC9 sciocHon.. ancl'ysis and supervision of projccj·s ..
This technical assistcJnce is appr..rr(!n'·'y beinu well used.'

c) Sec In(T9tluc ti Oil of th is ropr..rt ..

Achi cvcrnGnt "f (jr,Jd s:

'Cl) The £lools of the first locln Vlerc substantially mot.. \Ve were interested in new industrial
investment end we (jet it. rJy the {'j 1',1e the SE)C;Ol1ci 10(:11 V:C!$ prcpc:'red, 'NC had ,Jcvck.'rcd
some institutioncJl !Jocds fc.r Irrf("nClc, prh.1C1rily i".1Cfe c'~ficicni; uvcrcdl o;Jcrctiun. T: ... o
second h)cm ismovinQ sluwly cs fer csSUb-col'ilmih-..cnt is concerned althoush another
$1 million sub".,locm is in the oHing.. This may be a result of a general economic
slowdown but it may Cllso reflect a failure I't) mobilize local capital in sufficient
amount·to create a demcll... cl for additional fr)rcioncupHaf.. i\Her all our sec<.mdloan
is one hundred percent tied to U.5. procurement (md hence, only complementary
to local capital ..

b) The "Aissicn belicves 'j'hc:f' cvc:ikhilHy (If ·f(.r0i~~l'\ .:(!;)i~'(d ';:~r invcsh,',cn:' in fi:<cd cquir)
mont is no lonDer a i".loit.f con!il'raint on indu«>iTial development. There seems to be
an acute shortage of working capBal for industry, both for inventory of domestic
and f,'reign odgin j und fer payroll ar.d ot}et;lf Opf-)fClting costs. Many industrialist·s
comment that industry is seriously und(!l' capitaliz.ed, a factor which makes the
working capital problem "snow ball".

c) The Government' of NiccraguQ believes theft dt1Veiopli1ent priority should be on
conversion of i ndi genous agricultural and other raw mater:als for export and consumption,
on improving the efficiency of aglicuhural production clOd the conditions of rural
life.lndust'rial clcvclopnlcnt is considered (IS s!Jpporting those goals. Hence, one

. priority cunsideration is hO\'I a given industrial v~ni'ure might support agriculture
(insecticide plcmt)"r process (Ill aQricuhu'ral prodLlct (se5am~ seed dc-husking plcnt).
"'Ie have tcnd~d to of;rec in port with the GQv~rnm~nt on this strab~gy and ~9th

our past allocation of funds and the terms of the various loan agreements would
support this view.
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d) Infcnac already has loans from IBRD, lOB and commercial banks. Suppliers credits
are already used exclusively for industrial investment but not through Infonac.
Nicaragua's level of short end medium ferm debt is becoming a problem and more,
rather than less, reliance should probably be placed on Infonac as an mobilizer
and allocc:tQr., of long t~rm credit from international institutions including such
as the German Recon~fruc1ion Bank (KFW)•.

e) We would suggest thot the demand for industrial credit I predicted as rei iably as
pOSSible over sev~ral years, should be a more important element in decisions on
goal selection. We would insist on more tt?-chnical assistance to the institution on
proiect developmpnt and analysi5 and on giving management guidance to sub-borrowers
if Vie were starting over.

2) Selection of Borrowers

As far as Infonac's lending from A.laD. loan proiect funds is concerned the formal
and actual criteria are: (0) con!ribuHon to industrial development with
preference to e.xport and use of domestic row materialli; and (b) reasonable
prospect of repayment., These is little Jendency toward .gr~atrisk ...taking in this
part of Infonae's program. These criteria have been determined primarily by
Infonac itself with Government and A.. ! .. D. consent. As already noted Infonac
conducts research, SUtveys and sf'udies and has tried to stimulate investment
ba~ed on such sfudies. In some cases the study has resulted in a directlnfonac
acl'ivity. The "equipment peddler" problem hasn't come up.

The ~~ronac reviews csubmitted to A .. I..D~ in support of sub....loan approvals hove
gen~iI'ally b~p.n i'echnicaUy occ<':plable. Flnanc.ial proiections have sometimes
rested on shaky mark,;,t SU3'v'eys bliS' that i~ to be expccted~ How effectively
reviews are applied is a management' question anddisCuss-~dbelow; in essence,
too centralized management lends 1'0 vifiatethe uscfuln\.~sof technical studies.
The advisor to Infonac on proi~ct analysis has prepared a number of reports on
this subiect and his recommendcHons are in· the direction of more responsibility
being given to·proiectmanagers and proi~ct committees at all levels of proiect

.analysis, approval!! and supefYision. Infonac has already taken steps to put
some of these recommendations int"o effec:tg especially those in· the area of
tighl'er prQiect sup~rvision. .

3) Manageme~and Operational Policies

The form of managerial organization of Infonac is oppropiate. Both A.I.D. and
IDB i nrecent loan coreemenh or nflgotiafions hove souaht irnprovemcnfs in
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4)

manascrial effectiveness. Vic have seen I-he need for improved slaff training
(a prerequisite to effective delegation of authority), ti[Jhter financic!1 controls
including improvement of Controller functions and information methods and,
as noted above, improved capabi lities in proiect ("nonagcrncnl-. Not I'hat Infonac
is particularly weak in these areas 0$ compared to other institutions; these
are the endemic weaknesst'~sof credit ins!'ii'utions in cleveloping countries.

Repayment' experience on industrial IOClns hCIS been satisfactory, some industrial
investments hav;e not yet shown a profit and we await with interest an audited
year end financiell report for 1968 which is due at the end of Apri L Safeouards
against unfowm'cJ even!'s eIre not adeqlJa~'; cmd this is reflected in the fact that
Infonac ha,~n()t in~ist(;d on ad~quate fincmcial planning by sub-borrow~rsand

.. all are reported chronically short on working capital.

On the other hand both Infonac's and A.I.D"s insistence on"sccurity" ane!
probability of repayment may be irihibHing investment. It is hard to sec how
a truly "new" invostmr;:nt cOlJ!d gHt SUppOft. This relates to "who Dets the 1"110nC},1l ..

In many cases it is a new firm with old ideas, including firms with a u.s. intcrcst.
The U.S. in~'ere$t is w~tc.omed in Nicarogua 05 an assurance of good management
cnd of a previous good study of market and other factorsfave;ring the invest!;lcnt..
In such cases, th~ U. S. partner provides t-he "know-how". Amore risk nlin(~ed

institution Vlould certainly have to provide much more technical assistance.
Infonac is not profitable. But its industrial lending operations taken alone
probably eIre. The fact th~ 9QVernr.lcnt maklJs up losses may be "fair", i.e.
the institution is engaoed in non-banking activities at government insistence.
However i the fact that Infonac dQes not break even might indicate a
mi5sallocation of resources on cerl'ain expc.lrimental projects and probably
would indicate, in stich CCIseSe misolloccllion of th~ scarcest resource, manonerncilT
talent. .

Specific A.I.D. RelationshiE~

A.I.D. has used the process of loan negotiations and the loan agreement itself as
the majer in~trUi-:1ents to contribute toward both our own [Joals, and the borrowers
goals in the induc;tricJl investment e:rcC!. Loan covenClnts on loans, interest rates,
tcrms.etc. have been writl'en to achieve Cl. certain kind of program and we have

: generally fjotten II/helt VIC expected. VIe have been disappointed in the developmc;,.;,
of a pipeline of unused A.I.D .. monel. Si nCt;~ Inrom.lc is a government agency
supposedly prepared to toke risks we probably should have written less restrictive
covenants and ur8ecl a more liberal poBcy.. The two step procedure is almost
irrelevant Q the rate spread as between gC'Ncrnrnent and i nstituti on is mi ni mal.
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Neither tied'='pTocurement nor the need for local cost financing should be relof'cd
to the pipeline but as a matter of fac:t 'hey ar~. N~Hher 'ho institution nQr its'
individual investors have enough capital to permit A.I.D. assistance '0 be
limited tg providing the u.s. equipment and .occasionally some raw materials.
However, it-may be significaht to l1oi'eat this point J'hal'the private financiera,
moved by profit as are its bQrrow~':iJ"sg doe~ not seem to have either the pipeline
problems '~Q?' thg lecal capitol probleli"iSwhich the 90vernm,~ntinstitutionhas.
A.I.D. assistance to Infonac has not been d!:-~I'f.~l'mining.WithoutA.I.D. Infonac
would exist 0!Ud ba doing iust obcutwhat it is now dQing but with less mo~ey

and WUhOl~I' tl'H~ 9uoranteedc;apitalizotton support from Government which is
requir~d by QUif' 5ecGli'Id loan. Without A.!.D. Ihere would be no private financiera,
CNI il'St wou'dn1t exist. HtWO$ ru~ce~rory 1'0 cr~afe CNlo to have mode eNI
the sole chanrH~lforA.!~D. indush"ial investment' fundswoold hove been a
mistake, if only for plJblicrelaHons r~asons. So assistance to both was necessary,
has been effectiv9 in ~'he main, ond there is certainty room for both.

C. Overall Evoluctlon and Conclusions

The Mission feels that it:$ foanprogrom t'o ihe indus!TioJ credit institutions has heen a
success. 'vVe have $ome concern ove:r !he slowness with which· the second Infonac loon
is moving bu!' the first loan did move into tha kind of industrial investment Vie had·
hoped for and Infpoac is proving a foidy efficienl' channel for invesf'mentof foreign
capital, ours and oi'h@fS. Vole will cover CNI ina separate message but ,at this point
we are quite pleased wnh overall CNi performance; it is a profitable, professionally
run organizatiQn brtnging inteUisence and imagination to problems not only of
industrial inveshnen~'bvt of capHal ccc\)m1.1fation cmd invesfment'as a whole. The
following is stated wHhfn that cor~~~,xt.

\Ve would probab!y accept t-hat tariff p2!iGy del'.;:rmin£$ the nature of industrial
investment and development for more than a~~ the credit m~:charlismswe can dev.ise.
Given an acceptable larHf policy we shot.;!d prcpably use expected profitability as
the maior criterion in making sub<¥>~Qans. This is not as easy as it sounds. The lCI
needs special skills in accountingg ir.dustria! E'ngin:~er~ng, markeHng, and management
before it can arrive at sound decision~on !ikt)~y prrofitabilHyo For these reasons
every IOdn .1'0 an lei should cont'oin a big dcse of t€;chnical as:i.i~tance, part of it,
grant funded. Infonac was our only choice for a govE')rrtm~nt in!iHtuHon for industrial
lending in Niccragua bu" it is too bigg too diffL'se and too poHtical. Consequenl'ly
our influence on as management is limited. In a similar situation in anoiher country
we would recommend putting more emphasis on the p::ivate financiera or even on
several finar.cieros in a IGrG~~ enough ccunhy. But, we V/ou!d sl'iJlhavt~ to chann~1
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some porl'ion of A.!.D. investment funds throuuh the public instHution. In other
worc:s, we miO~ll's,eck a change in tho publ ic~privCltc mix.

Interest rates to sub-borrowers shQuld probably' be a function of procurement tyinG
but the f'enclcncy should be to keep the inlerest rate on A.I.D. loan money a latlc
below thc"going" rate aSCin enf'icemcnt to local privato capital. Fer the moment,
ot least, we Vlould not recommend any further A.I.D. development loans to either
Infonae or CNI for inclush"ial refencling for capital equipment. This by no means
precludes the possibility of development lending in t-he industrial field .fer some ferm
of capital expansion designed to improve theprocluctivity of exisf'ing plant. In such

I lending both CNi and!nfonac might be in\'o~ved but probably so would commercial
banks and the other embryo financieras.. .

CROCKETT

Attachments: ' As stated above.~
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1. f.~~n.~: PanulilJ

2~ !!amcof L£1.: Oes,1rroJlo Industrl,:I; Sa''\. (DISA)

3. C1assof;ICI:· Privatb
~...~~~~n

L:.• · Date Est~bl ished: .L:·/1S/$3
__,...•......-...............................:.r..............

s.. !hi t i ~ 1 Ass·i~!l~1.!:£r~....~~1~.£..: ~1£.:· 12/23/':;3

~r.1~~~t: .!~~~J..Q.2-, J29.

~: Do 11 nr to;)n

6. .Q.Qcs the I£LI~!s2_g3~~.f~r~ i~~ll~? Yes

suscr tbed •.

8. Subsequont AssIs!..:Jnce. Jr!?E1A!J..•.Q.: .'.Q2,~:' 10/19/66

Am~t: $1!·,OOO,OOO

~: Do11~r Loan

9. Captt~l St!:~.tt~~.t,.the_)CI. at End of L~test 'Fiscal Y.E!.!!.:

Ie!.!!.:

.~1,..2.2~..
$2,270, IS7· a~ of June 30, .1~::

10.· Stut~Lof A.~~p•. ·Dol!~r..J~J!s of July l~' 1~6C.: .C6rr~.ttc9.:$7,.100.000.00 .

Jll.sbu rs.~:· $6, 250,Sll·O. 53.

11. .I.nterc~t n!:'~:?.: ·b'y~£!~_~~~_e·~sr e.~id ·by.·ICI . 2% & 3%~..

A:vera~;£_n.:~.,.t21.!Ls~E.!.z99~~.•lfJ.: 7% from Inception to: 11/1/68,.
. .

7% p1usl%serv' ceo f~c the r'e(1ftcr. r. 0 ~ 0% y!'c 1d..

No dif' feront fa 1. ratos be tween bi.1r r·j'IIC rs.
"'~~··_""~ "" ""'''' ._''''.''''''''·.'''f'WP'''''.''''t__•••

U: Ie Ll\5sIr I L~ L)
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12 L"" ,..n U· " I·· . IO • • • I . I"· I 1 . .'.•.~l~!~,_~m_~!;9~~.:·__~~:~:·.:~..""::')"\., "~::"~'.l _:. i ;.) I .•• !' (.Il ~., :~l: \.!J ~ I L.\.lr;': i i.1 .j", \... • " '...':': 1·./\ L I
be obtuinecl on slJL""10·.1n~ in t:~';I:,'~.~~ (,r ~'D.));."()O (I'Ji~.l~d tv ~i~~Ou)o..I;) UI! sct,;r,Jwl JU\ln).
Use of initi.;)1 dr':M(!"~\:n ;l;l ':",:.·(.....·: .. d L'::.a fully tic;'! to U.S. rd-·j~\II-\~·i·,·.I-:l:t: ',:it:'; rlJn

dition A.LD. upprov~l lie OiJtuiiicd (lfi ~lJb"'lc·;II'I..:-: "'dc.lc to dir(;c.t.)j':, (.diJc::··.•·~) I,:.';·~~

bers of thei r fumil ic~, and princip~l 5h~rdlolclt·.. rs. The I.:,~'t('r i:; ~"''''fii":;':d ;~~. '.1

individuul 0\'1Oin9 or control I in~ 5~~ 014 more of the COj,Y;1~Jn :::h:~I~c'~' .:..... t.;;t~ndin_:.

Formu u.r}~~~r.l~.!.-...lf..-!.':!'"'!t. Sub.. Loilns nadc \./i th Po. I. D. fL;'GS to lJc~ r::·r ':: te j'"l, of
not lessthiln tVJO or mJrc t!lD'n fifteen years with sr~cc i.~riG.J r~·.. ~ t·) c~':~'€:cl U::
three years. The dcbt .. ,::quityratio of sub loens lTJt t:; (~x.-·Jed 7i,j ....JJ ~~,~;·;·~'tr:. {'..i.:,
approval.· No n.~flni)ncin9 or equity p~rticip~t~on \Jit:lo~lt prior·j\.I.:'. i;~l?r:)\';,:l.

De sc r iJ~ t i9..~~._!~_t;.b.?._~~: ~-~I)!._I!__L?-E~'!5?J~!~.~ ..~f_!i.l?,"f.~.r!_-:::!]~l.~l. _.£!~ '::.~.:..:~~~,:,~,;~~: ~ ...!}~_ ·~12.~::l.~
lEi-ope !:9t'::?~..__!!':?....E9.1~t i ~!!~,~-!!lE~_!' i n~c i ~.!...s:~(:~~~a ~Y_~~~i...E:~~.~~l.::r_::_2.::.!.~~~-:-~~:~:5~ ....,_J_~_:.
imE£!.:tC:l~~.Ll~~J~_~~.~._~r.1?l.L~ of.•..!lli s....!1.P.£..~t_.£I~di!_..!~J.~~t i _y'£..!~?:~l..i/;:~_~~~!:y'.!.~
IInc lu cl i ~~.Q._~~22.!.i.~r::?.._.sr.ecJL!~C_Th::,~£~£~LL ..r~I?~t~~~i9~~5~f..-!!!<;_..L~J._.i.~..~;i~
country,. et~~ Due to a vilriety of factors such uS gcogr':'1ph icc:: 1 loc,::·U:>r:, (bll~(

currency and unrestricted flo,",,~ f~voruble bunking lcgislytion ~nd t;::x t:rc~tmcntl'

particularly on earnings frc)m ~broud, etc.~ a lur£1c number of fe-rcion b:mk~ \:re
operating inP~n~Elu including three major U.S. houses (Ch;.:j~c, F;·JCD ~nd 8~nk of
America). Certain bunks have been form~d solely for external lendins. In tot~l)

about $40 millions ~nnually are so lent. The bulk of domestic lending is for
the commerciil1 sector. The lei w~s created with the 'objective of partially
filling the gap that existed In long term financing of fixed ~sscts for industri~'

expansion. There is evidence that thi~ h~s had a salutory effect on c0~nercial
banks \'Jho h~ve tended ,to stretch the ir te rms somc\'lhat to accor.l;~-:Oc!~te th is
competition.

Both Chase and FNCB ~re ICI ·shareholders. \·/ith the exception of on~ projet,;t
consortium financing arrangcment\-Jith Chose J the lei has not m~intaii1ed close
relationship with the commercial banking community nor attempted to negotiate
joint project financing. From time to time there h~s been some criticism of
certain project loans of the I,CI which \'Icra claim~d to hi:lve been cOlflim~rcial1y

bankable and, by inference, not development loans.

There is nodcm~nd for supplicr~s credits in Panainu but ~mplc l~tituclc for
guarilnties, unclonJriting, le<::lsing~ and other forms of c.Icvclopli1cnt· fincJncins.
In the ~bsence of securities exchange legislation and an org~ni=cd ~tock market.
the lac::i)f 1iquidity is ~ major inhibi.tion to both equity par\:iciputions and
uncle rwr it "195.

The IClreputation appears good in the.Panama City - Colon are~. It is not as
well known in thri provIncial cities and needs to improve its image outside the
t~o m~jor metropoles.
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1•. Go~ Is

From· the Gave rnli1~n t: ~·!onc....................... ."'......_...,....,;~~~...,_ ...._.~
. '. .

From gr ivE!~£...:Q.~~!l~~.?l..j"'O'_!!LJ C1: The l.O.1n J.\grccmcnt restricts c~ .;\.: .::' :",: .lu... ; cr
business entity from c.\·minfj more thiJn 5% of lei st~lck (to cne;9.:··':·.; ~ ~::·~·,,~d

b~se of ownership).·. A.s of Jc:1nuary 12, 19G7, thCf?'.\'J(:re26S ·5t::<·:::.~lccrsc,r

record, 82% individllals,13%corpofil tions, Dnd 5%fin~hce in·stat.... ~;;)ns (b~1nk~.,
insurancecomp2lnic$, etc.). Of the /.:.00,000 COiTIiTlonsh.=-res t:.1utho:'"i7.:~ll, 20l.',8Gl}
h~d been' subscribed .c)5 of Juna 30, 1968. Shares h.zlve ~i nornjni)lv~luc t,;,f $10.00
and abaol, val'Jc of $11.50 as of J~[1\.I~r}·· 12,lS67 \·Jlth199. 116~h~n.~~, ~v~i l.:;bic

'·~~···:'~':·:~·~··~·~.:1·f9r pub 1i c.subsc rlp t i on. .

llil~~cr...~L.!:o~ns an~...~l~.ss.i fieat~~!.. of ~un~.2Q~1260I.:.

,.

Totul

fishing, canning & processing shrimp . .
. Canning & processing fruits & vegetables
HiJnufacture o·f flour & ba~ery pro.ducts
RI ce mills
Milk products
Processin£) of ,cocoa. chocolati!, & candy
Processing of b~ver~ges, non-alcoholic
Processi~f) ofilnimal -feed .
Manufacture of clothing
ttanufactUfC 0 r shoes
Lumber liIill s
Mahufacture of furnIture.
P~per & pap6r products .

. Printing & graphic C3rts'
tlcJnufuc":u re of· 1cuthar' art leI cs·
Man~f~cl~re of·rubbc~ products
Processing of chemicals':'
Mantif~cturc of pl~st'c ~rttcl~s
Proces 5 i rig 0 i-'j.Jt:tro Icunl de rtvatlvc's
ManufC1cturc of non ..metallIe mineral products
Bas i c meta l.i nd'olstri es, non...ferrous
N,:-,m.ifc:1cturc .of metal art ieTes
Rcpoir shops
Extr'-lction &, oQnalysis of stonc, clay, curth"
Electric power .
Industrial ser~ices
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9
·2'
5
6
1
1
3.'
3

17
2
8
1
6
5
1
3
L.
3
1

10
'4
r
3

·3 .
3
2
J

0,969,729

298,862
205,822

1,285,000
125, 722
60,8L:·2

7,000
1,206,000
·91, 000

Llll.1, 2.1:,5
122,290
152, L:·3'!·
, 8; 700

1, 096~ 2L:6
529,750
·3.000

143.000
249,000
575,000

,30,000
1, 115, 722

L}I.O)S72
27J,51l~

'14,.000
50,500

380,000
.28,5CJO
30)000

100.00

3.33
.2.29
I l :·.33

) .41
0.68
O~08

13. L:·5
1.01
1~.92

1.36
1.70
0.10

·12.22·
5.91
0.03
.1.59
.2. 70
6. l .1
0.33

12. l 14.
4.9'1
3.11
0.16
0.56.
L;.~ Zl.
0.31.
0.33
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Re l~t i ve eme.bqs "s~!~.!._~-:.~~E~.Il.'·:Y~Y,7;.~.~J:~~~.~!.~.9r:., .£?:.~.I~~.~~J.~:': T:d j I. ,.,: ;.;);:-1 i ::db I i

to Panama \'Ihic.h is part of the d;)J I~r bJocwlld it.;) foreign C~~di.. ;. - ·•. ·':ic;,:ll~1 th:>
'money in circulation. Th~ u;;c of s\?cond P,.I.D~ IQ;:]o, howcv~~r, is IGDZ tied to
U.S. procurement.

PANAHA

(b) ~he, i nC,r!lase in the sl!EelY...o(-l!lvcstmcnt fun~~-!:?.!.,_!.'2~~_:~~!Y..)J2...~~~E·~~Ef:) ..·~.~,.l.:_
sue!' lL~~!l.t!en~I~nds 9.!l..:?.E.l?.cc i ~ll 'l. ,fav0,rab Ie tc ~~-f.'::!:.-~p.~c·I.~:.L.~.I~!.~j·~...L~~;..;~~·.L;J:_
~~~1 For inc.Justryin generill \~i th the intent of fi Illn~ the l:)00cr 't_;',lJ ~i; .. ~I.;i

investment fin.~'4nctng gap. About 65% of commcrci.:;l1 bilnk lending in Pon~r:l~ is
absorbed by the commer,cial 'sector and around D% by industrial b\)rrower~. Thr'~;;

year term isin the m~ximum range a1th6ugh good customers are somctim~s cxtcnd:d
a refinanciable balloon note in order to,str6tch term.

HO\IJ.sl~L[1!~!Lr£.te~om~if?~.ith those aVi! i 1au 1e_from 2!h~L~,£~~E.~~j.~_L~.~,:.~ht..~::
lJ. I I)t,eres t: _".ate pol icy used to try to influence the pattern of tnvcst::-;,~.~t~·~,,':1

what effec~~oes it. actually. have?, The question does not go so much tv r~te of
interest as to·yBeld.'Pan~ma has'~ legal relending interest rate of 7%
(currently equal to the New York prime rate). DISA offers more favorable cost
of money in that 7% .simple, interest is applied plus a 1% service charge, pro~

vidlng an 8% yield. Commercial banks employ a range of devices such as either'
.:>.:J filetc cr:discountinterest rate, commitment fees ll service charges, inspection

•. ' . charges; rollover fees ll etc. (dependin'g upon theoveral1 profitabil it'y or bar'"
gaining strength of the client) with a resultant highe~ yield. ,This hos had a
negative -impact in that it Is bel ieved certain of the ICll s loans in the three
year term range could have been financed by commercial banks albiritat a higher
money cost.

Is any con.112~rati'?,n given to the comparati've advantage of ind~.l!....2L3?cci~J£
industries p 0 ..' ~H'e high levels of protection andllinefficiency" .b~£rnation~l

standards aC~R.!£'~!L The ICI has not employed criteria or nationa), ecan,ornie
profitabfl:ty for loan applicatioM submis~ions to a d~sirable extent although a~

attempt is made to measure value added. Panama's industrial base is largely
. Impqrt substttut.lonoriented, sheltered from external comFCtition by a system
of import quota restrIction,s, and place's heavy reliance on supply and quality
of imported goods for i nte rmed late product ion use. .The rat Iona lei s based, on
market dimension,' panamanian Industrial investment has not Importantly stIrn""
ulated 9rowth in agriculture" forestry, or fisheries (except for shrimp, fIsh ...
meal, and fis~ oil). .

(e) Does the E!,2lectalmat h~lEJ..r2g to get a securIties market started'? This
obJective was considered byA.I.D. and ·Iel. As lei is permitted to participate
in equity, it presumably could perform underwriting functions as ~·Jell.

.' .

(d)..Q2es tb£....E!.~ct aIm at tmeroving technical, managerial Clnd finilncial practices
of borro\·JL!!iLfirm2.-1 In general, what stress is placed,on increa!H~gthecffi..
clancy of ..usc of ~...ital? This is imp1 ied in lells ~ppl ication requirements,
i.e. an acceptable feasibility study on new industry startsjhistorical finaricia
performance on expunsion~J and projected sales, P & LiS, cash flo'''', balance shet:
etc. on both. The efficiency in the uSe of capital, while obviously varyIng frc
firm to finn" is probably b,~st clcmonstr<Jtcd by the employment l;JD in the secto:
as a ~'JlJo 1e. UilCLASS IFI ED
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(a) Ho~~£ff~:.~!!~~l,'L.J~.·~~_~~.p-.J?r_~L~~~... r·:~t.~t?L~L~ ...!D2£.t!DJ}).~.!.h~.E~ ... "U~~: 1,~:.: ·~:2'.J., :::~.!.~.!1_.~·f.,
, !bA..!~~~!;_~!:~~H.E-.~..~_~.~~ !y_.~!~~ L~_j_~~,-.£lD_~!_~~~_ !12.~.£~!. ..1.1i....§~2.!y._=1..J-:. t~" ~ .r :' .~ ..~: '.._,I ~
:'.E.~1~5J.~_!!O~...£~.L~sr._.~!ES:E.of.J..?~L£~:L.!.!L&~o rpr i o~.!.!:.~1· l'hc, p roj eet i,.:;::. >~n~ r•.d ly
mot the 90~ls iJsori£jin:Jlly cnvisu~:(~d. 'ilDJor.dcflcicncy h;I~. L... ·.·.: :;:~::,ll,;c1c~:,r

anuggress ive promiJt lona 1 pos l:u rc ilnd lit iIi Zil t:i on of ~'more i :::",: ;,::. i ~.:: riiuge
.of dove 1opmzn t fi n;,lnci'ng techn i quc~. E,~ccpt for th~ cap it,; 1 .::.J~/:" ... j J.rd
locully from con:mbrcial bunk~, the bulk of the credit is pr·~:::'.I.:-:ccl '~Cl ~~. I

·addltive.· . . \ .,
. .

(b) tl!?Y~jcve1oEF.£:!1~~~~L!~~f£r:-.~~.!:!i ft w In' Eh~ Ice ol.!.-.2L~mr!~!.jsi :. ~.r~:(),'~,~!~~__s~~.l~~
A shift is being sought in lending pol icy of the lei to promotc.ond fHI'.)nce
projects thtit·, cont ri.bu to todevcl opmcnt ofPanamil.1 s rosolJ rcc L';I~c~ p.:l rt j c:u I ~Jr 1'1
agri~bu51noss, .and indu5triul·growth oflnterlorcltics~\-:ithinthis cc·;;tCj:t ~.

heavIer por·tfol io \'Jcight: . in lqans of $50,000 or" less and consc~rtiumfinuncins

\;Jith commarcial. b~nks is being encouraged.

(c) To \'Jhnt e~nt do A.d. ~. liS 'vi ewsof theappropr i Cltc dcve '-gern~D.~.~!rate~...ilnd '.
!hcroJE~f If11s in.it_C1-s£ord \tJith the Host_CountrLEoli£lcs.2nd ~Jh·:ltpri~r!J'i.
do we a..i.y"q_~9..J£tls -in I !JJ.b.,t ·of. this? . A distlnction.rnustbemade here' bct\'Jecn
statcdpolicics"~ncladministratlonof policy. GOP development policy,~s

enunciated.·ln the In.dustrial Incentive Lcgislatlon(L"~'1 rJo.25), .stlpulates
considerations of natlonC41 economIc profitiJbi.1 ityfor contract ~\·.·~rcl~. In
admInistrative practice, this largely has .becn Ignored in the past. P.s such,
lells portfolio 'gencra11y represents a fair cross section of GOP's Industrt!l'll
devel.opnlcn, t.·. s.trate gy ,. j'."/O ar~ cncour~glng rev.lslon ~f.'....G. OP Industrinl '.lnvcstrr.:mt
incentive polley and v ew ICllsrol c as one pron~tlonal: too~ In making such,
changes' effect Ive,. .' . . ' .... . . , . .' ."

" ',. . I' . . . ," , .

(d) ~!J~t a rc .!h~- ..2r.OSe,££.ts;fo~ meet·t"ns these goa ls.1!~\"· .from uJ.~~!n~l.~£...~2!:t!.~,£LP~
,f..uncling.? Assuming LOCln Agrccr.lent conditions \'1t 1lbe s~tlsfied•. ICJhCJs $2
ml 1, ~ ionA.I.D. loan funds to. be made aval labIa for commitment. ProjectIons
indicate thc:lt thereafter non-concessIonary borro~'Ilngs(:anbo accommodated with
a t~/O' poInt: 'relendlng spread•. Use of guarC'ntles Is being' enCOUril£jedas "ltdl
£IS other revenue generating technlq'ues such as undcn'Jrltlng, 1Cl'3:,dn£" etc•.

. There Is no current market In Panama for suppl Jcr~s credits.
. I.' ..

(e) lLhat ~t~~!!££ dO£!_l?ur p!.~.lect prQvldefor neWen?Jc.ots 'in th~~ho.Lce of. '..
.90~ls?,~;ould.~doit~Jffo!~,!2.llYifstarting~!.1,. One of the go~ls sCJUght
byA.I.D,. In the second.lel loan.\'/asan Increase In 'the legal interest rate of

, Panama above ih with d i sbu rsen~~nt of $2 of the $L. mi ll·ion cont i ng~nt~pon su,ch
lcgislQtion. The wisdom of ~thiscondltlonls questionable.as IClalonacou'ld
exert no such lcvcrogc on GOP <lnd ccmmarcial· banking system vms vp·')tf1.~tic to
~ny ch.~:lnge th~t might open cur'rent banking legislation to review in dopth.·
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A second objective c!'"J,sircd by A.I.D. was brand representation of j;yJ:'::,jtri~l]

community on lei Oo~rc.l of Directors resulting in t't'l~nty-i:'tIO member:.'" cl\!ven
Directors and cleven altcrnat0~. This ~roup represents upw~rcl~ ofvO~ of
industri,ul invDstmQnt in P~JrliJilla und iJ3 such the principi:l1 indu!itridl iJorn.)\'J('r~.

A3 u result, a substantial, but less than 50% of lei's lending 11':,:1 U'_'('iJ r("~
.luted to individuals huving direct or indirect rcl,:,tionships with lSI, Ct·'.';Jlijl~1

un illusion of filvoritism <:lnd ccrt~in frictions thfJt would hnve OL'cn i~V~;,:~-:,J b"t
a numerically smaller Goard.

Another objective cncouif:locd by A.I.D. was a broad b~se of ICI o\·:ncr~hj;-;. T',;
stimulate the sale of common sh~res to small investors a 7% dividend ~as ~~id

in the J968 fiscal year. This practice has, and will, dilute the ~mount of
earnings rctaincd~s surplus. In retrospect. it prob~bly \'Jould h~vc been bet"'·
ter to have issued snwl1crinvestors 7% preferred, convertible to co,:!I'";j");'-:~ \:ith
the larger initiiJl subscribers holding the common shares for c2pit.;~1 ~::,pr\~I:j ...
ation rather than short term divIdend earnings~ .

2. Selection of Dorrowcrs

(a) Wh~t economic criteria are ~mployed1 Are the fonnal eriteria ~nd the actu~l
ones th~-s~;:;;?-i1o formal economic criteria are employed Tn the seTcctTo~;C;f'
bo r rowers:---

(b) Are rese~r£b.J surv~_y's andLor..r.>romot ional \'/ork undertaken t'o st ir,11JJ.~"l1.e b0L.~O'.·:·'
'in~_fora pt:lrticul~r pur.r~?E.e or does the ICI simply proces.s aDplicztion~.

submitted to it? With limited exceptions the ICI simply processe~ upplications
submitted to it.

Is there a_2robleti!....0f eg!Jipment salesmen and other promoters stij~~l!l~tin~_th=..

wrong k Lr!d of C)~p1i Cut ion1 Not to ou r knc\'J 1edge.

(c) Are the ter:hnical and financial criteria and reVie\'IS ~priate? Effee:ti"'yely"
aprl ic£l Yes.

(d) HElut chan~es eire appropriate, at this sta~e or \'Jould you recommend for other
,lei's at an earl ier stage. As mentioned previously, we are cnCOUr<:l9in9 a more
aggressive promotional posture and directed lending for the ICI in the future.

3. Manag~ment and Operational Policies.

(u) Is' the f.:>rm of man~gerial orqanization approprlCJte and effective? "!hat 1~:
sons are-there on methods of selection of mana~JGrial personnel'?

From inception until September of 1968 the Hanager was a cap<:lble economist
performing 'most of the analysis and e~aluation with the assistance of ~ sm~ll
technical st.aff. His major deficiency '.'/as his disincl ination toy:~rC:s <Jctive
promotion. He has been succeeded by an individual of promotional c~pability

with neither prior bunking nor economic training. It is premature to judge
the merit of the change. To date the organization structure has been appro""
priatc for its volume of transactions.

UNCLASS I FI ED
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(b) ~!";:2.~f£fl~~~r,~~_,:::D..~~.!ll.$.~...t.II~: t!~·.:J.'~' 1..1.1 ......~~'~:}2i:~L::_ .~~!~.•~ ,J2X:-::) .\.'~~'.~~,~",~.l~.I::, ,.(:. !', i.::'.l:.l.. i·...,: II': ~, :,'. \,' i
Jo~ n~:._~~£9!~~~~:!~.~.•. ~?£~~J~. i.:, _.E~:r:,l~·~·~ ..~~, r~t._~·.~2':.I:.J.(o:~.~·E ....E~,~.,l' .~, ~~ i~~~ ~.~~.r'y.J YL'~' • I C I Jl'~;ll
security hi1S pruc<.1bJy bc ..:n SOlill.:'\'JI1'lt II~~)I'C (.:(';!I1~~<.'rv..:t;\'~, t1:~:ll I.j,:I';y i:~,:,:l,,: ">~':1

desirbble inccv(~10pli1cnt bunkin~ \·JJ'Jcrc ~ ccrtufnclcrllcnt ofri~.I·. t.~.I~il:J j~

implied. On the other side of the coin, the obJ.ig.:ltions to ~:h;:~rl.'h..)lc\:·t::; ~r~d

for A.I.D~ lo~n rcpayr.lcnt tend to militC1te D9~inst ~bvld(~r pcdil,:Y.

,(c) J..Lth~_§~,!~!JE~_J~~tt~£!:!_E..£E:~.tL~~lo~~~_~~d~.~lEt!f~.;.L!~;L2fJ2.~:..,~~~..i,Y.Lt~.E..
~~tis~i?~J~!:.Y.,L.~~~.9..:.? f.\S mentioned above, th(~ \...~isht Is on sc~~:ri~y ';:'ft:::r other
conditions have been sQtisfied.

(d) Is C)sslstClncc on t.echnic.ill ~nd ri,ana9cri~1 pr.')blems'to borro\·/cr t1ccc~~~ry?, .' ",--..' _....-~".._ ...~_..._I.._......... ..... .~ ...-.-........,...,....__.....-.-.............._.."..•., ..01._._~_~ ..~_....""
Avu i 1C)U I c1 Effec t i vc'? I n gene ra 1 such ass i stance Is n,ot nccc5~~lr·i'.:}Z m.)~ t
establ ishrncn'"ts'""'aci;;;a-hccJvi lyon imported technol(.)gy. Sever..,l bOI'lv~'.crs huv~
utilized the services of the International Executive Service 'Corps but not
specifically in relation to problcmsc.>fdebt servicing. ,Scverul cor.lpctcnt
m~:mClgement engineering firms offer consulting services in P~n~ma c:nd C)rc gcn~

cral1y considercd effective. ICI docs not dlrect'ly,participille in trr'i)n9tn~

or dJrccti l1 9 such services. '

(c) Whogcts_!b~...."12.'J£~.? g~...1;.2£.!!~J.!~_d or Ane\,( fJ.!~? Approxtm~tely 70% of loansc1rc '
for, industri~l exp~nsion ~nd30~ for new st~rts.

Is there a~~is.facto.r..Y~ti.tuttonalsolut,io!! !~...!he conflict....of~in~crc.u
, problem$uwhen~ff)cerC~ \·J~nt....!:9,beborrmo.Jcrs( ,This ~as been touched 'on in

paragraph (e) Achievement of:Goals. The loran agreement provides for A.I.D.
'-'review of all loans riltlde to'Offlcers" Directors, members 'of thcirrumtl ins,
imd prtncip:Jl shareholders. However, . no criteria arc cstC)bl tshed for rejection
and none hnva be~n rejected ',to date. In thi'scont~)~t ,It should ulso be poln'ted
out that there Is consldefabl~ variance between latin ~nd anglo"omcri~~nmoral

'concepis. of confllct~of~intercst. . . ,

(f) Is thcin~titu~ion erofit~ble? To \'lh~t,'c.xtent does theans\'Jcr reflect its
ovcrCJll er-fcctivoncss? The lei had a net profit of $136,393 In 1967 and, 
$20h,57G-:"'ilf§Gd-~~Tearncd surplus of $151,322 ond$2G3,003at t'hc end o'f the
respective fiscal·yenrs. ,In 'relatJon to the volume of business conducted, we
fcc 1 th is i..i ~ :e fl ect i on of' conse rvct i ve management.

,I <.) HO\'t has A.l.D .. contributed, ""here royclant,. in each of the ai·e~s noted abov~?

Ho',-, c~~~-<';IEld~s1g~2d~t~.~! cont!ibution be improve,!'! The first A:I.D.--fOr)n i~1d
a $IOOJ 000 component for technical assi5t~nce.to the lei. Approxifi1t1tcly 50Z
of this was so expended after which man~gement considered itselfc~pGblc to
conduct future jel affoirs~, At the prescnt tim~,~c consider IClneccls strcng~~~

ening in internal controls~nd flo\·/ of pertinent infot'r,lation to m~n~9cment'

assistance for which i3 ~cing arr~nged.
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(b) Jl~_c t~£_!.S.£~~_9.f.. th~1~~~8I..'2..~'?.!2..~_~.?.£!l_.~~.Lt..c:'~J.C:...f.o.~ ..~.c.l!..i.~y ~i.·" .~; ,: .. ' ..... i.h. I,.i.
inl~E!.? LLD~,!..?_J.'!.O\'J could they b.~_L~.r:..?~~.~_..!.t?~ ,O~,i~(:',~• .JP.~;I!..:~:1 C(;I·~ ... Li oj tile
impacts nOH sought were not vi511~lized at the time the I.J~,;~'; \Vtr~ I.!,:~:". '':(~rl.'

the Loan Agreements to be negotiated today \'JC \'Jould ~ucircss cursclv('s nlOf-::

spec if i czl1l y to average 5 ize and term of sub-louns, types of q~Ja 1i fy i 119
industries, and geographic distriL>ution of ICI resourcc:. \Jc \·:ould ~l~o c..or.~>

'sider the advis.abi 1ity of strctching both grace period '-lnd lOC:in rc?cyr,x-:nt
schedule of IClovcr somewh~t longer peri6ds.

(c) ~Ias the .l~:!~.::~!:..~l?~e.!,o~dur~~~£!:.!icd_sat is factor.l..!J:? ~~!.l'~:._i m2..!:9:~ ..~~~? ,"h"
E;<ecut i vc Dranch of the GOP des i red to c)~ecute the two"step p roccdu r~ bu t the:
Legislature failed to enact the necessary authorization. The systcrll pl)ssibly
could be improved if flcxibilit~ in compliance d~tcs could be sr~ntcd to
accommodate contin9cncies of this nature.

(d)

(e)

Are there ~'i.~y~~~ucin9.!he problems inherent in t iecl"'procurc~~~! rcq::!.i re
~t~? ~IO'r'~othe$~~ffcct~e.ipclinc? Over2.1l operations? Tied procurc""
mcnt per se has not been ~ problem for the ICI· in Panama \'/here the m~rket has
been favorable traditionally towards procurement of U.Su machinery and tools.
No major pipeline problem h~s existed. It is understood operations problems
have rel~ted more to inhibitions arising from economy of scale as m~ny U.S.
processes and machine tools of minimum dimension cannot reasonably be amor
tized against Panamanian production requirements.

Is the rel~tion between A.I.D. loans and A.I.D. technical nssistancc
Sut i sfa~t~2. t~':._ill_' s and to us? If not, hall} shou 1d i; b'e cb.~~~~~2<.1? I\s
mentioned previously, only one-half of the $100,000 Joan componcnt for tec.h ...
nical assistance w~s utilized for u.S~ contractor guidance and traininJ d~ring

thc'startoup pc~iod~ Historically this appeared to have been satisf~ctory to
both the lei ~nd A.I.D •• From a psychological viewpoint it probabJy would
have been better had the remaining $50,000 been limited to future technical
assistance needs by the Loan Agreement rather than disbursed in sub-loons.

Onefla\'1 in A.I.D. technical assistance has been the past lack of a close
working relationshipbet\\/een the A.I.D. assisted Panamanian Development
Institute (InPaDe/CDPI) and the ICI in project ·identific.ation and promotion.
ApproFriate steps are being taken to effect a closer uni6n of interests be
tween the two institutions. A pilot program in supervised industri~l credit
has be~n managed by InPaDe/CDPI with an initial fund of $20,000 made up of
mutching.~ontributionsbyA.I.D. and the ICI. This ~rogram gives promise of
the possib:]!~y of increasing cooperation between the lei and InPaDe/CDPlin
providing financing for smaller enterprises.

(f) !!.c:w can _~~.EiE.~.Ilne be shortened? ~!hat 1eca 1 fja i ns "/01.1 1d the rebefrom
. more rae i d use of..f.~~~? \1hat sacrifices, i ~.!.. \'IOU_ld have !.obe ~~cJe i!l
!h~:::~;I.~.L~~~::'~.!.~9-~nd ~p) i cat i on _~.L!c ria to move th~;;ub: I 0~115
faster? VOlj)d it be worth it? Our opinion is that the ICI has demonstrated
a-reason~bTC'b:11rJncc between prudence and speed in the process i n9 of appl i
cations. Obviou~ly there ure casc .... bY..case variances th.;)t rcl<Jtc to the

UnCU\SS 1FI ED
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(9)

thoroughness of, c1l)pl itcJtioll prcpeJrutJon, prior c;'I;;,,'ri<.:nc·~ ~.Ji tl, ~.Ii~ bll.A:lcl!,'·c
of. the bor rO\·ic'r, ~ncl Inhe rcnt CVu 1UO tl on d j f fe rC,\lccs(;(: t\'''''~~11 Cit '::'ij~1I1!: j 011

Joan anda,nc\'l inclustry5tort. As 'v"(~ anticip~tc a lc.rscr ;)":·r~{."lit,;,.pof n'~'·.J

lending to be inagri .... businesscs\"1hcre comprehensive rllurb:.,t ~n~ly~iz \':ill b:
a key factori n loan decisions, \'Je doubt that it\JOU ld l~:J\'d sc tv '(:nc.Ci\.H·~~9c
~c~elcrat~d applicationpro~essing~

\'Jhere relevant, \..,hnt hilS been the relilt'ive' infll1'~ncc ,')f .'\.'r.i:. assi~;t(-~:lCC to
~ic vs. er i'vate Ie jl 51 Can both be usefu 1 JB=~:';;- ~~':IC i",Euntn[1 i'-;·I·:;·"Ts···
not revelant in Pan~r,la as.far as A. J.D. is concerned. I.D.:,. m~de a $1 fill 11 1(.'11'
loan to the Danco nacional (government bank). for industrial lending. Inc
resu I ts of the L~2 sub ... loans made from th is fundu rc . no\'1 be t n9 stud i eel or iln
1.0.0. Industri~1 Economist. Preliminary informatJon indicates that pcrfor'L·I....
ance has~)cen inferior to the private I.C.I. .

c. Overall.Evaluation and Con£lusrons

In relation to thcothc;' ICllsof the area of which we hnve kno'.'1'cdgc, '\,~C would
rate the perf6r~ance of the Pilnama I.C.I. as good. To be very good or ~xccllcnt

will require the adoption of a range 'of more imClginativc financing techniques,
assumption of Q more· aggressive promotional posture, and concentration on develop-

. Ing projects that contribute to the gro\'Jth of commercial agriculture, 'forestry,
fisheries, and foreign exchangaearnings.A new lehdingpolicy supporting these
aims' is now inpreparation'bythe Board of Directors of the ICI.
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TO: AID/W TOAID A~125

FROM: Addis Ababa

SUBJECT: Spri~g Review on Inter~ediate Credit Institutions (ICI's)

In compliance ~·ith_the referenced airgram, the Mission. submits herewith the
requested report on the Ethiopian Investment Corporation (EIG) which is one
of the two Intermediate Credit Institutions in Ethiopia to which AID has made
loans. The report on the Development Bank of Ethiopia, which is the second
of these institutions, will be forwarded as soon as possible.

A. Description of the Project - AID Loan No. 663-H-OI2

1. Country - Ethiopia

2. Name of ICI-Ethiopian Investment Corporation S.C. (E.I.C.)

3. Class of ICI - This is a Public Corporation with practically all
the shares held by the Ministry of Finance, Imperial Ethiopian
Government.

4. Date Established -September 2, 1963

5. Initial Assistance from AID - None

6. Does the ICI take equity participation - Yes

7. Capital structure of the ICI as of the date specified in 5 above 
NOt applicable

8. I Subsequent assistance from AID

Date

August 17, 1967
(effective only June 25, 1968
after parliamentary ratification
& conditions fulfilled)

Amount US$

8,000,000

Kind

Loan

9. Capital'strocture of ICI at end of latest fiscal year - The
capital structure of the Ethiopian Investment Corporation se
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as of July 7, 1968 is as follows:

Authorized & Registered:

350,000 shares of Eth $100 each 35,000,000 ..

Issued & fully Paid:

269,335 at $100 each ••.••.••.••.••.••.•.••..••.. ~ ..•....$26,933,500

)1,388
500,000

96, )r(5

$27, ~61, 263

US/AID Credit $8,000,000-E$20,000,000
Less undrawn amount - do -
Long-term obligation (more than 1 year) •..•..••.....•••.•..$
Guarantees Acceptance &L/C issued•.••.••....•.•••.••••..•.
Loans from Bankers •••••••••...•..••••..•.••..•••..•••••..•.•
other Creditors ••••.••.••••.••••..•.•••..•...•••.•••.......

2,876,156
7,406,430

2,198,183

Total •....•..•••...•. Eth$40,042,032

10. Status of AID $ Loan as of July 1, 1968 (Available only from April 22, 1968)

$C mnmit ted $Disbursed

US $713,000 None
(Jan. 31, 1969 - Committed US $3,Lhl,h81)

11. Interest Rates: Rates paid by leI (EIe) - 3% per annum at 30 days notice
(other creditors above)

- 4% per annum on USAID loan
- 5-6% per annum on long term li.abil-

ities (above) according to maturity.
Rates charged by ICI - 7% to 8l% per annum

AID Loan is granted to the Imperial Ethiopian Government on a 40 year term
with 10 year's grace. The interest rate is 1% during the grace period and
2t% thereafter. TheEIC undertook to pay the loan to the government 1.n 20
years including 5 years of grace at 4% interest.

UNCLASSIFIED
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Narrative Description
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The Ethiopian Investment Corporation during its few years of existanceunder
able management has grown rapidly and has been of paramount importance in en
couraging participation of private enterprises in development projects. Con
sidering the limited resources at its disposal, EIC'scontribution in mobiliz
ing savings and for placement of investnent in industry, large scale
agriculture and other productive activities has been commendable .. Though a public
enterprise, it operates like any business corporation guided by sound business
principles.

In order to alleviate, at least partially, the unlimited demand for local and
foreign resources, AID granted a loan for U5$8,000,000 based on detailed par
ticipationand feasibility studies. The purpose, terms and conditions are
outlined in the loan agreement, application and pertinent implementation
letters~

The loan is designed to assist in financing foreign as well as local costs,
the latter not to exceed a maxium of U5$2,000,000. Though the loan because
operative only a few months ago, indications are that it will definitely have
a greater impact on the economy than most other loans or grants offered to
Ethiopia. . .. .

Outstanding Loans as of July 1968 (in Eth. $ 000)

Plantation
Farm

Coffee
Dairy
General

Industry
Boot Shoe
Bottling:'
Cement, Brick & Tile
Coffee Processing
Film
Flour Mills, Bakery
Meat
Oil Extraction
Metal
Spice Extraction
Paper
Textiles.
Wood
Tannery
Others

Eth.$
3,750.0

218.0
251.5

1,583.7

195.2

149.1
3,784.4

1).1
375.9
94.3

554.3
262.3
125.0

1,013.8
2,362.7

411.3
89.5
36.4

UNCLASSIFIED

Approximate U.S.
Equivalent U5$l.OO=
Eth. $2.50 .

1,$00.00

87.20
100.60
633.48

78.08

59.64
1,513.76

5.·24
150.36

37.72
221. 72
104.92

50.00
405.52
945.08
164.52

35.80
14.56
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Transportation
Shipping
Road

Hotel and Bars
Wholesale Business
Retail Business
Other Business

TOTAL

Financial Environment

UNCLASSIFIED

316.4
135.4

318.3

16,040 ..6

Approximate U.S.
Equivalent US$l.OO~

Eth. $2.50

126.56
54.16

127.32

6,416.24

L

The rate of increase in supply of money is not yet fully in acordwith the
expected expansion in industry and agriculture. Perhaps faster expansion of
the money supply may alleviate credit shortage and stimulate growth of the
economy.

On the other, hand the strong monetary policy and banking laws make the pos
sibility of inflation remote. Short-term business loans and overdrafts are
obtained on reasonable terms from the Commercial Bank which 'is the largest
bank in the country. There are also other small Commercial Banks and another
intermediary financial institution, the Development Bank of Ethiopia. The
maximum interest rate of the banks is 9%. However, the unofficial market
rate for money between merchants varies from 1 to 2% per month or 12 to 24%
per annum.

Function of E.I.C.

In its first year of operation, the Ethiopian Investment Corporation went
through the usual stage of formation which was rather unsatisfactory. However,
since 1965 under new management and with competent personnel heading the two
main departments of:Accounting and Investment, the Corporation showed immediate
improvement and has stimulated great confidence within the country as well
as outside, the country. The function of the Ethiopian Investment Corporation
has been detailed and transmitted to all concerned in connection wlth the loan
agreement. Briefly, its objective is mobilization of inves'tment of all avail-
able funds in profitable development projects~ The Corporation acts as an
active investor seeking, on the one hand, individuals or organizations capable
of managing productive enterprises, and, on the other hand, appropriate sources
of funds for investment either directly or through the Corporation.

UNCLASSIFIED
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B. Evaluation on Specific Points

1. Goals

Description

(a.) It is difficult to quantify the rate of capital formation.
However, great emphasis is placed in the Third Five Year Plan of Ethiopia on
the mobilization of additional capital from the government, private and fore
ign resources. Though no reliable statistic are available, Ethiopians have
a high propensity for saving and investment. True savings of individuals
are difficult to estimate because they do not go through financial institutions,
but directly into house building and other such uses.

Local capital formation is still not sufficient to achieve the planned develop
ment program. Thus foreign resources are most important not only for financing
machinery and equipment but also for helping the mobilizati.on of local capital.
Intermediary financial institutions are needed in order to give local loans
which in turn will encourage reinvestment of profit by existing enterprises
(including those in non-Ethiopian ownership) and encourage participation of
new investors in new projects or extensions of existing projects.

(b.) The aim, at present, is to increase the supply of investment
funds for profitable development projects envisaged in the Third Five Yea.r
Plan, i.e. industry, agriculture, mining, transport, etc. Interest rates are
established according to the cost of fllnds to E. I. C. which aims at a margi.n
of 2% for reserves and expenses. Interest rates are not set to influence
the pattern of investment; the main factor considered is the earning capacity
of a development project over the shortest period possible. At this stage
it is felt that concentration on profitable operations meets the needs of the
economy and of E.I.C. Infra-structural investment is not within the field of
E.I.C. and has been adequately financed directly by AID and from other sources.

Not all of E. I.C. '5 existing investments are viable without artifical protec
tion but inefficiency is not. readily tolerated and, of current projects, none
are yet known to be at a material comparative disadvantage. High transport
costs between the coast and Addis Ababa give distinct advantage to consumer
oriented in~erests with local raw material c.ontent (e.g. Glass) and to export
processing industries increasing the value/volume proportion of the product
(e.g. Spice extraction).

(c.) E.I.C. now has a share dealing group which meets every
Tuesday morning. Business is rather lax but the security market will grad
ually develop. E.I.C. also buys and sells shares over the counter. They are
pioneers in this field and continue to work towards qeveloping an active
security market. Many holdings (transferred from Government's direct
portfolio) are not marketable because they are long-term'projects which will
take time before dividends are generated to make the sale of share attractive
to the public.

UNCLASSIFIED
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E.l.C. makes a feature of buying as well as selling, with long term object of
developing an orderly market permitting eventual excesses .of market sales over
market purchases to raise funds for new projects.

(d) The Ethiopian Investment Corporation, in granting loans,
ascertains whether there is an organization capable of undertaking the pro
jects and in suitable cases takes the initiative in creating such an organ
ization. The Ethiopian Investment Corporation also assists its associate,·
companies in management and accounting on a fee basis and takes equity
position where appropriate. Ethiopian Investment Corporation requires appoint
ments to the boards of the companies, as corporate director, where its in
vestment is large, in order to follow the activity and progress of the project.

(e) Other Goals - Covered above

2. Achievement of Goals

(a) Though it is too early to judge the effectiveness of the loan,
it can safely be said that the impact of this $8,000,000 will have a far reaching
effect on the planned goals of the Corporation in encouraging and promoting
investment in profitable development projects.

(b ) At present, no maj or shift of emphasis of choice 1.n goals is
necessary.

: (c) As pointed out above, the EIC (ICI), though a public corp-
oratl0n, is managed like a business concern and acts in accordance with the
Commercial Code of the Empire. All these points have been analyzed and
justified to the satisfaction of all concerned AID officials. The loan fund
is now lent in strict accordance with rules and procedures elaborated by AID.

(d) In order to have full impact on other goals, it is necessary
to obtain a generous and perhaps more flexible loan from other sources. The
IBRD and AID could. play a role in this field though, generally, their activity
is limited to financing directly government projects of infra-structure,
utilities, etc. Suppliers' credit and guarantees, though helpful; do not
fully satisfy ElC's requirements. EIC has, at present" lines of credit in
various countries but these are for termsuf 5-7 years.

Some of theCorporation's planned development projects may take over 10 years
before they yield sufficient cash for loan repayment. EICis now being cautious
in giVing suppliers credit guarantees because if such projects do not yield
the necessary funds to pay the required yearly installment to foreign creditors,
the EICwill be forced to pay. Such cases could become a great burden on its
resources and retard its operations.

UNCLASSIFIED
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(e) As mentioned above, the projects under the loan are still.
in preparation. The goals outlined are satisfactory, provided some flexi
bility is introduced and routines in processing projects through AID are
minimized. Comments in this regard will be given under the proper heading.

2. Selection of Borrowers

(a) The economic and financial criteria for all loans and
guarantees are established by EIC. The criteria used are standards which are
universally applied. All guarantees and loans are analyzed by the Investment
Department u~ing the established criteria. Loans under $40,000 are presented
to a Management Committee and larger ones to the Board of Directors. The aim
is not to encourage a particular type of industry but to consider the quick
earning capacity of development projects in the fields of industry, agriculture
and transport.

(b) Research and feasibility studies for various major projects
are undertaken by the Technical AgencY"and I.E.G. institution within the
Ministry of Planning and Development. The Technical Agency has recourse to
expert help from Europe and the U.S.A., and also has its own permanent staff
of economists and engineers. The Stanford Research Institute and a German
consultant have been undertaking research and surveys on agricultural and
industrial projects. The Glass & Bottle Making S.C. was initially studied
by the Technical Agency. The EIC will also require and encourage feasibility
studies and detailed technical and economical analysis before it enters into
any commitment. In some instances it will hire consultants to do a study.
All such studies are subject to review by the E.I.C. staff.

(c) Technical and financial criteria developed from the experiences
of similiar institutions in other countries are effectively supplied.

(d) We suggest greater nexibility to allow auch'institutions
(ICI) to take advantage of various projects without undue loss of time.

3. Management and Operational Policies

(a) The EIC is an appropriate instrument for attaining the stated
objectives. Government initiative to stimulate private initiative is essential.
At the same time, EIC operates independently as ,another business enterprise

, with general guidance on policy matters from the Board. This gives i.t the
advantages inherent in private enterprise. Eventually, such institutions will
develop sufficient capital of their own so that they will not have to rely on
government appropriations for their expansion and growth. Such institutions

, should be staffed with highly qualified, energetic personnel handling the two
main departments of Accounting and Investment. These departments should be
supported by professional economists, market analysts, accountants and,a
minium number of clerical staff. The idea should be to avoid the 'bureaucratic
routine prevalent in government organizations. Managerial personnel should be

" selected on the basis of education, epxerience and, most important, initiati.ve
and original~tT. The degree of success will depend on the managerial personnel
selected.

UNCLASSIFIED
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(b) Repayment experience of EIG have been satisfacto~ because
of close security of all applications mainly with regard to the profitability
of the project and not the security given against the loan. The EIG insists
on financial planning by its borrowers and assures complianoe by a system of
follow-up procedures. It does not take a narrow contractual view when cir
cumstances makes it inappropriate to insist on premature repayments; con
tractual terms are deliberately tight, to get back funds for re-use as
quickly as pos~ible but with full knowledge that some concession may he
appropri.ate if forecasts prove to have been over-optimistic.

(c) The EIC generally requires a mortgage over real eS'tate,
buildings and machinery for its true value. However, it does not rely on the
realizable value of the security in case of failure.

It attempts to select;its borrowers by a close study and analysis of the
project prior to issuing a loan or participating in equity financing. It
follows up the activity and progress of the project and provides the necessary
accounting and managerial assistance where deemed essential, in order to
protect its resources and assure the success of the project.

(d) EIG has found it necessary to provide managerial and
accounting services especially during the formation staees. At present, it
is successfully providing such services on a fee basis to the Glass and Bottle
Making S.C., Spice Extracti.on S.C., Metal Tools Private Ltd. Company, Cassen
Kebena S.C., etc.

(e) Criteria foris5uing loans or guarantees depend on the
quick earning power of the development project and.noton the basis of new or

'established-firms.

(f) The EIG is profitable and retains the necessary legal and
other reserves and provisions for bad and doubtful debts. Profitability i.s
not the only basis for judging the effectiveness of such i.nstitutions, but it
is an important factor for the survival, prestige and confidence of such con
cerns, and for the function of mobiliZing additional resources.

(g) Others - None

h. Specific AID Relationship

(a) AID made a definite and important contri.bution by giving
loans which finance both local and foreien costs of projects.

(b) The terms of the AID loan could be made more flexihle by
allowing more local cost financing (e.g. 50% - 50%) and minimizing the
routine required in order to finalize a project in \-lashinrrton. Such detajJ 5

should be left to the Mission in this country. Further nexibtlity eould be
introduced by allowing 100% rinanc1_n~ rather than the Bot required under tlm
present loan.

UNCLASSIFIED
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(c) The two~step procedure is quite satisfactory though a one
step approach at the low rate of interest offered to the government may help
the expansion and growth of such an intermediary institution asEIC which,
in turn, results in rapid economic devel'opment. The present two step pro
cedure has proved reasonably satisfactory.

(d) Tied procurement is inherently disadvantageous because it
limits the market and results in greater costs.

However, since it is a fact of life, such shortcomings can be minimized if ETC
HAS AT ITS DISPOSAL SIMlLIAR GENEROUS CREDITS IN MAJOR COUNTRIES OF THR \oJOHLD.
Depending on the type of project, it will be possible to choose the countr.v
that specializes in a particular product. For example, in the case of the
Glass & Bottle Factory, tied procurement will have no adverse effect since the
U.S. is leading in this field. outstandi.ng supply and management expert,ise
cannot be obtained elsewhere. The opposite may be true in the case of the
Cement Factory where European countries can supply good quality machines at
a lower price.

(e) . ErG has no technical assistance at present, though it makes
use of· such help for training personnel as well as to research the feasibility
studies from time to time.

(f) Sub-loan~processing is rather slow, expensive and discouraging
to suppliers. In some cases, it leads to re-negotiationof terms because of

·condition .changes during the process of the loan in Washington. There seems
to be undue emphasis on small and trivial matters. Close attention and study
ate needed in order to simplify processing of sub-loans. As pointed out
above, such processing should be delegated to the concerned Mission (such
as too many reports and long delays in AID/W action).

:. (g) AID assistance both directly to the public and through private
IClis is needed. EIG concentrates on profitable development pr.ojects that give
a quick yield. ·However, in order to promote economic growth, basic facilities

. such as roads, airlines, dams, etc are essential. These should be financed
'through direct assistance or loans.

C. Overall Evaluation and Conclusion

Borrowers are selected on the basis of projects they propose to undertake and
their ability to manage such projects efficiently. Generally, the ability to
analyze, develop and present projects properly is considered an indication of
management talent and capacity.

All projects financed should be economically feasible and within the sphere
envisaged in the Third Five Year National Plan. However, economic criteria
are useful in eliminating those projects the EIC (ICI) will not finance rather
than as a pO$itive guide for selection of projects. Due to t.he lack of sni'.ri:.~

ient funds for all investment projects the emphasis should be on those that
generate relatively quick cash return.

UNCLASSIFIED
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As'>already stated, interest rates are set on the basis of cost of funds to ErC.
Offering lower interest will, in the long run, endanger ability to raise sup
plementary capital. A, longer r'epayment and grace period, where deemed necessary,
are preferred to lower interest rates. Where a project is viable although the
risk element seems high or waiting period long, participation in eqUity fin
ancing is preferred to over-generous interest rates which can only be granted
at the expense of other potential uses of funds.

In order to achieve economic development, it is necessary to have efficient
financial institutions capable of mobilizing resources saved through the
national budget, private persons or institutions (foreign as well as local)

iand channel them into fixed investment in industry, agriculture and large
scale productive processes. Such functions cannot easily be undertaken by
commercial banks, since their activities are traditionally directed to short
term businesses. Hence, the ICI (EIC) must undertake the function of mobilizer
of funds for fixed investment. Private savings and surplus funds of existing
institutions are necessary. However, the greater portion of ICI (EIC) funds
must come from government savings through the budget and from sources such as
U.S.A'.I.D.simply because the rate of capital formation in a man and ox power
economy is not and cannot be sufficient to permit the necessary rate of
investment.

As a supplement to these loans, suppliers credit generally available from
industrialized countries,.are useful for extensions of existing projects
and for such enterprises as can aftord to meet less favorable repayment terms
grant of guarantees'for such facilities help EIC to keep in touch with industries'
which already have adequate cash flow and whose credit standing is perhaps
higher than others.

For long-term projects, favorable loans sim~larto the $8,000,000 AID loan,
either directly to ICI ,or through the government, are necessary. Such loans
will have a far reaching efrect',.in helping the ICI attain its objective and,
eventually, develop its own resources. USAID support in granting such generous
loans through ICI (EIC) with more flexible terms, especially with reg~rd to
local funds is essential. As the country matures and the economy grows, EIC
will become financially stro~g, independent and self-generating.
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Banl<' s totn.l lou::1,:;, ;tl2,J....X·.:.08S ~:..."d equity iJ.-wcstr.:ents in ~-r'J C.D.a typ'J

. of' indusrjr:l::i!. PA~X;lt-~tic:o. CJ.\.lJot ~xcf);;d 10 percen:' of its cntir·.J fund.s.
F""'!·... t~1'.)V1 .~.J.. ~"ill •.~.I.. ... , ..1·· l:"\""~"" ,..~ _.~•.~ u· --~ 1- .• ""' ... «:0 .... o~ ~l~rl.-C(\ COO

\.oU, I. ...... " ......J ,j-. ~\J'" 1".·~.. ') :"...•.:._ • .,;,. "_'.~ g.L.li.;.. gX.. c...":l-l2::.~ J.n cx\J..; .... ·~ OJ. ;..... t:, '''', 'oJ ,

e~.;:copt. for p'..tb1:i.~. s~~ctCI.' ops;.c:;re-ic:J.sjl to ;;...n.-;;" ono entcrprir.), C·J.? gro1.lp of
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cntcrprise~ C'~·r.:l!id OJ." ,contl"~lJ.cd hy a si.'na1e intE.~ras'l;. '1'otalcquity
investment.;.3 are nJTU te:d to a Jij~.udomum ()f 10 porcont or '\ihu Bank t ~ shr~'~,

capita.1S' a.'1d OVt}lll~W~ ass:lst.r"nG..!.) and/or pnl"tic;i.pati,on inn ,project, except
for publ;1.c sectol"' projoctsJ is 11.mitcd tortS pCl~cent or the projcctls ' '
total cost.' Cr:l;\iel"'.1..'j, fCll" mW~ing lo~il gua.r(lT"...t'~r-:D, ,and investimc.'rit,s 'ar~ ,
basad en thd ,economIc ;:indtochnj_cal £c~~~i.b:.1.lity or the pro,j,ccto Th.~\ 'B'~1rJt

at the same tin',;),p hOUC"if:i)'t", is In"'ohibited fror'l providi.ng f'inanci.n~~ .for
projects ul'Jich :i.nv))1.ve, (;ii,.thor anupjusti.fi,f;!'d r,?locat:1.on of an industry,
l~h~o manuBemen~ :ls jn:;Ld.~~qt\!1.toi for specula.tion, or'uhi.ch encoura.go a

,Jllonopol;y e, ' '

ASct D;)eemb·::.~ Jl~ :l.')67 th~ Ba.'l'J.k hn.d m,ado 43 lOI:l%lS 'Wi1;hcommU,;m~1nt~
"t,rts...Uj.ng $~o> ll~(i.JJi(\n. 0:1: t~hts ;,unou,nli thara ..~~~~~ ~J~~OrrdJJ:i.on out
standtngJ.Oarl53 on th~licoka a.t the end of' 1967, of 141ich7S pc;:rconl;
reprc:.ls·:?n14£id pubJJ.o EJf:}~t;OlG projeot,s.

Since thtJ ch~~ugCl in gcr.t;JrIX(m:lllt in' Fobruary, 1966~the Ban1~ 1w.~ il1C~t~Oo.s"
ingl~ empb.a~ir.ed priv~:b:) secto,rloM~o Dut1.ng 1967J 79 percent of noW"
loans (about'onendlll.on dolJ.~.rs) "Jl-Jra in t.his s;~C!tor. ' ,

The NIB is the' ImlI!l-'UY sourc~ of long termcred;i.t for indus'f;,rial. projects
,in Ghana, and along '-lith t."l~ Ag:c'icultu.:oal Dev~lt::pment Bunk, i!3, also a
principaJ. sourc.a of, lor;g t~rm credit. for projcQts in 'l;h3 agricuJ.tural
sectoro' Its' kf;ly ro1.~ is a result of' the pollcias' of the commercia.l banks
in Ghana 'tmo lend only on Mort wrm basas of a year .. or l.ess ~ pr.Lilm'il:y

. to' 'meet' 'Vrorking c.api:t..al' requir~"il,t:'.rlts.

The total of loa:r'1~ on tho books or ~]J. banks in Ghana at the' (!nd o,r
J!)67 w~.s ai::'c~lt $10~. 1:'Q.l1;.tono Th~ $l~ mill.i.on or loans grznted byth'J Nm
there.rore~repr;:!s~nt;3ar:;l:;)otlvnJ.¥~;''lal1 sharE!o lTc'ITOI,th~l~s$, the i,rnpact
on °t,he country ort,l~liID loiln'9", from a deovelQpri1cnt v:i.cj~pointl' is much
greater th::m thoe-o m~..:t~3 by the conuilerciaJ. bank,s 0

The Bankalsu iD~~U:::~S e'.:.:t::l.\O\an't,e(lS, llhich are princ.ipal.ly on ovorseas
suppJi,(;ll" c.I\~\clj:t,:;o Th:t Bank 2s li.ability on thn~o guar:tnteestot,a1.1ed
$S rn:i llion afj th:~~nd cd' 1967oBe.ror~ 1966, gtl..1rantees "Jere a. mor3
imPOl"'+·!;.t~·\t part or t,he Banklsbusiness~si.nce it was during this pcir:l.od
that mos't of t.h~ su.pplier cradits 'tirere contl"actedo Equity illvest7I1.~nt.s

by 'the Be..vt.k hUite r'~p:r'Cc~nted a small portion of its tota.l activl't,y,' and
the Ba..1k h31do:\l..1~,.. $l';"OaOOO :in equity a.-tithe end of 1967. '

Foradditlon8.l inf'c-crra.tiO:i:101l too a~tivity or the Bank and''its place in
Gha.'rla t~Z9 the attach·-;d n!!atio:r~ Investment B~.:ok '., Project Histo:ry and
JUlaJ~fsisR~port;i~ and t,harzsearc.h paper prepa"t'ed by;USAID/Ghana tiTho Role
o!Cred:tt :L"1 GhS:O,a9 s Economic D~velopmentn.
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B. ~1"aluation ('n" Spec?-fic Points

1. Goals--....-.......-

The nDSt·:e:r to tho above, :in General, is con~idcrableo 'l'hc IJIB hna
aought, ilnd 10ms pleased to obtain, t1'10 PL-480 S~ction lO4rloanr.: from
the QovcrrunC:lt of GhCJ~a, one in 1966 for !':¢33.3,333 and one in 19(.8 for
NY!l~OOO,OCO. ~'"1 pt1rliticllal 10a.11 or thi~ tYf:~ in tho a,l'rmunt of fr01:1

N~lo7 to Nt20S million is beins sou~ht in 1969.

In 1967 "the NIB ,{as plea~cd Uto l:elcome tho B.:-::n'k or G1u:na as a
shareholder in tbe Banl~lto The Ban1;: of' Ghan:l'sinvGs't;ru.t":nt Has 1'Jt500,ooo.

"In 1967 the HIB encourag~d the IFC to participate in its equityo ltfter
rol cn~'i~h0OC:>3pot su:rvey o.f this p08sibility in late 1967, the TIl": is
understood to ha'\re made ~n offer to participate "lhich l;w~ condLtibned,
~long other things~ Oil th~ reduction to a. minoritypos:i"ti.on of t.he
GOG r s equi:ty. . To dato the NIB has not been able to" ~cccp't; th:\.s offer.

In i"ts 1967 romua.l report the IITB reported conversatioi1.'3 r::tth .~ ~.."i':'1'J1bcr
crfin~"ncia1 institutions in Eta"ope and the US onpoc~ibilitics for
1t1-:~rs in 't-Jhich ,,~c r.rl.ght collaborate to bring t.ogcthor foreign j.rn~0st

r.1en·~ wd local funds... negotiations ...·;ere initia:~cd in BOlm ~d

Fl"d.;,1.kfUJ."'t. by the Bank aI".I.do££icialso£ tha Vles!i GcrIl1ro.n Government and
K~·9clitansta1.dt Fur 1'Ji~dcra'il.fbau on arrungcrucnts £cr [i."~.!l-c..ing lO:;'l~OIt'2rm"

c::.pitaJ. aid to the National Investment Banlc. t'lo CXp:2C.t nCGoti~tions

for such assistcm 00 to be finalised during the current year1l

Concerninr; the mobilization o£ other" local capital, the 1967 r-~port

3'~a-~s: ttIncour2.gcd by our success in organizing CO!l.cQrtiur.t finp.nc:ing
'fo:- ,rojec·tswhose invest,~ents exceed the le;lding ccil:1nBs perli'.tt.t-ud
bY' c~-r Act a."1dBye.,.!kn·ls:J t·he Bank under"took yet another cxcel"cisl) to
charAr.i.~l subst~:ticl iU.:1ds :into housineo The B.:~!1k org~:..'!Jized a con:;e-r"'"
t,i~-:l c")mprising t.b: Gh2..I1a ~mmcrcial B::..n1~, Bar-clt:ys B::.nk" DoCoOo,
Standard.Bank of Hest P.fricaJj St.a.te· In8ur~;!lCe Corporation" wd Roy~
~::chanea .A.ssuranco t~o rai..~e n¢t,loO,,000 for the cc'nstruction by thr~ .
S.!~ate .Hou:sing CCtr'pcraticn of t110 first phn.se of the Tcshie/Hungu..a.
hausing scheir;b"ca

Gn :the question oi loccl currency vs foreign cxchan.ge" the nIB has
no~ notic(~ably c.:t!pr.a::;izecl t.hc import:mm of the latter•. SOwc eJ.iscns
::::i:.)ns have buen h0.d on the possibiJU.,7 of AID ~UI.iP04"tE;d a.ssist~,cc
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for a dollnr 10M undor an extondE.J risk invcstr.~ent u'u:lrantyo ~'he
main qucsti'on t017at'ds uh.ich thoDo talks '·jeraoriontod HOS tho
rolativcJ~ hifihcr intere3t rate that'uould be involvcd~ rather than
a particularly €mphasizcd 'Lttchtion to the hard currency que~tion.

A lack or attention to the foreieJl exchW1g0' cruestion in Gha"."'"lD. is'
perhaps l.tndc~i-st~:mdable to a c1ezree due: to the rea~ availabilities
of'convertibility under the AID ProGrro~Loans.

NIB fincmci.ng" either loan or oquityI is avni1able to 01thcr:iJlduatrin.l,
. commorc~~agri~ultura1, or other enterprisos,withotit particul~x

distinction as to sector. Relevant Ni:B guidl~lines as. cs'tablished in
itsby-lal·rs" are as fo11oHS: .

-"In 1'inancin~ projcctn" tho Bank shall be guided by it::i Yl.n~rly

invcst,ment progl-cun I specifying econ'omic lU'iol"i'~ieS 00 apprO-led bY'
the Finance Sub-Committccoi' tho Bonrd, ~"1d by the tochIlicn~ Itl.:'\rkot
and ceono~i.c .fcasihility ofthe·projectD andmanneerial.compctoncy
or borrot·;ers as investignted and reported by tho Dcvclop:~~::nt
Servico Instit~te. In speci£yinB econor.1ic priorit,ics the Finonco
Sub-Cormt tee shall have' due regard ;tor the neod30f Gh<ma and
the broad economic development plan ancl policy of Government.

(1) ~rhe Bank shall not finance a:tr¥ project: ..

(a) unless the 'economic, technical and market feariibility
of the project has been examined and confinmed ~ the
Development Service I nstituteanci the manag~llentcom;'

petency, organization und accountin8 system of the
project has been established to the satisfaction ot
the Bank;

(b)' if it involves the re-l~oation of the enterprise and
the re-locntion lv.ill cause a substantialincrca~3' of
uiJ.cmployment in tho area from -to.llich the, enterp~~j.~e is 
being moved, or "rill rOGu.ltin thenvoidnnco b:rtho

~~.RttJi~~J.:'X~\J&!.UbtUI'JCI.ASSIFIEn
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(c)

ente~prise of obligationsincurrcci· in,t~e' 'location£roJ.ll
.·l-lh:Lch the movei$ .to .be .made; . . ' .

if the enterprise ,is .bcinGre-located~,rqm'M.0~herar.ea,
unless there is demonstrated-tothG,Banka'need" (a) to'

, re-locatecloser, ,to the source o£'bas~cmaterialsorto "
; majorconsuiners, ar(b) to'consolid~te,operation~irl0ne

locatio.n" .or(c )unlessrc;"loc.ation 'is,:jui:r~if:iedbyother,
'reasona satisfactory to the Bai1k; , " ' ,

(til, ,if the 'finance is to accomplish an: 'e~paris:L;on9r .convqrsion
'"v71:dch:is",W1l·tarrarrced in the ',light 'Ol"',tlle:'Pllst exp,erienca
.and management ability o.rthc~nterprise'J' ,"

(eJ,,. ~J'- it,l1ill s~b:Jid.ize inr~rior,manago~ent~:

(f) iritldllP~~ovid:e',£und~i;or,6Pscula~i()n'j""o~:

,.,(g) ,i£the C1.rCC·~Oi' the,'Bnnk"s ,f'i"nance",:ill,ba to.,'
cnc,01.J.ra·ge monopoly". '.' ,

Cop~arl1ing'intercst rates, ,.aa' 'compared ·l,p.th :othe'r' ,sou,rces,,', ft'·is. 'tlse:rul,
.~o note tha~ 'th,e HIB is tl1ep~imary.s0\1rce,o+·'long't:erm.'inves;tmeJlt .

. financing' in Ghrinao 'T!u) ·onl.yotherins·tituti.ons nlti~Q~lTlake 'such loans . : ,
in' thiscountryar'e the Comrnonl·le?J.th nevelopni~nt··Oorpo:rrition, . the .

.Standai·d,'BankFinance ancl Development ':Corporation '(an' rl':f'j-J-ia.to. of
the S.tandro."d B~~:?i'".tIJe~t M.ric~),.an.~· ~~le" ~~ricu1~U;1a~.~evelopmcnt "
D~nl-=. "'The a(r~J.v]:t,J.cs of ,thos~ J.;nstitut:J.ons"hO'l'leVer~.-arc 'much more
lJinitad 'hhart :tho'sl3 or·theNI~, and ·thoso::·of: th3"Agri.culttlr.al BrinIc"'are' .
onlyro'r aEP."icultural pi~o'jects~·!n'tel"ost. rates of. all· theso inst:f.tu-'
tiona" hOHcver, 'ore .eSS~ritia~:ti tho, SMa. ',. . .,'

:'ther'o :is'no pm."tic~l·D:r NIB"interost i,,~te~oli'oy:':th';'o~:~ciuldbo 'chtU"no~'~'
;tol"izod, arj,' d~signcd 'to' ~lrltiet:lc~' th~.:p~tt~l·n ,0£ inVe.stTJ1.~rtt~ sinco '.;all·:·.··.. ,

, lC)Q!1,s, ,l£u'go pr· srnn~l",' 01' for. '·1ha.tcvt3,~"'::~;'ll:la ofa9ti~ty," p~ Of;luont:trilly:: ': .
·tb),snma,rat~. '.1;pis,,'in the,vioHoi' USKf.D, ,qh.np,n",1,s un.r,ort~lnto. ,.,Ur;J,' .

" or' ,\ variablo interect rt~taJ' por,icrl.tting hir;.h~r intcroo't:, ro~ SJ1k.~llc3.· n.n.o/
or ml.'ra '1"i~"'7 .i'ir.ms' ,.m1oh v:ould ,b"o :;UJnoo'c 'cn"t,irely, tilna.11 Ghana:Lun. ,",

'busirif.\ssm~n,. v1ould, ino~"caso the, o.t~~o.ctivenpGJJ ..o£,{p.·ant,:Lncr1Qo.no ',t,C) .
, this. c~toGory' or borrOWel'o. Undor tho present poJ_1.cY'" hOH,avor" . "I11c1·Q

th:ts, is, rio~ pormj.ttQd, tho NIB mo.1<:es' po" ~oaris :to s::aU' bu.oi.ne'scr~~n, "
Suc,h po,ten'liial ,bOrrOt'1ers ,have) asa' rosultjno placato '~urn ·.for, ,cI'od:tt·
except to' thl3priva:ce 'urAo££ici~l money ,londars"l-mero usurious 'rates""
nrG' doman,tod. ' '

",

U~orturtD.t~~.Y,'conttlC'ary' ,'to .. ~1hat ,YloulCi· 'appo~, '~o' b~: good :D~nsO J tho, ,
id(~a ofrr.:ising interest' ratos 'on' loans ·to 'srna..U bOl.,,"01:Cl"S ~.s .considel'ed' ,. ", ' .. • "-.. ", ' -,
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to be an anathema from a poli.tical point of Vielrle Consequently,) thoro
is lit"lilelikelj.hood that the leverage pot.e:1"tialofva.::·iable intoi"ost
rates '\·r.i.ll be available in ·r.,he nem." future to r:.ssist in solving' -~il'~~
problem of the need for loans to small businessmen.

On the quest.ion of the degree to r1hich attention is given to the rclativ'e
co~pa't'ative advant.C).g~ or a proposed activity, until recently the NIB ~ias

probably relat,ively Jit·tle .conceI'ned so long astheprojecta.ppcarcd
viable in Ghanao Nore recently, hOl'rever, C!.s a consequence, at. 18::-...:;':. in
degree, of c:ounsr-~l provided i.n the swr.mcr of 1~58by scv:oral AID rit~C!.nc$il
econornistswho. cam.e to Ghana to assis't, the Bank in'survc;:ying the cconc:~

for valid invQstment opporct1nitics, more attent"fon mnyn01'l be given to
wheth0r a proposed project is real~ & desirable undcl"taking· for the
national economy. .

(e) DoeU~~~s~t~~E__!~__helpk~ to ~~ a secsrities mf)rke~
started?

£ ·rt

The .follovring, on this subject, is quoted from the statement, of tho·
NIDManaging Director presented at the Fifth ~~ua1 General 11eatjng
on March 23, 1968:

"stock Exch~a~

The Bank is aHo;re of the absence of an organized mechanism for dealings
in shareso£ existing ~t\bl.icJyc:ocr.,mad companieso Recent revival of ..
economic act.ivit.y i.n tne. pr1v-at3 sector has gi:van some indication· of tho'
likelihood .of more pub1icly....o~,jned companies em3rging i{l theecono:n.i:~ scen~•.
In that· event, the pr?~ent. sy~rt,enlo£ bringing together sellers and bu.yers
ot publicJy--h-ald stocks mi.ght pro"leinadaquateal'ld unsatisf'actol"¥o The
Bank consid$r~d tl~~~th~ t1~a was ripe tor astuqy to be undort~~cn to
verify l'lhet,;,'1er cr P.o·t;, <,;ondit.;tons enst n.owJ. or areli.kely to e7J.s";;' ~;). the
near iutUl"S, to justiiYthe establishmonto£ a stock excharigoo

The Bank bel:'leves tb~:t :iI1d1genous invastors will exhibit an. incrca.sing
willi neness' to ir:vest :J.n Ohar..ai.~"'l ~n-terp~ises if' they are able to i.nvcst
model,t~ fu~4s insuoh enterprises and at-enot necessari~ connitted to
respo~..~~"hility £Cl"J or participation :in, their. management. This em01'g:l.n'B;
conriden~e in the econc·rrr.r ..Till be encouraged it moderate-sized in-vestors
can more . ~~~.:"~J::f di~pGse otthoir shares tor c~.sh if and whan.· thSj'" desire.
Accordingly, lt~st, ~re2-r, 'r:,:e subr.1itt~d a proposal to the Govornrr.ent ~;hich

apPl'O"lCd :tt. and ccrr.-m.S5:l.0Z:>'3d tb~ Ban1~ to ~"'ldertD.ke a. feasibilit:r st.').:1y in
cQnjunctic::;. 1..Lth tt.~ CQ.:TI:.:lonwealth D~Y.~lcp;nentFinancc Comp~myLt.dt, I am
ple.:\::;'~d 't~o rep()rt.~· th8.-t, ;121 ~:~.~~t. .r::~..c::; "!",h~) CO!1.';.cnT(;e·~J4t!l Dz;velnrms:n1. l'J.nunce
Compa.i1~r Lto., h~$ Si~18 Y:5-:::it~·1 Q.h-=~;:a 2.T.:'1 ';J:d·~~r~:a..~(;n a study jo:tnt1:Y1d.th the
National Investm~nt B~;.n.ko The cc·st o£' th~ exp':;::r"t,1 s engagem3ntl·1Zl.S borne by
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the United Kingdom Governmont on technical assist~:ncc b.:lsis. A projcc":,
report 'Hill soon be submitted by the Bank to th:) Ghnna Government".

~thcr.? most of the NIB equity investments are made l1ithin the context
of a publicly Dr.q:lOl1.n~ea. intent to sell such shares eventually to the
Ghanaian publico This has already been done :in O!1-C case ""nth considerD.ble
success, the stock issue in question being over ~ubscribcd.

(d) .E~·~.~~..J?!.~j.~.ct aim ~~:tmPF0vin[t..!~~~' mD.~~£~~e;:~al ..~ .
gl"l~cJ.a1 ~r§1:.cticcsOf ~~£cl~·r.i.n~ fi-cms? . _In 6.~~~~L l·rhnt ~tre~,...2:.~...Elace~
on J.ncreas~~ltthe_ effi9-~c~V of' tho' use of cap~~?

Yes, for this purpo~e the structt~e of the ~ITB includes a quasi-indepondent
orgmlization knOt,jU as the Dovelopment Service Institute (DSI). 1'ha By-Lails
of the NIB describe', the functions of the DSI to bo as .rollm;s:

tlThere shall be established 'Hithin the organisation of the
Bank, a Developmen·t:; Service Instituteo The Institute shall
work under the policy direction or the Bank and shn11 be res
ponsible for carrying out pro-finance project cxamdnationl

post-finance project technical and professional se:cvi re, and
general research for the purpose of revealing productive sectors
of the National economy and or promoting in.terest of domestic
and foreign investors therein by adequate qissemination of
relevm1t information~ The Institute shall activeJy participate
in and contri.bute to the development of professional educntion
and training of' Ghanaicu"1s 0 .

Non-uJ3.ents of the Bank Iilayj upon the payment of a fee to
be prescribed, avail themselves of the service of the Institute,
on a consultancy basis, for project eN~nation and project
teChnical and professional service, but for no other purpose.
Intending applicants for finance from the B,ank may receive
prelim:i..nary advice from the Bank l s staff free of charge" ..

.(e~ Other Goals?
---... --~

Th~ objectives of the NIB, as provided in the Act of Harch 22, 1963
prov:i.di.n[ for its creation, al'"e as fo1101'75:

?tel) The' objects of the Bank shall be to carryon th9 business of
assisting industrial~ commercial, agl"icuJ.tural a.nd other enterprises
i~ general by: .

(a) assisting in the estabJislunentJ expansion and moderni
zation of such enterprisesj
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(b) c,nco'llraging and raci~i.tating the part.icipationof int.ernal
nnd eArternal CD.p.i.t~'L1. in such cnterpriBeSj

(0) counselling and cncouragingsmn.11 Ghanaian business
concerns~ and '

Cd) seelcing to bring togatber investment'opportunities~
internal and ex"carnal capitaJ., and experienced manngo-
mentj ,

and subject to the provisions of this Act~ to do all such things as
ere incidental or conducive to the attainment of the objects of the
BankU • '

2. Achieveme~t, ,. of Go?1.[

(a)!!2H, ef.!££ht.Y~~~Lh~:athLe:~t~U~:t_"<or.113 1t ~~e~~~~__~1C~
Koal~!...J.!£H_~~l..2,J:: ..':~~!3_!~£€~L~~£H~~.!.!~_~_f!:~1.s}:i t.iY~f,;~QJ~~~r._!~~~,ll-i.E.
~I 'a £1"V~Cl'l~!£~.Ef s~Y.i!~fiQ.-f!::.S~~~s or.J·2J~~~L!:~r..~~.J2~~·O!~~~?

An oV'erallevaluati.on or thee activities of the ~Iia 'in the areas uhora
its .legislat.iva montb.te requires its attention tofoOUS,'HOuld bo t7h~t its
:lmpaot has been and still j.B considerabJ~ less throl might be do~ired0 Th~

NIB enjoys the distinction of being alt:.~st the sc;>le source or mo(li.u:nand
,long term investr.~0nt credit in Ghariao At the sarna timei hOl';~Vel",9 its poll<..'Y
or restricting its assistanr.e to only relativelY 'larger and rlO11 nlanaged .
projeots~' of,"michthe,reare not very many in, Ghana1 oonsiderably circum-
scribes its potential of being ageneralizedcata~st for the'gr~·roh of
busin~ss Clud commerce" The obvious reason for this is that it is th'3
smaller businessman rTho has the greatest. need, an'd, represents the greatest
potenobial for the nIB to really contribute to, ba'sic development•.

The'attitude of the nIB t01~ards small borrowers l however, is reflect-ad by
the 11¢lO"OOO floor i.ts by-lal7S place on minimwn size loans. In practice,,'

, this ITrl.nimum is pr~'bably really closer to N¢2SJ 000. ' ,

The l'(J'1sonsfor the preference tor larger loans alia (i) a relativoly
inf'loxible in'cel"ost rate policy that d6es not permith1gher intor:oot:. ra:ba~
fC}r smnl:.'.cr~ risJki.or" borrowers, (2) a consoquellt ~spm:'ity botl1cc.m tho
overhor.d ,ttld other costs or such 10M3 aD compared with tho ,rotul"::l thoY'
will ganarD.to" C~) tho usual shcrtcoIllinBs of the managomont cap::t.o1~i.ty

or smnl.1.or bt1.sincuomon", and (4) the rolatively Jnuch Bl'~lo:tQr nttJ.'nctiva
ness, in dlmoot ~1 sensas" of cQ.E;ie14 to hnndle J.~raOl· p~'ojoc.to.

, .
Host of the fWlds of "1h~..ch t.he NIB disposes are generat.'.) d through taz03
or other governmental roear.!So It issOmet'1hat dif£j,.:u1tt·o estimate hO~l
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much of thc:Je 't'cpres8nt ~ 110t l.tddition to srLvings and invect.mcn Ij in ,t.he
economy as a 'Hholoo Since t.h,~ Ba11k docs not accopt dCPOBits by tho
public, its role in increasin~ nat:i.onals.;i,.ving is not cJ..car cut. [,inCCl
most or its funclscor,1C from the Government, th.:~ 'qlll~Gtion or ~dditivity

must center around thl;' pOst~ible altornative uses of the funds lo,~t.l1cd

and granted to i·to It rloulcl se~l1 lo[;ical to aSSllnli) that in the nbscnce
or the Bank~ t.he GOG \·j'ould devot,e t.hese funds t.os(;::7le o'cher project in
its'developmenl:, bUdget:>" presumably of lO't·T~:.r priority 'thrm fundinG tho;;:
NIB. Ii~ tho Bank did not receiv-e such funds,? there '\o1ould be no ner;
saving" but a diversion of sfI.vlngs from a higher to a lOHor pI'iorii,y.
If~ on the oth'~r ha.nc1, the government chos~) tC) use t,he funds to incrl3ase
its current exp8ndltl.tres, or to :j,oner taxes, there 1fould be a dec]j_ue
in total nat.ional saving., In this case, the presence of the NIB in the
governmentls de-velopnient budget could be considerecl.to be additive to
national saving 0

)...

0... \Alith:in tho' Gh~,cda!l context., the goals of the NIB uere yal.i.d r1hml
8 originalj.y established, and are even more so toda;ra Thi.s latii~;r der:tvcD
~ from the shift'J since 19633 from a national econot'd..c policJr of (:cono:rr-J.c
~ nationiliGffi oriented tOHard sta"l;e o1merslti..p or a mujor portion of the
~ means of productiori, to ona of a. d8orefl.sing role of th~ St~.:t'3 aid ~n
§ increasing one of the pri.vat.e ind:.tvidual iJl tb.e prodnct,ivo sector of th8
~ ecollom,~-0 This change h:l.s beenat~~CJnpanicd by anlllc.x'e,ascd CClnc(~!"".a 'tnth

, CI) thequestiorJ. of the comparat.:i.va C1dvaJ.J.t~e of conter;lplatcd n~H underco

~ taldngso

Tbeevolution tO~'Tat~ds an increased role for the private busin.ossr.L.:"lA~ has
resulted in a need~ hOHever, for a greater emphasis on those of'tho
Bank I 5 objectives concerned l·rlth upgrading the cmaller busincss.ornfJl. This
is so because unJ.ess some org2nization such as the NIB focuses on tp~

requirement~, of the smtl~l businessT':IEh~~ it is likely that the potential
he represents for contributing to Ghanaian d01lclop!i1snt rri~l scarcely
be t lp:c;>ed a~ a..UQ

Unfort~nately, of' all the NIBls ob5octi.ves, the ones concerned l,;ith
the smc~l blsinessman receive pra~tica1ly no attentiona
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in the sigrdi':i.c~nCt) c1ttadlod to the! NIB in the.'lverflll sc.heme of thing~:o
This jUdgt~0en·t; i.t. must be not~d,ho~;e1reI'" :1.s no'~' t~o st.J.Y that,th\';; l"l1B
enjoys no ·pl"t1std.g8 uith the GOG. ~IO thocon"tra~..r.1o Oar support 01' the
NIB prot1ably dl.'cs, hC'lt-l~vl?,r~ 'l"(~sult in it being acco.rd.;)d Ial)re considl~):ra

tion by tlieooo th:rul rrdgh1i o'theruise be thecas?o..

Concerrrl.ng the J..ast 'questit~n; rrh11e the NIB·' may' net· be evc'ry thing
,,~t 'HS ,trdght J.ik6 a d~valopme.ntbanlJ;:to baJ \orahava bean and ar~ sr:!.t..is
tied that the oontri.bu'tiol'l it makes in Ghan,a :i.s ~. p05litJ,va an.d desirable
,ini'lucnce. . "Ie hav~.9 t,here:£'ore, aJ.located considerable resources to
helping it,\) parti.c\.ua:t~JyJl in its formative p'a:r.1.od. ' ..~ , , .

l'1h:Uath'i;J ne~d fer tho more ccmprf)h~nsive taelh-rl..cal ass:i.st~nro ,·r,a
proVided in th~ past is conside)~e.d t,o have 'nOll c~~c.t"0as,)d, tbe rcquire-'
Jl1EJnt for ourPl~-480 101+r t,ypa of hf:11p, .for lenr:!ing purposos" is and "..r.i.ll
be, a contix\tli.ng one 0 The cH,ntinutl.ijion of th'!il 1l11ocat,ion or resourl~OS

o£ this na.t\.1X'~)CIi' v1hic:h 'W~ Il'~ diSPC1~l'a ~,~ 'ch/:> !\\t.U.t·(t~ is tl.hr.u'~ro:t'~

comple'coly compat:i.bJ.~ l·r.tt~h tohi.s MaJ,y,~is.v tJ.nd tld.s1n3 consid~:r to' b3
val.i.d even :tithe Bank dOt;)s no't, YE.,t 'p~rfo:t1n. COII,~)J.etely :i.n £,,1.1 tho arc:as,
it miehto:

This que s+.i,on seems topresuppoB'3 t~~t tho prineipa.1. imp~di.m~n·ct.o
the att.airun(lnt or, NIB goals iE) money. USAID Ghmla',uould not cornple·tely
agree. This:La beca\1s~ the g.,a.1. 'to 'uhich n~ assign ·i'irst pr:3.ority,
nnme4r, assistan 0:) to srilllll buElinessn~n" doeo not rec!uira a roa~1:y
grent deal or money. Our PL-480 Sootion 104£ :ru.nds \-lou.ld go a long
way to s:.J.~isi'~' the l"~qW.l~o~~l;~nts it they could, be ~o fccllssedo

So, f& r ZlS \oil' ktloH, no ap~:lr~".oh has boen ITlnd'3 uy thl)NI13 ·to tho IBHD
"", i'o~ a, ·'....~an.. '\'l~ hav.a di51Quool3d tho possibLJit,Y' of, a. pr:l.vAt,-3 US 10M

1 under 'C'llfJ Extend~irl Itisk Inv'eatment Quaran'by ProgtlMt. AD noted otlltlisr,
h0l'1f.'Ver" this possib:i,Jity "rJnt, at least tempora't"i),yaground on the
ques'cion u! .u.l t,:;:.l'."e::l'li ro!l.taso Our COnOl\lsiC'u is that th, NIB is not
presontly all tha''.:; interEJs·t.~~1 in additional high ,pr-lced loan resources.·

(e) ·~2~i...~~~!Z._do~o_'·?Z:E._E.0jeot(!f....~~~11advan~ed) pro-viS!
~~::.D91!._Ex·o~22.!'-9.,J~.:t!EE?--':_E~-.&~~..L!I~.£Ll2l1!l0it di£f£!.£ntll,
J,1' st8.rtinr; CV;8;r's .d";i;1~' .
..........-<"~~yt~'="~..,-=-::a-n.'02..~ .

It is interest,ing .'Perhap~ to observe in. ~.p:proa~r..:iJlg these quest.tollS

IDI0Ia1SSIFlED
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that they se;;:·m to presnppose [L dt1gree of i.nf.luc:'.nctJ on tho part of AID
nhichJ) at it~ be.~ t.,p 't-!.iJ~ novel" be mu.reth~n pr8$(.nt. :i.:n d03:cezo TbJ HIBs
for inst:.mco, Has notio.n AID Pl"ojcct,~ Ue hav~: SiTlCl~its cro<:l:tion!l gi"'cn
consiclL:rablc t(;,:chnic':i.l a,1.wistunce to it, and IntoJ.y have pI.'l)ir.l.d(;~cl PLr·..h80
lOIJ,f funds :for 'In~':Q:rd lcnctinJ.~ 'l'he ext;Clnt,~ h(T~,j;::v~:r.g t~') 'Hhichtbis l.S
trrol::1J.at,ed ilrbo :my rt::al so::,. i.n sh~t[Jirlg po11t;.:y' .1.~ for the' JilOS t po.l.·t a
questicll1 of porsonaJi. Lio~\ and persua~iono Hit.hin :tt;;):-~ i~hj,s, conlext.,5I UEjAID
Ghann. c.c:asidors tlw ~'IIB :1 rt~nf;onably 'Hl~ll £((tl';1Ul~tt:1d pr'o~it:'ct tho.t c:e:n't.c.1..in:::

, tho elc:n.~()nt,s l"t:quil"f.:!d to ri-~l.sp()ndto the n(,1cd f(ll:' (). c.E~v(.:J.clpm(·;l1t b2Hk:j.n~~

instit~ut,j.on :Ln Gh~tll~~ "Jbile the cxtElnt to l:hich thr:': nra dc:,\,.ot.e~l :tt~:J ,
attent.ion to i.ts various objecrt.ives m?.y be con,s:i.d~rcd less tho.n i.dr.lal in
some areasJ tbis dc)es not r.1ean that tho or:i.ginQl objoctiV"l~S a:c~~ iI\~I.ppro

priato£or Glion~ 1969Q

3- Select,iono£ borL~o"Jt~r~
.~ .....~:.~

Ara 1:u~o formal crit.eria ~\nd• ~ S4C~,....~~...:.e..."'''··'''''''c-a

Roi'erel'lCO i.s tlado to. the at'lS1J~r to Bol.( 1.,) above l7hi.c.h disc:us~,~:~ nIB
policies in ':t.~iSPCc:t to econont1.c cr~.tGria for b~t'r'~'t,r;:.xl[.lo, US/.ID Gh:;;II.i). }:r,w
no reason ~~o baJieve that praotice SCt'iOllSly d{,;1part.s .from t,hl~IS~ O:r·i.t~lQ1.ao

In adc1ition to the formal crltel"lia~ i.t is probables ' that the NIB J.s n~;:v

concerning itself' more 'tdth th~ cr:\7i\ba1.~",tive adv,~ntage aspects of' pr~')Fosed '
lOrolS. Some p~"ojects i.n th...~ past h.av~been financed Hhore the C1bJ.lity of
the loc~J.. CJ:lt..e-rprlse to be I'aasonablycompetitive is less thZJn cerbm.no

As COl1~g'r,'nspr~.rticular kin.ds of' ind'ls·~rj.e~.; the UIB i.B baslca1l..v most
concerned ~1ith ·the financial v:l.e..b.i.Jity and technical!casibility or
project/so -~n:y' project in eI'.J" so,~tor t.hat mset:~ such criterla and is
also reasondU:lo i'roma comp-~.l""ni;-i'/f.-l ~dV'anta.ge viOl<ipointJ) st·ond.:3 n good
chance of obtEd.ning HIB t\bsiS'~~~llceG

,In add.i ti.ctn to th,~ HIB, hvu:n{.':lT,p tol' p;t";'lct:i.c~ pur'pc,::;o~,~nl1projects
nIU~:)'f:,nlso rOt:~ivethc ":lPP'~ov,,"',l OJ: th',) OOG.

'l'ho GOQv s cJ:'lt(~.f.":l':'l~:'I.',:>,r'c.,.pp.~·"J'\fiTJ;~ pl.·o.~loct,~I$l turl).~·,: p.~4:L~·li'.rl]y on tho cxt.ont
to'uhic:h th:~·./ ~;i ...,..) p;:'\iJiir:, ~'J(;,i> p,,:'I"'li4u~;.jna d~rl/(.<~n!.:.:~~.~t;J) .:t~H:l~ J..!.t. 1,)~1.~~1 ~J lh)'t,
"'-Tort"'nn,°tJ" i'l'''"\ ·"'-'l·.\~· ..,..·n. I j'o., "." 0/'>\" ...c·n "1· I p" .\,." ., I~ w ...,. ~ ,.~ .' L'" ~, .. ,'., ,. '.....) . ,,' • ~.'. \; ,I..:.,.' e.,~ .,.q.'.J ... ','1..1.,.'.' ' •. '1)

~:D:L]~mxtr;~:~x.~}IJ.J:u, rOL;\sSI1;'IIJ}
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It cnnbenoted. that' all the soveral categori.es 01 industries cit(;u in
the above questions can expect. sympathetic consideration by the GOG
so long as they meet the foree;oing criteria. lUJ. of them excep·t ~'T~
ihdustri~s wi.ll recei.ve the same attention from t.he UIB o

The NIB 11 S De1lelopmenl~ Seiviceslnstitute has the, r'ole of, project
develop.'ncnt r~sea1"'ch and analysis. It is quite active in t.hisraspecto
The NIB' states in itu1967 mmual report thtlt th~ DSI studied '12 ,NIB,
initiatedpromoti.onal projects during 1967 e These includodstationerJ'
products, chemical complex, aluminum products, textiles" cable and rrlre,
fibre" l100d products,\) packaging, and metal products~

Tl'10 projects ,t'1h:tch the NIB developed and '1-7hich are nou going ahead 'Hith
~ts help and part:i.ci.pati.oD,9 are a dry cell batters plant, a."1d a. cable and
'Wire m.i..ll 0

Concerning the' las"t question, this 'Has a. problem for Ghana under .the .
prevIous regir.leo Thera is little evidence of it. being a partic:ulQ..rly
great one present.lyo

(c) .Are the teohnj.c~.1 DJ.'ld fi.nanciD..l crit.:-ria and revie-r;'7s apEre~,?riate?
Kffe=c<xti:v.e±y ~Ee.~~:?~· -.--- - ..---. ~

The Development Services Innt.ituta isconsicJ.ered to do 'a crecliblc job
of eXaJilip..ing lQa.'1 c.pplications and deYeloping projects•. It has a
reasonably COlilpetent staff Hhich is complemented for part1.culnrtecrmcal
requirements by foreign experts suppli..ed by AID~ the UK and Ger::~nytl

(d) l~~"lc~~e~~~,,?±!e~1?!?EPJ2riate..§-t~~u.s st.S-£13 or. would~~c2mritend
for O' ~her leI gs at cUt :~fl:t"lie:~o st,~~e'? .
~~ .-=- _ .:.-..>r=.. "=,,,...~''-'':;:~'''''':''''''''PUtW'''.~~~_.~

As notec, ear1ier~ the orga~zation and objectives of the lilB are
considcrerl \""2lid~ The pri.ncipal change to be encouraged in any si.m.1ar
institution ~·rc)iJ.ld bo that of greater emp!k1.sis on and attention to the
requirement.s of t."'1e sl~allcr busi.nessrrwno· It is to be emphasized in this
respect that such requ.iren~8nt,s include mar>.ager:1sn:t 8.dvice as 1-Tell as mon~yo

4,. ~~E5~~~!l~" ,2:t'~1_ ~2:r~t~~ 01!.2~1..E?l-ic:t'3 ?.. .
la) Is +'C) ~ l""O··~I'l ot' "'-(1) ~I'" v'r"; ~l orr!'~n~ ,... ...,+-i on '-'-,-o·"'.,~ ""l-~ ~ .:2 C""f'c·'·";.L'1'n'-'?\. '-~ • - ,,... ; •.,.;,.:"~-:,'., o;.~ ;;.~ ..J..4•. .,"••• .). ..1.1. 1..1." <;:: ~ -.\._ ' l~~ .. - c: ..'t'm .L l~~4.~·-=;r?~_··;~:-..:-h:-;::~~~:,:~r~~. ~·~\· ..:..~~-1;;' ~~~~l·~~z::,: :~~--~~::~-~~-7::::-::'7--~1~-~r-::;.~::~~'~~~1~?

~' av .,<;;.,:' .... ·./D.: J =1.<.:, l.. '';;''J. <.•. r,·n r",~.~n(.·Qs 0_ 'J'";-. :.J.. ·.·.Lon r,...:.. 1.,.<-,~TJ.a(~,;.~.~'J.-_: .. u P..:.I, V~'~.L.,;. ..:. &
- _. _. _.--~__~~.~_=---:-.-ct"bf:':-.:o-.:~""~I'..J~.__""""'''lIn.~''~~.'''~~'''''''''''_.-:'1i~~'-'--'''~JI:'':'~~;::'.'5ft:~~.~..-e_~~.'~
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point or v;i,('.i-r, D.PfA;aj~a to be quite ~fiectivcol The:re is, hOHcve:, nothin.B
part.:i.cttln:rJy ~d.gni.ficnnt, to note concerning its rnzt.hods of personnel
s~lectic:no

The DSIibI) th.3 UIB make {t th~Jt'ol.1.gh evaluation orn.1~ lo~.:n ".pplicationso
Its r8cofll:;1:md~~ticn'S aro ;,t rh:'in,:;ipz~l consideration in 't-:h-3ther loans· a:te
f.U1,deo In addit,ie;t tha BIB r~quiros substa.'1ti~. z.:~C'l.L"'lt::; of security on
iOa.il~p bclir:vod even at tir.88 to exceed the value or lO~.r'.tsQ These safe
guards lToulcl appecrco. neIL CCJJlcGivcdo Ho~;ever, th~ USA]]) haD reJatively
litt.le :i.nr ():-r;~:rtioD. on r;;)fJJy::ucnt experience 0

USAID consid8rs that NIB poJ3.cies r~lativc to sccurivJ and d~bt/Dquity
ratiost.end to be sOfficuhat. PJre conservativo than migh'<; be optimur.i for
a, dc-~'\)lopmcnt. insti.t.ution l'l.1..th a :r.1ain function of cncou:rageracn.l.;, <.ind
;facilit,ating in~.lo:.rt.ral.:ri1-t$~ Obviously, bettor quo.1.:tty of rn.:tnClgoffi:?nt and
particularl:r viabJ..o von"t.nr·0;J tond to decreo.sc ris1-: mld therefore the
noed for sc::urityo ·l'h~ niB even in these cases, hc~;-~YcrJ could probably
be SOr.JclTha·~ J.CSG conGoJ.°vatiV'0o

Such assist.8n. ce is often neGessary and is 2:vailable from the DSI at
a fai~ly h:1..gh C08t byG:panai~n st:Jndnrdso For t,1-ds renson, it is not
often .f8asibJ..e r-or srnallej~ firms -to considor i-C.o

The starr of the DSI is x'e~"'.son~.bly Hell qualified to provide adv:tc:3 on
managcTo1enl.. pi ,J:-,leTIis", Rcqu:Lrcr.:.;llts for advice on technical questd.oY'..s, on
th3 other hand, ~re net e2.sily handled.

Generally sp·~a1d.n;:;3 aLy dsvGJ.opr::ent banldng institution should n:J.Yc
ava:tlable to it tt0 f,J3;;ib:i"lit:r th~.t nccC$3~7 aSGisto.nce to c15.cnt.s on
nano.gcrial and tcchrd.c;·D.l p:,,()ble:1s can be pra:rldedo

u:rCT...JssIFIED
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(0) t~2-.~E~__t.he money? Established or r~l1~1f.Fms? Do loans 0t:,
, ~E.:.c~agy~~vOrable terms nfrean bOrI'01':c:;:-Su Ol;n fUnds ,f.orlo"t'Jer".prioritl
~~.?sJ ~s thqr~ a sat~9tor:uns'Litutional solut,ion to the" conf'~ict-0t:.'"

~£.t2.~ EI:_~ms "Then oi'f.~cers ,·ront to be borr'!.l!~?

!r.tB finances both existing and ne't-T businesses 0 The pcrcentneo of n~u

"enterpri~e~ as opposed to existinG enterprises .f:in3!lcod through Hovemb~r

1968 vias 43;~ for ne"t'1 and %7'% for cxist~g.

Concerning the second question, NIB~ loans" arc made" on fairly hard
terms, mth a good doal or control and effort to substnntiate a real
needoi' the borren·jero This latter includes investigCltio1'1sor possiblo
altel~a1;e sources (It assist,ance. . I

'Concerning the last question, there is no conflict of interest probl~!:1

that ,va bave been able" to" identify. Bank officers are ~ot "bolieved ·~o
have ob.-1iained Bank loans. '

(f)"" Is the" ins~~.~tion Ero£itable? To what~xt~nt doe_s-Jihe anm·~t:
reflect its overal.l effectiveness?' ." "---------,-- .

in 1961' profits 1-rare 2 e 2% o~ paid-in equity shareholdinga, plus r~t.uned
earnings 0 This result, hot'lever" is reflective only of tllO fact t~,atthe

institution made some money" not hOlI well it performed ~.n an O'Vc:;,'nJl sensa~

s. ~P2c:l-!~IV~el~ttCZEshiE~

"(a) !!2:Ll.!?.R AID ~.PJ1~buad2 l-lh0.!.2...i:.e]~yant 2 ;n eacl2-.9f too~~~
noted abovc-1? HOrT can and should thc:\i con'1iributic;l be imErO'V'c9-.?

;-':,

Since" its' creation in 1~6)1 AID has contributed 'a number of OP$X, nWlagc"
"ment advisors at the highest levels of the NIB. These teohnicians,. ,,·rho,'
had a major role of training,hava u..~doubte~ ha.d an :Uopaet:.:tn an areas
of th~ b!U'lk's activities'. ~t is diffiaultto reaJ4"measure this'impact,
or ev~~ ;m~'T whether all or it has bean' good. Some of it may, in fact,
have cont~1buted to the, insular attitudes of the Bank•

.At this point in tima,however, tho Bonk has reaohed a stago of re.tativ8
mQtur:tt7. Itls polic:Loo wq bo more cons,ervat1ve then wo consider ideal. '

,,,HOl'1QVOr,,this :Ls a matta1' of a delibsrately chosen courDe, and not ona,
"ro.f'l,eoting a roal noed for further managemont aclvica. "la do not therefore,
considor, tho.t i"Ul'ther Am contr1bu'tions of these kind are :Lnd1catec1.
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AOORA-- TOAID A---
(b) Havcyh9 terms o:f the loon a~eements been suitable for ~chie,..-inft~

. desired ir.lpacts1 ,If not" hOH could t.hoy be improved for other loans?

-_leverage available to the l'ussion to signiiicantly influence basic Bal1k I s
policies through conditions that might be established in ~ocaJ. currency ,
agreements £eI- the allocation of PL-460 lO4f fY,nds:I has· proven limitcdo 1-1e
have- in connection vdth a nOl·' pending nOll allocation of such funds to ~ltc

Bank, endeavored to have a greater attention given to smaD. horr~'1erSe
The t-fID:I hOt'1ever~ h~s resisted- this initiative. Forth:3 tl-tO pr0vious
allocationo ofl04{f) funds we have, hot-rever, requ:ired that they be foi'
entorpriscsthat arepredollli.nnntly privatae

(c) , !Ifls the tHo-~teE...procedttr~"TOrkedsatisfactorily? Could it be
improve1? Hcr~fil·~£t is the, need l:'or loccl. cos"1i tinanci.n[?

'U/A

N/A

(e) ',Is,the rela.tion bet1·rcen AID loans and AID technical assistaJ1C9
satisr~ctory to tha-I~I's-and:to us? If not; hovJ' Sho..£~d it be.cilaI1Gii!?
ComposJ.tion? ',' P!:.~s~!1.f£. '1 Oth,er?

AID technical assistance ha.s been provided to the Bank to help in crea~ing

aviableins'c,itutioni'rom th3 point of vieu ofpo~cies, procedures" an-i
professional ~ompctenceo It preceded any capital assistance by a number
ot years.' The Nission considcx:-sthat any relationship,betueen the t'HO ..las
s¥-ghtnt besto

(r) Hel'T can the pi~~a be shorta.E.~C\.?_ 'l'Jhat_~ocal' gail'!..S would ther~...2!:.
!£.~m_morc raEid. ~c O.r f11.n..ds1 J<lhat sag,ri£ice~ :if' ~1.t.."r12uld ..haye t£...~l
made in the :erocass of screeninrr and aEP-lication of criteria-to move tho
sub-loal's fast.er?\"Iould. it be 1-1orth it? -'.. . -= . -..,.. ~

'Ther~ is ",,'i) pipeline probl(-\,Ill ,nth· ourlooaJ. currency-loans to IJIBlI' Autho
rizations ~nd subseClue~t ~aw darIns occur usually 'Within a year or providin!:
the funds. '

"'(g) "Jhera relcvant,l 't-7hat has been the relative influence of AID assistonC'3
to public vso~rivute !ut as1 Can both b~ useful in the same count!:~()'·- ...-

N/A

~.ie.~ \7 ..",J..18

tit. \e-tecl ~
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For each addrosa checJ.: one
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X
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r /~)

x

DAT! 'EHT

J/J2/69FtWM .~ RAOO Abidjan

SUBJECT .. Spring Review on Intermediate Credit Institution (leIs)
PE No. Zl

REFERENCE - AJDTO Circular A-Z5

--,
The :following commonts are in llI18WOr to the queetiol18 posed in pal'alwaph
m~ Information Needed FrOlll the MissioD8p of refair.

A. Description 01 the Project

1. Country: Ivory Coast

2. Name 01 ICb Banque lvoirlenne de Devoloppement lftduatri-
elle (BIDI),

3. Class 01 .ICI: Private.

4. Date erstablished: FebrUJary 11 p 1965

5. lnltial Aoststa.nct'! from AID

Date: Feb1'W'lry nit 1965 Amount: $5 million Kind: Dollar loaa

6. Doc 111 the leI take equi ty pi1rUcipation? Yeo

7. Capital structure as 01 February llg 1965: See attached
copies of Ust of shareholders.

Anlount of nhare: 140., 000 Gbaret.' of CFA franca 5 11 000; total francs CFA
700 nlill10n (~Z.. 800" OOO). ! P"~U

OF 11

...OO~fJ~T(:-O,:",:8:-r~~-:--~__--..L._Of_"~IC_[_~~__l'"P f«.I_lf_l._1l_0•.-L

o

_"_u

L

AP._pa_0"tI_r:_D_IIY_:-r-l_!_~_l _•MDCbJriB~a:~'A Mar 69 MichaeJ t;'odi, RAOO
AID AJID OTtlU CLU1UliCU

(I.. AU' rl CATlO'N

{Do fl()l tyPtt balcw thilS l1r~) "HIUTIilD ,oea
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UNCLASSIFIED
, ,

, , SUba8queDt A8uJistaDce fromAlDfl Noae
.. ,-.::,;

;,CapttaJ. 8tnactu.,e at_d of··latest a.cal year: .~~........,aph
__ J • '1·::- 'I'- '

Statu. at AID $loaae as ollu1, l Q 1968:

,Committed: FI'aBC8 CFAl14" 5589 211 (p,4S8i.>Z33)
,'Dl.bur••dt f" 918~ :1.89 ($19 i 913)

.,:' .,

"'ens. rate(Gt) paid; Banque C64ntral 3<>1/2 %9 rediscouetable <Ie tnedl~
teIr.m l03DSg DO mQIre th8li 5 year. 0

AID 4o/~

l{rsdltantatalt -4 %

Average 1'8t8(8) charged~

Mediurn t$!'t:u. r~diraeountablecredlt. 5..5" 5 rD (ba....ale
+ 105)

!\4etuuritt ~~rlra ~on""'1f~diacountablec!'cedit:Base rate, i'"
30 1S ~ 1 .. 2.5%

I ..ong tt'l;Jrru. ~~~dit 60 SO to '1" $O~)

Li~'!t8 on Size 01r Uflee of .Loaln!S:
F~fa1'!ee CFA ;too A"nilli~ ($800g 000) with thtB appl'G~'
of th~ .Bank\lrsE:gq;cutive Committcae; francs CFA 10 .. '
rnil1ion (S40~ 000) 'w!'1b 8IDI G~n~ral ManageIfie ap<r>
pwavtll"

Formal Criteria: 10 B~iP!'owe1r n"lusi blt9 a private ol'laatzatiCD with aD

i~daGt1::'ial cnaracteuoo

Z" F'~asibA:Htyot Ute p!"of~ct fo? which money ia DeQ
ing LlQ1r::t'Owed"

3 Q 'l'b$ bo~nrowlf)ro~ e%tperisnce and linaDelat lDeftleal' '
ii.l1 th0 ter1l"~nfpri8eQ ..

. ~!-

4 .. ConlQl"ma.ncs with the lvolrlaxa Gov.nam-.t'.,lDdusQ

t«ria,l d$v~lcpme:'ii llolicy"

UI-lCLASSJ,FlED



~;~~~I:~/ 14· ..

,\ ">~;"\Urib"r 'of loans and '!Junlnlar~"~

UT\iC LASSIFIED 3.: ;
" ..

tl
-..'"

" lll·:lo.~·: GOQ
'684~'q?O:

19 ~5'Oj) ti'oo .
. - 19 l~Oo~f(J.O .

276
111. 6

312.5
Z11.6

l40,,3
ZZ8 .. 0

4

.2
2

5
11

, '. " . " ',:·..,>·~··'f'·:.';':<S·;;:ii:·:i
According to the Banklls regulationelts ·QalaltC~'.,8he·.t~ii~

made up as of 30 September o~ ef1~li'Y~~J!~:'~',9f:)~,'~~'~~
tember 1968 AID loans wel'~ Dot all ~~tted•. ":.:·:1\i11:;:::::~,\
commitment was achieved in rie~·ell1~e1r~·.':.A::~Piaf~t;.j·:;:::
loans \vere made as of 30 September 19·68e-·~~.J.~;!~~
francs CFA 2~ 7730 B million ($11 01 (J9!?1l ZOO):.-?-,8£~1QWffl;:·\:~

Classification No. . .. AmO,mt~·'S{1};1f5
Loans Francs CF~ ,.; .US·t·;,;"r.~··;·/o:~;,

". '.' t' .~ ,~.r:: ': . )~ .~'.'{/.,~:: .:~

583 million "Ze!9l,OOO"
:138 .1. 75Z'~ .bO.o'~'.
245. 9 ·:;,,:·\·98~~,.Q·O~9·:~~

Textiles
Food
~),' ood induatry
Cheolical and fat

pl'oducts
Building ma.terials
Electricit'YQ rnech..

auicalp lnataloo

w01:'k
lndu6tl'ial plants
Transpo!ftation and

distribution
Sundry

~ .. : ... I •

'., \ :. ~~.' .....

De5cripti.on~ to the e:J,tent it ili t:elevant p of the financL:.l {~nvi l'oulue1;1t in whi~~~/

the ICI operates p ih; l·cLl.llOn io the iiv-l3.l1ci..ll C0111rnunity and commercial b••,
how important it is as a SUI}plie:t' of t:hiiJ type of c:rredit relative to oth~f eer..;' .
vices (including suppliers' c1r~dite)~ tla~ overall reputation of the ~Critl thE\..
country" etc. ".-{~

- .

IV01·'Y CCclstQs (our conlmercial banks are ehareholder~.:

in BID! 0 DrDP f3 !'clatioll!i "vith the other banks. are " ~-~.~
the1.·ciore c1,cellent and it has engaged in some. j~~t:,
financing \,villi themo The commer:cial banks are ttior~:

ori'.t!ntcd tr;'.v.ard supply of ehort oo teru1 credit fO~"£ipaD"" ;
cing l-.nuJ!."kctingof the countryi s cash crcp.sr•. -·Bl1".I,·:· ::~.'

does not en8a.geil\·cOll'1mfa~~ialban~ngbu't.t"a.therj'J:l-,~'.:
development fh!~ein~ thronr:-1'l 1 :):~nf,:_t.n(L fin;anci:tU~·{~"'4)

~.( l·t-:: lfE lnoney trn~ei.u:·tio~~·.tll(~;· :;:~~
<r ••~ _. _

~ .' .--

BEST A VAILI'. C{,£ CCPY
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UNCLASSIFIED ,i ~':·4. ~':tf"
~:. ":"'.: .,...:" ! ' '" " ",',; ".,t'.,:.,:, '. (~.. '\

" .~~loano thrfc~!h lo\la' otb~~";commeJrd~~'•.:b1 AWaj.
T~~' ~ube>bctr1fcwersg c~.d!~s'.r'(f) opoud at·•••lfJ9~1f·.·

. ," ~p Q', .TbfJ GOXC, is~ .. l~~a•.~t $~.1" '~~~dW~. 
'l\U?l and &liPPl.i~s ehe BaDk~.·· Ggve~oJ1~' Tial.,.fGttther',
cC1!3hr!bu.t~9 to BIDJ£'16 ·GoU,d,~put4ti0f4. ~!id'.I.ri".lQ.~·. '

. c:alJ.,· <> ~'.; ","
~. , ' I, ~ .. I ,

':;'..,;,::;~'C .•ipUOII of the f~Uc:w.ap$rffoIt'medo'}.,.. th$ICI and bew thseei have.~.~·U
'>:"j":~_ve9 as the iDBU.ltU.t~ b.2,a:; maro1t'~d~ .', .,'::.

, -.. ~ ~,r.; t '

. '-'1 T
'

, !
L(Ua~§J ~l'El lnad~ only to ,!'iva.t~ tDdutltg-aal dWd~pm••.
ac:aivitif38c Nt} Oth6~ loaas are madeo Loaa'actb"tr ••.,
espsad~d c;WI~id.ei'ably ~with pg-estllsation of pB'ojQtcte lor
dg>awdo\1t:& of tht; .AID credfit" The bank baa alao me»
cweas~d Us :po'~I·ti~l!o of i1i1"'~l&tme~ab'U~d at helpUta 10.;0>
cal i:tMl~J!gj,ti>Y g~~ a~£t..rreetL

a ~ How nlu.eh ttti¥nphu.~is tt0 plmc eti on th\fl mt.JlbiU2iatio~ of additA.al
ca.pital? F!)Ottl th$ gO'J'~~1illn?~~Q;?u ~lIE'';.~·i2lt~~ o~er8h1p in t.11~ ICI? @th$.!' d~I.'.'

¢he bOrrOW0lt"? 'Vha~ is fi:lt&; ~~e!a.~iv®- {!:X",;t1ftJ1ni;"uiffi 04i\ hoc:al(;U1r1f~ncy Vii y IOJ,Otalp, eXQ

ehange? Quantify this almSW~R> ta th,~~ l!'~:;.tt,e£:'t.!I,t pG~f;libleo

.~." On 11 Fflblt'ti.a:;'~1f 1965 th{j GOXC p~~ovided a no~ifAt.el"~8t ItJall of
CFA fr&;ods 1 bilU0l1 150 iirlU.U.~~ ($5& tH)041 OOO) which is b"eb·nbtCfGabJ.s m15 ~~
Dual payments hegbmiug Jat:t~a.~'~1f 2bv 1<,80 u Th~ K!fedAft:a.m;.a~e.1t B&JBk (Ge~)
has issued a loan of[ DM la, u:ntJilfLor~ t:~l.v 500v 000) wlab AID appJf@va!(; The CID'1o

pba!ls is pU'ima~11y en 10(;111 Cttf'R'zt~~YI) plus the US ~S ai~lnom AID ~oaao

bQ Ie the b~eIr~as(! 1m! tllte iSupply of !r.uv~atm~!uuds lc~ indU:try
b'4 general OJf to supply add~.ti(!l!l1al f~ds ~ especnaJly lavo,pbltahnnne I•.•~<>
~ial high prioJrity US$$? In ~i\f~ :r;{$J.~~~tt~0ID111 .hew de inie~eat w"tcllQ (and eth.~,

terrm~) cornpal"£ with thoa~ a'eft;;j.1:~bli~ f1f~~nl cth«nr aOU:f.\CC6 v i Q <eQ" how 1e iQ~."'.t

rat~ poltcy used to t.try to bl\n~t;;th~iif fl;~ Pl\tt<t:!'Elof i~V~U3Un~t &Uid ~t t!1"~~t'-,'

does it ac~~aalt.ly have "I. Is a~'U.v Cil.TliidiJ~&f}ll'aaA~gAv~~ll {t@' !hfi ~lQ;m~l'atA\Vea417.,.
of mouatR'Y~ Olt wp~ci.fiic indUiSU:1nl<r:so ©i" ,f~f'6 high lev/f;ls 01 P1rO~tkm .Q$d ~.~.(~,

fiei~cyn by intewnatiooaJl ~tti;nt1a~.;,d6 m'(;:c~jl~~sd1

BEST A'I/U:"ACLE cepy
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'The increa£lc in th.e supp1V of investnlent fundr.:; is for induGuy
in general. Interest r~\tes ,j.l'e .fixed by the A~50t~iationProleasionnel1e de.
Banques for nledi urn tel·l"t! lOd>l1b" Long term loan :ratee were fixed ~yBID~
and were cipproved by it~ 'Soard of Dh'·e(:g.ors in December 11)(,,:;. On n1edium

.ternl and recliscount=.lble lOUllO .. ;J11 b<:~.nlu:· charge the ba.nlC rate. aIDl rarel.,
makes Don-redi~countab]elo~ll'u.l.. Other bank" can charge higher rates than'
BIDI's 5_1/2 1;'l linlitatloft: Dep~nding on the soundriE:Se of the business in.~ ..
volvedl.t the l3ank~B r.;ltC poUr.;y encoll~;.Lge::j ~nve5~ment. Special c;:oneidelratloD.· .
is given to induGtriot),: cC'fnH~ct~d \,.. ~"th uv:~ industria.l development plarAmol 01
the country.. ..

c. Doee the pl'ojecf: ainl eLt helping to get a securit!efJ nlarket.
started?

. Not pel' L·,f~. 'fhere i~; .~t present n,) securities marketorgaJi"-
,:l••d in l'\9'ory CoastaHO'weverlj BID! is interested in the idea especially as' a
meaDS of encouraging more Africa.n inveab'nent ancl further mobilizing African
savings" It haEJ_ for e.x:;.t\lplc;; tah:.r.'fl btOC!l... inn. new local factory and later'
through a public :.;tocl< offering ceded theti0 a'hareb to Africans with consicier-

. able 8uccess. . .

d. Doe!l the pl~llject aim ~t irnprovi.rlg technicQl i manageria.l and
fiaanclal practices ot borro\il/iFng €ilf'mfJ'~ In nenexoal;1 what btres8 is plac~d on
increa.sing the efficiency of 'H:Hl.~ of c~,l'Pi~al'?

The Bank) beinr.~ i.1 young o1l'gan~z,lt ion~ han not ~lcl l.l.cv~loped

an adequate etaH of ittl O·\:ItL Ii. Ltl-\: l',j ,! ;, (11'f ic i..:.~).ll nUHlI':>cr of expert£) to n\eet
the iJanl,' b debir(~d gu.~d Li.. it L. <:\J'A+lI''''l1fJ-y loCJldng for an industrial engineer tu
ovell••• the borro\vere' projects. 'rile Bank does have a Cierman 8p~c:la1i't ..

. \vho 18 training 8&.\111, pOI'vonne} to fC,,'Illn\,v u'p on loan projects ~ The Barak 'u'.:,
also in the pt\st shown itt/cU' cJ.l"n't to the need to help cou.nsel some of the .
smaller African firme clmong it11 bOl'rO\VCrs!ol tl1uI:) using its loan asalsta.Dce a.
a lever to promote $ounder ru~u"agcJ't3.1 P3'~-!'ct.il~ee and increased efficiency on
the part of th.ese nfl'llO, In C() rk~h),r. it h1.r, eY..l,lo!'e r1 pOl' f Ibllitieb of coopera
tive &ssiatance \vith other loe al l.)c,nlctJ,

i\chievoment of Goa.J.r-.
, .

a. How effectively haa the l)rojf!ct met (or is it m.et~l) th.....·~~· .. :
goa.ls? How much of the loco.l credit is truly additive. and how much ie sin'}':'
ply u. diversion of savingo Cron! othc!" Ut}c:. of low(~r higher pri~rity?

The- loci:l Ci·C,,:!jt ; ~.: ,;:·~H;",(J' ;"1 n:-J.f.j·, .l~',!ny in~L:~nce~,) it.
Ul'TCL :\~_:.~. .1F' i {; .. 'l ..·~

BEST AV/ULAELE COpy
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-~lJ,J:~ ...... to.. Ia•••tmentll that _aid be I1v- prlority status by th GO)'C.'; -~~~~r~'~~.4f?~ by privatlti se<:tor3~. Th~ PlrGject c!r(tdJ1t f~om BIDI could
~~{g:§}~\~etorebe cOIUidered as bei~g u3~d lo!' pr:ojecft8 ~at might not otbel'Wl•• 1M

..,-_.i~~~~:~~~5i._nte~fOtltoOther Dion~v bEing put \;p felf' 8"mch pR'cjt!:Ch as Kl~D Cho«:~
.-- J~f~ ~.::-- i:lDIaht IlOt be forthcoming if the C;OIC ~d illct cai)!8i\d~r tb.$m p1fiority sectOl"o
:'~"<'~. ;~ badly aeededo Thf! B3Dk doel1 BU~I~e@afQ.]ly r~~Jfe !alfge bOlr~ower.~

_~:,:r~:_\~:~:--:~'~'alataID competent staffa.. I'bia ~eqwifBn13li\t i6 !1{!)t so 8uccsesful ~Nitil email
.)i;..~:~~t~~·3,·;"'n»I'l ••8. The ahotrtage of qu;JUlilJ3d Fe!'8G!Mn~la~ ih(l) Bank makq~9 it &(40

.-; .~··'~iS\§~~~~~!~~lo.:~k_"$)'e on th~ ermal1~i' ect!vatl~s" l~ rnUf*t d!JP~Zld ~n dls CiOWCNo.

-:.··;::1:/~;~;~~5rtl~apouorecl National Oa!ce lor P,",~m6)ftftQliiof .ltvorlan Elnt~!'p)l'is~ (OPEij"
'<~·\:';:·~:',\::T:::;~:·I1.,Bar.lk·does aot have 'maD)" EmaIl lc~ 0 Th$~e aR'lI vt)lrY f~w iocal lvodaa

. ',,"- ;~"t.epl'...ur8 in industry", although th~, 9,1f'e b~llDg ftftecur-al<ad to gfJt IDto fbi•
.,- .. ..·~:·~,,'--:~·~~d bJOPElo ~ .

': >.~~~:.~;:~':~~. ~..:.~ ... :.: :
;~,::J;l}~;:\~.:, : '1).. Have developmen~e ~alllJtd fo'Jf a !)hUt ba eho!c~ ofl) OR> emp1da~ ..

;:·,~:;~T;~.is amOGlotbe goats?
':~X·.·~--~ .":'

.', The Bank baa :f'e,c(WIlstd~jf~d 80lT.l~ of the AiD 10a3U1 p,:et!)Je~~ 1r('f)o

',,·':S'ld:reDleat.'l) In the begitm!ng it h~d ~imit~d lth~ va1ii18ty of ~~t:~~p1?~Se8 that
'-:\',:i':;:~c~u1d bet.lm~d industl'ial.. It lfh(~·)j~ iQ~:iJ\~:~gi(O~ aueh alt~'riUc:;Js as t1l'amJipGria...
:,~_~:,:':~OB and fOl'eaaryw or othe1f :'uflCii!.::1,"iI7JCfdy ir.Adiju~tlt'.~aloc¢.)nwtGct~d actA'ri~$Bo as !'Co

"', .~~'I~';'~~s~try Q

;'l/"·~,;iif;)'~~l~t\.:·~;~;" ' ., .' " . . .
·F:'~';,,:;::·;F.:~:::,~j~~t;,:~~·i(F." " ."Ct~.'. ,'ro what e:.::t.ent. dr},,"lD" e ~'~IS'W'G 01 till!-) ti\ppnoopJf!a~f) d~'ij'(Siopaa"

·;',~;:i·;:::~,~:"t:Yf~~elY.Dcl the roie of XCIV a in H <l{~Ct1l~Jd ,iVith th9 ltorot cf()un~g'Y pO!rt1:1(1JiB o alad
::""/'·:~)'..,:\~t priorlty do we give t/j) IClra in ~l,~ i.ight ;of th!a ~l DOlta (~U1r aU.CrCa~iom of
;',;,tt·:":,'i'''. availaWIt AID funds A'Q(i th~ teJl'rna o~ ;lHIe1h3~an~t1 (Olt' ICI6 otnppt/JJlP.~ Q;b~ fAwdClt

','.:,':)}i:'::~,)~;~. oftbl8 analysis as fully as ia ....:ou1d 't
'~': ~.. , :',~'.: ,~ .. ,:' \::, /' "

. ~:·.d,~ The Bank IlvQ!s erl'Apha~)il{P) ~o cenco\&~(!.gilgng.auch iDdb.8lJ1~ry aa le
: ,'C)'lthin the development polley ci Ct)IC.. Th~ MD loan ~o~e a Itf~!n1 91&'" <to hslp
IQ· thia cnc:o\1B"agement r

do What a~e the p%4"Jspecto tow l:'\;l~(e~fI.~~ Ithl~Ha~ gOal81lGWO f~lGm ala
~';:'-tematlve soul'@es of fuodmg'1 Bt)2!''itowihig. f tf,'lttl th~ IB:RD 21i'1\d oth$F.' wl'tttnao

BoGal institutions? BO!'i'OMI'J1g f~cr.(t 1r~gUl.la!f ccmm;(!~enall aG~1r~e~? Kffilv<!tsto
" -. ment guaranties fog' p:rriv3te US ~tii''''1'!sL-n'.ei1it? G~c.eatE:E 1rib,li&ln~ce C1!ll s1l1jPplie1fs~

,'~·cl'~its.? Oth(l!)r?

A fe\v months ago BiD! pl'ol,,'ided a fi\'~~ y<r:atrsU P1rGj~c~on to
!Fe" This is being motiAfiecl to giv'9 a 1r~a1'lJ p1fo]eci!:ion to n~c" ".Ml$ AID
loan financcG irnportat!aD of inrl~;~s~:.~Ual '?~-Aui\pnl.,t?I\~~ A'O)f "vr"'~r.-:h .8}{:Dli: !'~~~ih¥~9 a
return 0 There al':m th:f'~El funding SO'l~;::tr:B~~

'(.1!'JG I ..J\S~~'~ rr~F:~ ED

BEST AV/t.IL/tC:..-E CCPY
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UNCLASSIFIED
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The "5 mllUoa AD) lOUlo

" ~

"7 : 11

(Z) bdl.,coantab~ loaa. up to erA 'rasce ZOO _un.
(.800~000) 'I'OID Ceabal B&n1r. of W••, Alrica (BCEAO lOb).

(3) ltJtettltaatatalt loaD f.r the equlvaleat 01 JlZg 500g0000

CUI'~oml., ... B,CUO aDd KHcUtao.talt loaD. &1'. 'DOtberAaa
....0 UoDey' r.turaed on pJrOJecu la8mg~ AID ioua Ie l'.ua~·bJBIDX ..
Therefore; e.rently the BUlk docI. DOt fe.lta.Deede help Irom'USJ,.Dg,ttrOb

.ably for two years 0 The Amencaa Kl<da Chocolate Company 'hae ~talMd
, AD appn".d loa. from the AID loan tund... It lias alta" ObtalDed ..."oval.
'lor AID .:dead.. rl.k ... apecUic riek auaw_tleao

•• What pldaDce doe. yOUI' p"Jeet (If BOW well uvaac.d)· .
pN¥lcl. for De. pl'ojecta ia thel.. 'choke 01 pa181 Wou1cI JOG do ,.it cUff.Jr... ·
..IT if atal'tlDI overt How?

BIDI Ie aomewhat Dew to pronde .i.-ncaat aa.weir.'to
We oae.

Z0 SelecHOD of Bol'''ow.~•
•

'.0 What ecOllODllc enteria &1'8 employ.d', AJre the fOlPDlal

cdtel'la aacI the actual ••• til. eame'

'That the bor~ow.1P I, ofI.rial aD actlvitr wblcb t.ll.
wlt1d.a lelleztal ecODOmic pollet•• 01 the coaaby aacI P2roJect feaaiblUtyawe
the two chi.f ecoaomlc edt...I. employ.do Y••, the 1000mal aDd actual
cl'l.teri.a: &1'. the .ame.,

Local raw material" e II 10:
Palm oil lllcIuetry
Fat product.
Cocoa aDd coffee
e.--..

Import.ub.~'1Itloa'2>. It..,
Small aDd medium industries
Exporters

UNCLASSIFIED
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n
··,:·iZ~.~',' .:( . A!'e iha e.i~·~w~a d~telfDl11i~dby the gcvGl:nment1" the ICI?p

-: <;::~':~-fAm,o: Jomtly?
' .. :..

J ••y~:~~ The BaBk: dehlifmiD~8 lite clritenao Then ceiit0na. X"0 uscs of
····=the·AID fund was determ~.f&il·jclratlV0

b 0 Are r~a(mifc:ho ouurvcya and or promcUoa&l w02i"h Wilde'fta,o

.:~eD io stimulate boJ'l'o~'lolr parili:wa.r pU1rpOs~e Olr dc<so the leI oimply
;.: pl'oC~8D appllcatioDO euhmit~ed to it? Is the1f'e a p1rcblem 01 equ!pm~nt

'. aa1eemu and other prOmOfel'D etlmulaikilng the wrODS klDd of application?
.:U 800 how is it dealt with?

" ' There ts. e.~ca p~OmoUcn of thtS AID IGQD a.ctAvitieo~ All
. \. ',::Other loans a1r~ prcmoted:thl'Ough the JIvOJfiaD Chamb01f of XndWltlrY 0

c. Are thfD' t$~bnicaJ and financial critslfia W1.!.d rrctriewG ap-
p~lat~? EUectiv~ly&ptiU$d1

Yes. It:!e B:quesUOD of organlzatioDo The Bnak takes svo
. elY measure to avoid uzadue·pwoblems 0

.' ...

d. What C!uWgQ6, ai"1f: appn-opgoiate at tins otegG 01l' would you.
•....r.~ommeDd foll' othfJlf I~ at, an ealtU<112r stage?

Becao.&G, of 8IDI' e late start illl using thea AID waoo and
" ,.'~ its need for wortlDS Jlapld1yto commit all the fuac1e posalbla befor<B
. ,'theflaal deadline date setbiy',AlD/W o thea Bank found il.~ dUficunt to make

.p.-opea- evaluatloft8 of eep(J~lal1y the larger proj~cto A13 the time al1ow(Gd 0

, The complexity of several oItb~ pJrojects ll Q:he diffAcwtt of W'osrldog with
, .,·compllcatedAID pl'Ocedu,eG AD the Ibmted time al1ow~d ~eou1ted!D OCZlV-

,: I"ra.l ptL:i!.C situatnons vn@jml the Bwmh p This waG ccmplAeatted by the .fact
thct\t aU documentatACiD foi:iUJ) wev!<8\17 and appIrOval mUID~ be m EngU.oho
Thlo 1requil'sment 1e verY' 'bUlrdeu8om$ i1& 8 smalill F1r~~eh...apeat~8 calm-·
tf-y.1ike IV0!T Coast~ paS'tie~a1rly agatn when tim€! io Umited Q Tbc1:eforcao

anything dODe to make AID/VI apP1l'oval p1foceduw$s IfJsodiffiewt fOlr a
small end underoastaffed (wlth p1POfeBSicilai pSH'£om!l!}l) leI v/owd bCil of

,help.

30 Management andOperraUonal pone!!:.!.

a. Is the lann of manegexoial oJrgemzaiAoD appJrop1r!ete aDd
effectlve? \Vhat leascno B2fO tb~wo on m~~hodo of Deloct!@D 01 managw]fAal
personnel?

UNCLASSIFIED

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



UI~CL!~SlFIED 11, ,

, . The forn'j of n,an~lgerial org~ni~ationis a-pp~op~ateatid

,~£fective. "BID! is conside~ing itnprove!l'1.tem of its industrial Pn-bje~i:~;:.' ~:

~valuationby o~(;;!;ing n.8l induEtl1~1 engi~ea~. The recently signe(l: ~!':~;"\:;,:

, !vi)~io.olOe~r'l.an cCCp8rrQ!li~)~3 \'1)2.11 p,gobably pro'itide someone ° .th~.BaDkL-'
" inaugurated in July 1968 a training progran~ to develop personnel~'o~ ~-,-""-
,lU"'(!;lnoiiou to ~ts higher r&rd:&, . , . ~

b. it-IrQ o~fo[J,u.Q.!:'ds against unto\rJard events..;. ... that prej~-·. -:":;,:
'<lice ~e effec~avG.~·acB8 of ~ocns .... O'adequ.;lte;; ~"ld in :l:CpaynH~nt e~eFi~(.{

cntisfact(1)' '? Dc;:;r..; tho ICI' insist en and achieve adequatefinancUllc ~~ .~\

.pia-rul.ing by it:£; bO·i"!:">OVJc<i.~o. includinf! ;'H'~cquate provision for a.n typeGof'
shoTt 2.nd long teJi-:nl finuncii:.1 re\.~uiJ;"e::'":~t~:1tf, ,:.t,: ... condition of IeI finan- :
cing of ~ po~··tjoll of th{:1 tota.l invesb:ncut?

The BanI:. requtreE gU2.zoantiet. f!"orn its 6ub",ooE"rowers.
BID! hno o~ganiccd fiitJl2.uci~l control on 2111 husinCBs firms to ~..rb.on\ it
mcl:es loaus" It eD!~G f01i~ a qu.:rsterl)" ~CP01:'t: !It least a balance sheet '~

a21d fiuanci2.1 loepox·ts., ·.~Jh..ich BIDi ~;tudieB. Some enterprises l'PUst sub...

c. Is tJ1e b-aL.ulcc l.h}tVJ0en f.ic:cu:;·H:y on loans am.d ~~111aP

ticnof ne\~l acH',;."'itii':;D sa.ti£fuctcll.'y? To \Iib.~.t .l!;:tellt are re...'1wremenfs
fer: ~;c~\U"it},r lCuiJc'U<;d bi ,::,ppl£>~iG2.15 of c:n~1::'eprer:.eurship" i.vor:th\ivile~

!LG::::~ cf nC\.7 VCgtU2'0G(l C;C L~' V,,'hat irnprove,fusnts a.re: need.ed'1

The [;\t~d:c~ntf:efj !'e'iui:rea by BID! of its bOl"ro\.;ler6 do .
net prevent the JeveJ0f.n~;'Gl:'atoJ business. The Bank couf.idors tbe hor..,
?O\;JC1"E,l ab.iliUc~ Co .rL~a.11i:j.5c tlJ.~.h:< buoines&es a.ud how they will n1.eet .
theil" cCl11.n1Hn.1Cti((;. The .Ba.nk does hz.ve enough cJ::perience ttl n~ake
this evaluation", BiOI it:; conSi.rlntly &eeki!~g \.vaya to imp1t'o-qe.itso~'n

opt: ~·e,ti.oti"

f.L Is 2'Gci,clc.llC0 en tc;ch~'Ccl B.'llld managerial problems
to bQrl"'o\.'i~er neccGGarv~t P..v21.ilo.ble? Effe,ctive?

c... 1~~1;o L)2:i:,;' the ino:2ey? E!~tahliE?hcdor ne'l.;T rimlS? ' Do
Il:i,:}!1f. en (~L:[Jc:ci~;.nll fE:~:;t~r:~:,L:I(; f:;c~:;;>~:{1fJ HEre-en bC-?t"cn.tTel"S~ O~~l'll fun'db I~r

lo"':;:C"~~ pst'io~'H:Y'~l:£:C:;? I:::: GJ0:Z'C z. r;,,~ti.sfu.ci:ozy iD.£ititutio!2a! solution ~o

~be can[ir.ct-cfi....ill:C~·t;G2 pE3 cblC':ti'i5' t,};;hencJificerc \i;Jant to be bOTrDTh"t:-r'~?

BEST AV/U:.../tCL.£ COP}'



~!;:;~l1b.h'·70A!D' /~ 14 UNCLASS!F!ED ,,: ," ,10 .~ ;:'if

<W;{2,f", '.' .., LI!.;J!lo elL'O =ao pll'!n'lcrrlily to b\1llllmees Eill'Dla which, 'IWDt ~.
\:i~p1fC~S'c:.:!o~g cpo~c~c~o0 t\l$VJ b1IDohH~~eEH~a ~U'e alIDo&tozna!dGx-~d~- Olfi¢'·:: .
~~;O OU-QnQ~ ~1fmit~od ·to b~t,~t:crtl'J'n . - . . .::c ,"-
_';'1"':" .".

,",&.

.~~;.~':;._: JL 10 ~hc ii.1IDo~eUCfio1n RP:if~~fEtable? To wha.t _e!l~~~~ .t1oeo thIS ~.
dFro.~· 1:,l'ef[io<ct ito' o".rcli"al1 OUe-Ht~~Ot2eOD~
~ '.-::'l.~;,i ..

:<~!:'\!~_:. - . -
:~t\;.~>: . ,FoR' the j1eJD.E' cl@Grumg 30 Septen'lbet> 1968 -~ha;JB~tAktl''Uil11 4io~<..
~lb:~e e illviidcd off 4 r.;t 031 AfrO cc:J:pit~aUo GI;,"> CFA !rfSULCS ~OO (8Qq')fo~ each-· "
'~nec ci oeo~l: of CFA f~"L",~ce&" So 000 ($-~O)G The ~?~kmAUcip.a~othe divi~

~~d t:r.U1 be iU~!rOa.B0d U(in:~ yea~o cleopite the low llntctflElGt 1ra~Go 'llhe Bnm·
toelo'ehG l-'CtO io acod!) eop~clf."..11V eD cCPlQ:lpaI?ed ,rlial olther? cou.n.tries 0

. 40 Spocific AiD Rel:.ltfi@~Bbii)O
. rtJM' ~:l___ ~""'M"c .r="'il~~

u. HO,,";f hao A.ID ~~:Jjti:U'ih'U~et19 \vhl81:ife relewa£il~o in each'of the
t.~cc.c .eoftcd above? :How cal@ otlld 6h~u!d tha.t conti'ibutiio~ be !mp~cved?

ii-lD9 $ GlmRll c(tl~~~ibu~irr;Z2 to tlJ.@ BDilI~ a O!"-"-©1t'8t!('.lUll bac been
~o US fJ5 man-Ilion loa.m!,

b.. klave ~hCJ (;c;,rmo o~ \tho lC4~n .n.gE'ee;rnen~t3 h~en ennea-hIe fOF

Q<ciW.~i111B the d00n.lf:'(~d bupccfw 11 £J! ID.oftv u:.;w could th.ey be ~p1?cved tOI'

e~t~cl/ lcn~B?

C .. · I-ISH) tkh0 ¥:WO =DlicL" ps-cceduire vJv~1;.ecl satkisii'actori1v-'
C1iJttld H: bc~ !rnp1:Gvcd? Ii~)\Y! gr:e2,~ ~o ~'hlEs t'!eod {Oi-· locai !C@lJt f!~lCing1

d 0 ~~t::G a:boE'() ,,(,Tavs cIa n'0dEZ~ftti1g ~ll$ p'lrabiem~ nZiho1?€:ant in
eicd""l,)I:CCU!feC.~iS12fci?El:\t,t:!A1?G~;::'iOlIl~o? l~'1ft\V dQ;;.t1a~s~ afitOcll tbe pip~l.ine?

OVGt."oJ.l epoli"a(tioS':i!.G?

The DntGt~ OV:iQJ.1;ld !ilf.'~ C:2 ~djfillstzc,e~~ r...ll.ade to a-~quii'c t!laf;
I?CiH?OOC£11~o~l1WOD e.z fIl;;>Z'tM:J un €l'~o Sf;.n.~(~Q cozno tiP X~a~' C~ao& tG advise ml

£rho pi.?cd~~ bOllGle ocld~ C.Y~8.DO asho {;hat the cC!rtificelt~o~thntthe lonn!o
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'not more than SZSOl) 000 be submitted in English prepars~ by BIDI. This is
required in the AID loan agreen'lent. Chase does not \vant to consider any·

,.<le~ter of credit unlesfJ it has the certificate" It is BIDI' 8 opinion that any
.. 'letter of eredltcould be opened without this certificatloDg . and therefor.

.. ehould be ellmlnatedo .
. . ..'

eo lethe r~lat1oD between AID loans and AID teehnic'al as': .
'~i~tanc'e~ati ~£ac.tory to the leIs and to us? If not~ how should it be'

,.....ebaased?: :'Co~position? Pha£iing? Other?

'I

.J "

. . ... ', : . :.'..... ~ ."

..... , " . AID techdcal assistance provided OPEl coOl'dJoate'$ 8at~· ", r : :., ::. :

. if;JfactC)rily'with ·ICI. No teclmieal assistance is provided to the ICI. The "'.:'"
A1D.b,ilatera~progran'lin Ivory Coast is being pha,5ed o'ut (£ince 19.(~7).'., ';'. :,'~.,

, " f. l,i9w can the pipeline be &l1Ortened? Wh~t,lOcal Salfls ,-' ..:>-::r::·'·;'i, ' ..
".would .there' be from more rapid 'US~ of lund~? What· 6acr~~ice'8'Q:'tr.:aDYg:'·:~ ..' ,~', ::',"(..""':'

wou1dhave to be nlade in the process of screening a.nd app_lcati9~"o£ c'i'i:-' ',> .
"'terla to move ~e sUb-loans faster? Would it be worth it? '.,"

. See paragr.aph d above. The pipeline cout! ~·~hoitlliri~~::~:':~~·';;
With'more rapid action on the part of AID/VI in appr'ovlng loan'a'ppilcat1ofts': ~',
over SZ50~ooeo .' .

, go Where relevantp wha.t has been the rela.tive lriflu0nee' of .
AID assistance to pUblic va. pJ'!vateICIs? Ca.n both be usefUl in the same'"
country1 ....

Not relevant 0

~ .'1. '.'. • !v10RGAN

. j.,

" " ~

, "1,

UNa.., ASSIFIED
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EAST AFRICA

EAST AFRICA DEVELOPMENT CORPORATION, LTD.
(EADC)
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DEPARTMENT Of,STATE
CLAS&/F/CATIOH

For each address check one ACTION INFO
DATE REC'O•.

DISTRIBUTION

ACTIO.N
.---~ -'//J

TO· I, lu/,li ro:\ 10 .tl -64
lJ!\R tiS SAL\;\r~' U~A 11) {\ -11
KAMPALA USAID A-:12--

x

FROM. Nt, InOB 1
DAn SENT

2/7/6:;

'SUBJECT A "Spring Reviow on IntormQdlato Credit 'lnGtltutlons '
(ICI's) PE. No. 21

, REFERENCE· AID'ra CI&\C /, .... 25
I

FSJM mo.IA

'·Although ~ir.obl is not an action addressee,t AID Loan No. 69S-H-OOl to the
Bast Al;ric;.&,Oevelop~nt Corporation Ltd. (EAbc) appcor& to fall within

. the category to be reviewed. EADC has 110t yet disbursed fund$.~undar tho
'U.S. loan (see 1'QAID A-948), but is actively seeking applications. The
following 1s a doscription of tho leI.

East Africa .Development Corporation is :l wholly owned subsidiary of the
Commonweal th Development Corporation (CDC) and therefore most of the

,answers apply to the CDC.

...,

~. Name of' IOI;
meat Africa 3avelopment Corpol'atlon l.~. • a ,wholly owned
eYbs,id1ary of' CDC

"

3. Class of leI I

pub\~c

·4. Date established I

19ltiS

BEST AVAILABLE COpy ., PAQt PAQII

, 1 OF 3
, DRAFTED 8Y 0"101 PHONI NO, DATI: APPROVED BYI

i

,;.. r 1\.11! Iiinmrlrl. ~. :'1
2/b/C:Ji)

.;,.
I", \ ::. L.·~ ,',j .".,.' ~:'\o:n ".Ii r'o:- c t J r t l. '1"1,,. i

AID AND OTHER CLEARANC£8

~'\V V,.: J'~rCQno( dr... I t.)
) L;'.\..~L\ ..;.j [Fl:~:j

"
,\ /

CLASSIFICATION

(Do not typo below this Une). ,A/HUO ",U
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~ .~

_ \. .·.It ...
..-. or
~:....~....

5. Initial assistance from AID:
Da-te s NovembeT, ·1967

$ Arrountl.!_50_0_,_.O_O_O _

Kind (l.e., ~)llar loan, DC lo~n, lC grant)
£lallar .loan •

6. Does the ICI take equity participation:
Xes

7. Capital str-ucture- ot _the IeI as of' the date spec! f ied in 5. u[.ovc:
.;.: "-' has no ~gui1;y "paE1_tal hut h·ns co,.iers to borrow up to
£150 fi on a 1.@ or medium term basis'"sl.!ld ilem gn short terM,

8. Bubsequent assistance from AID:
Date: r~?yerrlber, 1968

$ Amount ;Lo.ln under 5. above. renewed"

9.> Cilpi ta.l structure o~ tha leI at end of latest fi~cul Y£ur:

SOme as 70 above

100 .status of AID $10805 as of JUly 1. 19681$ commi tted: _1Il~1 _

$ disbursed: ~l.~~~~~~~__~~~~~~ ~~~~~~

11. Interest -rates:
Av~ra8e rate.( s) paidJ by .rer: .....v,;;;;;a,;.,rJ.:.;:a;;;;;h;;.,:l:.;::e__. _

AVQ.rage rate ( s) charged by Ie] :0 mArai n of between 1 llg and 2M' .
~cco1din9 to the project added on t~ rate paid by CDC

,at time of lendi 09.

12.~~t~~·At~~1Y~~~1~)UU(~~~

LirMts 00 size ortis's of lopn~:

CDC (8c4(i it~ s\Jbsidiary institutions) C'::()I, either c:ilona or in
association ~lth others, inv81t in econo~c development projects
by way of equity subsc~iptlonsJ lo~ns o~ 9uarantee~. It does
n()t make grants nor does it anga~ in projects for providing

. colleges, schools, hospitals, Government. of fica or other
buila1ngg or works fOT thQ public seTvice.

BEST AVAILABLE COpy
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Lorlla.1cri teria , f f MY:

ir.~ t(Jir;l~ of every loan and equity investlOOnts arc subjoct to sc:p~r:~t.c

r~c~ol.ic.tion~; lO<1r& rates of interest and rapuyment conditions deper.jira:1,
iritcr Jlid•. on the nJturo of the project, purpose for whict: the 10.J0

is requireJi, the lCfI:;Jth of the loans, the vu1uc of the sQcurity to te'
tJiVGil ~nd any c)(cb~ngu riik involvl:d in on""londiil':I in ~curr(::ncy
different from that of ~le source fund.

Nur,·..c,cr ot loCJos and (to extent practi~ab1a) summary by number and
'()oount by sactoraod/or other rolevant Cc)togories~

Number· of loans at 31012067, 1~4

AL~unt invested £113.7m
,·\mount commi t ted £142m

Of the an'Ount cammi t ted -

52.1~ is bCJsic development (i.e•• power. water. housing finance and
trclnsport);

2O.i1o primary production (l.e., agricUlture, ranching, forestry and
minerJls); .

~/.~ comrne.",rca. und industry (i.e., factor1o&. industrial development
~ ·companles and h~tcls). .

100.0% .

•

, "

BESTAVAILABLE COpy

UNCL,\;:iSlP lEO'
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INDIA

OVERALL EVALUATION

INDUSTRIAL CREDIT AND INVESTMENT CORPORATION OF INDIA
(ICICI)

INDUSTRIAL FINANCE CORPORATION OF INDIA
(IFC)

INDUSTRIAL DEVELOPMENT BANK OF INDIA
(IDBI)

NATIONAL SMALL INDUSTRIES CORPORATION
(NSIC)
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...
SPRING REVIEW OF INTERMEDIATE CREDIT' INSTITUTIONS IN INDIA

OVERALL EVALUATI CN
OF ICICI, IFC, IDBIAND NSIC

III-B-l Achievement of Goals

(a) How effectively have. the projects met (or are they
meeting) these goals? How much of the local credit is
truly additive and how much is simply a diversion of
savings from other uses of lower/higher priority?

The goals of the projects can be divided for purposes of
discussion into (i) financial assistance goals and (ii) general assist
ance goals. The Mission assumes that effectively meeting a goal means
the meeting of aggregate needs ~r demands relating to that goal.

(i) Financial Assistance: The projects of ICICI, IDBI and
IFC have met and are meeting the goal of medium a1d long term financial
assistance to medium and large size companies very well. USAID is not
aware of any worthwhile project of medium to large size which "has
·suffered from ·a lack of Indian rupees or foreign exchange. NSIC has
provided substantial assistance which cost Rs.350 million (equal to
$47 million) to 8,000 companies. However, due to a lack of data, it
is difficult to analyze whether or not the impact of NSIC has been
appreciable in light of the total needs of India. NSIC may have touched
only a small percentage of the hire-purchase needs of the small business
men ,and the effectiveness has probably been poor.

(ii) General Assistance: ICICI, IDBI and IFC have provided
lip service to the goal of general assistance in the form of advice on
technical, financial, marketing and managerial matters; however, the
actual advice provided has been poor in comparison to potential general
assistance which could have been given. The general assistance
apparently has been linlited because general assistance has not been
regarded as nearly as important as" financial assistan.ce. The recession
in India during 1967 and 1968 has made the reI 1s and business and
government officers aware of the importance of marketing and technical
assistance in the form of quality control and meeting the need of
specialized products. An av~reness on the part of most businessmen
of the need for and uses of modern management concepts such as
decentralization of authority and financial controls including monthly
cash budgeting is still almost non-existent. Therefore, the effectiveness
of the three projects in meeting the general assistance goals has been
poor.

. .

NSIC has made credible efforts to assist small scale industry
in marketing and technical areas. The effectiveness in marketing might
be considered good in coordinating bulk purchases of governments l,.rith
SL~all-.s·cale:~ indltstl'ies. Ie :;·; ..·.::i.,,·~ .~:.~_ t:2~:lilling sff C·7:;:'~~:'j ~tp~~·?;~",s!1·:'l=~:'" ::~'.it:: r:c~
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reached a significant percentage of those who could use the training;
therefore, the effectiveness has been poor. NSIChas shown almost no
recognition of the need 'for proper management and financial advisory
services. When one considers that poor management and poor financial
practices accotult for most of the failures of bankrupt firms, NSICts
effectiveness in this area is wholiy unsatisfactory. This is especially
true considering that "the objective of NSIC is to promote and encourage
the growth of small scale industries and to help the existing ones."

All of the resources of the IClls can be considered as
diversions of savings from other sources. The ICII s have not shown
any inclination to obtain funds from the public at interest rates which
might cause a diversion of funds from consumption to savings. It is
impossible to judge from what other uses the funds were diverted. In
general the central government has been careful to provide funds to
meet the medium and long term demand for credit of private industry,
while at the same time meeting the credit needs in other high priority
sectors.

(b) Have developments called for a shift in choice of, or'
emphasis among, the goals?

No developments have called for a shift in the choice of the
goals. The Indian recession of 1967 and ,1968 stimulated introspective
thinking which has caused at least two of the ICI IS to consider shifting
the emphasis from the goal of financial assistance to a balance of the
goals of financial and general assistance.

ICICI has shown a great deal of interest in creating with the
World Bank' or aU. S. commercial bank a subsidiary vrhich .would perform
the functions of an English "merchant bank". This would involve giving
advice on a fee basis concerning management, marketing, financial
control, structuring financial resources, technology and exports. IDEI
plans to provide services similar to those of ICIClls merchant bank,
but will probably not form a separate organization.. Both ICICI and
IDBI plan to establish branches to provide service which is more
convenient to subborrowers. Both IFC and NSIC presently have branches.

(c) To what extent do AIDls views of the appropriate
developme~t strategy and the role of IClts in it accord
with the host country policies, and what priority do we

'give to ICI IS in the light of this? Does our allocation
of the available AID funds and the terms of assistance for
ICI's support the findings of this analysis as fully as it
could? '

AIDI s views of the appropriate d('!v01o!~mont str.'atcf':'y and. L[-.::
role of' IClt s in it gGnerall:r }:(1.'.'I:: :>y:;n };: ','t.,::,?,,] r•.r!,f.:.:l iw:=.;t .. ,~I,::j.~ .. :
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. policies. Now, howev:er, the Mission personnel concerned with
.the ICI·'s would like to see the ICI's take a more aggressive role
in general assistance to business firms.

In the past AID has assigned the same priority to aid to
ICI's as it has for project assistance. Both the central government
and AID have assigned a higher priority for scarce development loan
funds to non-project. assistance. This has not hurt the ICI's
because the timing'coincided with"the 1967 and 1968 recession in
India, and the demand for foreign exchange loans has been below
the supply under existing loan agreements. In 1968 AID deob1igated
with the concurrence of the Government of India a $10.0 million
loan to IFC, because the demand for project funds was low and the
demand for non-project loans to India was high. The demand for
project assistance is reportedly starting to pick up, but given the
present priorities and scarce development loan funds both AID and
the Government of India would permit only loans of Indian Rupees
out of the proceeds of PL 480 sales. AID's allocation of the
available development loan fUnds and the terms of assistance to the
ICr lshave been as the Central Government requested 'and this supports
the findings of the above analysis as fully as it could.

(d) What are the prospects for meeting these goals now
from alternative sources of fundings? Borrowing from
the IBRD and other international institut~ons? Borrowing
from regular "commercial sources? Investment guarantees
for private U.S. investments? Greater reliance on
sUppliers' credits? ot~ers?

The prospects for me:eting the financial goals of the ICII s
from alternative sources of fundings depend on (a) the willingness
of other countries and international institutions to lend to the
rcrls, (b) the Central Governmentls interest in seeing these funds
go to the ICII s and (c) the demand for funds. The demand for foreign
exchange will probably slacken in proportion to the total costs of
plant and equipment because many items ar;e being made in India which
were previously imported. The Central Government has been encouraging "
theIBRD and other international institutions·to lend to the ICI's.
However as foreigrt exchange borro\.rings from regular commercial
sources, private U. S. investments and suppliers credits have become
available only at effective interest rates of over 7%, the Government
of· India has ShOWl great: reluctance to pay the price because the .'
interest and principal required is already high in relation to India's
foreign exchange resources.
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(e) What guidance does your project (if now well advanced)
provide for new projects in their choice of goals? Would
you do it' differently if starting .over? How?

The four ICI's under consideration, which are well advanced,
provide very little 'guidance for. new subborrowers in their choice of
goals. The ICI's and AID loans were starting anew the MissioI)lhight
require more emphasis on· general assistance to borrowers in the form
of: manager,ial, financial, technical and marketing advice. In addition,
advanced business training in the U. S. might be required.

It should be noted that AID was not involved with the four ICI's
at their inception. The ICI's when they atartedwere able to draw
upon men who were experienced in the capital markets, and have generally
performed in a professional manner in their lending and hire-purchase
activities. '

3. MANAGEMENT AND OPERATIONAL POLICIES

a) Is the form 'of managerial organization appropriate and
effective? What lessons are there on methods of selection of
managerial personnel?

Broadly the form of managerial organization is appropriate and
effective. However, it seems that ICICI is more flexible in selecting
personnel than ,other organizations and therefore gets the best '
available talent in ~the market. In IFC, IDBI andNSIC,the choice
of persons heading these organizations is restricted to the Central
Government cadres, although specialists are'often recruited. The
effectiveness of the ICI's is heavily dependent on the personal
abilities and experience of: the chairmen and m~naging directors. Below
is a list' of some of the seriior personnel and their backgrounds:

i) Mr. G.L. Mehta, Chairnian. Educated at London School of
Economics. Chairman of Indian Investment Center and
Indian Institute of Technology. ,Was Indian Ambassador to
the U.S., the World Bank and Mexico•.

ii) Mr. H.T.' Parekh, Managing Director, educated at London
School of Economics. Was ~dth a stock 'brokerage firm
for twenty years. Has been closely connected with
investment and banking in India. I

iii) Dr. Madhera, Assistant General Manager. An economist. Has
represented ICICI in 1968 World Bank meeting.
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i) Mr. N. D. Nangia, ,M.A., L.L.B., Chairman. \ Had thirty years
experience in various departments of the. Reserve Bank of
India prior to joining IFC in 1967.

if) Mr. G.D. Khanna,. M.A., General Manager. Had ten years of
experience in commercial banks. Joined IFC in 1948; was
sent to the World Bank for training in 1964.

iii) Mr. Baldev Pasricha, B.Com., M.A. Economics, Secretary.
Had seven years experience as sales officer, lecturer and
banker before joining IFG in 1948.

iv) .Mr. P.S. Gopalakrishnan, B.Com. L.L.B., Manager. Had
thirteen years experience in banking; joined IFC in 1968.

IDBI

Mr. A. Bakshi, Chairman, formerly Joint Sec!etary, Ministry of .
Finance and Chairman of IFC,

i) Mr. C.R. Sundaram, Chairman, served as 'Director of Bharat
Electronics Ltd. and other Central Government activities
undertakings. Was also"a senior executive with the Tatas
in New York.

ii) Board Members: Several of the members of the Board of Directors
are .recruited from the private sector.

b) (i) Are safeguards against untoward events that prejudice the
effectiveness of loans -- adequate, and is repayment experience
satisfactory?

safeguards on individual loans are provldedby limiting the loans
to half of the value of th~ fixed assets of the comP?Lnies. The effect
may be to provide too much of a safeguard in cases where loan applicants
have-unusually good cash flows.

IDBI maintains no provision for bad debts, whereas the other three
institutions do have such provisions g Given below are the figures and
ratios for analysis of the operational safeguards for untoward events .
and repayment experience.
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Year ended June 30, 1968

a) Provision for doubtful debts on balance sheet
b) Tota11oans outstanding on balance sheet
c) write-off for year through income statement
d) Income from interest, discount and other receipts

on'income statement

(Millions of Rupees)

6.45
1,412.00

none

108.11

1. a as percentage of b
2. a as percentage of c
3. c as percentage of d

(%)
0.45

no write-9ff
no write-off

Year ended December 31,1967

·a) Provision for doubtful debts on balance sheet
b) Total loans outstanding on balance sheet
c) write-off for year through income statement
d) Income from interest, discount and other receipts

on income statement

(Millions of Rupees)

1.50
822.00

1.27

78.56

1. a as percentage of b
2. a as percentage of c
3. c as percentage of d

NSIC

0.18
118.00

1.62

(Millions of Rupees)'Year ended;March 31, 1968

a) Provision for doubtful debts on balance sheet
b) Total loans outstanding on balance sheet
c) Write-off for year through income statement
d) Income, from interest, discoUnt etc. on income

statement

(%)

~ ..

2.980
1,475. 000

.006

108.810

1. a as percentage of b
2. a as percentage of c
3. c as percentage of d

0.2
496,600.00
negligible
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Major New York City Bank (for comparison)

Year ended December 31, 1967

a) Reserve for possible loan losses
b)' Total loans outstanding
c) Provision in income statement for possible

loan losses
d) Income from interest on loans

1. a as percentage of b
2. a as percentage of c
3. c as percentage of d

(Millions of dollars)

19.6
842.1

4~6
48.6

(%)

2.3
427.0

9.5

A comparison of the major New York City Bank and the ICI's shows
that only ICICI attempts to provide a meaningful reserve for bad debts'
on its balance sheet and income statement; however even ICICI's reserves
are probably inadequate. This means thatIFC, IDBI, NSIC and even ICICI
are probably taking chances of fluctuation in profits and net worth vmen
and if they are forced to make adequate provisions for losses. It has "
always been difficult to analyse statements of financial companies,
because no generally accepted definitions of "weak loans,", "past due",
"seriously past due" and bad debts" exist. In addition it is often at
the discretion of the· managers whether to write-off a bad debt. As a
result the ICl1s show misleadingly high profits and net worths. The
managements may not be aware of the true conditions of their respective
portfoli9s, due to inadequate evaluations of the strengths and weaknesses
of exist~ng borrowers o

The management of the four IClis estimated that the actual default.
rate on ~terest and principal is about 5% of outstanding loans. This
would be' satisfactor,y if the figures are reliable. In view of the fact
that these organizations are relatively new in the business of development
lending ~nd considering AID's Cooley loan experience, it'is doubtful
that the'uniform 5% default rate is a real~stic figure. For example,
the ICI' S may have rescheduled principal and interest payments vThich '
Would reduce the defaul~ rate. To the IClis credit is their practice
of not including"income which is accrued but doubtful for collection in

.the near: future" as part of their annual income.
!

. b) (ii) Does the ICI insist on and achieve· adequate financial planning
by its borrowers including adequate provision for all types of short
and long-term financial requirements as a condition of ICI financing
of a: portion of the total investment?

IFC, :1 IDBI ·~~r:~~1 J.>~ I{~I l:e4-\le f:l~,..r·l2'" C~ c:n;'l' ~:lr2rl'si\~r3 s:~rsts.ms of i' s'::~~J~~': ::>:'~:l~:

and appraising applications of their bOlTOt·iel's•. The financial pl:l:l, t~... -::
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potential market and the technical competence of the 'project are
evaluated before making a recommendation for the16a.n. However,
applications to NSIC are 'considered only if recommended by the 
cot;l.cerned Director of Industries Qfa state. Since Directors of
Industries may have varying'standards of evaluatlllg the application
it is difficult to maintain uniform standards of appraising
applications. NSIC does not stress the financial planning of
applicants.

c) Is the balance between
activities satisfactory?
leavened by appraisals of
new ventures, etc.? What

security on loans and stimulation of -new
To what extent are requirements for security
enterprenuership,worthwhileness of~he
improvements are needed?

The margin required on the loan made by ICICI, IDBI and IFC.
varies between·40% to 50% of the value of the fixed assets mortgaged
with "these institutions. In other words, the loans are 50% - 60% of
the value of the fixed assets. It is rare that appraisals of
entrepreneurship or the worthwhileness of new ventures act as stimulants
for relaxing the security requirements. None of these institutions has
so far made ~secured loan, although IDB! and IFC are permitted to lend
unsecured on the basis of the appraisal of applications. All ICI's,

,except NSIC insist on a legal mortgage which costs the borroHers t-3% in
registration fees depending on the state. IDBI and ICIClvery recently
have also started accepting equitable mortgages (registration and
storage of the deeds with lender) which carries the registration fee.
This new approach is considered a progressive attitude for development
banking in India.

The ICI rsneed t'o make their attitude toward security more flexible,
to provide greater assistance to projects which have a strong likelihood
of a large cash flow. This would tend to emphasize more profitable
companies with possible higher returns to India. If present policies
persist, however, the stimulation of new activities would continue to
be satisfactory.

d) Is assistance on technical and managerial problems to borrower'
. necessary? Available? Effective?

In most instances the ICl 1 s discuss problems with borroHers and
advise them of the various gaps that need further probing. Many
borrowers have claimed that some of the suggestions made by these
institutions have improved their projects and increased their profitability.
HOvTover, none of these institutions maintai.n aformaJ eonsu1tine
department to adviso thei.r cli8nts.

BEST AVAILABLE COpy
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e) Who gets the money? Established or new firms? Do loans
on'especially favorable'terms "freeH borrowers own funds for lower

·priorityuses? Is there a satisfactory institutional solution to
theconflict-of-interest problems when officers want to be borrowers?

Both established as, well as new firms receive money. It is
difficult to determine whether loans made by these institutions
would 'release borrowers' funds for lower priority uses., This is
certainly not the intent of these organizations although it may
result in releasing borrowers' ow. funds. In most of the cases
borrowers are asked to invest their own funds ,in addition to the
leans made by these institutions. This generally does not leave
the borrowers with much to invest in lower priority uses.

The mission is not aware of any cases where a conflict of
interest problem has aripen because a director of a borro\OTers'
company being a member, of the board of directors of these institutions.
Most of the members 'of the 'boards of directors of,these institutions are
either respected government officials' or professional people who have
expert lmowledge of financing, banking and various industries. The
rOI's have been careful to avoid conflict-of-interest situations,
because all wish to avoid criticism'in Parliament.

f) . If the institution profitable? To what extent does the answer
reflect its overall effectiveness?

Profitability for these institutions for their latest fiscal
years is indicated, in fo~lowing table:',

Icrcr

Profits for the year ending December 31,1967
Profit'as'percentage of net worth 13.9-7

/'. ,116.40

IFO

Profits for the y~ar 1967-68
Profits as percentage of net worth 15.8

177.98

.IDBI

Profit for' the year 1967-68
'Profit as percentage of net worth lQ.&4

760.78

Rs.15.8 million
=8.88%

Rs. 30.64 million
=4.0%'
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Loss for the year 1967-68
Loss as percentage of net worth 4.21

. 27.6

Rs.4.21 mill~on loss
=15.25% loss

NSIC's loss was due (a) _NSIC had to absorb a Rs.5.18 million
additional debt burden due to devaluation whereas other institutions
passed it onto sub-borrowers and' (b) departments of NSIC are service
oriented and are either run on no profit, no loss basis or subsidised
by the Central Government.' NSIC' scontribution in developing the
small scalEr sector in the 'Indian Economy might better be evaluated by
growth of small companie's assisted rather than by profits.

4. SPECIFIC AID RELATIONSHIPS

a) How has AID contributed, where relevant, in each of the areas
noted above1 How can and should that contribution be improved?

AID's contribution has been primarily in supplying foreign exchange
and Indian rupees through the Goverrunent of India. At the time the AID
loans were made ,the need for money was obvious, and there was little
awareness of the need for improving the operations of the IClf sin the
areas of lending procedures and general assistance to subborrowers. The
reIls, subborrowers and the Mission now recognize the need 'for more
emphasis on general assistance.

We sugg.est that AID's contribution to these institutions be improved
by (a) ,arranging informal discussions where policy and management matters
could be discussed, and (b) thoroughly appraising the operational and
management policies of these in'stitutions when and if AID considers requests
for additional loans.

b) Have the terms of the loan agreements been suitable for achieving
the desired impacts? If not, how could they be improved for qther
loans?

Generally the terms of the loan agreements have been suitable for
achieving the then desired impacts.

III-B-4(C) Has the two-step procedure worked satisfactorily?
Could it be improved? How great is the need for local cost
financing?

We assume that the ntwo-step procedure lt ·refers to the procedure of
repayment in rupees to the Central Govern.ment and repayment of dollars
by the Central Government 'to AID. AID ·hasnot prov.ided local currency
through a. "tHo-step :;-,'1.,occ:3c1nrs!l of G1J.yir:.,~~ 10:;:11 clt:cI"2n'~y 'ilIith dol::;_'~_-':" s -::.:-,,]
lending l-T'~.1pees to t;,_~:; leI t s; b;JCaUS8 .:;::L·'::.~i_ '3:-::' ?Il !,..80 rupe8s il1:.::.:1"':'
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available to lend to the Central Government.

AID has used the two-step procedure on only'IFC! Dollar loans
to ICICI,andNSICarerepayable in rupees. IDBI has received no
dollar a~sistance from AID. The ~wo step procedure has worked well,
but it has no visible effect on the ICI's. The Mission sees no way
in which the two;.. step proc"edure could be improved as it affects ICI's.

The need for local cost financing 'is substantial and growing larger
as more industry develops in India. The foreign exchange and local
resources (debt and equity) of the ICI' s are compared below:

Millions of Rupees
Name of ICI and Foreign Ex:change Local Resources Total Resources
date, of outstand-
ing assistance

IDBI
(June ~0;+968) None (0%) 1,573 (100%) 1,573 (100%)

!FC '200 (13%) 1,296 (87%) 1,496 (100%)
(June 30,1968)

ICICI 1,388 (71%) 581 (29%) 1,969 (100%)
(December 31,1967)

NSIC 63 (30%) 145 (70%) 208 (100%)
(March 31,1968)

1,651 (31%) (69%) 5,246 (100%)Total: 3,595

(figuresi~brackets are percentages of total resources for each ICI)

As shown above, the total foreign exchange resources of the four ICI's
are about one-third of the total resources. IDBI utilizes.no foreign
exchange and IFC has only 13% of its resources as foreign exchange. The

,bulk (S4%) of the total foreign exchange of all the rClls has been made
available through ICICI; whereas ,only 16% of the total rupee financing

'has. come through ICICI. The management of ICICI hopes to increase its
,rupee resources to keep up \onth the changing pattern of demand, which
is. toward rupee financing. In the past, when foreign exchange and
substantial rupee financing were both required, ICICI has loaned
foreign exchange and one or more of IFC, IDBI, Unit Trust of India and
Life Insurance Corporation of India have loaned. rupees.

d) Are there ways of reducing the problems inherent in tied
procurement requirements? How do these affect the pipeline?
(}"?:l'all oporations?

The GoverrllTlent of India Llc.G oC0ri (;;.1.:18 to I8.ir:irnlze pl'oblelns of tiE;d

procurement re~lirements by mru(ing available foreign exchange from various
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sources to any individual project. As a result most projects have
been able to work out a rational program of procurement. The small
business advertising requirements may delay proj ects implementation·
to three months, but this is doubtful because Mission to India has
received very few complaints. As long as tied procurement is
necessary, the present system seern.stowork well.

e) Is the relation between AID loans and AID technical assistance
satisfactory to the ICI's and to us? If not, how should it be,
changed? Composition? Phasing? Other?

No technical assistance has been or is now made to these institutions
by AID. The World Bank regularly provides advice and training to ICICI.
This question is treated more fully under "C. Overall'Evaluation and
Conclusions" •

f) How can the pipeline be shortened? What local gains would
there be from more rapid use of funds? What sacrifices, if any,
would have to be made in the process of screening and application
of criteria to move the sub~loans faster? 'Would it be worth it?

Rapid use o~unds would inc~ease the economic development of the
country at a,faster rate. In a developing country like India \orhere it
is rather difficult to have realistic long term projections, is alv.rays
best to minimize the time gap between the preparatim of the frame work
of the project and its actual realisation into a productive entity.
However, to ensure creative and yet prudent allocation of scarce
resources the ICI's should not make any sacrifices in the process of
screening and application of criteria to move the··subloans faster. It
is doubtful that the pipe line can be shortened appreciably.

g) Where relevant, what has been the relative influence of AID
assistance to public vs. private ICI's? Can both be useful in
the same country?

Of the four ICI's two are Government owned (NSIC and IDBI) one is
mixed (IFC) and only one is a private organization (ICICT). We believe
AlDIs assistance to all the ICI's has proved very useful for the country ..
The basic purpose of these institutions is the development of free
enterprise and the private sector in India. 'As already indicated, ICICI,
IDBI and IFC meet regularly to exchange their views on various policy
matters relating to the growth of development banking in India. Also
in case of very large loans, financing is provided by these institutions
together.

The Mission's impression is that the privately o\offied ICICI tends to
be faster in deciding on\.,rhethel' to ffieJ.-:e lO::J.~S2.~d is :no:~~ L~:;:<;i:-:'J.::::',".-;"".;
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•and aggressive. The .other ICI's generally are close behind
ICICr in services, All of the ICI's are useful in the same
country~

C. Overall Evaluation and Conclusions

If 'What is wanted is, not' comments specifically on these points
'(contained in ArDTO Circ XA564), but your best judgment on what you
believe the basic issues are."

The basic issues relate to lending jUdgment and general assis
tance, ~ndependence from the central Goverrunent and mobilizing
capital.

1) Lending Judgment and'General Assistance

"

ICICI,IDBI and IF,e have shown a strong tendency to base the
amount of their loans at 50 to 60% of the value of the fixed assets
of the borro\fers. These ICI's have generally insisted on legal
mortgages which cost between ~ of 1% to 3% for registration feesj
instead of "eqUitable" mortgages which cost nothing and are legally
binding. All of the ICI's do go through ,a routine of analysis
which includes most of the characteristics of financial analysis
used by progressive lenders. in the U. S.; hmfever these ICI's are
always working within the constraint of loans being' no more than
50-60% of the asset value. '

This ~ype of security-oriented lending approaCh has been
used by bankers for centuries, but it has been discarded by most

:U.S. lenders in favor of analysis of borrowers as going concerns.
The UvS", method of analysis was greatly stimulated by the experience
of the depression in .the 1930 1 5 when many bankers'realized only
a few cents on the dollar on mortgaged properties of bankrupt
firms. As a result, U.S. lenders have found that it is to their
benefit to playa creative role and help the borrrnfers continue as
going concerns. This creative role involves the development of
mutual trust between borrower's mrolagements and the lender and
constructively critical, ~roblem-oriented analysis of (a) manage
ment strength and depth, (b) technical process'es, (c) raw material

,. procurement, (d) market potential and competitiorl) (e) balance
of the capital structure, .(f) internal reporting systems and,
controls and (g) profitability and cash flow. Discussionswhich
Missiop representatives have had 'with the four ICI's have shown
that the managements of,the'IClls (a) often do not wish to rely

, on their own judgment of the prospects of Indian businesses
'and(b) are unwilling to do much independent verification of
i~formation supplie~ by borrowers. In' other words the ICI's
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are' willing to make loans against fixed assets if the applications
are not internaily contradictory. Constructive assistance to the
borrowers is minimal; statements to the contrary by the ICI's not
wi:hs tanding'.

As a result of the ICI's lending practices, borrbwers in
capital intensive industries with lower profitability tend to
be rewarded over borrowers with higher profitability and lower
:fixed assets. In the long run the efficiency of Indian business
'would tend to be retarded by' emphasizing static assets rather
lihan dynamic profits and intelligent management.

The ICI's by their lending agains t security, r'ather than
the operations of a firm, indirectly endanger their loans by
down grading the importance of a s table base of, working capital.
Working capital is the cushion of the operations of a firm; when
the operations do not meet expectations, the firm in a strong
wo;rking capital position can often weather any reasonable storm.
The average ratio of current assets to current liabilities of
medium to large Indian firms has steadily declined from 1.65 to
one in 1950-51 to 1.18 to one in 1963-64, 1/ whereas in 1963-64
current ratios of manufacturing companiesin the U.S. were 2.35
to one and 1.9 to one'in the U.K.

The ICI's further hurt themselves and Indian business in
general by not taking. advantage of their relationships. The ICll s
rarely work with their borrowers and clients to improve the quality
of management and soundness of the firms before and after lending.
The ICI's could do much more to (a) ,encourage competitive salaries
to obtain and keep management, (b) stimulate delegation of authority
to middle management, (c) point out instances where additional
training would be useful, (d) show how proper production scheduling
and use of advanced technology can make more effective use of capital
and develop greater profitability,· (e) provide guidance in advanced
techniques of marketing and (f) teach how financial planning and
control can yield large savings and cause avoidance of major
blunders.

(2) Independence from the Central Government

The four ICI's have shown themselves at best highly attuned
to the wishes of the Central Government in obtaining sources of funds,
general lending policies and selection of borrrnvers. The Mission
has observed cases where pressure has been used to encourage an ICI
to consider a loan. ICICI, IDBI and IFC are reluctant to try to
make unsecured loans or loans against equitable mortgages to the
best Indian companies, because of the fear that members of parlia
ment will accuse the ICli s of favoring the large well establiShed

C:.rui tal ;:,Is.r}:2t
pp: 13 and 83.

. -_.- .
l'(~ a :"~'.:- ~~..:.~. -~'_~;"<
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"monopolistic" business houses.

The ICI ',s cannot, as is done in the U. S., negotiate interest
rates with borrowers on the basis of money market conditions, for fear of
a political outcry. The result is that market forces are not allowed
to operate to callout weaker businesses.

The concepts of merchant banking schemes have been advanced only
recently, and, 'then cautiously, for fear of criticism for trying something
new or appearing to make traditionalists look bad.

Similarly salaries of managers in the ICI's have tended to be
fixed'bythe ceiling of salaries on top' Indian civil servants, for'
whom salaries not changed in over 25 years. ' The result is difficulty
in attracting first rate professional managers. In addition to the
salary problem, all of the ICI's are now dominated by men tied closely,
to the Government of India.

3. Mobilizing Capital

The yields on' the securities of the ICI' s are not attractive to
the Indian public' because (a) an understanding 'exists that they should
not compete for money, with the Government of India. The Government of
India is not willing to pay over ~ interest, and imposes a limit of
eight percent on the interest ICI's can charge. In an inflationary
atmosphere savings have been attra~ted to traditional and non-productive
investment such as gold, jewels 'and land which yield more than 10% per
year in capital appreciation; or potential savings have been consumed.
The barrier to attracting voluntary savings or deflecting funds from
consumption may exist because apparently" ••• some Indian policymakers
welcome this dependence (on forced saving such as 'taxes 'and life.insurance)
as a means of controlling the investment process." y . ,

"One of the most effective ways of insurmg (development of the
private sector) is to have an active capital market which would enable
the private sector to mobilize the savings of the public for industrial
development.1! .To this end the only -r;.ra.y to attract the savings is to
allow rates of lending and borrowing to seek a semblance of the market
rate. The market rate may be closer to the 13-15%. Many companies pay

,for "deposits" which are unregulated and loaned by the'public against
demand notes to the companies which are 'strapped for cash.

2J Muelier"Eva : The Indian Development Banks:
a PrOblem Oriented RevieYT. Draft. Oct.6,1967.
New Delhi •.. p.6.

, ')} HCAF1l £l2 cit. Preface.
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Recommendation s

In light of the f9regoing facts and analyses it may be useful
for AID to do the following: \

1) Encourage closer informal contact with the ICI's to pursuade
them of the importance of general assistance, independence from the
Central Government ahd mobilizing capi~al. If the ICI's managements
were stimulated to have more courage of their convictions they could
act more as leaders than followers. However, the contact with the
ICI's and the Mission to India is presently limited by a small staff
in the Mission due to general personnel cuts and an increasing loan
portfolio; this limits the amount of contact with the IC~s.

2) Encourageahd fjnance exchanges of personnel with American
bankers and insurance a.nd pensionmvestment officers.

3) "Encourage the lenders to seek additional "assistance from
AID. AID could use that assistance to require bolder lending a.ctivities
and managerial improvements. ICICI has made an application to AID for
a Cooley loan of Rs.150 million. Such a loan could be useful as an
experiment jn puttmg to use the knot-!ledge gained by us from this revievl
of leI's on a world-wide basis.
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INDUSTRIAL CREDIT AND INVESTMENT CORPORATION OF INDIA (ICICr)

(Respons es are priITlarily from ICICI o Mis sion COITlments are con
tained in "Overall Evaluation of ICICI, IFC" IDBI and NSIC't)

A. Description of the Project

1. Country India

2. Name of ICI Industrial Credit &:InvestITlent Corporation
of India

3. elas s of ICI Private

4. Date Established January 5, 1955

5. Initial Assistance froITl AID:

RupeesMay 21,1959

Date Loan Agree- Dollar Amount. Kind (i. e. Local
ment Signed Authorized Currency, Dollar)

($Millions)

13.3392 (through
the Central
Government)

Loan No.

6. Does ICICI take equity participation? Yes

7. Equity Structure of ICICI as o'f May. 21, 1959 (i. e. date \\' hen
first AID Loan was ITlade).

(Rupees Million)

Share Capital, authorized, is sued,
subscribed and paid-up 50.0

Reserve and Surplus 4.0

8. Subsequent assistance froITl AID:
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Loan No.

386-A-037
(DLF-155)

2 :

Date Loan Agree- Dollar Amount Kind (i. e. Dollar,
ment Signed Authorized Local Currency)

($Millions ),

March 23,1961 5.0 Dollars

9.2 Supple - Jan. 10, 1964 13. 33
rnent, No. 1
(Through the Central Govermnent)

92 Supple- Nov. 25, 1965 6.67
rnent No.2
(Through the Central Govermnent)

Rupees

Rupees

9. Capital Structure of ICICI at the end of latest fiscal year
i. e., December 31, 1967:

(Millions of Rupees)

Share capital,authorized , issued
and subscribed and paid up

Reserve and Surplus

Government of India Loan

IDBI Loan

Debentures

Alprupee,loan (through GOI

AID dollar loan

Kreditanstalt fur Wiederaufbau,
Germany (KfW)

IBRD

Total

75.0

41.4

75.0

80.0

60.0

250.0

112. 5

37.5

1237.5

1968.9

John M
Rectangle

John M
Rectangle

John M
Rectangle



3 :

AID dollar loan as percentage. of total borro'Ning
AID rupee loans as percentage of total borroVving
AID dollar & rupee loans as percentage of total

borrowing
AID dollar loan as perc~ntage of total foreign

currency borrowing

6.07
13.49

19.56

8. 10

In 1968 ICICI obtained fron1. KFW two additional loans aggre
gating DM 12. 5 million and a further loan of R s. 25 million
from IDB!. Negotiations are under way for a further loan
of DM 5 million fr·om KfW and a loan ofL 1 million from
the United Kingdom Government. Details of loans are given
in Annexure A.

10. Status of A. I. D. Dollar Loan as of July 1, 1968:

Millions of Dollars
Authorized Amount

Loan No. (After deobligation Commitments Disbursements

386-A- 037
(DLF-155) 4.48 4.48 4.48

11. Interest rates: a) average rate paid by ICICI
b) average rate charged by ICICI

Specify types ~f lender/borrower if differential rates are
operative:

Interest rates on 1967-end outstanding amount are as follows:

a) Average rate paid

b) Average rate charged
(PIe as e see Annexure B for
details)

5. 1%per annUITl

7.80/0 per annum

The spread bet'Neen ICICI's lending and borrovving rates [rotTI
time to time depending on money ITlarket factors. It is not
ICICI's policy to vary frequently' the rate charged to borro\''vcrs.
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Changes are Illade only when significant movements occur
in interest rate patterns . The spread finances ICICI's
administrative expenses, dividends to stockholders, and
building. up reserves which strengthens its capital base.

No interest is payable on the GovernInent of India's first
loan. For the second, interest is payable at 4-1/2%. Rs.
90 million of the third loan bear inte:~'''est at 5% and the
balance of Rs. 10 million at 5-1/2%. The fourth Government
of India loan bears interest at 5-1/2%. IDBI loans bear
interest at 5- 5/8%. Debentures bear interest at 6%.

Interest payable on the AID dollar loan is 5% and on KfW
loans it is 5-1/2%. The first IBRD loan is at 4-5/8% and
the sixth at 5-1/2%. The rate of interest payable on other
IBRD loans varies, the average rate pay.able on the second,
third, fourth'and fifth loans being about ,5.75%. The
seventh loan is likely to carry an interest rate of about
6-1/2%.

Interest receivable on rupee loans is 6% for authorizations
up to April 1957, 6-1/2% for authorizations between April
1957 and Augus t 1962, 7% for authorizations betwe'en August
1962 and March 1965 and 8% for authorizations thereafter.

Interest receivable on foreign currency loans is 70/0 for
authorizations up to August 1959, 7-3/40/0 for authorizations
between August 1959 and August 1962, 80/0 for authorizations
between August 1962 and March 1965 and 8-1/2% for
authorizations thereafter.

12. Limits on size or uses of loans.

There are no stated limits on the assets size of enterprises
ICICI will assist, nor are Illaximum or minimum limits
placed on loans, or investIllent that it will Illake. Various
institutions (like the state financial corporations and
National Small Industries Corporation) have been set up to
provide finance to medium and small indus tries. In
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practice, the floor on assistance" provided by ICICI has
been set at Rs. 500, 000. In the case of foreign currency
loans, smaller loans have been granted ~here required.
ICICI does not generally provide assistance exceeding Rs. io
million to anyone comJ2any, but exceptions are ITlade where
the importance of a project justifies this.

Proceeds 6f the loans are used to ITleetthe capital expendi
tures requireITlents not financed by cOITlITlercial banks.
ICICI does not ITlake loans only for working capital require
ments.

13. ForITlal criteria, if any.

'The Mission aSSUITles that forITlal criteria here ITleans
restrictions on lending and procurenlent under AID loans.
'The AID Loan AgreeITlent requires that (a) all eligible iteITls
financed' under a sub-loan utilizing $100, 000 or ITlore of
AID funds ITlust be of U. S.source and origin and liITlits the
procureITlent of eligible iteITls costing below $100,000 fo
countries included in AID Geographic Code 899, (b) ICICI
ship at least 50% of gross tonnage of all eligible iten1.s on
vessels belonging to pri:vately-owned U. S. flag cOITlITlercial
vessels but perITlits ICICI to ship the reITlainder on vessels
belonging to countries included in AID; Geographic Code 899,
(c) ICICI obtain prior AID approval to ITlake any sub-loan in
excess of $250, 000 in foreign exchange froITl all sources to
a single enterprise involving AID funds and (d) prohibits
makingof,any sub-loan for a period of less than 5 years.

In August 1963, AID restricted the unutilized balance of the
loan for financing procureITlent of goods and services of
U. S. source and origin.

. 14.· NUITlber of loans and (to extent practicable) SUITlITlary by
nUITlber and aITlount by sector andlor other relevant
categories.
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AID's foreign currency loan has been utilized to provide
assistance to 18 projects, listed in Annexure F. Rupee
loans obtain'ed from AID have been mer ged, \\lith other rupee
funds, and a pool formed to carry on ICICI's rupee opera
tions which cover underwriting of public is sues, loans,
equity investments and ·guarantees. In view of this it is
not possible to 'indicate the number of sub-loans granted by
ICICI under AID's rupee assistance'.,

15. Relations to the financial community and commercial banks.

ICICI maintains cordial relations with other development
. financial institutions in India and abroad. In appropriate
cases consortium packages for individualprojects are
arranged between several financing institutions. ICICI
currently has seventeen consortiurp arrangements with the
Commonwealth Developx:nent Finance ,Company of London,
and six such arrangements with the International Finance
Corporation. In addition, ICICI maintains regular contact
with its local and foreign creditors and shareholders.

ICICI als 0 has close relationships with other development
banks, {n India and abroad. In 1962, ICICI held the first
Regional Conference of Development Banks in Asia at which
representatives of many development banks from Asian
countries were repre~ented.

ICICI receives trainees from development banks in India
and abroad who corne to study its procedures and operations.'
In 1965 J ICICl:instituted a program under which it provides
free training, to officers of Asian development banks for a
period of between six and eight weeks. Trainees from
Nigeria, Malaysia, Thailand, Gha;na, Mauritius and Singa
pore have visited ICICI under this pr<:>gram. ICICI has
invited trainees from development banks in Ceylon and the
Philippin~s du'ring 1969. Details of this training scheme
are given in Annexure C.
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ICICI obtains credit information about prospective
borrowers from commercial banks, who also provide
working capital finance, and close and cordial relations
are maintained with this group.

The four major financial institutions (IDBI, IFCI, LIC,
ICICI) in the country hold regular monthly inter-institu
tional meetings. These meetings help the institutions to
evolve a cornmon approach towards the financing of indi
vidual large projects.

16. Importance as a lender relative to other services, such as
underwriter, guarantor, etc.

Because of the amortization schedule pre-set by its lenders
as also exchange risks associated with its foreign currency
operations, ICICI uses its foreign currency funds only
through loans for import of capital equipment. In respect
of its rupee assistance, however, there is considerable
latitude in the use of these funds. ICICI has used these
funds for making loans, underwriting capital issues and
making direct equity investments.

At the end of Dec'ember 1967, ICICI had provided aggregate
assistanceofRs. 1,995.6 million. Of this, Rs. 1,108.4
million was in foreign currencies and Rs. 887.2 million
in rupees. Of the rupee assistance, Rs. 395.7 million
was provided as loans, Rs. 54. 5 million as guarantees, Rs.
374.3 million underwriting of shares and debentures, and
Rs. 62.7 million by direct investment in shares' and
debentures. (See also answer to 17 bel,ow).

17. Description of the function perforrned by ICICI and how
these have changed, 'if they have, as the institution has
matured.

ICICI was established to undertake the normal functions of
an industrial developrnent finance company, i. e., medium'
and long-term lending, investing in equity, u,Iiderwriting
issues of shares and debentures , guaranteeing loans and
providing managerial and technical as sistance to local
enterpris es.
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Over the years, while the overall range of these functions
have not changed greatly, the operational emphasis has
varied with the requirements of the economy ~ For example,
in the early years of its existence, (1955-1958), the capital
market was less developed and financial facilitiesparticu
larly relating to underwriting were not adequate. In keeping
with its objectives,ICICl engaged in this business even
when it was felt that in the conditions then prevailing, it
would have to absorb a substantial portion of issues it under
wrote. In 1957-1958 when the shortage ~f foreign exchange
began to be felt in the country, some e'ntrepreneurs turned
to ICICI for their foreign currency project requirements.
In recent years the capitalmarket has become sluggish
and underwriting has again become 'an important element in
ICICI's operations.. ICICI has also entered the deferred
payment guarantee. business in a btg way, assisting pri
marily the fertilizer industry. Annexure D gives a break
down of annual authorizations according to the nature of
operations.

ICICI's emphasis has always been on non-traditional industries
such as chemic~.lsandengineerin~.In·recent years, ICICI
has provided large foreign currency l<;>ans to shipping, and
also loans for the cotton and jute textile industries for their
programs of modernization.

A classification by industry at the end of 1968 is given in
Annexure E.

B. Evaluation on specific points

~. Goals

(a) How much emphasis is placed on the mobilization of
additional capital? From the Govermnent?, from
private ownership in ICICI and other donors, from the
borrower? What is the relative emphasis on local
currency vs. foreign exchange? Quantify this anS'Ner
to the extent pos sible.
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ICleI's resource mobilization is determined by the borro\V
ing rates permitted to it from time to time.. Consistent
with its capital structure, estimates of requirements of
foreign currency and rupee resources, ICICr has been
augmenting its resourc~s by incre~sing its equity, by
drawing on var~ous sources (IBRD, KfW) for foreign.
currency loans, PL 480 f1J.nds (for rupee resource), and
by issuing debentures in the internal market.

ICICI has so far obtained foreign currency loans from
IBRD, USAID, and the Kreditanstalt fur Wiederfbau, an
Agency of the Federal Republic of Germany. Recently,
ICICI has been negotiating for a loan of one million pounds
Sterling from the United Kingdom Government.

(b) Is the increase in the supply of investment funds for
industry in general or to supply additional funds on
especially favorable terms for special high priority
uses? In this connection. how do interest rates (and
other terms) compare with those available from other
sources, i. e., how is interest rate policy used to try
to influence the pattern of investment and what effect
does it actua:lly have? Is any consideration given to
the comparative advantage of industry, or specific
industries. or are high levels of protection and ('in
efficiency" by international standards accepted?

As a development bank in the private sector, ICICI's Inain
objective has been to provide investment funds to private
industry. Its main consideration in assisting new projects
has be~n the viability of the project. :ay and large, it does
not discriminate among projects froIn different industries
though in the selection of projects, preference is given to
those projects \vhich have a high priority assigned to them
in the Central Government's economic plans. ICICI charges
uniform rates ~f interest (currently at 8-1/20/0 on foreign
currency loans and at 80/0 on rupee loans) to all projects
assisted by it. ICICI also has financed projects involving
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new technological processes (foam glass and use of
bagasse for paper).

Incases where ass.isted projects are not able to keep to
earlier repayment schedules due to delays in completion

'of proJects, reces sionary market conditions or other.
temporary difficulties, ICIClpermits postponement of
installment payments or amends the amortization schedule
suitably. Similarly, cost over~runs necessitated by any
of the above factors or as a result of expansion of capacity
are sometimes met by further ICIClassistance.

Questions of efficiency or inefficiency by international
sfandards are left up to the Central Government licensing
authorities and ar~ not considered as crite'ria for lending.

(c) Does the project aim at helping to get a securities
market started?

The project did not aim a,t getting a securities market
started. A securities market has existed in India for many
years. One of the ancillary objectives in the setting up of
ICICI has been to supplement and as sist the c;apital mar~et
in the countr y. ICICI has been performing this function
by underwriting new issues, by holding these till such
time as a demand is evinced in the cap~tal market and
gradually selling them in the market. The underwriting
£urictionwas intended presumably to supplement the private
capital market when the underwriting was less attractive'
to the private purchas er. In the proces s ICICI is als o able
to release its funds, setting them free .for,use in other
projects seeking financial assistance, and also realize a
profit for this -activity.

Until the end of December 1967, ICICI made sales of
investments which cost Rs. 43 million, on which it realized
a capital gain of Rs. 15.4 million. ICICIIs investment
portfolio on that date totalled Rs. 213 million (ordinary
shares: Rs. 92.6' million, preference shares:Rs. 38.8
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million and debentures: Rs. 81.6 million). Of these,
inve strnents amounting to Rs. 191. 3 million w er e quoted,
,and their market value was Rs. 181 million. It may be
noted that this valuation is at a p'oiht 'of time when the
stock exchange quotations were at historic low levels;
moreover, many of the investments in new companies had
not fully matured. And the market value of ,some of the

, unquoted investments probably was considerably higher
than their book value. Market prices are generally unre
liable because the market is thin and subject to wide
fluctuations according to supply and demand.

(d) Does the project aim at improving technical, managerial
and financial practices of borrowing firms? In general,
what stress is placed on increasing the' efficiency of
us e of capital?

ICICI undertakes independent evaluation of all projects
s eeking its as sis tance. It trie s to bring about change s in
projects where required, consistent with its assessment of
the requirement of the project relating to technical and
managerial expertise, market situation and capital structure.
The main objective is to up- grade the viability of the pro
ject. The process of project appraisal has, always been to
be helpful to entrepreneurs. ICICI normally reserves a
right to nomfnate a Director on the Boa.rd of companies
assisted by it. So far, ICICI has nominated Directors in
about 25 companies out of about 500 companies assisted.

ICICI impresses upon its clients, through its follow-up
functions, the continuing need for financial planning.

(e) Other goals?

The primary function of ICICI is to act as a development
finance company. ,However, it has been ICICl's endeavor
to be of greater use to the economy, to adapt itself to its
changing needs and to improve its own relative position in
the economy. In the course of its 'Nark it has realized
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that its 'physical presence in other areas might help to
improve its contacts with its clients and thereby to bring
them closer to it. For this purpose, ICICI proposes to
build up a network' of branch offices, beginning with Calcutta
in March 1.969.

'lbree ancillary goals of ICICI are:

(i) ICICIhas tried to improve management practices
among enterpris es. It has. introduc;ed ne'-v concepts
like cash-flow planning to Indian industry, and has
exerted financial discipline on company managements.

,This has been done by a gradual process ofeducation,
by persuasion rather than compulsion. Many ne\V
enterprises have become famil,iar with concept's of
modern financial management as a result of their
relationship \Vith ICICr.

(ii) Since India started with a low base of industrialization,
it was felt necessary to broaden the entrepreneurial
base of the country. As a result,. ICICIhas tried to
encourage new entrepreneurs to come into the in
dustrial field.

, (iii) ICIClhas played an active partin financing non-tradi
tional industries, particularly in .engineering and
chemical field.

Achievement of goals: Discussed in "Overall Evaluation
of ICICI, IFC, IDBI and NSIC. "

2. Selection of Borrowers

(a) , What economic criteria are employed? Are the formal
criteria and the actual ones the saIne?

Encourage particular kinds of industries?

Exporters?

Import substitution?
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Small and medium industries?

Use of domestic raw materials?

Others?

Are the cr"iteria determined by the government?
ICICI? AID? Jointly?

Formal Criteria

Any joint stock company belonging to the private sector
can approach ICICI for financial assistance which may
be f?r the purpose of running a new enterprise or for ex
pansion or modernization of an existing unit. Forms of
financial assistance extended by ICICI are:

a) Long and medium term loans (both rupee and
foreign currency) not exceeding 15 years;

b) Equity participation;

c) Underwriting of new shares and debentures; and

. d) Guarantees of loans raised from other private
sources.

Economic and Actual Criteria

ICICI will provide financial assistance to any project
provided that:

a) It can provide a satisfacto~y return on its invest
ment,

b) The promoters of the project have a substantial
stake in the project, and the financial structure of
the proj ect reveals a satisfac~ory balance be tv.- een
equity and debt; and
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c) The project has or undertakes to' obtain satis
''factory management and has available to it expert
technical advice either through its I,: staff or con
sultancyarrangements.

ICICI has .financed projects whose pre~tax profitability
ranges from 5 percent to 35 percent. If ICICI is
satisfied that other criteria have been met (adequate
managerial efficiency and integrity of management),
then ICICI is willing to provide assistance. If the pre
tax profitability is higher.than 350/0 it will consider an
investment. Cash...;flow estimates' are obtained through
the period of the loan, 'and greater attention is paid to
that period following the cessation of tax shields.

ICIcr gener.ally prefers an outside debt-equity ratio of
1: 1. Where there is relatively weak manage:rnent, initial
production problems or marketing difficulties, ICICl
would prefer that the ratio be better than one to one.
For capital-intensive industries like aluminium and
nitrogenous fertilizers, ICICI will accept an higher debt
equity ratio, going generally up to 1. 5to 'one. For the
purpose of calculating ·the debt-equity ratio, debt is

,defined as only long-term debt, equity includes paid-up
capital and other net worth reserves.

Very often, particularly in the caseof new entrepreneurs,
the projects in the formative stages do not have adequate
'technical or managerial resources to carry' out negoti
ations for colla..boration, selected potential sites or pro-
,cesses, or make market surveys. 'In, such cases, ICICI
require'S that such projects be strengthened either by
direct recruitment of skilled staff and employment of
consultants. In the early course, of discussions with the
promoters,.ICICI explains the need to take such steps to
s trengthentheproj ec t.
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In India the proces s of licensing that has been in operation
takes care of the various econonlic considerations under
lined in individual projects. Within this framework,
ICICI applies certain basic criteria in the selection of
projects for its as sisfance. These criteria which have
been detern1.ined by ICICI itself include (a) augmenting
the flow of scarce goods in the economy I (b) promotion
of import substitution and export promotion l (c) develop
ment of new entrepreneurs, ne\\- products, utilization of
hitherto unused raw ITlaterials, utilization of by-products
and (d) profitability of the project.

(b) Are research, surveys and/or proITlotional work
undertaken to stimulate borrowing for particular
purposes or does ICICI simply process applications
subITlitted? Is there a problem of e..j,uipITlent sales
ITlen and other promoters stimulating the wrong
kind of application? If SOl how is it dealt with?

For the greater part of its operations since its inception,
ICICI has financed projects 'brought to it by entrepreneurs
for assistance. Lately, however, with the economy
having attained 'a fair degree of saturation in some lines,
ICICI has been undertaking promotional work to identify
potential s.ources of clients; new avenues of industries
such as electronics, alloy steel l chemical cOITlplexe.s
have been receiving attention by ICICl. On the basis of
investigation work, industry studies are perforITled which
cover probleITls of finance, ITlarket and other areas of
interest to ICICI in a financing decision. Moreover,
visits are also made by ICICI staff to 'places .of concen
tration of sITlall and ITledium industries in the country to
become acquainted "vith 'the operational conditions and
investment problems in these industri~s. ICICl has made
studies of cotton textile and jute industries, as also'of
sITlall industries in Rajkot (Gujarat State) and Ludhiana
(Punjab State). The ITlain object of these studies is to
keep the institution aware of the changing problems in the
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-developing economy and to increase its utility and opera-
tions as o~portunities arise. A member of ICICI's staff
prepared for the United Natiohs Indqstrial Development
Org·anization a paper on th~ "Financing of Small Industry".

(c&:d) Are the technical and financial criteria and reviews
appropria"te? . Effectively applied? What changes are
appropriate at this stage 01- would ·you recommend

:in the process of selecting a borrower?

One or the main conclusions that has emer ged out of ICICI's
operations is that the nature of problellls faced by a
developing econolllY goes ori changing in the economy and
a development bank, to be effective arid useful, has to
adapt itself to the needs of a changing economy. As a
result, ICICP s procedures, criteria and evaluation system
have undergone a continuous process of internal scrutiny
and refinement.

The objective of a project appraisal remains the same
today as it was when ICICr started: determination of the
viability of a project with a view to arriving"at a financing
decision. However, the procedure and criteria of ap
praisal have undergone many changes over the period.
Some of the areas in v"hichthese refinelTICnts have been
introduced are noted here: (a) The analysis of cornpany
accounts has been made more elaborate. Particularly
greater emphasis is now laid on the current ratio and the
constituents of such ratio to determine the inherent
strength or weakness of the company. Accounts of earlier
years are also analyzed on a cash-flo\w ·basis. (b) In
recent years, ICICI has strengthened its analysis of
specific industries in which it h~s or hopes to have pro
jects as also of the relativepositioI]. of the company
financeq by ~t in the industry. Such analysis is made to
determine the strong and the weak points of the companies,
particularly in respect of their financial strength and·
market position. (c) With experh~nce, ICICI' Sf estilllating
procedures have improved. Cost estinlates are related

John M
Rectangle



17 :

to data gained from earlier projects financed by ICICI;
adeq,uate emphasis is given to safety margins and con-
tingencie s . \

In two other specific areas ICICIhastried to strengthen
its procedure~: (a) Market research is now given much
greater emphasis. More attention is also paid to the
role of overall economic developments in influencing the
market position of individual sectors or products. (b)
Secondly, with increasing portfolio (and economic uncer
tainties), follov..-up of projects financed has becon1e an
important. element in ICICI's operations. A closer watch
is kept on all projects which are financed by ICICI, and

.an attempt made to anticipate the likely problems that
might arise in the course of their execution and initial
operation. More frequent visits are paid to projects to
keep in touch with them.

ICICI recognizes that procedures must adapt themselves
to changing problems. 'Therefore, procedures are not
treated as a constant but are kept under continuous revie\.¥.

In the course of its op~rations over the years 1 ICICI has
tried to adapt itself to the environm.ent of the economy in
various ways. With the increasing foreign exchange d~ffi

cuIties of the country, ICICI now provides loans for
balancing equipment required by very large industries;
and improving the quality of the products of such industries.
During the last five years, ICICI has also tried to finance
a large number of companies interested in making avail
able various agricultural inputs; for this purpose 1 ICICr
has financed companies with programs to manufacture
fertilizers 1 tractors 1 power tillers and pesticides.

In regard to the capital market, ICICI has helpedmobiliz
ation of funds in various ways. Approximate estimates
show that for e,very rupee of financing by IeIqI, the total
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of resources mobilized by companies as sisted by it
amounts to Rs. 5. In this sense, ICIc;Ifinances act
as a catalyst which helps to mobilize resources from
other sources. In addition, when ICICI undertakes under
writing operations, it· tries to get part of such under
writing sub-underwritten so as to broaden the market for
s'ecurities.

By its Articles, ICICI finances projects in the private
sector; thi~ is interpreted to include projects where some
amount of public participation is involved, as in cases
like Gujarat State Fertilizers. ICICI operations over the
years has helped to broaden the industrial bas e and .to
widen private owner,ship of industry.

The following are discussed under "0verall Evaluation of"ICICI,
IFC, IDBI and NSIC":

3. Management and operational policies.

4. Specific AID relationships 0

C.. Overall Evaluation and Conclusions.
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ANNEXURE B

Working Sheet on Interest Rates

Outstanding
£

Co]: .))
amount at n1t;~- ,~d

1967-end
-

Rate by .nn (2)

. (1) (2)
0/0 (Millions of

Rupees)
a) AVERAGE RATE PAID BY ICIeI

!
Rupee Loans -

GovernIllentof India 0 75.0
4-1/2 100.0 I

~.

5 90.0 .j'

5-1/2 60.0 ')

.J

. IDIBI 5-5/.8 80.0 -1

Debentures 6 60.0 3t.
~

Foreign Currency Loans
Cl...

- a
u
~

IBRD 4-5/8 15. 1
....,J

c ~

5-1/2 76.4 4:) ~

:-:!
?-3/4 382.6 22(1 §

~

"-
AID 5 27.7 1:- ~

~

Kfw 5-1/2 55. 6 3 .~\.;
--.

Total 1022.4 51",

Average rate
paid 5. 1

b) AVERAGE RATE CHARGED BY ICICI

Rupee Loans -

Foreign Currency Loa:ns

6 1. 9 \
1

6-1/2 45.0 29-~

7 100.9 \ 70c
8 90.3

,
722

7 11. 5 (I i
UI

7-3/4 149.3 113-:

8 308.4 2'" --"T, •

~~~ ~"l / ~.~ 1.~ 1. :3 1(. ~:
--~-_._-_._-_.,-- .~. _._~--- ..__ ....._-_.._------- -...

Total
Average rate charged 7.8

828.~ t· -t : '.
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ANNEXURE A

Details of Borrowings of ICICI Concluded up to Decembe r 31, 1968

Source Year of
sanction

Rate of
Interest

Amount

RUPEE RESOURCES

Government of India Loans -

(Millions of
Rupees)

I
II

III

IV

Industrial Development Bank:
of India Loans

I
II

III

Debentures

1955
1959
1965

1966

1966
1967
1968

1967

Nil
4-1/2%
50/0 for J
Rs. 90 million)
5-1/2% for )
Rs. 10 rniilion)
5-1/2%

5":5/8%
5-5/8%
5-5/8%

6%

75
100

100

50
325

50
30
25

1'05

60

FOREIGN CURRENCY RESOURCES BEST AVAILABLE COpy (Millions of Dolla:r

IBRD loans 
I

II
III
IV"
V

VI
VII

1965
1950
1960
1962
1963
1965
1967

4-5/8%
varying )
according )
to )
project )
5-1/2%
varying .
~ccording to
project

10
10
20
20
30
50
25

AID Loan

Kfw Loans

I"
II

III
IV

V
VI

VIr

1961

1963
1964
1964
1965
i (I,; \

1968
1968

5%

5-1/2%
5-1/2%
5-1/2%
5'-1/2%
='-1/2%
5-1/2%
5-1/2%

165

5

(Millions of Dolla
20

5
10

5

5
7.5

"") ,.
I • )

Note:-N~got1at(ons -arC under way for eighth lo<u) or Dtvl 5 nliltion (run) l-(j\v and
a Loan of ;:. 1 million frorrl the Unitcd Kingdonl Gave rnnl.cnt.
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ANNEXURE C

ICICI Trainee Scheme

ICICI proposes to provide training in practical aspects of development
banking to two staff members of development banks in South East Asia,
Africa and other countries. The tra;ning will consist of five weeks of
internship at ICICI, a two weeks' tour of industrial centers in India, and a
final week of general sununfng up at ICICr.

Time: The training schedule will be for eight weeks in the months
January-February of any year.

Selection: Rather than having a competitive selection from nOITlina
tions received from development banks, ICICI will ask t"vo selected
developITlent banks to nominate a staff member for training. In selecting
a development bank, ICICI will be in touch with the International Finance
~orporation. The Centra I Government of India has been infornlcd of this
scheITle.

The programme will be focused on various aspects of development
banking, such as projects appraisal, accounting implications (including
disbursements), follow-up work and legal procedures. It would be useful
to eITlphasise that, to be able to obtain the maximum benefit out of the
training, the nOITlinee should have had a working experience of about one
year.

Training: It is expected that of the eight weeks of training at ICICI,
two weeks will be spent in the project department, two weeks in the
follow-up and· one week in other departments.

After a day's general orientation on the Indian economy and ICICI's
place in it, the trainees will be assigned for a two-V:Jeek program. in the
Project Department. They will first be given active files for study, then
allocated to work "vith officers in the department and will be associated
with all the work done by the officers. The third week will be devoted to
a tOU! of industrial centers in Delhi and Calcutta. They will visit not
only projects assisted by ICICI but also projects which are of interest
froITl t~e point of view of the" nOITlinating banks. A departmental officer will
accompany the train~es on this tour.

The fourth and fifth weeks will be spent by the trainees in the follow-up
Department followed by a week's tour of visits to projects and industrial
estates in Hyderabad, Bangalore and :YLadras. In the seventh week the
ll'ainees "vill go through the oth~l' do:?artin~~;:tt3 of ICIer.

BEST AVAILABLE COpy
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The last week (or three days) of the training program will be
devoted to rounding off ~t ICICI. In this period, the trainees will
be given a free run of ICICl, being able to visit any officers or

"departments of ICICI they consider necessary. This period might
also be ;used by them to write a rep?rt on the training and by ICleI
in eliciting their views on the training program and means of improving
it. .

Cost:
trainees.
paid.

ICICI would meet the return air-fare (economy class) of the
A per diem of Rs. 100 plus all travel expenses, might be
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ANNEXURE D

Annua1 Net Sanctions

(Millions of Rupees)

Foreign
Currency Rupee Under- Direct
Loans Loans Guarantees writing Subscription Total

1955 1.8 18.7 14. 9 35.4
1956 17.7 5.2 1.9 24.8
1957 35.4 2.8 27. 1 4. 3 69.6
1958 14. 1 2.5 1~ 5 3. 7 21. 8
1959 56.7 0.2 30.6 8.8 96.3

1960 92 .. 8 30. 5 13. 6 2. 0 138:9
1961 107.0 36.6 5. 5 3.0 152. 1
1962 142. O· 41.2 2.3 31. 1 9.8 226.4
1963 174.0 61.8 20.2 35.3 3.0 294.3
1964 149.7 45. 1 53.9 8.9 252. 6 .

1965 169.6 55.7 50.2 3. 1 278. 6 -
1966 103.0 50.8 33. 1 . 2.3 189.2
1967 64. 1 49.0 32.0 68.5 2.0 215.6
1968 210.4 24.7 13.6 59.0 1.8 309.5

1318.8 420.4 68. 1 433.3 64.5 2305. 1

Note: Foreign currency loans for all the years have been converted at
the revised parity of the rupee.
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ANNEXURE E

Distribution of Financial Assistance by Industry

.Pe rcentage of
Net amount amount sanctioned

Industry sanctioned to total sanctions
(Rs. million) 0/0

Automobile and cycles 168. 1 7.3
Cement 132. 5 5.7
Chemicals and Chemical Products 457. 1 19.8
Electrical equipnlent 196.6 8.5
Electricity, gas and steanl 54.5 2.4

Food products (otherthan sugar) 28.4 1.2
Glass,' pottery etc. 67.7 2.9
Machinery manufacture (other than

e Ie ct rica1) 259. 7 11. 3 ...

Metal products, ferrous 365. 5 15. 9
Metal products, non-ferrous 82. 1 3.6

Pulp, paper and ,paper products 110.4 4.8
Rubber prodlicts '56'.8 2.5

'Shipping 83.9 3.6"
Sugar 26'. 7 1.2
Textiles 145. 1 6.3

Wood, cork and hardboard 18. 1 0.8
Mis ce llaneous 51.9 2.2

2,305.1 100.0
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ANNEXURE F
Number of Loans under AID Assistance

Amount
Sanctioned Amount Amount
& Disbursed Reoaid Outstanding

Maturity Interest ($ in ($* in ~$ in
Name &Location of Company Product Period Rate thousands) thousands) thousands)

Ahmedabad Advance Mills Ltd.
Navsari (Gujarat) Cold rolled strips 1969-75 8-1/2 639 639

Aluminium Industries Ltd.
Kundara (Kerala) Aluminium conductor rods 1966-73 8 91 35 .56

Bharat Electrical Industries Ltd.
Calcutta (W.B. ) GLS lamps 1964-72 7-3/4 9 4 .5

Delta Products Private Ltd.
Thana (Maharashtra) Automobiles leaf

springs 1966-72 8 53 53
East Anglia Plastics (India) Ltd.

Calcutta (W.B.) Plasticisers 1966-73 8 89 3li .55
Gabriel India Ltd.

Mulund (Maharashtra) Shock absorbers 1966-75 8 200 h5 155
Hyderabad Allwyn Metal Works Ltd.

Hyderabad (A.P.) Tipping gears and
semitrailers 1966-75 8 127 20 107

India Carbon Ltd.
Gauhati (Assam) Petroleum coke 1963-70 7-3/h 27 19 8

Karamchand Premchand Pvt. Ltd.
Baroda (Gujarat) Glass 1966-74 8-1/2 309 84 225

Khodiyar Pottery Works Ltd.
Bhavnagar (Gujarat) Sanitaryware 1965-70 7';'3/4 48 26 22

panyam Cements & Mineral
IndustrIes Limited

Bugganipalli (A.P.) Cement 1966- 8-1/2 76 26 .50
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Page 2

Amount
Sanctioned Amount Amount
&Disbursed ($P~id Outstanding

Maturity Interest ($ in ~n ($ in
Name &Location of Company Product Period Rate thousands) - thousands) thousands

Precision Bearings India Ltd.
Baroda (Gujarat) Ball & roller bearings 1966-76 7-3/4 167 18 lL9

Power Cables Pvt: Ltd.
Vithalwadi(Maharashtra) · Weld{ng'eiectrodes 1966-71 8' 94 35 59

Sylvania & Laxman Ltd.
Delhi Fluorescent lamps 1968-79 8 hlS 418

Saurashtra Cement ,~ Chemical
IndUstries I;td~ Portland cement 1966-75 8 292 292

Ranavav (Gujarat)
Voltas Ltd.

Thana (Maharashtra) Power capacitors &
airconditioning 1965-73 8 87 32 5S

Wyman Gordon India' Ltd.
Thana (Maharashtra) , Forgings 1965-71 7-3/4 S45 285 260

W.S. Insulators of India Ltd.
Madras (Tamil Nadu) High tension insulators 1967-75 8 1203 1203

TOTAL 447h 955 3519

Equivalent Rs. in million 33.6 7.2 26.4

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



INDUSTRIAL FINANCE ,CORPORATION OF INDLA{IFC)

I (Responses are primarily froIn IFC. Mission cornnlents are contained
in "Overall Evaluation of ICICI, IFC, IDBI and NSIC.)

A. Description:of the Project

1. Country India

2.· Name of ICI Industrial Finance Corporation of India,
New Delhi (IFC)

3. Class of ICI Mixed

4. D·ate Established .: July 1, 1948

- 5. Initial A~sil?tance from AID:

386-A-034 December 7J 1960
(DLF-118)

Loan No.
Date Loan
Agreement Signed·

$Amount
Authorize·d
(mi11ionsof $)

10

Kind (i. e. dollar,
local currency)

Dollar

6. Does theIFC take equity participation? Yes

7. Capital Structure of the IFC as of the date specified in 5' above
-(Dec. 7, 1960)

(Million.Rupees)

Authorized capital·

Is sued and paid up capital

Reserves

'100.00

50.00

12.18
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8. Subsequent Assistance from AID:

0.

Date Loan Dollar Amount Kind (Le. Dollar,
Loan No. Agreement signed Authorized Local Currency)

(millions of
dollars)

386-H-062 March 31, 1966 20 Dollar

·386-H-131 April 10, 1965 10 Dollar

93 May 21, 1959 13.33" Rupees
(equivalent)

"93 January 10, 1964 13.33 Rupees
(Supplement No: 1) (equivalent)

146 May 23, 1967 13.33 Rupees
(Amendment No.1) (equivalent)

9. Capital Structure of IFC at the end of latest fiscal year i. e.
June 3D, 1968 I:

(Million of Rupees)

Authorized Capital"

Issued and paid up

"Reserves

RBI loan

Bonds

Central Govt.

AID rupee loan (through GOI)

AID dollar loan

Other foreign currency loans

Total

100.00=\======

83.46"

94.52

" 4.36

414. '51

'324.69

375.00

181.85

17.78

1, 496. 17
=========
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AID dollar loan as percentage of total borrowing

AID rupee loan a~ percentage of total borrowing

AID' dollar and rupee loan as percentage of total
borrowing

AID dollar loan as percentage oftotal foreign
cu.=.rency borrowing

10. Status of AID Dollar loans as of July 1, 1968:

13.79%

28. 45%

42. 24%

91. 09%

Thousands of Dollars
Authorized Amount'

Loan No. (After deobligation) Commitments Disbursements

386-A-034 . 9, 627 9,627 9.627
(DLF-118)

.386-H-062 20" 000 19,983 14.. 620

386-H-131 4,,000 2,934 Nil

11 • Int ere s t Rates:

Ca) Average rate paid by I~C for the year ended June 30. 1968:

Millions of Rupees

Source of Borrowing
Average Loans
Outstanding Interest Paid' Average Rate 0/

Central Government

Reserve Bank of India

Issue of Bonds

699.69

4.36

414.51

35.46

0.23

20.50

5.07

5~29

4.95

Foreign Cur~ency LoAns ~ 199.63
(USA 1 Germany and France)'

10.87 5.44

Total: 1,,318.19 67.06

"

5.09.
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(b)
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Average rate charged by IFC for th,e year ended June 3D, 1968:

Millions of Rupees

Particulars
Average loans
Outstanding Interest Charged . Average Rate (%)

Rupee Loans 1, 093.25

Foreigncu·rrency
loan 227.93

Total I, 321.18

75.05

94.19

6•.87

8~40

7.13

I~Chas been charging interest froIn its borrowers at a uniform rate. The
present rate of interest is· 80/0 on rupee loans. and 8.?%, on foreign currency
loans. .

12. LiInit on size or uses of loan

Limits on sizes. .
, ,

Under the IFCAct of 1948, n~ minimum amount has. been specified
in respect of loans th~t Inaybe' grante4 to a 'single industrial concern.
Since State Financial Corporation (SFC's) can authorize loans up to

.Rs .2. O.Inillion to a single enterprise, IFC normally does not entertain
application for rupee loans of less than Rs.2. 0 million. An exception
to this rule is made whe:f:l a. ·company requires bther facilities such as
a foreign cu~rency loan, :underwriting of shares and debentures and'
guarantees for deferred payments for plant and machinery to be
imported in additi9n ,to a rupee ~oan•.. Loans exceeding Rs. 20 Inillion
a T.'e made only with the approval of the Industrial DevelopInent Bank
ot lndia.

b) Uses

Proceeds of the'loan's are'normally used to'Ineet the capital expenditure
requireInents of the, project and the Inarginal working.capital require
ments not financed by ,conunercial banks. IFC does not make loans
solely for working capital requirements.'
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13.,Formal criteria if any

The Mission assumes that formal m'eans the lending and purchasing
criteria to which AID restricts IFC and its borrowers in their
activities. Section B-2, "Selection of borrowers" covers other
criteria.

a) Criteria for IFC I

The AID Loan Agreement dated December 7, 1960 requires
that (a) all eligible items financed under a sub-loan utilizing
$100, 000 or ,more of AID funds must be of U • S source and

.origin and limits the procurement of ellgible items costing below
$100, 000 to countries included in AID Geographic 'Code 899;
tb} IFC ship at least 500/0 of gross tonnage of all eligible items
on vessels belonging to privately-owned U.S. flag commercial
vessels but permits IFC to. ship the remainder on vessels

, belonging to countries included in Code' 899; (c) IFC obtain prior
AID approval to make any sub-loan in excess of $250, 000 to
a single enterprise involving AID funds, and (d) IFC give notice
of publication in the Small Business Circular for goods and
services costing more than $5, 000.

In March 19'63, AID restricted procurement of 'all goods and
services to U. S. source and origin.

b) IFC II

, The AID Loan Agreement dated J~ne 28, 1962 requires that
(a) IFC give 'notice, of publication in Small Business Circular
for goods and services costing more than $5, 000 ; (11-) all
eligible items financed under the loan must be of U. S. source
and origin; (cl IFC ship at least 50,0/0 of gross tonnage of all
eligible items on vessels belonging' to .privately-owned U. S.
flag com~erci~l vessels but permits IFC to ship the remainder
on vessels belonging to countries included in AID Geographic
Code 899, (d) IFC obtain AID approval to make any sub-loan
in excess of $500, 000 to a single enterprise involving AID funds
and ee) prohibits IFC to make a sub'-loan financed in whole or
part under the Loan Agreement to any single project in 'excess of
$3 million exclusive of the 'currency of payment.
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14. Number of loans under AID assistance and the amounts thereof
classified on industry-wise basis as on DeceIIlber 31, 1,968:

. Type of Industry'

1. Manufacture of Textiles - Spinning,
Weaving & finishing of textiles

2. Manufacture of artificial fibres

3. Manufacture of wood & cork except
IIlanufacture of furniture

l .
No. of sub-loans

2

1

2

Total U. S. $

160, 946

393, 736

I, 241, 380

4. Manufacture of paper & paper products

5. Manufacture of rubber products

6. Manufacture of fertilizers

7. Manufacture of 'miscellaneous
chemical products

8. Manufacture of basic industrial
chemicals

9. Manufacture of glas s &: glas s products

10.Manufacture of pottery, china &
earthenware

ll.'lvfanufactureof cement

12.Basic IIletal indus tries - iron & steel

13.Manufacture of metal products except
machinery & trans port equipment

14.Manufacture of machinery except
eiectrical machinery

I 5.Manufactu~e of electrical machinery,
apparatus, appliances &: supplies

3

6

3

2

4

1

5

'2

6

3, 420, 341

728, 059

7, 788, 928

2, 690, 015

838,372

336,000

363, 036

3, 235, 842

923, 530

2, 002~ 588
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16.Manufacture of ITlotor vehicles &
ancillaries 4

17.Miscellaneous manufacturing industries 2

18.Electricity, gas & steaITl 3

Total 61
---------.---

15. Relations with financial cOITlITlunity and commercial banks

736,481

458, 865

1,401, 522

28,879,340
------------------------

The Cooperation I s relations with the financial community and
conunercial banks are outlined below:

(a) Half of the share capital of the IFCis held by the IDBI, which
is a wholly-owned subsidiary of the Reserve Bank of India and the
reITlaining 50% of the IFC I s shares are held by (i) cOITlmercial banks
(20%) (ii) insurance cOITlpanies and other financial institutions (22%)
and (iii) cooperative banks (S%). The IDBI has the right to nOITlinate
four directors on the IFC I S Board and the other three categories of
shareholders elect two directors each to the Board. .

(b) IFC obtains credit inforITlation on its potential borrowers
fr01TI the borrowers' banks and close relations are maintained with
the latter.

(c) In order to enable industrial concerns to cover fully their
financial requireITlents, the IFC is preparedtoshare the first charge
on the fixed as sets with other financial institutions including conlITlcrcial
banks. In certain cases, even a second charge on the nl0rtgaged
assets is perITlitted in favor of ITlost lenders' in the financial cOITlIl1unity.

, Such arrangeITlents for joint financing of projects provide opportunities
for useful interchange of inforITlation and views' regarding projects
·for which assistance is required, and have worked quite satisfactorily.

(d) In cas e of large projects, where it is considered not advisable
for any single institution to ITleet the entire requireITlents of finance,
the IFC participates in the financing of such ventures alongwith other
financial institutions like the IDBI, LIe, ICICI, the Unit Trust of
India and the comITlercial banks. Such participation may be in the
form of sharing of loans, under'riting of shares and debentures, and
guarantees for deferred payrncIlts .for pla!l.'.: and D1Ll.chincry etc.

BEST AVAILAfJLE COpy
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(e) Periodic me~tings of the chief executives of the financial
'institutions like the IDBI, LIC, ICIeI and IFC are held under the
auspices of the IDBI as the apex body in the field of industrial
finance. At such meetings, views are freely exchanged about the
technical and financial viability of the new projects seeking joint
assistance and also about the problems of the undertakings already
financed. Other matters of common interest including matters of
policy and procedure in the field of industrial finance are also
dis cus sed.

16. Importance as a lender relative to other services such as underwriter,
guarantor etc.

The following table shows by type of activity, the breakdown of
the financial assistance authorized and disbursed by the IFC through
June 30, 1968:

Millions of Rupees
Sanctions (net) Amount
No. Amount Disbursed

1. Loans

Rupees
Foreign Currency

Total:

2. Underwritings

Equity shares*
Preference shares*
Debentures

Total:

570
113
683

118
88
16

222

1, 904. 0
383.9

,2,287.9

97.0
61.8
70.3

229.1

1,675.8
285.4

1,961.2

72.9
41.1
59.9

173.9

3. Direct Subs-c riptions

Equity 'shares 3 01.6 00.9
Debentures 1 18.2 18.2

Total: 4 19.8 19. 1
Total o( 1 through 3: 909 2,536.8 2,154.2

4. Deferred Payment Guarantees: 38 279.0 274.4

5. Guarante es for foreign
currency loans 5 234.7 233.3

Total of 1 to 5 =~~?;= ~~~~~;~= ~~~~~~'~==

::~ 64 cases cover both equity and preferE:l1Ce shares.
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,It willbeobs erved from the above table, thafthebulk of the
assistance granted by theIFC has' been inthe fornl of, rupee loans,
and it had au.thor'ized through June 30, 1968 rupee loans ofRs. 1,904
million of which amount Rs. 1,676 million had been disburs ed.
Approvals ,of foreign currency loans to the same date amounted to
Rs.384 million, of which Rs. 285 million had been disbursed. The
foreign currency suo-loans sanctioned by the Corporation consisted
of Rs. 240 million of dollar sub-loans, Rs. 12,5 million of Deutsche
Mark sub-loans and Rs. 19 million of French Francs sub-loans -the
amount of sub-loans sanctioned in U. S. dollj3,rs being the h~ghest.

For underwriting the direct subscriptions to shares and debentures,
, the IFG had authorized the sun of Rs. 250milli6n of which the a;rnount
disbursed was Rs. 194 million. Guarantees for deferred payments
sanc'tioned by the IFCthrough June30,1968were Rs.279 rnillion,
of which guarantees to, the extent' of Rs. 274 nlillion had been ac'tually
issued. Guarantees for foreign loans sanctioned an10unted toRs. 235
millio,n, of which guarantee's actually issued were of the order of
Rs.233 million.

17. Description of the functions performed by theIFC and how these have
c'hange~,if they have" as tre institution has matured.

The IFC I S main activity during the first ten years of its existence
was lending rupees. It was felt that the IFC should 'gather sufficient
experience in making medi.um and long-te'rm loans and also
consolidate its financial,. position, before taking 'up other operations,
such as underwriting public issues of shares or debentures. In
1957-58" the IFC began underwriting operations on a n'lodest scale'.
During the past few' years when the capital market was rat~er weak"
theIFC's underw'ritingactivity has been quite sizeable. ' By June
30"1968,, the Corporation had und,erwritten issues of shares and

. debentures worth Rs. 211 million, out qf which IFC took Rs .174
million for its own portfolio.

Beginning w'ith tI)e year 1960-61" when the IFCwas able to secure
the first line of A. I. D. credit of $10 million (IFC I)" it started the
sanction of foreign cLirrency sub-loans ~lso. Through 30 June 1968,
'the IFC had obtained foreign credits of U. S. $33.63 million from
A. I. D. J D.M. 92.5 'million {roIn the Krec1itanstalt (Germany) and
a credit of IS, inillion French Francs from the B. F. C. E. (France).
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Under these crec;lits~ the IFC sanctioned 61 sub-loans· in U. S. dollars
aggregating 28.88 million (Rs. 218 million); 67 De·utsche Marks
sub-loans for an aggregate amount of D. M.66.99 million (Rs. 125
million); and 9 sub-loans in French Francs aggregating F. F. 12. 26
million (Rs. 19 million). The total amountof ~ub-loans sanctioned
out of the credits· from A. I. D. ~ Kreditanstalt and B. F. C. E. was
Rs .. 362 million.

Consequent upon the amendments made· to the IFC Act in the years
. 1957 and 1960, the IFC took up the busines s of guaranteeing deferred
payn'lents for import of plant and machinery from abroad and of
guaranteeing foreign currency loans raised by industrial concerns
from foreign financial institutions. As stated under question l6~ the
IFC haci" sanctioned through June 30~ 1968 guarantees of deferred
paynlents 6f Rs. 279 million and guarantees for foreign currency loans
for the sum of Rs. 233 million.

B. Evaluation· on Specific Points

1. Goals

a. How much emphasis is placed on the mobilization of additional
capital? From the Govermnent? .Fromthe private sources?
What is the relative emphasis on local currency 'Vs. foreign
exchange? Quantify this answer to the extent possible.

Tlie main sources of funds of IFC other than its own share capital
are borrowings from the market by issue of bonds, loans fron1. the
c~ntral government a.nd .foreign credits .

. (i) Share Capital: The IFCwas established with an authorized
.. capital of Rs. 100 million of which the first issue of Rs. 50 million

. was made in July 1948•. With a view to augmenting its resources"
the IFC made a second issue of· Rs. 20 million in March 1961.
Consequent upon the establislunent of the Industrial DevelopInent Bank

of Indi~ in August, 1964" when the shares held ~n the IFC by the· .
.Central Government and the Res erve Bank of India were transferred
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to the IDBI, a further issue of Rs. 13. 5 million was taken' up by
the IDBI so that its shareho1dings came to 50% of the total paid-up
capital of the IFC; the remaining 50% being held by commercial
banks, cooperative banks, and insurance concerns and other
financial institutions •

. (ii) Reserves: The reserves of the IFC consist of appropriations
from profits to the General Reserve Fund maintained under Section
32 of the IFC Act, the Special Reserve Fund maintained under
Section 32A of the IFC Act, and the Special Reserve Fund maintained

, under Section 36(1) (viii) of the Income Tax Act, 1961. Thes e
reserves are being strengthened from year to year to strengthen
the resources of 'the IFC and the amounts held in various reserve
categories on June 30, 1968 were:

(millions of Rupees)

Ca) General Reserve Fund under
Section 32 of the IFC Act.

(b) Special Reserve Fund under
Section 32A of the IFCAct.

(c) Special Reserve Fund under
Section 36(1 )(viii) of the
Income Tax Act, 1961

Rs.58.6

Rs. 9. 7

Rs.19.8
R's.' 88. 1

In addition to the a,,?ove reserves, the IFC had built a reserve
for doubtful debts aggregating Rs. 6.4 million as on the 30th June
1968.

(iii) Borrowings from the market by issue of bonds: The IFC
has been entering the market from time to time to obtain funds ,by
issue of bonds and the aggregate outstanding amount stood at
Rs. 432. 9 million on the June 30, 1'968. A breakdown of the bonds
taken' up by the various parties as on June 30, 1968 was:
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(Inillions of Rupees)

Life Ins~rance Corporation of India 108.37

State Bank of India and its subsidiaries 68.87

Reserve Bank of India 22.02

State Governments 18. 01

Banks other than State Bank and
its subsidiaries 171.07

Insurance companies other than LIC 6.14

Other miscellaneous parties 38.45

Total 432.93
------------

(iv) Borrowings from the Central Government: Borrowings from
the Central Government on June 30, 1968 amounted to Rs. 722. 5

. million.

(v) Borrowings from the foreign financial institutions: The
following table shows the foreign credits which were available with
the IFC on the June 30, 1968:

8~53

50.69

Amounts
Disbursed
(Million)
24.25

12~26

66.99

Amount of effec tive
subloans sanctioned

(Million)
32.54

DM92.50

FF15.00

AInount of foreign
credits available

(Million)
$ 33.63Loan froIn AID (USA)

Loan froIn KFW
(West GerInany)

EquipInent credit from,
BFCE (Paris)
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,To summarize, the Corporation made cash disbursements of the
order oiRs.' 2, 154 million in the form of rupee loans, foreign
currency loans and the amounts paid on shares and debentures, held
in its investment portfolio in pursuance of underwriting obligations
as· follo;w s : '

(Millions of Rupees)

Rupee loans
, Foreign Cu~rei1cy loans
Investment in shares and

debentures

1,676
285

' ....

193
2,154'

The abovedi~bursementswere financed from the following sources:

(Millions of Rupees r
Paid up capital
Reserves
Borrowings, from the market by

is sue ot bonds '
Borrowings ,from the Central Govt.
Foreign credits
Repayments' ,\of rupee loans and
.. sale of ~nvestments. etc.

83
94

433
723
286

535
2,154

b. Is themairt purpose toincrease the supply of investment, '.' ..' .'

funds for: industry in general or to supply additional funds
on especially favorable terms for' special high priority uses?
In this, connection.. how do interest rates (and oth~,r terms)
c,ompare with those available from other sources,i~e."
influence the pattern of investm~nt and what effect,does, it

, actually h,ave? Is any consideratio~ given to the comparative
advantage: of indust'ry, or sp'ecificindustries?

The primary role of IFC is to provide medium and long-term
credit to industrial projects - medium and large-sized ~ in the
private sector, for'the setting up of new industrial enterprises and
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also for renovation. modernization, expansion or diversific,ation
of the existing- ones. Generally, t~e aim. is to make credits more
readily available to industrial concerns in~dia, particularly in
circwnstances where normal banking accommodation is inadequate
or recourse to capital issue methods is ~mpracticable. Any
public liInited com.pany or cooperative soci~ty incorporated and
registered in India whic~ is engaged or proposes to engage itself
in the manufacture, pres ervation or proces'sing of goods or
in the shipping, mining, or hotel industry or -in the generation
or distribution of electricity or any other' form of power is eligible
fo·r financial assistance from. the IFG. The lEG has covered in its
scope of assistance a w~de variety of Industries, e. g. basic
industrial chemicals, fertilizers, petro-chemicals, ferrous and
non-ferrous metals, elect rical and other machinery, m.achine-tools,

-motor vehicles and accessories, bicycles, agricultural implements,
rubber products, artificial fiber, ceramics, refractories,
electricity undertakings, cement, paper and pulp, glas s mining,

·-·hotels, sugar and cotton textile industries.

In consona~ce with the Goverronent1s policy of affording special
encouragement to industrial cooperatives,IFG h~s played a
significant role in the development of the cooperative sector.
Effective finan.cial as sistancesanctioned by the IFC upto the 30th
June 1968 for 70 industrial cooperatives (62 sugar cooperatives,
7 textile. cooperatives~and 1 cooperative unit for extraction of
vegetable oil) amount~d. t'o Rs. 568 million. Loans to industrial
.cooperatives, have as: a matter of policy been granted on somewhat
favorable terms in the matter of margin of security (no conces si.on
in the rate of inte:rest is, however, allowed).

The IFC has contributed in a large measure tov:..'ards the setting
up of anew industrial projects; out of the total assistance of
Rs. 3, 050 million sanctioned by it up to the June 30, 1968, about .
h\:'o-thirds of it (about Rs. 2. 0 billion) ha'd been sanctioned for
new industrial projects, the total cost of such projects being of the
order of Rs. 7, 810 million which itself is a measure of resources
that had to be mobilised for completion of these projects.
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The IFC has not been following a policy of allowing concessional
rates of interest for any particular types of industries. During the
current year 1968-69, however, the Central Government had

I

earm.arked Rs. 50 ITlillion "to be advanced to the jute industry for
its m.odernization and diversification and entrusted the IFC with
the res ponsibility of disbur sing the amount. The loans granted
under this arrangenLent carry a concessional rate of 7% per y€;ar
effective as against the IFC's normal lending rate of 8% per year
effective on rupee loans. The difference of 1% is subsidized by
the Central GovernlTIent.

Under its charter J the IFC can only extend financial assistance
for setting up of industrial projects which are broadly within the
framework of the country's Five Year Plans and for which the
applicantconcerns have obtained the industrial licenses or other
requisite approv~.ls from Government. The IFC is not expected to
prornote or initia~eany projectJ on its own J 1?ut can only extend
financial assistance in the form of loans~ guarantees or underwritings
of shares and/or debentures J torneet a part of the capital cost of
such proj ects.

Interest rates charged by the IFC are fixed after considering the
cost of raising funds to the IFC and the conditions obtaining in the
m.oney market from time to time including such factors as changes
in the bank rate announced by the Reserve Bank of India. So far"
interest rate policy has not been designed with a view to influencing
the pattern of investnlcnt in particular fields of industries. Only
in the cas e of financing of the jute industry for its modernization and
diversification prograrns as mentioned earlier" has the IFC agreed
to charge a relatively lower rate of interest, but here again the
IFC will be subsidized by the Central Government to the extent of
the concession allowed to the jute industry. Commercial banks rnake
terrn loans at 8 1 /2%.

c. Does the project aim at helping to get a securities market
started?

The project did not aiITl at getting a securities market started.
A securities ITlarket has existed in India for ITlany years. The IFC
has be~n active as part of the securities n1arket, however.

BEST AVAILABLE COpy
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The IFC had signed upto June 30, 1968, underwriting agreeInents
in 140 cas es for an aggregate amount of Rs. 211 million. In
pursuance of its underwriting obligations thE7 IFC has been called
upon to take up shares and debentures to the' extent of Rs. 174
Ini1lion as shown below:

Millions of Rupees
. Amount Amount taken by
underwritten the IFC

Percentage takel
by the IFC

Equity shares

Preference shares

Debentures

87

56

68
211

======

73

41

60
174

=======

84

74

88
82

========

The underwriting operations of the IFC are of considerable
assistance to industrial entrepreneurs, particularly for new enterprises
the very fact that IFC has agreed to underwrite means that the project
has been subjected to careful financial and technical analysis and
this helps the company to mobilis e financial assistance frorn other
sources. In other 'words, the underwriting operations of the IFC
act as catalytic agent in the ,capital market~

T~e IFC is always interested in selling at a profit the shares and
debentures it holds as a result of its under"vriting. operations, to
enable it to deploy the funds for further investlnent. During the
year 1967-68, with some revival in capital market, the IFC was
able to s ell shares and debentures of the total face value ofRs. 16
million.

d. Does the project aim at improving technical, m.anagerial
and financial practices of borrowing firms? In general,
what s'tress is placed on increasing the efficiency of use of
capital? .

(i) In the first instanc e, the technical, managerial and financial
practices of borrowing concerns are reviewed at the tim.e of the
appraisal of the proj ect. Deficie"ncies that are observed are
brought to the notice of the entrepreneurs. Where neces sary, it
is' m.ade one of the concl itions of the as sis tanc e g raT'ted that the
borro\ver shall arrangf.:' to l~l"nploy 3ui1.~".bl~ tecl-;nical and adrninistra-

tive personnel for the in1.ple:ner.tati,on o~ the project, to the satisfaction
of the IFC.

BEST AVAILABLE COpy



: 17 :

(ii) The technical, managerial and financial practices of
b9rrowing concerns are further reviewed from tiIne to time during
the course of periodical appraisals or inspections carried out by
the officers of the Corporation. During the construction stage and
later on, borrowers 'are required to submit to the IFC periodical
progress reports which are 'carefully examined and suitable follow
up action is taken.

(iii) In addition to the above, the IFC reserves the right to
appoint notmore than two nominee-directors on the Board of Directors
of the assisted concerns. These nominee-directors serve as the
eyes and ears of the IFC, and the reports received from them are

, .',' ._.carefully examined. Where it is felt that certain aspects of a project
need'to be attended to, the nominee-directors ar~ advised to bring
the matters to the notice of the Board. This right has been exercised
in about 25% of the borrowers. Dir,ectors appointed could be either
IFC's staff members or outsiders who have expertise for that project.

(iv) 'In terms of the documents executed by the borrower concerns
in<favorof the IFC, the latter reserves the right to have their affairs
audited by qualified auditors. The borrowers are also required to
sub:rpit to,the IFC their balance-sheets and profit and loss accounts
which on receipt are carefully examined. Besides borrowers are

,als 0 required to take the prior approval of the IFC for making any
changes in their capital structure including is sue of bonus shares, or
reduction of capital, declaring dividends beyond the prescribed
minimum limit, and for taking 'up any project or expansion.' Such
negative covenants are intended to ensure continued financial viability

, of the proj ect and efficient us e of capital eI!lployed. '

e. Other goals: None.

Achievement of goals: Disaussed under "Overall Evaluation of
ICICI, IFC, IDBI andNSIC~'

2. Selection of Borrower

a. What economic criteria are employed? Are the formal
crite'ria and the actual ones the same? Encourage particular
kinds of industries?
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Exporters?
. lInport substitution?
S:mall and :mediwn industries?
Use of dOll'lestic raw :material?
Others?

Are the crireria deterll'lined by the Goverl1IIlent? The
leI? AID? Jointly?

Forll'lal Criteria:

Under the IFC Act (l94~)~ IFC is authorized to (a) grant loans
. arid/ or subscribe to debentures in rupee currency payable for not
:more than 25 years J (b) grant loans in foreign currenGics, (c)

'. underwrite equity" preference or debenture issue, (d) subscribe
to equity' or :preference capital" (e) guarantee deferred payments
in respe'ct of machinery imported from abroad or purchas ed in
India" (f) guarantee loans raised from foreign banking or financial
instituHons in foreign currencies or loans·raisedfrom scheduled. '..

b~nks or state cooperative banks in India l and (g) guarantee loans
riased by industrial concern which are repayable within e:t period
riot exceeding 25 years and are floated in the public market.

To be eligible for IFC assistance an industrial concerI?- should
be incorporated in India as a public limited company or co-operative
society and be engaged in or proposed to engage in the manufacture"
preservation or processing of goods" shipping" mining" hotel
industry" generation or distribution of electricity or gas •

. Under the ActJ the IFC is not authorized' to make an uns ecured
loan.

Economic and Actual Criteria:

The IFC appraises industrial projects for financial assistance
as business risks. It examines such project in the light of various
f.actors" including

(i) The relative industrial and national priority of the project.
in the economy of the country;

John M
Rectangle

John M
Rectangle

John M
Rectangle



: 19 :

('ii) The quality of management and adequacy and competence of
the technical and administrative personne1like1y to be ava~lable

for the completion and operation of the project;

,(iii) The' technical feasibility and financial and economic viability
of the proj ect;

(iv) The market for the products to be manufactured;

(v) " The costo! the proj ect and the financing arrangements thereof
as also the financial contribution to be made by the promoters,
towards the cost of the project;

(vi) The debt- equity ratio: The IFC would not normally 'finance a
'project if debt-equity ratio exceeds two hundred (200) percent,
although this ratio has been exceeded ih certain priority
industries 'such as fertilizer, petro-chemicals etc. For the
computation of debt-~quity ratio, only debts due after are

:1 considered;

(vii) Sources and availability of raw materials whether imported
, or indigenous;

,(viii) Position regarding the past working results in case of an
existing und e r taking;

(ix) Profit- earning capacity of ~he project;

(x) Position regarding cash-flow projections during the construction
period a~d subsequent operating years.

In rega'rd to the IFC's encouragement'of particular kinds of
'industries, its assistance policy has been integrated with the ~ive

Year plans of Government of India and generally any proj ect which
,has been granted an industriallicens e (under the Industrial Development
&: Regu1a'tion Act, 1951) is considered eligible for assistance by the
IFC including thos e industries which have been de-lieens cd by the
Government and when no industrial license is, required. This policy
was being broadly followed by IFC until the year 1965. In the last,
quarter of 1965, howev:er, IFC decided, in consultation with
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Government and the Planning COIDIIlis sion to fortnulate the following
inter-se priorities. These priorities were considered necessary
in view of the liInitation of its resour,ces vis-a-vis the heavy comrrlit
ments already entered into by it:

(a) Projects which :would ·make a signific~nt contribution to
increase food production; these include projects for the manufacture
of fertilizers, , agricultu,ral machinery and other agro-bas ed
industries.

(~) Projects for the manufacture of s'peciat alloy steel for which
, the country is dependent on imports and which a.re essential for
the machine building industry.

,ecl .. Projects ~hich are export-oriented and those which hold out
prospects of earning additional foreign 'exchange.

(d) Projects for increasing the production of cement.

(e) Projects which would result in substitution of imports which
would otherwise have to be continued.

In accordance with a decision taken by Government in August
1967, that indust):"ial coop'eratives viz. sugar,textile and jute, should

~ 'continue to be financed by IFC, ,the IFC ,has been ~onsidering'such
applications on a priorIty basis.' Similarly, IFC has recently been
entrusted by the Central,~overnrnentwith the responsibility of
granting loans (Rs. 50 tnillion in 1968-69) to the jute industry {which
is a substantial earner of foreign exchange and is in urgent need of'
modernization and d~versificationl~

Therefore, broad priorities (which 'are in the nature of guidelines,.
and not rigid) for financing of industrial projects have been laid dow~

by the PlanningCorn.tnis sion in consultation with Government and
financial institutions in the country. It is within the general fralue
work of these priorities thatIFC selects the projects for assistance..

b. Are research, '-surveys' and! or protnotional work undertaken
to stinlulate borrowing for particular purposes or do you
si.m.ply process applications subInitted to you? Is there a
problerp of equipment salesman and other promotorsstimulating
the wrong kind of application? If so,. how is it dealt with?
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In terms of its charterJ IFC is expected to make medium and
!long term credit available to industrial concerns for the setting
, up "0£ new indust~ial projects as also for the renovationJ moderniza
;tion,' expansion or diversification of existing ones. To encourage
, prospective borrowers to avail" ,themselves of the assistance offered
by IFC and to appris e them .of its, policies and procedures IFC
maintains close rel~tions with the various chambers of commerce
and industry in the country. Besides IFC has established three
branches,' one branch each at Bombay, Calcutta and Madras, apart
from its Head Office~.atNewDelhi, with a view to having clos er
contacts with its clientele in the various regions. Keeping the
same purpos ein view, meetings of the Board of Directors of IFC
are als 0 held occasionally at Bombayj Calcutta and Madras. IFC,
how~verJ has not undertaken any surveys or promotional work to
stimulate its activities.

c.' Are the technical and financial criteria and reviews appropriate?'
·Effectively applied?

The technical and financial criteria applied by IFC have been
evolved after careful consideration and in the light of the experience
gained during' the last "20 years of the IFC's operations. As mentioned
earlier, in order that such criteria are effectively applied,
arrangements exist 'for proper follow-up and supervision of as sisted
concerns, and further improver,nents are effected as may be dictated
by experience.

d. What changes are appropriate at'this stage or would IFC
recomm.end in the process of selecting a borrower?

The eligibil'ity of a borrower to have as'sistance from IFC is
governed by the' provisions of the Industrial Finance Corporation Act.
Under. this Act, the concerns eligible to get financial assistance
from IFC are either public limited c~mpanies or cooperative
societies incorporated and registered in India, engaged ,in or proposing
to engage thems'elv.es in the manufacture, preservation or processing
of goods, shipping, mining J hotel industry, generation or distribution
of electricity or any other form of power. IFC is not authorized
to finance sole proprietary concerns, p~rtnership firms or private
limited companies. No change in this regard is at present contemplated.
or considered necessary by IFC.
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INDUSTRIAL DEVELOPMENT BANK OF INDIA (IDBI)
(Responses are primarily from IDBI. Mission comments are

. contained in "overall Evaluation of ICICI, IFC,
IDBI, and NSIC.")

A. Description of the Project

1. Country

2. Name of ICI

3. Class of ICI

4. . Date Established -1-/
5. In!tial Assistance....

from AID

.June 5, 1958.

India

Public

Rupees

Kind (i.e. dollar, local
currency)

Industrial Development Bank of India (IDBI)

.;. 3-/
$Amount
(Million)

. 34.933July 29, 1958

Date Loan
Agreement Signed

88

Loan No.

6. Does IDSI take equity participation? .Yes

J. Capital structure of IDSI on July 29, 1958 (when first P~DLoan was made)

(Bs. in Million)

Authorized capital

Issues, subscribed and paid up -l-/

Reserves & Surplus ..33:-/

250.0

25.0

N.A.

1 /Refinance Corporation of India (RCI) was established on 5th June
- 1958. The first PL 480 loan "\fas sanctioned to RCI in July 1958•

. On July 1, 1964, Industrial Development Bank of India was set
up under IDBI Act which also took over the business of RCI.

2/ Only through the Central Government. No loan agreement exists
--- between IDBI and AID.

3 / Rs.25 Million was paid up by RBI (Rs. 10 million), LIC (Rs. 5 million)
- . State Bank of India and 14 other sCheduled bankS CRs.·: 10 million) •.
..33:-/ Figures for Reserves &Surplus were not available. . .
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8. Subsequent Assistance from AID: ~/

Loan No.

88 Supplement No. 1

88 Supplement No. 2

88~Amendment No.1 to
Supplement No. 2

146 Amendment No. 1

88 Amendment No. 3 to
Supplement No. "2

Date L/A Signed

June 30, 1964

November 25, 1965

November 25, 1965

March 23, 1967

May 27, 1968

:Amount
(Millions of Dollars )

13.33

40.00

18.67

63.33

(0.266)

Kind

Rupees

Rupees

Rupees

Rupees

Rupees

9.
! "

Capital structure of IDBI at the end of latest fiscal year

Capital structure on June 30, 1968:

Share Capital Authorized

Issued, subscribed & paid up (wholly-owned
by the GOI) "

Reserve and Surplus

RBI Loan

"AID Rupee Loan (through GOI)

Total

AID Rupee loan as percentage of total borrowing

(Rs. in Million)

500.00

200.00

60.78

60.89

1,251.50

1,573,17

95".36

10. Status of" AID $loan as of July 1, 1968: IDBlhas no dollar loan
assistance from AID.

11. Interes t rate: ba) average rate paid by IDBI.
) average rate charged by IDBI.

_2_/ Only through the Central Government.
exists beuveen IDBIand AID.

No loan agreement
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Please specify type of lender/borrower if differential rates are operative.

'a) Average rate paid by IDBI for the year ending June :JJ ,1968: 4. T!o _5_/

b) Average rate charged by IDBlfor the year ending June 30,1968: 6.9%-2-/

The rate of interest on borrowings from the Government of India is 5.5%.
The rate of interest on borr~Tings from the Reserve Bank of India var~es

from 3% to 6%. The existing rate of interest on direct loans is 8% with
a penalty charge of 1/2% for default. The rate of interest on loans made
under IDBI%s refinance schemes is less than 8%.
The present fate of interest for refinance loans are:

. (i) Normal rate

(ii) Concessional rate

(iii) Special concessional rate
for loans' to small scale
industries under the Credit
Guarantee Scheme.

5 '1/2% provided the financial institution
does not charge' more than 8 1/4%

4 1/2% 'provided the financial institution
does not ch~rge more than 8 1/4%

(iv) Refinance of medium term
EJq>ort Gredits: 41/2% with the stipulation that the

financial institution does not charge
more th~n 6%~

12. a) Limits on size of loans and uses of loans.

Limits on sizes

Under the IDBI Act there are no minimum and maximum limits in respect
of loans that may be granted to a single epterprise. Loans to a
value of Rs. 2 million are normally made by State Financial Corpor
ations. IDBI, therefore, would not normally consider a direct
loan application of less than Rs. 2 million. There are however,

. no floors and ceilings in respect of refinance of export,: credits.
Minimum limits in case of refinance of industrial loans are

5 7 Figure for average rate of interest,''Puid! charged by IDBI
were supplied by the IDEI. IDBI, hcwevcr, did not di:;clo:; (~

the details of all the borrO'..,in:~u and loans wi th rclnU.vl..~

interc3 t 1'7..1. tC3 pai:l Gn C3.Cll ,_~,i' 1.:(1:; lG:J.n... :

BEST AVAILABLE COpy
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Rs. 20,000 for small scale industrial concerns' and Rs. 200 J OOO
f9r others. The largest amount of any direct loan made by IDBI
is Rs. 200 million.

Limits on Uses of Loans

Normally direct loans and refinance facilities are granted
for acquisition of fixed assets, which at times may include
margin money for working'capitale

13. Formal criteria if any:

Aid imposes no formal criteria on loans by IDBI to borrowers;
,because AID has no loan agreements with IDBI. Although, in
practice) it has not made any unsecured loans so far.

'IDBI is more flexible on debt-equity ratio requirements
thanD'C. In case of one project IDBI made a loan when
debt equity ratio was as high as 4:1.

14. Number of loans under'AID assistance. Please divide the
total number of such loans by amounts authorized to various

, sectors andlor other relevant categories.

IDBI has no dollar loans from AID. Rupee loans
obtained from AID have been merged with other
'rupee funds and a pool formed to carry on IDBI1 s
operation)' hence it is not possible to indicate
the number of ' sub-loans under AID I s rupee loans.

15. Relations with the financial community and commercial banks.

IDB! maintains close relationShip with other term-lending
institutions and banks. IDBI has a close relationShip with
the financial corrnnunity in India. As the,apex institution

,in the area of development banking it 'also contributes to
the financial resources of other development banks by
subscribing to their equity, and bonds particularly State
Financial Corporation. It also refinances term loans and
export finance extended by banks and other term lending.

Periodic meetings of the chief executives of the financial
institutions like the IDBI, LIC, ICICI andIFC are hel~

under the auspices of the IDBI as the apex body in the
field of industrial finance. At such meetings, views
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are freely exchanged about the technical and financial
'viability of the new projects seeking joint assistance
and also about the problems of the undertakings already
financed. Other matters of common interest including
matters of policy and procedure in the field of indus
trial finance are also discussed.

TABLE I
BREAKDOWN OF INDUSTRIAL LoANs REFINANCED BY INSTITUTION

(in millions of rupees)

1967-68 1966-67 Amount out-
Amount Amount :Amount Amount standing as on
sanc- dis- san- dis- June 30, 1968
tioned* bursed tioned* bursed ' ~ .

I
65 145 ,-,444Commercial banks 53 151

(52.5) (60.2) (72.7) (74.4) (68.9) .

State co-operative banks 4 7 3 33
(3.7) (3.4) (1.5) (5.1)

State financial Corporations 48 39 50 47 167
(47.5) (36.1) (23.9) (24.1) (26.0)

101 108 208 195 644

*Cross sanctions.
Figures in brackets indicate percentages to the total.

16. Importance as lender relative to other services such as underwriter,
guarantor, etc. The relative importance of IDBI~s operations under
the various categories of assistance is detailed in Table II.
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ASSISTANCE SAJ.'\JCTIONED AND DISBURSED BY THE IDBI DURING THE
TWO YEARS 1967-68 AND 1966-67 (JULY-JUNE)lI

(In·Millions of Rupees)
Assistance I Assistance Total since Olt- Assistance .
Sanctioned Disbursed inception of stand- outstanding

1967-68 1966-67 1967-68 1966~67 IDBI in July ing as on June
1964 I Commit- 30,1968

Sanc';';' Disbursed ments at
tioned the end

of June
.1968Y

1. Direct loans to 171 244 180 207 934 586 328 574
industrial concerns . (171) (244) (913)

2. Underwriting of shares
debentur~s, etc. of 21 24 11 52 189 121 49 . 121
industrial cQncerns (19) (22) (179)

3. Refinanc e (including 104 216 III 199 801 7431/ 10011 6462/
export credit) (1°4) (209) (731)

4. Rediscounting of 124 71 106 61 219 188 06 167
bil1sY' (124) (71) (219)
Total of 1 to 4 421 555 408 519 2,413 1,638 482 1,508

(419) (546) (2,042)

5. Subscriptions to shares
and bonds of financial 19 94 39 74 152 152 152
institutionsY (19) (94) (152)
Total of 1 to 5 440 649 447 593 2,295 1,790 482 1,660

(438) (640)· (2,194) -

6. Guarantees for loans 87 632/ 7921 351. 18621 186
and deferred payments 87 237

Note: (1 Figures within brackets indicate net effective sanctions i.e., gross sanctions
minus sanctions which were subsequently cancelled. .

(2) Effective sanctions minus (a) disbursements 'Wlder loan, refinance and, underwriting
assistance and (b) shares and debentures taken u~ by the public in respect of.
underwriting assistance plus bills on hand in respect of rediscounting. .

(3) .i Including refinance assistance sanctioned 'by the Refinance Corporation for
Industry upto the end of' Augu'st 1964.

(4) While sanctim s/autstandings relate to face value of bills, disbursals are
exclusive of discount.

(5) Excluding purchase of shares of th~ IFCI but inclusive of assistance to the ICICI.
(6') Relate to guarantees executed.



7

17, Description of the functions performed by IDEI and how these have
changed if they have as the institution has matured:

Although IDBIl s initial ~perations included Dnly: a) direct assist
ance to industrial' concerns in the form of loans, underwriting of
Shares/debentures and guarantees for loans and deferred payments,
b) indirect assistance in the form of refinance of industrial
loans granted by approved financial institutions and medium-term
export credits and c) subscription to shares and bonds of other
financial institutions, it has subsequently extended its opera
tions to cover (i) rediscounting of bills/promissory notes arising
out of sales of indigenous machinery on deferred paYments basis/
hire-purchase or conditional sale or resale of motor vehicles
(ii) direct finance to exporters of capital goods and engineering
goods in participation with banks, and (iii) financial assistance
to small scale industry.

B. Evaluation on Specific Points

1. Goals
(a~ How much emphasis is placed on the mobilization of additional
capital? From the Government? From-the private sources? What
is the relative emphasis on local currency vs. foreign exchange?
Quantify this answer to the extent possible:

As already mentioned, IDBIl s share capital of Rs 200 million is
wholly subscribed by RBI. Further, as of June 30, 1968, it has
borrowed Rs 1525 million from the Government of India (all AID
loans are made through the Government of India)and Es. 61 million
from the RBI. IDBI has not gone to the market to raise funds.
All the resources of IDBI are i~ Indian rupees.

(b) Is the main purpose to increase the supply of investment funds
for industry in general or to supply additional funds on especially
favorable terms for special high priority uses? In this connection,
how do interest rates (and other terms) compare with those available
from other sources, i.e. influence the pattern of investment and
What affect does it actually'ha.ve? Is any consideration given to
the comparative advantage of industry, or specific industries?
The main 'purpose of the establiShment of IDBI was ~o form an
"apex" development bank. to-coordinate and supplement the activities
of other financial institutions prOViding terffi-finance to industry
as well as to provide direct financial assistance to industrial
units to bridge the gap between the supply of, and demand for,
medium ~nd long-term finance. Although the assistance provided
by the specialized industrial financing institutions set up in
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i

the country since independence has shown a steady increase, their
likely contribution in providing term-finance to industry was
considered to be inadequate in relation to the substantial
investment outlays envisaged in the five;..yearplans;, both in
magnitude and range of financing. In view of the dimensions of
the problem that rapid industrialization poses, an apex institu
tion with substantial financial resources and considerable
operational flexibility was ~onsidered necessary.

IDBI in its appraisal of a proposal pays particular attention
to high priority industries such as fertilizers, alloy and
special steel and cement; to the promotion of exports and to the
developmen~ of small-scale and technical industries.

It should be noted that IDBI follows the policy of differential
rates of interest (as indicated under question No~ll of part A)
for export credits and refinance assistance to industries. The
rate of interest· changed by connnercial banks on direct lendings
is usually in the range of 8.5-9.5%. In some cases, relaxation
in other terms and conditions are also .considered Such as higher
debt' equity rat~o. . ., '.

,(c)Does the project aim at helping to get a securities market started?

The project did not aim at getting a securities market started.
Adeveloped securities market has existed in India for many years.
However, the IDEI has supplement the securities market. Since
inception and up to June 30, 1968 the IDBlunderwrote shares and
debentures (including convertible notes) for Rs 179 million,
involving 63 projects. The underwriting function: was intended

. presumably to supplement the private capital market 'where the
underwriting was less attractive to the private purchasers.
Of the projects underwritten, 52 companies with issues involving
I])Blrsconnnitmentor Rs 94 million of-ordinary Shares; Rs 25
million of preference Shares; and Rs 13 million of debentures·
and convertible notes had been sold. Rs 65 million of equity
Shares, Rs 24 million of preference shares and Rs 13 million
of debentures and .convertible notes remaIned with the IDBI,
.representing 91 per cent, 95 per cent and 100 per cent,
respectively of the amounts underwritten by it. IDBI has not
so far sold any part qf it~ investment .which was· acquired as
a result of its underwriting operations.

Underwriting operations of IDBI and other financial institutions
"(ICICI,IFC, LIC, UTI, etc.) are of considerable assistance for
raising money in the capital market. The fact that a financial

John M
Rectangle

John M
Rectangle



9

institution like IDBI has agreed to underwrite suggests that
the project has been subjected to careful financial and
technical scrutiny. This helps companies to mobilize financial
assistance from other sources'•

. (d) Does the project aim at improving technical, managerial and
financial practices of borr~{ing firms?

In general, what stress is placed on increasing the efficiency
of use of capital? IDBI' s contribution in providing assistance
and increasing the efficiency of use of capital is essentially
the same as outlined in the case of IFC•

.{e)Other Goals:

In addition to the previous discussion the IDBI may also,
a) Undertake research and surveys for (i) evaluating or
dealing with marketing or investments, and (ii) undertaking
and carrying on techno-economic studies in connection with
the develop~ent of industry; , .
b) Provide technical and administrative assistance to any
industrial concern or any person for promotion, management
or expansion of any industry; and
c) Plan, promote and develop industries to fill up gaps in
the industrial structure.

In March 1965, IDBI set: up "Development Assistance Fund."
The fund is intended to~ssist w:i:. th the pJ;'io~ approva.l of
Government:
a) project.s which require ass~stance of substantial magnitude.
b) Projects which are potentially risky or low profit yielding

.01' involve along gestation period but which are of strategic
'importance to the Indian economy. .
c) Projects which are essential for filling up the gaps in the
industrial structure and which are not likely to obtain necessary
funds from banks and other financial institutions in their normal
course of business.

IDBI has not so far made ~UCh progress in accomplishing the
above It other goals." .

AChfevement of Goals: Discussed in ItOverall Evaluation of IClcr,
!Fe, !DBI and NSIC."
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·2. Section of Borrowers

a) What economic criteria are employed? Are the for,mal
criteria and the actual ones the same? Encourage par~icular
kinds of' industries?
Exporters?

;Import substitutes?
i Small and m'edium indus tries?
Use of domestic raw material?
Others?
Are the criteria detennined by the government? The ICI? AID? Jointly?

(1) Formal Criteria:

The IDBI Act (1964) gives the f~rmal criteria for its activities.
IDBI is authorized to finance all types of industrial concerns
engaged in manufacture of or processing of goods} mining} trans
port} generation and distribution of power both in the public and
private sectors. So far IDBI has restricted its operations to the
financing of private sector enterprises. Under the Act IDBI is
authorized to (a) subscribe to or purChasing stocks} shares J bonds
or debentures ~f industrial undertakings; (b) grant loans and
'advances both in rupees and in foreign currencies to any industrial
concern with the option to convert these amounts into stocks and
shares of that concern; (c) underwri·te the issue of shares or
debentures; Cd) guarantee deferred payments due from any industrial
concern; (e) guarantee loans raised by industrial concern which
are floated in the capital market; (f) guarantee loans raised by
industrial concern from· any scheduled bank} or state co-operative
bank or the Industrial Finance Corporation or any State financial
corporation or any other financial institution which may be
notified' by GOI in this behalf; (g) guarantee the obligations
of' any SCheduled bank or State co-operative bank or the Industrial
Finance Corporation, State Financial Corporation or any other
financial institution which may be notified by the Government
in this behalf arising out of or in connection with 'underwriting
the issue of shares or debentures of any industrial concern; and
Ch) accept discounting or rediscounting bills of exchange and
promissory notes of industrial concern.

(2) Economic & Actual Criteria

The criteria of IDBlfor making loans are essentially the same
as those described under IFC. In addition, however, the follow
ing should be noted:
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(a) IDBI can make unsecured loans but under the IFC
Act, IFC cannot make an uns ecured loan. IDBI -
has not made any. unsecured loans so far. \

(b) IDBI is more flexible on debt-equity ratio than
IFC. In case of one project IDBI made a loan
when debt equity ratio was as high as four to one.

IDBlacts as an important tool to supplement and reinforce
the Government policies regarding investment in the economy.
At the same time, IDBI has enough operational flexibility to
change its policies according to Changing requirements.
During the last two years IDEI has not considered it necessary
to confine its attention only to those applications which
satisfy the strict tests of Central Government priorities,
but has also given favorable consideration to a much wider
range of applications to contribute to a revival of economic
activity on as wide a fro~t as possible. IDBI's main endeavor
now is to ensure, as far as possible, that no worthwhile project
of medium or small scale size should be allowed to languiSh for
in SUfficiency of institutional support. It also gives special
consideration to applications from geographical areas .which are
relatively iess industrialized. .

(b) Are research, surveys and/or promotional work undertaken
to stimulate borrovTing for particular purposes or do you simply
proceSs applications submitted? Is there a problem of equipment
salesmen and other promoters stimulating the wrong kind of
application? If so, how'is it dealt with?

Under the IDBI act, IDBI can undertake promotional activities
such as investment research and surveys to stimulate borrowings.
In practice, however, IDBI has not yet undertaken any surveys
or promotion work to stimulate borrowing. IDBI· so far has no
experience of promoters and equipment salesmen stimulating
the wrong kind of applications. "
(c) Are the technical and financial criteria and reviews appropriate?
Effectively applied? The technical and financial criteria applied
by IDBI has been evolved after careful consideration and in the light
of the experience gained by other financial institutions, i.e., IFC,
ICICI, LIC, etc. In order that such criteria are effectively applied,
arrangements exist for proper follow-up and supervision of assisted
concerns. Improvements are effected as may be required by experience.
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(d) What changes are appropriate at this stage or would you
recommend in the process of selecting a borrower? No changes
in this area .is at present contemplated or considered necessary,
by IDBI.· The following comments from IDBI's latest financial
report should,however, be noted.

tim order to be of more active assistance in the generation of,
projects in different areas and particularly to be of greater
help to the medium and small sectors of industry, the IDBI is
improving its liaison with 'offices of banks and SFC's in a number
of ways. It expects to have br~nch offices in the near future

. in different parts of the country and delegate to these some
of the functions which are now discharged in BombaY. II

The'followingare discussed under "Overall Evaluation of ICICI,
IFC, IDBIJ and NSIC: II

3. Management and Operational Policies

4. Specific AID relation~hips

(C) Overall Evaluation. and Conclusions
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i
NATIONAL SMALL INDUSTRIES CORPORATION (NSIC)

(Respons es are priITlarily froITl ICICr. Mis sion COITlITlents are con
tained in 110verall Eval,uation of ICICI" IFC" IDBI and NSIC. ")

. A. Description of the Project

1. Country

2. NaITle of ICI

3. Class of ICI

4. Date Established

India·

National Small Industries Corporation (NSIC)

Public

February 11, 1955

5. Initial As sistance from AID:

Loan No.

386-A-039
(DLF-144)

Date Signed

April 10, 1961

$ AITlount
(Million)

10

Kind (i. e. Dollar
.Local Currency

Dollar

6. Does 'NSIC take e-j,uity participation? No

7. Capital Structure of NSLC as of April 10, 1961 (i. e. date v.-hen
first AID loan was, ITlade

(Millions of Rupee s L

Share capital authorized, issued,
subscribed and pai~ up

Reserves and Surplus

8. Subsequent Assistance froITl AID None

5.00

0.61

9. Capital Structure of NSIC at the end of latest financial year,
i. e. March 31, 1968 An application for an increas e in the

. paid-up capital is still pending with the CentraL Gove1n~cnt.

The Central Gover:nIT1ent plans to convert Rs. 30 rnilt~ori of
its loans to equity: -.-

BEST AVAILABLE COpy
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(Millions of Rupees)

Authorized Capital

Issued

Subs cribed and paid up

Reserve and surplus

GOI Loan

AID dollar loan

Kreditanstalt furWiederaufbau (KfW)

Total

'AID dollar loan as percentage of
total borrowing

AID dollar loan as percentage of
total foreign currency bO,rrowing

~35. 00

35.00

5.00

22.63

117.53

37.41

25.83

208.40

20.69

59.15

10. Status of AID Dollar loan as of July I, 1968:

Amount Authorized (After)
Loan No. Deobligation)(OOO dollars) CommitITlents Disbursernents

386-A- 039
(DLF-144)

8,765 8,765 8,765

11. Intere st rates: (a) average rate paid by NSIC
(b) average rate charged by NSIC

Please specify type of lender/borrower if differential rates
are operative.
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Average rate paid b)r NSIC for the year ending March 31,
1968: 5. 30/0 1./
Average rate charged by NSIC for the ye?-r ending
March 31, 1968: 6.50/0 1./

NSIC's borro\\lin.gs cetme from the Government of India and
foreign credit agencies (AID and KfW). ' The rate of interest
paid on these borro\\lings have varied froln time to time, but
on average this rate comes to about 5.330/0 per annurn.

Similarly, the average rate char ged by NSIC has varied from
tiIne to time. In the initial stages the rate of interest
charged on NSIC's loans was 6% per annum \\lith some con
cessions given 10 co-operative and ancilliary units. Presently,
NSIC char ges a uniform rate of 7% and conces sians given
to a?cilliary units and co-operatives have been withdra\\on.
After taking into account the rate of interest char ged on
NSIC's earlier loans, the average rate of interest CaInes out
to 6.50/0 per annum.

12. Limits on size or uses '0£ loans

Limits on Size
No minimum limit is prescribed for renting capital equipn"lcnt,
but equipment rentals are granted for equipment valued at
about Rs. 5,000. The range goes up to about Rs. sao, 000 in
some cases.

Use of Loans
Loans are made to small scale industrial units both existing
and new, in the form of capital equipment under easy hire
purchase terms. NSIC does not make any cash loans. A
"small scal~ industry" is a company in which the total original
inves~ent in capital equipment did not exceed Rs. 750,000,
excluding the investment in land and buildings.

1./ Figures for average rate of interest paid/charged by NSIC \"ere

supplied by NSIC.' NSIC did not disclose the details of all the borrov"
ings and loans \-\lith the relating interest rate paid/charged on each .

..
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13. Formal criteria, if any

Formal criteria is assumed to mean the\ restrictions of
lending and procurement which AID puts on NSIC. The lav..s
and actual practices of NSIC are treated under Section 2,
"Selection of Borrower".

The AID Loan Agreement requires that (a) all eligible itelns
financed und~r a sub-loan utilizing $50,000 or more of AID
funds must be of U.S. source and origin and limits pro
curement of eligible items costing below $50, 000 to countries
included in AID Geographic Code 899, (b) NSIC ship at
least 50% of gross tonnage of all eligible items on vessels
belonging to privately-owned U. S. flag commercial vessels
but permits NSIC to ship the remainder on vessels belong
ing to countries included in Code 899, (c) NSIC obtain prior
AID approval to make any sub-loan,in excess of $50, 000 to
a single enterprise involving AID'funds, and (d) prohibits
making of any sub-loan for a period less than 3 years.

In August 1963 AID restricted the unutilized balance of the
loan for financing procurement of goods and services of U. S.
source and origin.

14. Number of loans under AID assistance. Please divide the
total number of such loans by amounts authorized to various
sectors and/or oth'er relevant categories.

Under the AID loan, NSIC made 707 " subloans l ' (equipment
rentals/sales) to various small scale industrial units. These
subloans can be classified in the follov..ing major groups:

Name of Industry

Engineering
Chemical
Electrical Engineering
Pharmaceutical
Glass & Ceramics
Servicing
Miscellaneous

Total:

No. of Indus trial Units

264
62
45
30
21
92

193
707
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15. Relations to the financial community and cOITlITlercial banks.

NSIC has no.forITlal relationship 'Nith cOITlmercial banks and
\

other financial institutions, but does keep in contact 'Nith
them on an inforITlal basis.

16. Importance as a·lender relative to NSICl s other services
such as underwriter, guarantor, etc.

NSIC does not undertake under'Nriting or guarantees.

17. Description of the function perforITled by NSIC and ho,,\< thes e
have changed, if they have, as the institution matured.

NSIC, has four major business divisions: Marketing Division,
Hire Purchase Division, GovernITlent Purchase Division and
Prototype Production- Curn- Training Centre. NSIC us cd to
have an Industrial Estate Division. The functions of these
divisions are described below:

(i) The Marketing Division 'Nas initially started to help and
proITlote the ITlarketing of the products of the sITlall scale
units. This work was undertaken with the help of ITlobile
marketing vans operating in the whole of the country being
regionally controlled by the Regional Offices at BOITlbay,
Calcutta, Madras and Delhi. The Marketing Division had
also undertaken ITlarketing of the products of certain locally
centralized industries - such as pottery at Khurja, foot
wear at Agra, glass beads at Renigunta, hosiery at Calcutta
and Ludhiana. With the help of NSIC the sITlall scale units
at these places grew rapidly, and were ultiITlately in a
posi tion to afford their own marketing chanJ?-eIs. At this
stage NSIC moved its activities elsewhere.

At the ITlOITlent the Marketing Division is a coordinator bc
t'Neen the Bharat Electronics Ltd. (BEL) and sITlall scale
radio ITlanufacturers. It helps obtain a portion of the radio
contracts of BEL to sITlall scale units. NSIC has also under
taken the \York of the distribution of scarce rav., ITlaterials
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to the small scale units in Delhi by obtaining the s e rav..
materials in large quantities. 'The Marketing Division is
now planning to promote exports of products manufactured·
by small scale industrial units.

(ii) The main functions of the Hire-Purchase Division is to
supply machinery and equipment on a hire-purchase basis.
NSIC has, so far, supplied machinery to about 8, 000 entre
preneurs costing about Rs. 350 million. The progress of
the Hire-Purchase Division has been steady and there is a
large demand from the small scale units for machinery and
equipment from NSIC.

(iii) The Government Purchase Division's main function is
that of the coordination of orders from. bulk purchasers
like the Central Govern.m.ent's purchasing or ganization,
DGS&D, to small scale units. NSIC had compiled a directory
of sm.all scale units engaged in the various lines. of industries.
As a result the small scale units find it easier to sell their
goods in bulk quantities to these institutions. This service
is handled free of char ge.

(iv) ;N'SIC looks after the management of the three Prototype
Production-CuITl-Training Centers (PTCs) at Rajkot (Gujarat),
Okla (New Delhi) and Howrah (West Bengal) established Vlith
the help of AITlerican, GerITlan. and Japanese Governnlents,
respectively. 'The main functions of these PTCs is to train
artisans/workers employed in the small scale units, to

I develop prototypes of the various machines and pas s it on to
the small scale units and undertake job orders in their 'Nork
shops for·the small scale units. As a result of the operation
of these PTCs, NSIC also trains technical personnel for the
small scale units.

'The· Industrial Estate Division had undertaken the job of the
construction bflndustrial Estates. It constructed t\,vO Indus
trial Estates at Okhla, New Delhi, and at Naini near Allaha
bad. Recently the construction of industrial estates has been
taken up by the state governments and accordingly NSIC
closed dOVln this activity.
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B. Evaluation on Specific Points

. 1. Goals

(a) How much emphasi~ is placed on the mobilization of
additional capital? From the government? From
private sources? What is the relative emphasis on
local currency vs. foreign exchange? Quantify this
answer 'to the extent possible.

mc being an organization wholly o\Vned by the Central Govern
ment relies on the capital available from the Central Govern
ment and other sources approved by the Centra~ Governnlent.
The latter includes certain loans taken by NSIC fron1 foreign
credit agencies, KfW 6fWest Germany and AID.. NSIC has
not taken any steps to mobilize capital from private sour ces.
On March 31, 1968 the amount of loans due from NSIC \vere
Rs. 117. 5 million in Indian Rupees , 4. 94 million in dollars
and 13. 54 million in DM.

(b) Is the main purpose to increase the supply of invest
ment funds for industry in general or to supply addi
tIonal funds on especially favorable terms for special
high priority uses? ' In this connection, ho\V do interest
rates (and other terms) compare with those available
from other sources, i. e., ho\V is interest rate policy'
used to try to influence the pattern of investnlcnt and
what effect does it actually have? Is any consideration
given to the comparative advantages of industry, or
specific industries?

As already indicated the objective of NSIC' is to promote and
encourage thegroVith of small scale industries and to help
existing units. NSIC has already supplied machinery \\forth
'346. 2 million R s. to the new and exis ting units. The
objective of NSIC is to extend the gro\Vth of small industries
particularly in the rural areas with the necessary econornic:
infrastructure, and also to encourage the gro\Vth of ancilliary
units n.ear and around big plants.
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The interest rate charged by NSIC is considerably less
than the interest charged by other ~ommercial undertakings
dealing with hire-purchase blls'iness and 'also by commer
cial banks and financial institutions. I~ this connection
it may also be mentioned that NSIC caters to a special need
for credit which. is not normally serviced by commercial
banks and other financial institutions. In other words, in
the hire-purchase scheITle NSIC issues the ITlachinery to
small scale units without insisting on any additional security
or ITlortgage, and the entrepreneur is not required to fur-
nish any guarantee. The machinery so issued continues to
reITlain the property of NSIC. The ownership is transferred
to the entrepreneur as soon as the last installment due is
paid.

(c) Does the project aim. at helping to get a securities
market started?

NSIC has no dealings with the securities market.

(d) Does the project aiITl at improving technical, managerial
and financial practices of borrowingfirITls? In
general, what stres ~ is placed on increasing the
efficiency of the use of capital?

Even after the delivery of machines NSIC continues to
maintain liaison with the entrepreneur. NSIC' s field staff
makes periodical visits to the factory preITlises of the
entrepreneur to ensure, that them.achines supplied under
the scheme are being properly used. The services of the

. Director of Industries, the DevelopmentConunissioncr 's
office and SITlall Industries Service Institutes are nlade
available to the entrepreneur to cater for his needs for
technical expertise, raw materials and power. NSIC also
offers to train skilled or seITli- skilled laborers for sm.all
scale units whether or not the units are participating in the
hire-purchase scheITle. This training is given by the three
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Prototype Production and Training Centers run by the
'NSlC and is given free. The Vlorkers provided for training
are paid a stipend of Rs. 50 / -' plus housing facilities by the
NSlC during the period of such training.

(e) Other goals.? None.
AchieveInent of goals: Dis cus s ed in "Overall Evaluation
of lClCI~ IFC, IDBI and NSIC. II

2. Selection of Borrower

(a) What economic criteria are employed? Are the formal
criteria and the actual ones the saIne?

Encourage particular kinds of industries?
Expo rte'r s?
IInport substitution?
SInail and InediuITl industries?
Use of dOITlestic raw Inaterials?
Other?

Are the criteria determined by the government? NSIC?
AID? Jointly?

ForInal Criteria:

As laid dOVin in the MeInorandum of Association v"ith NSIC,
industrial enterprises with capital assets of les s than Rs.
750, 000 are eligible for, seeking the assistance offered by
NSIC. The various forIns of as sistance are: (a) supplying
machine and machine tools to sInallsca~e units on hire/pur
chase system, (b) securing contracts' from Gal store purchase'
agencies for the benefit of small undertakings ,(c) providing
training facilities at the prototype production and training
c'enters and (d) management of industrial estates.

Economic & Actual Criteria in appraising an application

Various steps involved in appraising an application are:
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a) The application should be recommended by the
Directo;r of the Industries of the area in which the
unit is located or is propos ed to be located.

b} The application is ~tudied by an Acceptance Committee
consisting ~f the representatives of

(i) NSIC
(ii) Office of the Development Commis s ioner for

Small Scale Industries
(:iii) Office of Director General Technical Development
(iv) State Trading Corporation

(v) Chief Controller of Imports and Exports.

The Acceptance Committee considers the industry's
future prospects, its economic viability and the
availability of raw materials.

NSIC does not follow any rules regarding debt equity ratio
and current ratio that the borro\ving company should maintain.
NSIC also considers applications regarding their potential
for export, import substitution and use of domestic raw
:materials. The criteria is deter:mined jointly by the NSIC
and the Cen'tral Government. .

(b) A~e research, surveys and/ or promotional work under
taken to sti:mulate borrowing for particular purposes or
does NSIC simply process applications submitted? Is
there a problem of equipment salesmen and other pro
moters stimulating the wrong kind of application? If
50, how is it deal twith?

NSIC does not carry out any research in this field on its own
.but has access to all research or survey reports, carried out
by the Central, and State/Departments from time to time,
particularly the surveys carried out by the Office of Develop
ment Co:mmission. In this connection it maybe: mentioned
that the Development Commissione~, Small Scale Industries,

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



I
. I

11

is a member of the Board of Directors of NSIC and there
fore has close contact with its various operations.

\
(c) Are the technical and financial criteria and reviews

appropriate? Effectively applied?

NSIC relies very heavily on the Director of Industries for
review of technical and financial aspects of a project. It is
difficult to say whether these criteria are effectively applied by
the Directors of Industries. Various Directors of Industries
might have different standards of evaluating the saIne project.
However, NSIC's default rate does not exceed 5% v.hich
.suggests that these criteria have been relatively proven
ove r a period of time. .

(d) What changes are appropriate. at this stage, or would you
recomm.end in the process of selecting a borrovver?

The s cope of NSIC I S activities has been expanded by amending
the definition of sm.all scale industries to allow a larger.
number of units within its scope of activity. NSIC also wishes
to extend its activities to medium-siz'e industries l particu
larly in the area of mod~rnization~ This matter is presently
under consideration by the Central Government.

The following arc discussed under "Overall Evaluation of ICICIJ IFC,
IDBI and NSIC":

3. Management and Operational Policies

4. Specific AID Relationships

c. Overall Evaluation and Conclusions

John M
Rectangle



PAKISTAN

INVESTMENT CORPORATION OF PAKISTAN
(Iep)

John M
Rectangle



TO:

FROM:

SUBJECT:

" '

AID/S TOAID .A-225

USAID/Rawalpindi

Spring Review on Intermediate Credit Inst1utions
Inv~stment Corporation of Pakistan

REFERENCE: A) AIDTO CIRe XA 25; AIDTO GIRC XA 564

NOTE:

*
*

The cover page of the airgram 1550 badly smudged that this *
copy was necessary to insure readability. .*

A. Description of Project

The Investment Corporation of Pakistan is a privately owned, govern
mentchartered corporation whose objectives are to broaden the owne1r
ship. of corporate securities, to provide new mechanisms and instru
ments for giving companies better access to the markets for capital,
andto.engage in other activities aimed at expanding and increasing
investor participation in the capital market in Pakistan. AID's
involvement ·is limited to a technical assistance program described
below in·B.4. There are no AID funds committed, either loan or grant,
other than a technical assistance agreement.

Financial Data

1. Country: Pakistan

2. Name: Investment Corporation or Pakistan

J. Class of ICI: Mixed

4. Date of establishment: February 22, 1966

5. Initial assistance from AID: . The technical assistance has in
cluded JU.S. advisors, a library of financial books, and job
training in the States for several ICI officers. No loans
were requested.
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6. Equity Participation: This ICI is an investment bank whose major
business is underwriting participations in public offerings and
private placements of stock.

7. Capital structure as of February 22, 1966 (in rupees/dollars):

. Assets (000,000 IS)

Cash - 150/30

150/30

Liabilities· (000,000 1 5)

Govt. Loan..; 100/20
paid-uPcaPital.~O~O

. . . 1 0 .30

8. Subsequent Assistance from AID: None requested

9. Capital structure as of June 30, 1968 (in rupees/dollars):

Assets ,(000,000'5) Liabilities . (OOO,OOO's)

Cash
Receivables
Investments
Margin Loans
u/W Securities
Fixed Assets
Mutual Funds·

78/15
1.7/.3
23/4.6
22/4.4
6:5/13
.6/.1

2l~~g~

Free Cash Balances
Operating Charges
Govt.Loan
p aid-Up Capital
Reserves &Pro!its
Mutual Funds

21/4
S/l

110/22
50/10
u/1

70/1u

262/52

10. status of AID Loans; None requested.

11. Interest Rates:

Average paid to Govt - S 1/2%

Average paid on f:l.'ee cash balances - 0%

Average charged on t!1Borgin loans - 6 ")./2%

Average charged on corporate debentures - 8 1/2%

Average charged on call money - 7 1/4%

UNCLASSIFIED
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ICP's operati.ona are intended primarily as an under~riter and merchandizer
of corporate securities. Ideally then except fors'e,curities representing

reserves and temporarily idle cash, ICP has no desire'to invest in a
portfolio of securities. It was recognized in the beginning, however,
that until a wider capital market could be developed, largely through
ICP's efforts, ICP would have to carry in its portfolio the portions
of capital issues which it was ~ble .to sell. These "take-ups", as
they are called, are regarded as marketable after being held for season
ing for a year or so. ICP does not make loans as such, but deals in
corporate debentures both with the issuers and with secondary sellers
and buyers. There are fixed limits on the size of equity or other&~Qurity

offerings which it might engage in as underwriter. '~oard regulations limit
its own participation in the'underwriting commitments in any single pro
ject to no more than 20 percent of ICP's paid-up capital. 'It has no
formal criteria such as is normally associated with development lending
institutions; however, it does engage in a very thorough examination of
economic, £inancialand technical ,aspects of prospective underwritings
and employs standards comparable to those associated with underwriting
firms in the Western World" During the fiscal ,year ending JuneJO, 1968,
Iep rejected 23 applications, for example, as a result of their investi
gations which showed poor operating'record, weak management, uneconomic
size of the unit, unsound financial plans, refinancing of existing loans,
difficulties in organizing underwriting consortia, or the sponsor's un
willingness to accept the terms of underwriting, etc., Quoting from its
1968 Annual Report, liThe main consideration governing the Corporation
in its underwriting operations is the confidence that the company can be
expected to generate among potential stockholders on the basis of con
servatively assessed operating forecasts and its ability to offer dividends
in accordance with prevalent expectat.ions in regard to the rate of return
on investments."

In the two years of its existence, ICP has assisted as syndicate manager
in 23 different corporate financings, and as of Decemb~r 31, 1968 had 31

,applications pending for additional financings. These' 23 underwri.tings
during the two years were broken down ,by industry as foilows:

Jute textiles
,Cottoll textiles
Paper
SUBar
Glass and ceramics
Chemicals and pharmaceuticals
Enginee,ring and construction
Fuel and power
Synthetics,and rayon

UNCLASSIFIED
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Concerning the environment in which it operates and its relation to the
financial community, it must be recognized that ICPts the first effort
in the NESA area to organize what has become common in the Western world,
particularly in the U.S. ,i.e. ,an investment banking institution operat
ing as an underwriter and also as a financial advisor to individualshare-:
holders. Although a stock exchange did function and shares were offered
to the general public prior to its existence, these l'ieregenerally offer
ings by entrenched industrial groups who could raise capital without
the services of an underwriter. rcp was thus formed to fill the gap
between the financial requirements of upcoming new industries and the
sources of funds. It operates at the margin by acting as a syndicate
manager, forming syndicates with insurance icompanies;""commercial and
development banks and private" investment companies, which agree to
purchase portions of public offerings not sold to the public. It is the
only organization performing this function "of syndicate manager in Pak:i.stan.
It enjoys an excellent reputation within the financial community and has
received firm support from Government and from insurance companies and
commercial banks as well as other £inancialinstitutions.

In addition to its role as underwriter and syndicate manager, ICP has
been very active in devising "equity-mindedness" programs to broaden
the base of share ownership. This led to the establishment of the
Investors Scheme (margin brokerage accounts) whereby an individual in
vestor having made a deposit can obtain a loan from ICP, thus establishing
an investment portfolio on which lCP continues to act as custodian, ad
visor and manager. The Investors Scheme is a continually expanding one
(400 to 4000 accounts in 13 months). In addition, two separate and very
successful mutual fund offerings have been made to the general public
by ICP. It operates these as fund manager. . Plans"" are that the re will
be additional mutual funds offered in the near future of both equity sl~res

and debentures.

Substantial detail and financial data are available on ICP in NESA/CDF in
AID/Washington via copies of the two Annual Reports thus far issued. In
addition, there is on file in NESA/CDF made by the three U.S. advisors
prOVided by AID to ICP substantial descriptive data on the company's op-
erations contained in reports. .

B. Evaluation on Specific Points
1. Goals

Description:

(a) Iep prOVides local currency only and does not deal in foreign
exchange. Since ICP'sf'unction is that of an underwriter, under normal op
eratingconditions"it would not be necessary to have expanding resource as
is the case of development loan institutions. However, in view of the fact

UNCLASSIFIED
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that ICP as well as other underwritings has had to temporarily take up
substantial portions of underwritings for seasoning, they must seek aridi"
tional resources until investor demand catches up with the supply of new
issues • Therefore, in addition to the ~nitial Rs. lOcrore·u- loan obta.ined
from the Government of Pakistan, it will, before the end of fiscal 1969,
obtain an additional Rs. S'crore loan from the Government of Pakistan.
Ideally, as the capital market develops and there are sufficient number
of investors participating to permit the immediate sale 'of all under
writings, it would not be necessary for ICP to expand or maintain these
loans which in effect now permit it to carry unsold portions of under~

writings. At the time of its establishment, the paid-up capital of Iep
amounting toRs. 5 crere was subscribed to by 16 private institutions-~

six banks (including First National City Bank of New York) and ten in
surance companies. Last year an additional private stockholder, Bank of
America NT&SAof San Francisco, was added. Considering the ultimate
desirable pattern of operations, it is not deemed necessary that ICP's
paid-up capital base expand substantially.

(b)' ICP provides funds for industry in general w,ith little, if
any emphasis placed on "favorable terms for special priority uses." Its
objective is to increase the development and sophistication of the capital
market and public participation. Therefore it has tended to focus on
companies ,with proven economic viability and projects with short gesta
tion periods. However, it has also financed what might be called
"unseasoned" ventures with growth potential as long as 'they have high
caliber sponsors and a promising dividend paying capability. It will
figure prominantly in the financing of three U.S.-Pakistan joint ventnre
fertilizer plants, i.e. ,American Cyanamid - Adamjee, Dawood - Hercules
and Kaiser, - Hyesons. These and the 23 financings referred to in A above

'are in companies which are predominantly based on'indigenous'raw materials
and emphasize import substitution, although some are export oriented.

(c), lCP was formed with the prime objective of getting a true
securities market started in Pakistan and this remains its prime goal
along' withinvolvment in other 'related areas such as stock exchange
expansion and reform, legislative reform, etc.

(d) In many of its projects, as a precondition to underwriting
and often as a continuing condition, ICP has required various changes in
managerial and financial practices. This applies particularly to the re
quirement of audited financial statements by recognized certified public
accountants and the issuance of detailed periodic reports to shareholders.
It has also been striving to obtain the adoption ofruies relating to
corporate disclosure and shareholder reports for all companies listed on
the stock exchange, even thoueh Iep may not be i.nvolvod as an unrlerwrjtcr.

1E- 1 crore = 10 mill ion UNCLASSIFIED
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It has placed heavy emphasis on adequate managerial talent in the companies
it finances, in some cases insisting on changes and additions in specific
areas where it felt this was justified. It. currentlyha.s aver.\{ high
interest in increasing the caliber of industrial management throughout
Pakistan and in discussions with the Mi.ssion and others is attempting to
devise programs for improving the ca.liber and supply of·industrial mona~ers.

Achievement of Goals:

(a) Although progress has been hard~won, it is well recognized that
ICP is effectively meeting its goals. Its accomplishments can be measured
by general buoyancy in the stock market as compared to two years ago, growth
in the IrivestorsScheme and success of the mutual funds which has brought new
shareholders into the stock market, and by several legislative and other reforms
associated with the capital market. There is every indication (in fact,
research by the· State Bank has so indicated) that funds generated by ICP in
its underwriting activities have been additive and have not been a diversion
of resources and savings from other uses~ . ..

(b) There have been no changes in basic goals or emphasis 6n
particular goals although there have been introductions of new techniques
such as the Investors Scheme and mutual funds. These have merely been
ways of extending and implementing programs aimed at the achievement of
its original goals •.

(0) AID was instrumental in the establishment of Iep and worked
closely with Government of Pakistan officials in its establishment. As
is. outlined in B.4.·below, AID funds have been utUized only in the form of
technical assistance to :.provide U.S. advisors and training in the U.S. for
selected rcp staff members. In the Mission's view this support has played
a big role in lep's success.

(d) Since ICP deals solely in local currency and since, as explained
above, the nature of its operation should eventually mean the leveling off
of its resource requirements, there seems little need for funding from·
alternate sources. Some assistance has been rendered by World Bank, wtich
provided training for one key staff member, and also by the United Nations,
which provided one adv1-soron stock exchange organization, regulation, and
reform for a three month period.

(e) rcp is the only organization of its kind i.n Pakistan, but it is
hoped that its success will eventu.ally lead to the establishment of other
investment banking/underwriting establishments. The example of ICP--it.5
establishment, goals and experience to dat.e--should prove valuable t,O other
countries and AID Missions for formulating si.miJ.ar programs.

UNCLASSIFIED
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2. Selection of Borrowers (Financings)

(a) The major criteria employed by ICP, in the selection of
financings is to underwrite, therefore to sell to the public, only those
issues upon which the public can anticipate an early an~ stable rate of
return via dividends, etc. Incases where long gestation periods are
anticipated such as fertilizer projects, a package of various securittes
has been tlesigned (including debentures, preferred and common stocks)
which will p~ovide a return for investors even during the period of
gestation. ICP has dealt almost exclusively with medium and large in
dustries with no particular reference to export potential; however, the
projects to date have been primarily producing products for domestic con
sumption, i.e., import substitution, and are based predominantly on in~

digenou5 raw materials. The criteria used in selecting financing is
determined solely by'ICP. The primary criteria has been to select what
might be termed blue chip ventures with sound financing, reputation and
ability of the sponsors and managers, and early commencement of sub
stantial returns to shareholders.

(b) Because of its more specialized nature asa financial in
stitution, it is not the objective of rcp to preform the role of develop
ment bank in promoting or stimulating particular'industries. Nevertheless,
it is attuned to the broad development andindustriali.zation objectives
within Pakistan and t.o date its anderwriting efforts have been channeled
in directions which are compatible with existing development priorities.
Indirectly it has assisted more specific development goals. In example,
rcp's role in bringing about disinvestment of some of the portfolio
holdings of the East Pakistan Industrial Development Corporation has
freed funds within EPIDC to meet its more sharply defined development
objectives. '

(c) Iep has an effective and rigorous examina~ion procedure in
which not only the financial but also the technical aspects of projects
are extensively reviewed. -Where necessary, it also askes help from out
side consultants and other institutions whose familiarity with similar
IT oblems and industries would be valuable in assessing vi.ability of a
particular project.

(d) Since rcp's primary role is that of a developer of the capital
market rather than functioni.ng as a development bank, there does not now
appear to be 'any need to alter its selection procedures. Its major func
tion is to increase the public's confidence in traded securities and tbe
stock exchange. To meet this objective, the primary criteri.a emplo.yed
is one of selecting financially sound companies rather than acceptj.ng
somewhat riskier, development oriented projects.

, UNCLASSIFIED
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3. Management and Operational Policies

(a) Since rcp is a young and expanding institution, its management
organization has undergone substantial change and continuous expansion. As
the direction and programs of rep have become more·defined, a more formal
and clear-cut management organization has emerged. In addition to the·
creation of. the position of Deputy Managing Director, Chiefs of Sections
have been appointed for Administration, Investors Scheme, Operations, and
Law Department. Since an institution like ICP is an innovation . in Pakistan
(and would be for most LOG's), it is extremely difficult to find adequate
candidates for managerial and staff positions since there are essentially
no other institutions which have similar operations which could provide
experienced personnel. The emphasis is therefore on youth capable of
·learning new techniques. . .

(b) Iep has very rigid requirements regarding submission of
certified financial data and detailed financial projections. rcp staff
thoroughly reviews submitted data and makes itso~n analysis and projections.
This frequently results in rejection of applicationswhjch supposedly are
financially sound. Evidence that complete arrangements have been made
for other short and long term financial requirements i.s made a condit-ion
of any underwriting agreement by rcp and other syndicate members •.

(c) See 3. (b) above.

(d) ICP is prepared to counsel companies on questions of financial
management where necessary. Iep Board representation is stalldard in all
underwriting agreements. rcp does not prOVide assistance on technical or
managerial problems; however, in several cases they have been instrumental
in recommending and suggesting qualified advisors or consultants.

(e) rcp has been instrumental in introducing several measures
aimed at correcting corporate management abuses and has been concerned
with the potential conflicts of interest inherent in the management
agency system under which most industrial firms in Pakistan are run.
Corrective mea.sures have often been a precondition to financing from ICP.
As a result of this and its activities inintroducinfjmeasures to correct
malpractices on the stock exchange and improving manag~ment/stockholders

relations, lCP mtlst and does maintain·a high degree of internal control
to avoid conflict of interest problems.

UNCLASSIFIED
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(f) rcp, as may be noted in its Annual Reports, has been a profit
able institution. This should not be the measure of its overall effective
n0SS since its prim..ll"Y objective is not profit making but capital market
and institution building. It thus must engage in activities which are
not necessarily profit oriented but are a reflection of its broader goals.
The Investors Scheme, for example, is a break even proposition from the
standpoint of ICP's earnings; however, it is a very successful and worth
while program from the standpoint of ICP objectives.

4. Specific AID Relationships

(a) USAID'scontribution has been limited to technical assistance
under project No. 391-11-989-283. This program was begun in 1966 and is
continuing through the end of fiscal year 1969. The program has had two
aspects. One, the provision of U.S. advisors in specific areas related
to investment banking. Under this program a legal/investment advisor has
been prOVided for a total of 30 months beginning January 1967. In addition,
a senior investment ad'ilisor and a marketing specialist. were prOVided for
periods of three and five months respectively during fiscal year 1968.
The second aspect of the assistance program has consisted of sending 12
of the. senior staff members of lep to the U.S. for'periods ranging from
three to six months. While in the U.S. they have worked with investment
houses, commercial banks, and other financial institutions, primarily in
the New York area, as well as participating in short term academic courses
provided by various institutions in New York. The Mission's assessment as
of this date is that there is no longer a .necessity for prOViding U.S.
advisors except for short tours of three to six months in specialized
areas.

(b) . Not applicable

(c) Not applicable

(d) Not applisable

(e) Not applicable

(f) ; Not applicable.

UNCLASSIFIED.
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ARARA mAID &°156 "~fJ 11"'

~ BID'. JDltia1 GbaN eQfta1.. !'£ 12.5 1It11fcm ($!J.5 rnt11 tcm) or
1dd.c1l .Wlc.'....~m.. _bIICd1IeI _ 1Id~ .... cc licial
bBIIb, 1" b7 the C1' CAl' _ eel n811ee .. 1a1U8b)' IIDI1 'the 1 I RSDder
b7 p-l'V8te 1IIte1Wte. "- abcmt capital or .. B8Dk VIIS 8UPP]. [ utec1
b7 8 bold J8aUB td '" 12.' as]1•• pzn;ba••1 b7't11e ceDtra1 BIDk or
!furkey aa ....14 BIDJt 10IID or $9.0 1d11'.~ 1IrSastas total RSC'UZee8
~ TL 50.2 1IS']f••

60 SUbseq.. .A88l8tIUlee,.. ADa

Am baa at".. ........!a1 .....~ •••ldm:e to tile t'SIB over 'tbet
~ tlllousb do]'. D11oea1 CiIft4ifD07 llUJJjlClfto !!be 1oca1 cmrnz:q
~ CIBe "-: tllludl-J.a1 1fOl'JdIIB caplta11'cl114 Ull!er PoL.
665 - Bee. 1,026 ItInJa11 P18a bl ~ 1\D1, Capital Pant..

. olplUoD I\IDlI .a JIbwJJa11 P18a"I'ft'Wlbl~ J'uar) UDkr P DLo 480
title I ~(~) ,.... Fe'101d.... VoSo S8pIU whioh 1Dc1u1e total
___ aDI1~~ me- to tIIa ftIB .. of ". datea
Bl*9\1ll·

Date ...... IlDd

-1/ 1/66 $IIO.8g8.....".33 Ct! • !It 9) u: r.oea
.,/31168 2,.,.._001 (tl- S 9) Ie r.oea
Ul/15/59 lD.ooo.oao DollR IG8B

n/lB/Q 5.ooo,CXtO Dollar lam

5/1B/68 1,500.000 J)D]]ar r.oea

9. Qlplta1 stnIc:WN or till JCI G ... at JIdeA ft8ca1 ~o

n»~ :tJsedl_pGr 18 cecUlIWIItI td:tII 'tile ca'..... J8&ro A8 or
Dec..... 31. 1968 'tile Blake. C81'ftal-- .", 65 1'1'1'., __ t!&Ia
OM-bel' or 1iMeh Sa abeud1Nd _ c aefal bBIIb.. JIIiiWaiice
CClQllltee IIIIl tnae ....sattaM. Uo~ 1IJ'~ ~1oB81 n-a:.
111& c.,odltd.aa aJd tM I '.'H b)r pd...... lIltezellt. !' a!D1J]4
be Dated that CD PelmaI:f -. 1969" lID atno:rd1Dal7 iIee'UIIa ~
ahaft11014en. a zao1ut1aD to~ tM audl'. share capital to

.) CODaoJSaatioa _ wrloue .-1lw 116ft...... Deta118 or ozisiDa1
.•__ ava11ab1e III AJIJ/V rzaa u. Intenat1o:aa1 IGan Bnmch.
0tt1ce of tbe COAtrolJezt. .
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D.G 11O~500,OOO ... CIftiIOtWlo Dds J8 to be accc.p11ele! by the 1ssu
... fit !'L 32.500,000 orB. 500 ...~ ..... to be aoH 'to 'the pib
1Jc .., by 'tba~ td D. 13 .t111_ tza. "nozd1Im7 ft
...... to ... cap1ta1o

1O~ status or AID '!"'ap Jr' .. ~ J!1r 1, 1968
AID'. ftr8t QIo c!o1laJt 1C8D8 (IU-ll ad IAxm 21T-~9) bave baeD tulq
"..,uea aD! a1sbuneilo kMaD 271~ 11III1 Ncentq been 8~ 8a'l
tba~ V88 sa the PNe88I Of l\J1t11l!as COJ1dltlon p.NCedeDt to elisa.
bun.zllt.AI.:tI(·........ tM rin' OBI .')11011 &1ol've tza. IGBD ~
s-oa ..... 61i1""'" Ill. r.ttv of Ca It.at but baa DDt been 418
bill.. aecca:dIIIB to our ~Saao

I
....."..~ nte~__ tor u: 18 5'/t. eart_tea~ A_rep
ft'U pdc1 by !'SIB fbr ft J8 .?6, nts.tlc1. Aftnp nate c1mpc1 by
~ ro.r IC 18 ~, pWe 1$ idIiaS...... reeg p1u(a 1ua 'tl18D 1~ V8u&ct1oD.
~. JbIInse nte cJIBIaecl1l7 !fEB toI' B Sa *Tina durq tM
MeOPfJ la1t of 19680 PIioJt 'to 1961 tble nate .. 0 Be.t.,. lD
1961 it ..~ to f]/J. All ~ ~_ R Nte8 an plus ODe paceat.
~~.

!'be !'SIB appllea ·tbe above 8tate4 I'&tee t= 1MI411D 8D2 10Ds tem lo8Da
1ib1ch tIN 0'fV~~o IIDd 1D8DIJ AN~ et- to teD ~.
:lDclUl1SDa • pece pel'1ot1 of ODe or two~o 1fbe!'SIB also makes
~ teZII 10aaa at __ .....ua rate 18~ or ~, pWe 1~ cea-

,1dt.at ree, p1ua &Ii traaaact1Gll tazo~ ..s1.. aDd 10Ds teas
10aaa a:re 'lOI'ca»1ta1 ~8taat ... 8ft DDt. available ~or wrldDs ea
p1ta1~o

12. LSalte OIl sue ar tIIea or Ie8Ds

Ao LeDcJ!5 L!Id'te

!.'be ftKB 1't '181lC88 up to £DP of fJxed aesets 111 ODY ODe enter-
1'1'1880 1'118 BIak'. ea-1taeat 'to 86q ODe cCIQODY 18 restrtctea
'to l~ ~ U. equ1't)' ~ 'tbe Brmk plus 'tb8 outstaDtl1Ds balencea
at u. Bake. Q.1*l..qutty 1DBDB. In 1961 'tb1a IIm1:t W8 c:al
cu1ated to be TL 10 .tl1tCDo fte JdDfaum size 'tor Ie 108D8 18
i'L 250,000 sad tar n 10BDs $50,000.
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B. Fs,u1t,y PartieS_sma

~'. IU'UelldlGD sa e-O' a 'V IIQ DR acee4 7It _ 'UIe
ecp1ty or U. BIrak~~ GUtIlt'IJ!tas bill... or qual
qultJ" 1OID8. Is 15'61 tIda ltalt .. ca1ca1tItieI _1fL 24
ld

"
JGllo ~ u.k'. izr.Nzwft ta -.r _ Ci*MJMY~ aat

exceed $ or :u. ... Cll.P1ta1. fIJt ...~ couee:t....

130 Foma1 C1'1ter1a I
/'

Die~ hall~ -1Jrte1MI .. 8ft or bal laad!Ds cft~ 1Ib1cb
... eate:bu..., b7 -u. BIIdc'. aa.a or DJnIctiano .... CI'1~~
'the Buak's18-)'e8r h1atoI7_ ...~ I'ft'1885 hca 'ts. to"•• AIDI
Vuhtaet.on v111 t1Dtl detail.. nte..- to 'UIue Cl1.Wfta :Ill tM DIJ'-n
~ ;aper~ :In .AID LoaD 2Tl-JI-tA9 1a8a~, IIId iD Am kMm 2'IT-B-OSIt
lam ~o .. ODe or 'tIa COII41u.e pnceIeIrt; or UII II08t nceat AD)
4oJ1u.1GU to t_ Bmk ( 08fI.) • atilt. " OIl 1-. criteda to ...
taBlid 1D .. gmt.. or ~ fI1a J.- 08Ia we 8WIO- bJ' the
t'SB Boazdo AID/I'aaldDat;oa wl11 ~s..s ..,1.. doc' ,..-sa _1Me4
to~ lO8D criteria .. tIJ8 DSA/CJJllca ft1e8 tor J.- Gao !bt
JED. IDA 8I1d DC __ a1IIo zequ1nd tile aJPUcat.. or Wl'k1u8 ol'lwrSa
tD 'UJo "'!Ds of eub-1aBaa rn. 'tba~~ J8ve 1a.t U. BaDk. Ill·
fmsa\t= CIA tbe8e crt.... Sa a1IIo ..,]a'b~ Sa .AID'" ,... U. DnelGp
___ Baak ftlAae ~ JlESA/C:Wo ~ -.noaa DIQ), IDA. awl DC .;on. aDd
nccu 1DJ!at1ca plprrB aD the.,.. Aau1d 'be nter.rea to t. 'tbU SDtozIa·
'mao
1If.o ~1oD or Io8Da bZ; a.~

msm:D.ll'n(JI OF IDA1IS j§jfl~Lo 1I1!]!~L- 1~
flllWSfBl 1951 f 1Sf@ f . 1261 f
Lo COHStJMPTI(B

GOODS m:oosmy 1803 s1Jo9 10201 3200 23601 2601

10 J'ooc1j 2303 1603 62oJ.. 19.6 ~o8 503
20 Bevereses 102 008 20B 0.9 1508 101
30 '1'eztUe eDtt

5308 3106 1106 16509 1802clath1Ds 3502
40 Pr1Dt1Dg - loT 005 106 009
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AIK.ABA TQA1D A-1S6 -·1 17~

II.~
(!)OI)S DW&iR1 49.9

1. Forest l&'OIurii· 1,..6
2. Paper lct2
30 Leatber 00'
4. Rubber 0.3
5. Plaetic8· •
6. Chemical. 100 1
.,• Producta ....

tbDD BIta18 11.8
8. IroD, steel -.J

metal luratea'l
bdust17 15.4

9. Pe'trole\a
Products -

IIIo~

GOODS mwsl'R1' JaoS

10 Metal producta 3o~
2. Macb1nery 3.2
3- P.roauet1oD 8Id

repBlr of
'tnmsport
equ1l1DeD't '09

lY. amms 2.0

35aO 15901

302 120~

00' 5.6
00' 108
01)2 1001

• 2 9 4

80T 5108

30" 3202
203 10.2

~909 lJ880T

3.9 2lQ2
108 904
006 1.3
301 ~.1

- 3)05
U.9 11009

13.0 215.3

16.2 151GO

10.1 9368
3.2 ~o8

2.9 8.4

109 25.7

5309

205
1.0
001

~:,
1202

JO.l

0.4

John M
Rectangle



txJ o

J~I
!~!

ll:
~~J

ii;
!!

~~
~li

l;l
l:

I
H

li
t

*1
r

~1
1I
o1
~1

..
;,a

I!'
Ill

..··
i(

if
E

,(1
!~d

,i
~JI

'11
-'ii

'9 '
l1

l;
;

Ii
=~!

_~I
J

~'
!i
ll
l~
fl
ll
li
=l

If
ll
~i
l-

si
ii

_~
.I

-
~

D
i
l
l
.
.

liii
;1i

i(~
lw:

ili
iili

l;j
;i;

:.
ttf

~li
lll

lli
lr!

I'
~

-i
~f

.i
lr

!
f

,
i

.~
~

'I
ll
!

ft
r

I
ii

li
l)

I
,

I' e t- ... va 0
\ co .t4

John M
Rectangle

John M
Rectangle



.AS.8A mAID A-1S6 - 9 17,'.

.....
19JO.19S2
1953-19)5
19J6-19J8
19>9-19611-'1_
19§5-1S,
leta].

1DIm CCDIl1tments

I'GntJpew:~
C-tUtGn $)

206
Uo;
600

2205
~.8

..1!:.I
109411

1ocBl~ ~
(mi112cm s:z,) (s11]tcn TL)

Sf)o2 5103
~e3 7%03
62.8 7907
aoo; 11405

16100 501.9
2210a 6$ol}

63006 I;'h9.1

.- ..-

(1)>) l'be DB att-iU to eoeftIJDate ito lmld1na f1Ol1cl~a vltb
tba8e or tile ...,. ea1~.. of the CWJNmt Oo1'eDment
c1eve1ol\MU p.1a. .... state PJlmsms ~..,10!l COOt;ulta
N8U1Br~ vi\h 'UII _ eD4 _ ftPI'ls eert-.am fo.re~ em:~

twIb " ... 81'0 ... QPN.,. • pld1culBr- pZ'o3c2Ct 00 oUsibla
tv • JaIIII titac~ vith the CI'1'te1e at "be Govm:'~t'a
.....1o~ pJaao 1"11 tJd.8 ... "be tfSIm cbaImolo 1't0 N
lIOUIWIS to a. aectora 8DlI~ pva pri,Gri,ty by 'tho
COIG J'Jrte!eR atea .. ftad ..... to our~~ DOt \}
11118488 a ..bald. b7 tbe Brmk~~e tb~ of
1D,....~ ~ Brmk. 't:.l1nu8b 'tbe eppl!estioo ot> its cr1'ten8
fOr tbe 81'81'ttas of loaDa, .... eva:J..uuttoa ~ bo'tb tb3 eeo!101dc
8D4 'tee11.Sea1 feuibW:ty fl4 tle pro38C't tad s1ws priority to
tmae~a 1ddch bIne~ poteatlal to mcreasa expo~o or
ezeate~8U1tAl~ono

(a' WhUe- AlDie 8UJ.IOI't; fUr U. --' J&r' baa BOtt 'been directed
tonzd8 .....UII8 eecU'1t1U .J:kRSDg,~ Of 'the 1C f\.m4a
..ae fmdJ8'b1e !aft ..... em_ned ~. "*' b7 tile Tsm 10
"-1t1DS~ll1yprn1ii2l:ra3 :!n p!'1vst!J ~'J1~ c~19ao 1~ 18
tbu TmB°a poUc7_ sa t.wn, to san ?,he ~Qo equ1:ty a'bsl~

to 1iba Tu;rkS8b ilWUt1D8 lJUbl1e~ 'tIDy 1,~ r.nGRetab1e.
In ad41t1a1l tbla~ «=!IIDee low.18 to the iSI8 hs1re 1n
d~ helped in t1ae developarlt of tha zOC'Qrt1i1ea markert
'by eJlllbl1. pr1~ sector cOIDP!Dies 'to obtS.iD tb3~
1'arete1a ESCbeuae 1oaDo to~ capital goads 1ih1cb, 10 'ttU'D#
.1ras tbem att1'actlve mvestzaDt o~UDit1ea f'm? 'tiki)~b
smvator.

mCLJ\sSDIED
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8IABA l'QQI) 1.-156 10 11

(.) !!a!SIB'"~ daDa .... 3Gb III -'las 1'ts e-JaJ
bole;.. s:t ...14 be 1r8J' sa wdJd 'that it 18 U.~ lDIstltu
~~ 01 1ta "tHe sa~ t41wtaa JD ..~ atY of 'U1e
a1HII8 ...,~ _ ~ tJae CIIll¥ ODe 1d.th the tu11
proa1'8Ctlw 011\""" 0 a ~ ....1¥ be eat4 _ ...
!SD Sit • ..,. S1qoI1aat -.eNDt. te the eMF ne1 1S'18 of tMee
naeaun•. 1Il1;O. tbe prl.... eectm' aa1 t.JIat without It • !dab

pm:eaUp ~ tbe~ 1d&k' wU be cJwme11eCl !lito~
pabltc~ .. 3-. __teat laveatwati80

(b) DIe.".. .. &. , nJl¥·dcee - .-11eu\ .~ of~ ana
ezt1U"SDc~ 18 ·06 1_ OJeftlt!ea iii eccosdace w1\h the
NCeJtI~ _ 0':1-*0 m 'the Yurk18h ecoJICI1Wo 'DWI baa
eal1.a r.. __ ~ .....t.s pace88 eaa e:qNJ8~ tJ8 1_
goal. thBa • shtft SA eap18ete tbello It..,. be eat4~
all 'tbe ... tlttbe ...; 1. DeetS coot1mted~ aDd \. ..
devwlol'Mllt s.a 0IdAIr to deve10p tba eapltalawkets ftQ.Uirec1 ill
an 1D4\18'bSal1z1D8~ vtth •~ pr-l"Vate eector.

(e) All IIq be .. fI'GR tbI fI&'Ibft8Iltial .fSIIPSJQrt that AID baa siva
'tbe DEB, _ ... ·eecoftlec1 1_ 1'O]e 1a 1'urD7 one of bSsb
J}C'!0ri.'t7 II lIt.-.saue W lMI11eve~~ ~lte pJ.a.ved by 811
lDAltut1C8l 1Da.. _ 18 ~1ca1~ tbe 4..~ or
-the pri"" ....... tbe I'uIidab ecaBa7 aa1 tbat ewa wlth
'k1day's 11Jdted AID 1'eIJOU'I088. 'tile GUP.QOt'L Of ZIg. and Ja
~ mEa coD'" to be eoDIddena .. of b1sb~.

(4) Ae J-. bMa..__ 6o¥e,. tM _ 11M bee 8uet:e tul. 1f! aeJUy.

bs auppozt !WI' tta pa1a tma~ au or tJJe I830r 1ntelads..t
lenB'D8 ~l'tut1aDeCl 9Ie _ Js eet1~ SJnedlptiJIs OIl •
ftBU

'
• bU18 the p:NI81'b111'ty ~ -*",falDs 8&JP1lfJ':t r.n. Cd II'i-

c!a1 8DUfte8 f~ 1'te 8C'tivit1uu At; Qe p ...., ,,_, 1't __
i;Mt c-uercfal tIOUIeCtB t4 support 1D 'the CQft'8ilt ~1Gaa1.
mrket woulil tcma to be excus1Wt in eoJJt, _ ZI3¥ be ... be.
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A.-the leJdiJIs mtee available fZcm~~Q ucaotho1eea.
,. are .s:ra 'tlat tIMt tum 18 PNsent~ inWst1pt1ng the
pouib111_ ~ utlUB1Da mv-tact~~ in eonJu=t1on
vWl Sri.... 0"080 mtatamt flmds f'm* eu~ oZ ~ opua
t1cao

SIDee~ !a8 pc<Jb8b~e1fta4y ob'ta1tted tb3 max!~ra _
or fareSp uuppUen; cn41ta~ Ju£lt1t1mbleD 1't
Sa un1 tkel7 'Uat the Bm1t could act1vely l:uID:rua ~mg
'th18 &OUZ'Ce of ._t 1'ar ach1ev!D6 ito SG.'""JD~

ee) If; 18 4t.fftcu1'l III • poJec'l .. 1aJp em!~ 89 the
!SIB to 10 1ato.~sam1 nee: 2"!i!atlOM for the
GevelD~ fit MIl _. auil ~tdeDt ft)r~ *tt
.. bee UDIIenu-. _ tJa 'ISm w:1\bout 80lDa 1I'Ito IDICb

. petite deptb ...~...... eal.1aa ror by tb10 report.
JI:IIIner"~ 1't IB7 be _:La 'that soma greater emphas1s
CD tecJm:lC81 _18t8Dco to 'Ua Bank fD 1"ts earUest ot-ege of
Ieve~ -.u14 bB've beeIt ueefu1 111 81v1ntJ 1~ depth aua
snlter prec181fa • tbIJ.pp1icatiGD ~ ecor:mJc.:, ana f'1Dfmc1al
~1ao At. pI"- 'the mm sa too 1Iature4 en !natltut!cD .
tor auch 8IJ&1ataDce to be ettedl-veq gl'i1!ll or aceeptaa c ID
tbe 0IeI'811 IIICJtv1tb1ta4SBs ... ldtIta'ke8and :lneftie1€mciea
4uJiJtI tblt 18~ I1U'lad or the Bank'. ez1stence# it caD be
I'8teI .. -1118 a 1IUOCU8fUl1ate11ll8d1ate eraal~ institution.

20 8Itlectsa. ~ !bE.!!!!£!

(8) fte ....1c Cl'ltuSa -.p1olec! wtbt ·Trim aN tuJ.ly 40cuca
-.a saAD~o Betenaee· ehouJc1~ be m&iIe to 'the
~lI-~tu.s iIl~, part1eullir.rq tor 1cllm:I
m.P-11, ot.9'" • JD. 1I&!1'UoB, 1ID8t or~ <Jt11cnr 1ntU'tBt1anal
1eD4S1ta ia8tlt.lm1ol!a' :repone OIl Us ~SrB 8ft em file m AmI
W88bt»stoa aDd ... f\1ll ..-pectiw of the econosic u1tM'ia
app1SeI 1»7~ mea IIa7 be but; b8wB ftta tlda som.-eeo

Tbe~ 18 or iDtl.ueJ3ee in the guitJacf3 (JfZ the eri.teria
uaea 'b:f 'tbIt Da1lk~~ QCIt8l3ltaJoos by 'tOO ~lft8
at !SIB with tbe State Pl••lina OJ:ta,aD1zat1mlo In caa1Stilon es
statec1 above, approval b'aa 'the SO must be~ by p1rOSJeC'tl'V8
'bciftOIftS seekiD8 .,000 or mo:t:ge f4 11K~ t!n~~ ConlD

B1deJ.- 8 loan 8~ioao
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..

-4 12 1T~..
..,;,....,; . ~

0.> ~ ftIB .. ,.,.U. to -u. ...nua ..... cad SIIIuIb7
daiS. sa~ vl1ih 1W eur"etta ., JU'ticuJar
~ ... sa _ ellUl' c SIr.... I t JII ....
WId"ll en .tnct1Wl." 1W .. ae.lollllD
of tile,~ __•• \'Ida Sa ' or· tilt _'. 'IJDI!I _Seb
IID8 4ew1opM1 ... ,..' ..... 10 , '''' ~~ Sa expaeMIvSll

, 11Io1_ ,.-t tJIt .-JtV~ it ....,.. 88 11Ift SDI~ atlIISiee
. _ ~ .,. tile J1rIIIk.

DleE ..eII._ ...._...........~ tIId a. PJ-.'.
om- ••:IIN. _ •• f..-'.-3. .01' Iela tdC1*
....1.. tta "De fit~Jaor QI ""7'. fit ...
...' Ja Jl'Qbl.o .

",',

(e) It.,. Ua tec1alee1· -' It • wta1 edteda app-

UeI,. "," H ,,' "'.,,' ,'..',f..-_.'~aooa.we • cedeSII 4epee tile CGiIJIU t d ~~eI
117, tII8 - ...... ".elJdQtmd1a1t1e ,.,. the lft8pedl,.
11Oft__ W11ib • 2!W8UlUIIs c1S1d.DD-. ·or ..__ 11'V8D 'tech-
.S-J ....' ftI8IcS&1. cdter!a, •. ADJ·'.-~ tIIa. It 18

.c1~ 1;0 tIDc1 teu1't wl1ltb 'Ud8 aJPftAdl or t1a !lIaI _ 1"
18 ........... t.hd 'k'be bacl-. or' • paft!euJar·~ baft

.... tl1IBIM3Ja1~ - ...0~_, ... proJect
... umtoz••.•• c1ft1'8Ot8Dce1J .AImw•• c:eatII, ... 1aDc .. tle
IIIOJeot sa bMtea]'¥ 8OUII4o ~..~ ft\ctGIt 111 tbe
UIIl:""~ or ft:&11¥ quaJ.!ftjd ......1 to 1IIdenaJDe -theee
I1Id.W8 amt"able SD 1m-D7-

(4) ... it 18a~ .. feet: ... QIOJ:fJc 0-" sa U.".1' • ""lela tile SIB bas beeD __be4 III the .Pldo A8
....deI .-U8:r~ _JAIaae 1D 1bt tUP .J8111'8
afte ......t 111'.11 It ...,14 asdulo 011
't!a. ou.r '1ImI JlCtl". of fSJl8Deial e : «,tty'a'80-
pMst!c81l:ll!.at each m, tb8 sat1tutioDi a c1eve1018llt
aa4 'U'Aw ita ..1*i to .-r !dealt 8llI1 88I18taDce __
be eoJI8SdeJ:ei1 0

3. ...,It'" Oft!!!f.oIa1 PGUc1M

(a) 1'JIe mat S8 lJel1fteQ to '!a'Ie •.&ODd IIIIDIBIrJa1 arpnS-'iaD
which :III approprJate rca lte opmltioD aDd to &U iB8 beeD
efteet1w 111GC~ 'the goa1e of tt. BuDke As 10 all

,

..
".:. i

"';';

',",
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t1nel.opSDs CCQJtr1ea 't'- need fbZ' '1/ZO']]lJr'J:a~ P2mo:me1
exi8t8 .a tba ..leeUaD at~~ iQ 0-lI/f:erally
1--' GIl 'the c1eft~ of 'laG_~. arXi _1ect1cm or
POND 1lIt11'V1<!ua1e fD 'the part1cu]ar QX~1s!t 'Which~ Bank
!a -'''8 at &IV pg'tleu1ar 't'Jm;ro :tt wtm~ u1ff'1cul't
W ,.n up CZ'lteda .. now-"'G1ons~~ 'tlmBe a1I'eady
~ eppl'1d ..~ U. retJJada 8D4 'se1eet1on 'az maDB~

aerial J8reonnelo

(1)>) !'be mrB'. cmmIU expw..... vitb~ twa boon OJOO:;
~ aw '1DeIP' 'to • alDf _ tm4 1DeDtJ m'Osm~ ala
quste17 eecand by 'tID bo¥i'CMI"o saa'~~ :tnc~
eGatect vltb 'the pzu.jeeta lot wppcats and b7 ~alW!g
per1oc1:1c IIt'IietaI b:r~WlBlfbbr mqu1n9 tthat tim -'bGr104.iAt&
1IIdDtatD ..... mcoJd8 sad fJJ8ac!al plmmSlago

(0) lathe I\N8Gtbll18W1sua tile~D or ACID'1'Q' tal:
10Ba with appnd.l at tbe ~arah1pfmt1~8
of a pa.rt:.1cu1ar~ zauch is at11l to be DCComplJabado
lbRmn", bee... of the 1Dodequacy of f'11mrIu:1al data ana recO'l'da
eva118b1e,it tel d1tt1cult tOr 'the Bank 'to tempar its requ1nI
MJIta ,. aecurl_ vJIeD pantSDg a laImo !ff.'mathgku'.!s:l!'SKB
.~ 18' I!I8re of~ neea to ao 'tb!o mil 1mr3~~
.... SA thatype at seeurl'ty~ vl1m1. an outst8DdiDg~
18 ava11ab1e tJo 1",0 III tld.s ... itt 'eaR~ be hoped tlm1;, a
... fatONb1e ba1eciDa V111 evolw with t11l8 and m,th the
staa'l8I:C1b.t1d1OD f:4 aecoUDt1Dg end ava1lab1Uty at reUable
ereatt SDtwaatloD•

.'

(4) .,J8tBftce'·u~ ftq\l1:red ana h:J ava11ab1e~ 1;119
!IEB't. -the~ro ~ wr1e.~1¥:r:mm 19l'03ect. to
po~ _ a1ao aD vbetbar or not the~ has tBka. an equ1tty
pt81UoD 111 the~ IIDC1 the type (If ~1ty ~hat 1mB been
obtai,*, tor the 1o&De ~ etf'ectiveDeS8 of 'th1s 'type ct sup
port 18 baft1 to evalIate v1thout go1Dg~ ccms1demt1Am of
Ita ~.~ -.", CD 8 pro3eet by" project baa1aoJD ~ba overall.
it CGD be ntea ..~ tIUI f'a11' to GOod.

Ce) !'o a certaSa deane 'U18re sa.~ to leal 'to estabJt..,
ftnso ,.., U. mm· (vbeD ftC81v1Dg, propu S3Curi"ty)
ba DOt afnd4 to support MV~ uhlcb cppear Gt;t.
netlwo '1 , ....;ttm=:!'4i.gri!""l0t~JI!t"d§
",lp "J-"R!'.~~~'~1Q1!&iJ~SVS
!'he !'SKB has a aillgle 3mlaiDg rate 'for r=dium end lang t-am
3ama vlth 'tlD zeou11i tlnt !ntm:eiit ratC!1 <10 nab create
prSorlt1eso ~a:re tbe 'boImrd'8rB ~rc~s m"O ~
U a nsw..t~ f'clr 3tm pr10rlW ~jeetoo
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_ sa .. s.n..... '" tIdtI ~ .,.. J-. .,.tne
~ ......, ..ta. e :s- to affteeN uri Ida-
01J8l8 of a. a-k. "- date _ poltJ-. fit. t1da .... _ CGIl-
nJet d SDta..... 0-. to oar jaa, "'IV. _an
.. f'wdl1A'r wltb·t!Ie anao. or~ 'JRB1l.f.J FE I'-'S.
IDllI011&kID to~ or ClOIIf1tA:t ~ 1II.tend~

(~) .m. - ... ORr t1Ia JII 1t6la s.u.-.sa ;../
1daJP I'd'J.ate s....R1 • ...u effIIeUwI-_0

.... SJ!e!ft! AtD Be_,,_
(a) AD/_ po.,.. Me ....eriq c1lftate1 to tile

.,.st1c 'a.a abcWeo ~ ..aiD ~1'" of Am401'. lGIIDa to ... an118b1e toftip ....0_
ria _ etreeu.w '. 'to tbe prlwte aectoro fte
1C fmIb'!Iaw beeR ... to.. ftl'1OU8 ."'""1...., lee.,
~ ~._ 'tile mea all~ a-
T1--* or 1C .-Jl~ to .. priwdie lIectoI'o· tm., SA
tetal 1" ..,. .. ea14 tI8t .AD 11M etftIdlWJ~ aupporied

.tile 0'IU811 IIDII1a or 'UIB ....~ ebowc .

(b) lui- ~,,1IU ..._ "lIB 10BD ....... haw .. tJae
~s... 4edftI 8DI haft beeR auitab1e to-, our PJI'POMo
..... clwJ&a 'iIl tle ..us.. 10BD ....... aa1 cOIXll~"'.
4uriDs 'tbe18~ h1IItoI7 ~ eupJOn of mea e8D be Y1e8ec!I /:,
... napalllle 1:0 c....l. tae'kan JD "Uae 0"". J011tical
.." .ecc...Jc al'li1at.t&m iB i\lrllQe

ee) ~ .. .., 10BD poe........... 88ti8hct:0Z7 .-bDI_
21& tM AlDflID 10BD ala'IoNJal»o Alt..... dlnd 1-.
'to 'u.t~ ... "1IIc .ADa....u.e RHO" or .u. bD1t
eou1d be~ ..~ 811. 0'Ift 'the 1i1Ia step
pzoceCi.... W1dc1l JIIIt~ 'UIe (IJ! Iat.o .A1'J)i a 41ftet
1IO.IIdDS n1G1orJa1aip vitia a. 'JRB~ tbe 0) I • to 'Uae tw
step 1aea VIllI .-Ie to -' em~e~...

'the 'IIDrktDs ft18t1oD81dp 1dtJa tbI .,.. ecat1Dllla to lie
8G't1ataatoZ70
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.,. ... tal' 1Gca1 con ftD8ac1Ds CGIIUII-. to _ ..
__" ~..~~ .a:JJabJao 1Dd1e tbe !'SIB to JIM
I-'~ Ie fWd to iAiJJCJA IIfIIl.Y JIO"" .-at~
t'uDtIII ..~ to _DUe 1tie C1IPIC'!t7 ..s __ tile
••18 _ ........ lid"" .......

(4) a i8 awc'".. tiel 1IIOCUI I , Ie IUtIiatlw ..
tlw:l. oab eft'eetlw 1Iiprou I 9'" '10814 1:18 18 el1wt"WlG
Bee 18 1S.t't]e dcN1Jt UlR l' tI1Ga tbe t1DIr til lMClWSDa
aocab __ tile laDs ebipptDs ts. tI81 VoSo .CNI'Ce PNCUI. II"
!It .....,..,. c~1t1...~ eWD1d~ c..f4aa-
'!aD to~ 8bl,,1D8 eod8o~••~ 0WI'IlU
o..,.,.Joa ..... 1.,1 • DtIItiea or .. Am toNiIa·.....
laeII. l' ~ en nn.4 ••.-.1R p:ob~.

(e) All ........ ,... , ...... ~s.c.~ AD .. -'
81"- tIa 28KB tft1ll!ea1_1etDce 8UPPO'fto· !II --'JeC\,
IIIICh teal8d.ea1_tstaaee Jda'bt ... __ ·eIfec'l~ueed
1D tJIe Ya7 ...~~ of AIDRJJOJ,'t to tbe '!SIB
(lInw-l9S0 - 1955) 0 A~ tJd8 tme _ tecbD1ea1._~
18~ .. do,. beUne it could be ecee1Ub1e
to.~1~Iltllt_ by tile 'MDko

(I) We feel .. tla ate Ofut,~ _ tbe tozetp "'!IPasIe
fID!e .b,. !SIB ill atJaf8ctcJq0 \bit GD1¥ 8h0rte&d»8 or the
plpelSlfav11lcla wuJa be da1ftbla VDU1d be·~ .f'Mtft neet"
or aooaa afta u. p1ac.B.at Id a t1:nI cmJero ... np!... of
ruaaa would cm1¥ teId to~ the 30a poceuJIIB~"by"be !9m.a 1811I to ....~ app11cat1ala or~
eriterJa of ...1011I evaluatleao

(s) JIot. ••1~o

c. o...n Etaluat!aD -.1 OIacl.tGB8

Die 8COpII.~ aDd appl1cat2on or ecoam'c .a tilaBc1&1
ult8rja JD~ ae1ec:t1oD or 'bon:'mft:m baa beea~ 4J.eeu88ed
abowo JbczeUJDc 'tile _p1Ba1e 1D 'tbe ~1oDof 'tbne
entena YUaU ..~ ae..s. of ].a. 8eeUrit7 81111!
r1JUmcsal zepJtatSGa of botXU1iti, Sa~~hat VlU GIl1¥
..l_V1th~...,
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.. klefl, DOted '1'_1..1, ... the auDlianlutlOD of aceouat-
1...w........ ad the aullaltll1t7 of 4ICcur8te fl_lel
taf..tl_ vlthla tile Wuaulal e Dlt7 will .. tile .., to
tile acc..tace of tb_ c&'ltnla .. the lIIportaDt fact._ la the
·..I_tt_ of the proJect vu_ ......!tW H4 lDalvU..1 reputatloa
of "':&,..80 At thl. pollat .. tt.e we bell... that the ftD
..... _wnd ad c_~~ CO _tun III ."lyllll -laec!Da of the
cppl1catl_ of ec_a.1c fa-tal Cl'lcuta YUh....lty
....utr-c. fol' 1011_ thac fu&'tbel' pr•••ure Ia tbla 81'••
wouW .. couatupcodQCtlft_ "

fte Iaten8t ...c_ .t~tur.. --._... fttet
' Ie c_telend load .ad

.ffectlno It ahould .."aot" that the r.te. offe.." .,. ~ DO
c.dto .. h_ 2 to S ....c. at. love.. thaa th._ of -.t
ethft deMloplq couatl'l.. (out "tbe .. area) 0

fte ....tl_ of ..lllutt.l .f c..l~l tely c..,.nd
,,,"1..1'0 we do Dot belt.". &Me the 'lID .-.t • .., ....
• ffort la dal. ana tbM It hN .l~ .....l'teMao Datt" .birt lD
......1. fl'_ LC luaU to n fuDda .... the 18 ,.... bl.t., of the
.... baa f,,-."l- _. the~ ..._ tbe _17 lutltutl_
.., _Id 1101. D 1_ to ,lrl••t • .-ctor b_COIfU.o

DIe TIll abould ... couldencl ......1. 01 •• of AD' a euec••a
f.l props of..".c ~o _ 1C10

"'''1'. Ott ..... be ••teet that •••uuae. (tec1ualcal ...l.taDce
.. otbenrlee) III -.-181 .ad or_lucl..l ."a.-ta .bou1.
lie 81". 1. the ....17 au... of tile lutleutlou .aUl»ll"'to
0Dce the iD.cltutl_ .... 801"'Ul.. Ita __.8cul ... oqalsatl...l•...--_&•."effol'c. 111 Cbeae ..... bec~ UDIICceptale t." til-. _lad
pnf.naee f. ut:llbiaa -II the ....OUI'C•• of •••t.ataace offKed
lIa _lrI.... "'ltl..l ,.... ....1.101. Mca.M thetz _Ie _J_tlveo

ib..,; q....tlOD of .ether AID abauU IDcl'._ the .,port offend
lela 111 the future .. "line ..t be c:ouWendi _ • eauatl7 by
CGUDtc, ...1uatlClDo III -ruby the DO 1•• d_Uatl_ of the
.acc... of asa AID prop'_" I.a ,..-tic"l... of •.'1'011''' of support
to _ IClo AID abould cOIlt.1aue £0 auppol't Cbe~ if , ..lble
belpln the dnelos--t of tet..l 1C1s.. _I.cb 7r to ..
aa .fftte~lye .-cIuIR1._ f __ capital ...l1..hle to tJae.
'1'1..t. aector .. at the _ t'" f.DfualDg the appllcatl._ of
.c.....c. flDaGct..l ... t....Ic.1 ...1yaale of poJ.C. of •
_n aopblaa:lcatecl utUdo
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Ia c.-luteD... b4Illeve the DO U)' lie "i _ ...
_ .1. f. othe.. ICIe .....1)' eca_.f Cbelc 1 0

fte _ ff_CI..l, ..~ lUte Ice
..18. ad t."... tile _1'1.........._ of Ice tl_ to _t
tM cUeai.. clt.ate aDd .00000"tl.. f. tbe t of tile ...late
..c. vltbb tile~ ••"'0 IJDIpaaeti..'17 lutltatl_
_ c wleb.. tbe ,",_.,eetl of the clt.1ce Ia tile
..atQ .f _tl_ ad deb tbb ti.. 1D Ill... the
ftD ., .. at" ... I....... laeea-ltate cndlt pew'" f.
tile pd.-te MCC.o

.......; .. -....
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I 0 Backrround of AID 8a Asoistance to lCI 8a in Korea..... - ¥........ .
Aftertha yoaro ot Japanese OCcUP\ltion (1905-194S) and. the

disruptions and, destruction oi' ~~orlcl ~;arll and the Korean \1~1' Korea's
CCOnOl!~' lies 4rgely character-lzed 'by l'~id~spreud destruction, poverty, ,
and a :3ta~~noJitIJ1:~vate sector. 'lha £;OVC;lZTJlOOnt O\'JnCQ a ~jor p~or

exleting in~l1Qtry, ~h11e rw:1i.ly-o\~ned ~~tcx'Pr1oe:l'prov~lec1as' tho,
other' InO~Jt cozrmon torm,of businetlo crc;anization. infletlon \lao rumpunt
Wlc:1 pel~ Cfo:1luta 1I1c(.~a was 10\'1. TIle ooarce private CelIJ!tal CLv~nltJ.bla

was 1nvfJtJted r;~tl.ly in uooota such ao lcmc.1 unci businoss 1nvt)ntori~o.
1~h11athe Korean people Izera QI..'\bit1o\\D uncl' haa 4 ,L;ene19~ f,0OQ basiC
OCl,,\c~tion, th~'y \-lore hi.cldne; in' man~r;cr1uJ. experience. ' ,

It \'1an 1nth1:) enV1rQ.~enttha.t, U.~.' assist.u1c(;t'to Intormediate
~"C~eCI:tt;' In3tn~:to.rra"il£a'·1n1t1a.ted;~Ag-theU.'S~ beian ,to':4~si~t in;

Koraa.'s recol13truction, ,it becamo clear that "oubatanti~l'f1%ianQi.~1
OTffER.A Co_NCY aGoi£l't,~ce' ,\-1::13 needed. to rebuild 1,he country1aindust17. The U.:,).

d3Cidcd to clireot ito, aid to Korona a '::uuall ana medium imluotry
through' tlnc't/ine, banking institutioIW as the most ettectivo %n,asno' of
pJ"oV'ldint;: ouch Cl.oai~tnnoa. This course was chooen becauae of thu,
uaEnitud~ of the (counterpart) tu.--ui& involved und because tho U.':>. ba.c:L
flO inotitution~ and few to~lutf.cimw ava1lublo in Xoroa to ,adlniniater
tho lCm1s., Arid, ~by channeling lO(Jll JUona)'-: throu.e,h Kor£.la1o' exiotinL '
b~Jlks, tho, U.~. ""oulcJ. be helpin!; to develop those in~t1tut1ons ~~. an
eso~ntial P3rt or a viable Kore~ cconomw.

UNCIJ\SSIFIED BESTAVAltABLE COpy
CLASSIFICATION,

(Do not type below this line) FRINTED 6·

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



.. ~ ...:.
, '

,
tJ'llC~SIF'rED :2

In 1950, two officials or. the Federal Reserve Bank assisted the Korean
C-overI'..4lent in enactint; legislation to establioh &. new and inLprOVed.banld ng
Dyste~J inclUding the 'creation or the Kore:m Reconstruction Bank, (1mB).
L:lt€:~~ after the Korean Armistice, the ·UpS. began extensive aid to the 1mB
in the,torm or l~$from'counterparttunda for rc-lendingtolocal indust%7.
&Sinning' in the ,ea.-:..ly 19608s, ,the U.S 0 increased its'" aid 'by·al6~ providing
dollar loans and tec.tm1cal" assistance ", to the KRB &"ld. l~ter to thel'£dium
Indus"c,ry Ba..~. (HIB)~.d the Korea Development Finance Corpora~ion(KDFC)•.

IIojUDQa Gba-la· in A.~5i9tinC}, Korea-as leI as
"

During the COur3~Ot its assistunce to Koreri.8s ICI 8s,the U.S. has
l'ro~vidcd adviso3:7 services and ,training tor variousbanld.Miilstitutions,
inclu(.uDG the KHB"" r~B, KDFC, and ,Korea Jiouaing D;;l!lk (KHill. In addition,

'the U.ti. he3 nupplieci a total or $45 mLllion in ds:;velopu:ont loans r totl1rae,
ot these inutitut10na J KIt,B, (:t;.32million); l:ilB,' (~8 mllion) ,'and' KDFC' , .
($5 rJillion)" plus a total or $90.4 mllion ,in loans and grants 'trom counterpart
l'undoo' , " .

AID9a major 'goals 1Dprov1d!ng techn1c..~.aasistanceJtra1n1ng, 'grants,
cmci capital loan8,'toKore~'sICIos can, ,generalq be descl~becl as:

10 To ,.mobilize ,capital
, ' " , 4·"

2. 'To 'c1irectccapital investment tor economic devolopment,
~re£era~q, ~ the p~yate sector. .. . :' . ' .

.3 0 To de·lTelop the leI 'aS~' ~.nuadditionai inotit\1tlon in tho,
,cE,pital 'r~kot. " ~

In addition ~o, ,theae.t3aj~objectives, there has aia~ been,,~w1th' tho tore
~n:~1{::~lt l~~UI·::·~e=iaeCo~da.·"TBOOJ:'~tprom:JtiDt; U~S. ~rt8. ';,

'- • ' , , t ~,:; .-'. ' •

III.' ~~~\.-iI~J~~on••~.f.. 101'0 to Korean Eco~•
.: .' , .... .

OIl's or the \iD.YO· to help develo~~ econ,omy is to build stronG, oti'1ciont
i"ine.ncial institut1o..'16 do~.ce.ted. to development eJ."ld ,'to financing numerous
sr~;\ll projeots e91Jc~l1'tial to tho ,~rol,lth or tho 4..~ono~; especially in the
ljri\'ato nt:JctoJ:'o AIJiRa asoistance to Korea8o lCIos haa indeed. encouraeecl
this proceea great~o

AlDIs eL.-phas1o Uf:,on'adequateprojoctiappra1aal huholpecl to d.evelop
the 'c~pa'bil1ty ot r.orea8o leI 8S to select. proj'c~ts offering the greatGst '
re'turn to bua:Lnaso, 'in, ~1cular, a.nci'the economy, 111 general. For example,
AID loCl.'l 1;d9-A.-CJ07 'tor ~; m1ll1on to the KRB 1DestiJratGdtohave' hac1 the
£ol1o\..1.ng 'beneri~l',l eltectain its financing ,of forty-live individual
pl"ojects'~on an annual basis) I ' , ' " , ,

'i,.r:; ~-'
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. I;Jet increase in U.S 0 rawIr~terial e:x.porto to Korea.

3

$105 mLllion
Increase 'in taJtes paid . $,309 .million
Increase in emplo)ment S1370
Increase in production value $2204 million
l.fet tore.itn exChW..£;6 e~UnSs ,$106 million
Net foreign eXc!lCXJEeca,,"ine,'s $305 LiUlion .

, , .. .'. '. '., '* '
Asturther indicatedb7 the A-:aT. Kearney & Compa.ny8sadv1aors, between

1963 and'1966, mUJ.;.finmlcoo· enterp.-r1.ses· t~plcd production,' quadrupled e~rt,o,
and increased emplo~~1cntby about one-thirdo '

'.

J...nother l'ray to m5a.sure the contribution altha 101 11 5 to the Korean
econor..w is in terms ofl,oa.ns,1)eposlta 6nd. CapitCll f'unds. During thep8at
~ght years theICI 8s in KoreahaVC3shoWl ao1£!1i!icant' grOwth as indicated
bi t~a, 1"ollouing (in billions. or won): , " , ,

Lo~p. 'pepoflits Cam.ialFunds

1960 ' 15.8 .4 .3
1964 38.3 4.3 13.2, '
1968 9209 4005 34.3 '

. '. "

In 51..Ur~ry, AID's a.:ls1atance toltorea,lo lCI's haS generally been
successful in channel1ne needed. .funds to. an area of priprit;y concern, &nd in

... helping. local credit institutions, m.1de lasting improv3ments in their
operationa a.~d.ln contributions to ~ha gro1/lth ot the private sector•. ,' ,. ' . ,. . . .

Baaed on '.tuD~9~tperieiloe in llssisting Ioreals ICI's, there hQ,vebaen
lessons lee~~~d ~dconciU5ioDB reached ~hich can ~ applied. e13e~nere.
These conclu.Jions ray be suraoarieed ~ rollot~:

10 !!le_!Q~ ..~e.n be fin effectiva1nstrl.1ment in channeling 1'orai€n
~7.J.~~".lmt-o ~ k~s. Ltevelo~13d eour~~. KoreaUsICl1s, tor example,
have baen V01'Y U!Je1\ll inattractiD£ U.S. and otherforeie.n capital
and then in DublG1.1aing this IOOney to Korean borr~wers ldth 'Worth\'Jhile
project~ 0 The successful. establishtlcnt 'and operation or IeII's has
been ~uite i1i.portantto Korea in providing the neceDsary '·seec111

1t.oney'dtiring the c~lyl;ata,gesor the country1s d.evelopment •
. Foreigll loan:J to l~rQan le1 8a now total $88,7,0,000. Further details
are in tho'COW1~ AssistancaPaper tor AID lo\;SD 4S9-H-oSl, ium~x II A.

* l"1n!'~ Repo,rt or J~l'1e 30, 1967, Tables VIII, p. 4" ," 6.'
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Exceptthrouth tho'government, Ie! os, particularly thosoinKorca.,
have been less successful in QrU\ung savin8,8 out oltha econorv.
Both AID IZ.nd the host g6vernment should 'eYtplora pollcl me,asl.lres to
r.c.l.ka .dOr:les~ic investr:ents, in I cr 9s. tlore uttractive. '

, . The KRB,tor m:ample .. throl.\[.h Deoembe..- 31, '1967, h{~ received
onl-¥ 209%, (\,;204 billion) of its funds in the ;('orI:l ot sarlngsdeposits
and 205~(1:;2o1 billion) in debentures 0 The ll.B, '.8.9 orDec~mber.31.
1967, hc.d tot~l deposits ot h1506 billion orSS% or its total .
liabilities, aud' net wort.h.. (Further"'detailG' on, the KRB. ··are in the
booklet, r:f:RD, Its Functions and ActivitieB 1965no) ,

30 leI B~Jit~l £ove!'nment b2,ckin~or ol:!7ornh'.~t\n oft~..n better
£Tl.£Purii~~rU:1...2:r~i!.ze~;:;·sti.c-~"U!7-17iththo taX pot::er the
govcmrrLC'llt Cal .£'orcesom<3 dOla~stic' aavi~s the.t othe:n~se \'-Tould
not OCCl Jl·o 1'hese increo.ental savings con bo invest'ed .tlu"Ou.eh ·the
lcruo in projects that are ~ortCJnt to thecountrY8s development.
For EOOl!"4:'Jle,' .frc:l1954 throuBh 1967, the 1mB recelvedrrom the
ROKG 62 p':l"cent. or all funuS oricineted, consisting of l~300 9 billion
or 38 percent in loans plus W1904billion 'or 24 percent in paid-in
capitaJ.o 'The r~dGr.of thei'unda provided 1mB \/aG largely, loans
trom COU1'LtCrpart furAso·. ·The UIB, on· the, other"hand, \':h1ch\~a3 oat.
up in 1962 or r:.uchlater than the 1mB, has relied principa~ on·

. savingo deposito as a 50w;-ce or, f'undso,

40 !Q!!~-:!]itUE.bstl?llt::i.~ 8 outs2:.SL~~histo.nc~0,

, Consist~:zyt, l,.d.th the leI Os potential it.:portanca in a country's
dc'\tclorG.:~(!l'itJ a. great deal or £inc;llcial, technical, and training
assist&l1ce is need~o . .

,a) Financial' - SUbat~tial finanoial asaistance should be
, l110.de available in the' form or 60ft loans. 'The U.S~

input in Korea has been. ~1.~5million in Qollar loans
plus $9Uo4 million in counterpart fund:3o . :)uch tid

, should be jUdiciously'L~'ti.ni5tcredso' aato meet ~\lD's

,and the host country's obJectiveso

b) Technical assiatance -Tho continuingeervices of
financiaJ. aclviaors trom AID and other public or private
oreanizations1a essential to the aevo1o~ent or the
le1 8a 0 Such technical assistance should be cormnensurate
"dth th13needs otthe country' as' wG1l,aS ldth the
'requirements or tho leI 0 'l'hiD teohnical· atJsist£U'1ce .
cbuld ba ,financed eithor irOt1 a.n IuD loan to the 101,

UNC:LA::S5IFIED

John M
Rectangle

John M
Rectangle

John M
Rectangle



urlCLA:iSIFlEO ' s

or 'frC!!1 an AID loan to tho host £overzlL1()nt tor, a
, l'pac!w.gan o£variouo types of tochnica.l aGsiot'4l'lce~Such
adv!sor"J service:) shoUld bepritlarily concerned ldth
instituticnaJ. develor..ment~a.Tld.not juat concerned with tho
1t;~cm&ntationor o;perational, procedures of\ ,approvilll; AID
sub-lon.noo ForexmnplG,7 ~ecauge tho XRB hat) profited from
the U08. assistance, it nou requires only limited and

, teJ1eral guidance~ Toe f1[B~ hOl';over,hao'beenles8
successful and needs £mather teoh.t-Ucal a!Js1stance~ (For
!tOre dotails, sea USAID/Kos recent PiUt on the ImprOVed
Banldng' arAti Credit Admin1straUon ,Project~) -', '

c) Training - Participant tr~W11ng should pret~rab:q
involve noton13' acadmm.cinstructicm~but also seminars

,end on-the-job tl".ai~~g \-D.th anoth~r leI ~ The lattor
" sllouldtal,oplacain 'thesaIns geographic area, where
, cor&tioI13 are, often more cotlptUOable --and l"e~~' -applicable.

AID should alao atriveto train all levels of personnel, .
1n~lUCling senior lw.nagernent, in order to build. a stronger
toundation end Duperst1:~ucture tor the lCI ~

50 In rs~:;~t::.~!Jlg_!~t::l:L~'lJ._d.2.y"a~..9rJ'~nt,0& an leI. AID sho',ld
.:J.,S.',olt Cl.9.s:2J.~~'Uh.:LrpI 95 on~l1?Jf'~.ci.e;n.Q~o AID oUVlt to review
con"t,inuoti,oJ~- tho leI Os activiti.fia !ro::n the at~dpo1nto1" profitability
and rin~mci~l.l EloundnaS9.92S \-:e11 a~( ~he contribution to the 'development

"or the eC"::lo,~ ot the country ~ Spe,c1.t1caJ.J3, Jror~ ,attention ehould
",'be given to: -, (1) overdue and charge-of'f ratios j (2) internal: o~eneo
ratiosJ a"ld ,tj) the eeonov.d.c impae"c of tha proJects~ , or course, it
must be recoe-,j,zed that it tdU be eooier tootresB these points
tdth lCI Os that. are D.o~ govern..t,ent cQDtrolled~' (Further details '
ar.e containr,,;d in A.To Kearney & CODO final report or~uno .30, 1967,
Apl'";znd1x C, concorning m1.BcellBneous ratioQ and measuring oporat1ona
0:£ the NtH; andSect1cn VIII, tor an aesoaoment of the KRB'o'
contribution 'to the Korean econ~, ~e.p1tal otructure, lend1ng and·
Sua.rantee Q,Qt1vitiea" ar..d acJmLnistrat1ve act,ivit1es an~ Op8Z'D.t1n&
reeultso)., ",' "

Attachoc.l aro 'tltl..\·t,~Lst:Lcal data on AID10 UDo1DtanCG to DB, MIS, and ltDFC,
&0 well AD '4 P.t\K cn AIDOu technical aDo1otance project involv:l.n£ 101 10.

USAID/X :I.e 'no\'1 pr()pl..ring tu:-~her oubDtent1va cc=nonta concern1ns
AIDID Q4Ulut~ncG to Koro~uo IOIoo~ ~~oDe additional concluo10n0 ,~ be
tor'v~t)u to IJ.U/.~ td,th1n th~ I1UXt- two woelUJ,

I I

\,

Inolosure I A/S

mlCLASSI~"IJm
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-INFORMATION ,FOR SPRING· REVIEW ON ICI

A. Description of the Pro.1ect

1. Country: . Korea 2. Name or ICI: ','Korean Reconstruction Bank (KRB)

!. ,. Class of ICI: Public 4. DateestabJished: April 1, 1954

5. Initial Assistance from AID*':

Loan: 489-A-007 .
Date: 6/17/59 (authorized loan) Amount: $5,000,000

4/12/60 (signed agreement). Kind: U.S. dollar loan
.Project: 489-26-920~618 .

. *Inc1udesdollar loans only•.
. "

6., Does theICltakeequi~y participation?" Yes x No _

. 7. Capital structure of the .ICI as of 12/31/59:

KRB'Capita1'Structure (In Millions ot Won)

·Paid-in Capital
Capital Surplus
Earned Surplus

Total:

8., SUbsequent Assistance from AIn*:,

1959....end

.197 .

141 .

338

Loan Date .f .. AInount ,Kind Pro.1ect

489-H-042 8/19/66 . $12,000,000 U.8. dollar loan 489-26-920-662
489-H-052 5/17/68 15,000.000 II If " 489-26-920-667.I

.' Tota1~: $27,000,000 . '11 If n

*Inc1udes dollar· loans only. .;!:
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. 9. Capital structure of the ICI at end o~ latest fiscal year
(1968): .....

KRBCapital Structure (In Millions of Won)

Paid-in Capital
Capita1'Surp1us
Earned Surplus

Total:

10. Status of AID $ loans as of J~ 1, 1968:.

1968-end

19,918
'1,498
6.577

27,993

Loan. Sub10an Approved Issued L/Com . Disbursed* .

4S9-A-007 $5,148,743 $5,000,000 ., $4,285 ,038.15
4S9-H-042 8,975,337 . . 6,000,000 .' ~

4S9-H-052 -
Total: $14,124,Osq $11,000,000 .$4,285,038.15

'*Per'W-224 (status of LOan Agreements) as 6/30/68.
Includes loans (equiValent to $2,000) repayable in
local currency. - ,

li. . Interest Rates: .'

Interest Paid by -KRB

AID Counterpart Fund
Other Government Fund
1st and 2nd AID Loans
KFW Lo~

3rd AID Loan _
Industrial Finance Debentures;
Time Deposits '
Other Depo~~~s

.' Interest Rates
Per Annum. (%)

'2
- 6...13

5
,5
-6

S
14.4-25.2
1-12
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11. Interest Rates: (Cont td)

Bate or Interest onKRB Loans (%):

" .
At Present'

Capital Loans:

'To be amended and
!trective Jan. 4. 1969

"Basic II Industry Loans
Loans under 5yrs.
Between 5 to 10 yrs.'
Over 10yrs.
1st and 2nd'AID Loans
KFW Loan (German)'
"rd AID Loan' ,

Operating 'Loans

7.5p.a.*
12, ) ,
11'",,'~ ,:'
10 .. )-",::

S" :j"
1--,

S"
10 '

18 ( "

12p.a.**

20

Not changed
II

II

18 tor "Basic ll Ind.
23 tor Others.

*Electricity, coal mining, shipbuilding~ marine transportation,
, public works and waterworks (applicab1e6ri1y to governmental fund

loans;,) " " ' ,

**Electricity, coal mining, shipbuilding ,,~ndiron & steel industries.

; Size of Foreign Exchange SUblo~ns

AID: 4S9-A-007: Up to $500,000 ,", " ' , ' , '
4S9-H-042: $100,000 to $l"OOO;OOO)No more than fifty percent
489~H-052: $100,000 to $1,,000,000) or .. the. AID loan funds maybe

, used'<to finance sub10ans in
Other: m(German):Up to $200,000 ,exce,ss of $500,000. ' ,

KRB 'Loans' other' than Foreign Exchange: q

......'- >.... . -...- -...• ,. ... ~.

Size of Each Lo~

(1) Capital Loans;

Up to 65%ot 'total project cost. . (except foreign
development loans), ' "",

, .
(2) Operating Loans:'

, Up to, 65% of workLng capital requirements per
turnover period.

BEST AVAILABLE COpy
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Formal Criteria for KRB Loans
. .

The priority KRB gives for financing has necessarily been in
'accordance with the development efforts' of the Government as

:' l'eflec~:ed 'i~, the successive Five: -Year Economic Development Plans.
:IRB attaches.priority to industrial projects in thefo~lowing order:

. (i)

(ii)

(iii)

;Those envisaged in the Five-Year Economic Development Plan.
"

.Those complementing or supplementing Five-Year Plan Projects.
,

No~-Plan projects producing essential. goods •.

The' eligible projects are further class:lfied.·.based on a balance
of-payments contribution criterion•.. The highest ,priority is accorded
to export inc;iustrial projects, which are, followed by import-substitute
projects. The projects, whose production ensures a high proportion of
domestic raw" material· 'use and, high employment effect, are also' given'
high priority. '

.. '; *
From a ;Legal point of view, there is virtually no .limitation on .

what projects KRB should support, as long as the projects contribute
to the development of· the essential industry and·the needed funds are
difficult tO"obtain fro,m other.financial institutions. In practice,
however, there are fairly well drawn cr!teria as. to types of industri"es
to be supported, eligible ~ize of projects, ratio ot loan participation,
mining industries and some limited projects in tertiary industry. small,
enterprises are excluded, as' they are supported by the Medium Industry
Bank. ' , .

, .

As practiced by any sound banldng ~nstitution; KRB takes the
following .factors into consideration be'.fore.~;maldng &r1'1 loan:

a. *tional economic bene.fits.

b. Technical and financial' soundness.

c. Protitability I and

d., Quality of, management~

" ' j .

Once a deciaio~ is made to extend credit'to a project, KRB suppor~s
the project on a full, scale.~B p~ovides,manager1aland technicaJ..
assistance, .as the occas10nrequires.It also extends guarantees 'GO
olient enterprises to .faoilitate' their bo;rrowing from other tinan(jlal ,
souroes, when this is feasible. ,In additiQn, it occasionall1 provides
worldng cap!tal loans to ensure,' a full and suQcessfuJ. operation of the
projeQts supported. " ' ; .

, .! " .' ..'., .. I

~ i.e., according to Korean legislative provisions.
qFt;TA'I/'lt-ABLE ,COpy
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Summary of 1mB Loans

(as or 12/3i/68)

(InH1.1. of Won)

Sector

Capita1Loans
Number
of Loans Amount

Operating Loans
Humber

.or lDans ' Amount

Total
Number
of· Loans ·Amount

.Agri •,. Forestry
&.Fishery

Hining

Manufacturing ,

Construction

'E1ectricity& Gas

~ Transportation &
Warehouse

.. Services

Total:

1 70

201 2,871

687 ' J 22,753'

3 442-
131 ~7,042

215 6,258

52 3,256

1.290 52.692

2

16

379

4

1

1

!Q.l

"621 3 691

1611 ' 217 4,482. , .

,.9,74h 1,066 32,499

-, 3 442

1,615 135 ~8,657

128 216 6,386

12· 53 3,268

13;733 1.693 . 66',425
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KRE - Loans by·Type

(As of Dec. 31,1968)

Account Title

Local Currency Loans

FX Loans

AID sub10ans

KFW su~loans

Others

Total

Government
Enterprise

Operating

Capital

Private Enterprise

. Operating

Capital

Total:

Total
Outstanding

IDan (In' Thousands of Won)

64,·118,700

2,278,412

988,127

.1,290,285

27,649

66,42,4,8U

'29,872,729

3,888,726

25,984,003.

36,552,112

9,844,073

26,708,039

66,424,841

.. /
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"'10 'C t' t \ 1 t 't ~'''l -, &tl! tl ,~., I·J,.!.·Cl~ ot-n It,rp~\r JL:;~:; ~.....co....··--.,;;o_,.....~.,;.;.~.c.....)t~.,;.,;LJ~u;...;J ~u........

Unit: ~:on

• Count(lrp\:~rt ,F\md
l/:).:ln . (}~,,\nt- ................... Total

1).11,0

froAC
iln.3 J.:lzcd

CI"1<;62 10,012,,617,419 2',526~266,309 12..5';B,CS),72S 4/1/G2
01 1963 2 ,..,for.CO "'0 148,aJl"..616 2,475,334,616 4/25/63;' ~~:) I ;; , Q,,.I
CY 1961.. 2,25S.. 000, CC·O 2,258,GOO,C,OO 3/2/64
CY 1<)65 lCO,OOO,COO . _. 100, CL.'O, 000 4/2':J/6''; ,
·CYls,t·6' - .- -'CY 1967 2,025,090)000 300, Ot)Oi000 2,405,COO J CCO f.~/25/67
CY 1968 -79.1,.£99..tQ.?Q ~ltDOO,c:~ 10/7/60

Total I .ll:..!tg? ,1JU!12. :l&2~,100,9?,j ~J:f..9..t ~JgJ":b4!~

B. .,r....t:\:Ut.l 1n'(1 I ~{, ....;r. 'q .. T,k11.,.1.. • ._ "'~ •....•
~. ~....~
CY 1963 700 ceo coo' 795,£l48,C73 1,49S"ZJ..S,S7J 4/25/6')I , ,

CY 1965 750,000,0.;.0 - 750..(00 ,tJC-U ,4/2(;/6) .
CY~967 - *50Q:t9CO!oeo ~J,C(')Q.&.Q~2 4/25/6;> .I

1'Otlll, .1',1%50 ,QrJO ipo.Q bm',81,8,.w. 2,74I) , ~!,.S.a:ll.

c.
CY 1r;67 2,025,000,000 -

'* Crclit i"rc~ ~liD to RO;\Q. HO'ro{~v::r"rQpJ.yu.~nt r...(';Kd~~oc.i.~s to HID
liill' nr....t, b~ rvt\Ll'n~J to .Alu'a cc,untt":l'l'art, Q~coUi:1t.t but to tha
RC:·.GI~ 6,.n· c1ccc\..nt.~

BESTAVAILABLE COpy
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Position and Functions of the KRB

The KRB was established in 1954'as a government-owned, development
bank to provide the financing needed' for industrial and agricultural
rehabilitation. The KRB, as a major source of long-term funds, grew
rapidly and, as of June 30, 1968, accounted for 22% of all loans and
64% of all long-term loans made by all Korean financial institutions.

As of December 31, 1968, total outstanding loans amounted to
66.4 billion won, an increase of 14 billion won over the preceeding
year-end. About 45% of the KRBts loans, as of December 31, 1968,
were to Government enterprises; these were principally capital loans,
which accounted for 80% of the loans to government enterprises. The
remainder of the outstanding loans to private enterprise were also
primarily in the, form of capital loans, which accounted for 73 %of
such loans. ' .

The KRB supplies the major portion orrWlds, both long-term and
short-term, required by the government-owned enterprises. Approxi.mately
one third of all of its loans is to Korea Electric 'Company, a government
owned electric ut~lity company.

The KRB is the largest single guarantor of local currency for
guaranties issued by the Korean Exchange Bank on foreign loans. As of

, December 31, 1968, the total outstanding for all guaranties amounted
to 147.2 billion won.

The KRB is generally regarded as the foremost long-term financing
institution in Korea. It's management, in general, is considered
capable and competent.

There have been several significant 'changes in the operations
of the KRE since 1960, the date of the first AID' 1o~ to this ICI.
These innovatfons are as follows:" 1) the is&uance of guaranties ·for
both domestic and foreign exchange loans; 2) the increasing reliance
upon equity investment; 3) the shift in sour<;e ot funds from .
government loans to transfer-of-shares of government-owned enter~rises

to the KRB as paid-in-capital in lieu of government. loans; and 4)
sale of debentures as proposed in the 1969 operational program for
the KRB.

Addit~onal information on the background and functions of the
KRE is found in:

j !
a. Capital Assistanoe Papers for each of the aforementioned

AID loans •.
b. I~eport and Recommendations on the Korean Reoonstruction

Bank",by Arthur I. Bloomfield, August 1960" p. 7 ff.

c. liThe Banldng System in Korea"" The Bank of Korea" Nov. 1968"
p. 11 rf. (copya.ttached).

d. Reports by A. T. Kearney &Co. on the IRB.
s. SaoulTOAID A-234a of 10/7/69.
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IliFORNATIOH FOR SPRING ,REVIEW O~: leI

A. DescripticD of the Project,

1. Country: Korea

3. ' (ff~'~"s' ot leI:, 'Mixed

2. Name ot leI': Medi1l,mlndustry Eank,(!~rIB)

4. Dat~ established: August 1, 1961,

5. Initi~lAssistance fromAID*:
Loan; 48~ - H-040
Date:'-'6il'3 /66 (authorized loan)

8/~1166 (signed agreement)
Project: 489-26-920-659 '

AJ:lount:$5.000,ooo,
Kind: U.S. dollar

,. . . '

*Note: 'I~ciudes dOliarloans only. Prior to authori~ntion
,ot the $5,000,000 l~an in 19G6~ AID bad provided

,So tota.l o,f W2',24G million to the NIB (equivalent
to approxlrnutely, $8.3 million) in th~tor~ ot
grants (W796 million) andloan~ (Wl,450,mll11on)'
trom counterpart :runds'~ .,' '-"fr"" .",.. '" "

6. Doe'S the 101 ta.!{eequity pa.rtic ipation! ·YeB.__ ri'o_JL_

7. Capital structti~e·ot the leI as or 12131/65:

(In 1,1111 iOli Won)

8io
254
154,

Paid-in Capita.l
Reserve
Profit

8.', Subsequent' Assistance from,AID*:

6/28/67
·Includes

$ Amount

3.000,000 u.s.
dollar loan bnly~ ~o11ar

, ' Increa.se' over
~ " ,

..,5,000.;000
Author1zeu
6/13/66. '
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9.Capital,structure of th~ICI at end ot latest fiscal
year (12/31/68)~

'Pa.id-inCapltal
Rese~ve

Profit
Total: ,

(In JllllionWonJ

1.760~
516
104

2,38,0

10. Status ot AID $ loans as of July 1, 1968:

Loan ,.Subloans Approved IssuedL/Com

4a9-H-040 $4,5'89,481$3.103,000

Disbursed-.

$485,936

*PerW~224 ( st'atus of Loan Agreements) as of 6/30/68.
, ,

11. Interest Rates:

Interest Rates paid by MIB on· Borrowings: , Interest Rate(%)

Borrowing ·£romth~ Bank or Korea
Counterpart Fund
G6v I t ,.Loans .
KFW LoanfGerman)
OECF Loans ( Japan) ,
AID",Loan .

Interest Rates paid by MIB on Deposits:

Extra. Deposits
PAss Book Deposits

. NotlceDeposits
Ne~Ho~seboldDeposits
Time Deposits--3 months or over,

" 6 rt ' II

1 to 2 years
National Savings Assln Deposits
Installment Savings Deposits
Nation~l Bond Deposits

3.50 to 26.00'
2.00
7 .00 .to 23. 00

,5.00
5.00
5.00

Interest Rates(%)

1.00
1.80
5.00'

12.00 ' '
1'4 •.40
1.9.20

, 25.20
2~.20

15.00
5'.00
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Inierest "Rates charged'by MIB:

Banking Fund,Loans
Oper~tion Fund Loans
Fac11ityFundLoansto·Exporters

" . " t6 Other~

Coope~atives Busin~ss Fund Loaris
AID Loans
KFW L~~ns (Germa~)
OECF Loans (J~pan)

Size of Subloan (foreign funds)'

A.l~,D. Loan 489-H-040: Up to $200,000
KF~ Loan (German) : 0 Up' to $300.000
dECr Lba~-lst (Japan): Up to $300,000
OE~F Loa.n-2nd, (Japan) : Up to $200,000

Formal Criteria for MIB Loans

'Interest Rate(%)

2.00 tc> 28,,00
18.00
11.00
12.00
12.00,
8.00

, 8.00,' 0

8.00

I The MIB set up its lending policies as :rollov8 in'
accordance vith the gove~nmerit's general policy for
development of small and mediumindust.'-ies: "

, ,

1) Small and' medium eutreprell"eurs,vhoare, engaged in
the business of mining, manufacturing, andtranspor-
tation, either vith 200 .mployees (300 in the case
ot mining and transportntion) or less~~rwith,total
~ssets of rio m~re than 30 million Won, are eligible
tor MIB loans (~xcept foreign funds, for which
eligibility criteria ~reestabli8hed incid.ntal to
l~plementatlon ofgoverninB l~an ag~ee~.nt.)

2) Size of Loans:

Fa~i11tyFund00

a) Export item manufa~turer:Up to,W10 million
b) Domestic item manuta~turer: Up toW5 million

9peration Fund

a) E::port item manufacturer: Up to WlO million
b) Domestic !temman~facturer: Up to W5 million
c) Overdra~ts & Commercial Bills Discount: Up to W5 million



4

Small &, Medium Indu'stry Cooperat ~ves,

~) Within t~e limit or 10 timespaid~in capital

Local Gov't & non-profit organlzatiori

a) Up toW5 million

Other Natural & Juridical Person

. a} Up to 'W 1 million

3) Prior,ity is 'given in the following order:

.8) Export industries
,b) Import-substitut.indu~tries

c) Industries producing raw material nec~ssary tor export
and import-substitute 'industries'

d) Labor intensive industries
e) D~~elopmentot machinery industry ~

Sunimaa of MIB 'loans. by numbera.nd, ':~mount.' and by industrl.,
(as ot 12/31/68)

( Inml11ion Won)
Number

Industry or Loans ,Amount,'

,Mining 153 453 '
Manufacturing 15,652 ~4,200
Tra.nsport a. t iort. 239 ,354
Other 1,868 ' 1,013

-"',

26,0'20''rotal 11.912
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AID Counterpart. Assistance to KRB; I-fIB & lIDFC

Unit: . Won
I.

Countel'J?!rt Fund
lDan Grant- .................

A. Korean Reconstruction Bank

Total

Date
ProAg
Finalized.

CY 1962. .10,,012,,617,,419 2,,526,,266,:309 12.. 5.38,,883,728 4/1/62
CY1963 2...326,500,,000 ' 148,834,,616 2,,475;.334,616 4/25/6;
CY ·1964'· 2,,258,,000,000 . . - 2,2~8JOOO .. OOO . 3/2/64 .

,or 1965 'lOO,O~IOOO - 100.. 000,000 ·4/20/65
CY 1966 - - -. Cy, 196~ 2,025,,000,,000 300..000,,000 .~. 2,,405,,000,000- 8/25/67
CY 19~,a 70),000,000 -- 703 ,000,000 10/7/68

Tot/U: 17·425,117.412 ),055,100,925 20 ,400,218 ,3!t!:t

B. ~lum Industry Rmk

CY:196,3 700,000,000 795,,848,87.3 1,495,848,,87.3- -- 4/25/63
CY 1965 750,,000,000 750,000,,000 4/20/63
CY: 1967 *500',ooo!000 500.000·,000 4/25/63

Totals -1,450,000,000 1.225,848,8'0 2 ,745,848 ,S73

c. KOrea· Development Finanoe Corporation

CY 1967 2,025,000,,000

- . ot.' -
,* Grant ~om AID to ROKG. However,- repaymentlnoKG"ioansto }rlIB

will not be return~d to AlDis counterpart oQcount, but to the I

ROKG's ow Qccount. -
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Back.ground, of' Medium Industry Bank(HIB)

The MIBvaa established in accordance with the Medium
Ind~stryBa.:c.kAct of 1961 ~nd began operations on August '1,
1961. "The loflB was esta.blished to, meet the :financing
~equltements of private small and medium ~ndustries. The
MIBActo~ 1961 was' amended on December 31,1964,
&uthorlziIigtbe MIBto introduce toreigndevelopmentloans
andtorelendproceedsotthe loans as long~term financing
to private small and me'dium industry. Tbebankhas its
hea.d office in, Seoul and forty-one ,bra.nch oftic e s 'in twenty
three 'principal cities throughout Kor~a~Thenumbe~o£
employees ,as ot Sept ember 30,1968 t .vas 2.191. Aso:f
,Novcmber3l,1968, the total loans arid depo.itaof all
bankirig institutions amount~dto W347 billion" and W422
billion, 'respectively. The ~IB, as, o't "samedat~, had.
totalp,eposits otW23bl1lionan,d total loans of W25billion.'

. " . ;',

Further detaiis a~ ,to .~he org~n1zationt managem~nt, and
functions of theMedium,Ind~stryBanka~ecoritained ~n the
eapital, assistance paper ~to~ AID i~an 48~-H-040, beginning
on page £ive. Additional details are also cpntained ~n the
booklet "'The Ba.nking Syste'min Korea". \

As o~ 1966, small and medium~iza bus~n~sses iri Ko~ea
numbered a.bout' 2 5 ,000, making up 98.2% of t,he total number
otenterprises, employing 60.7% ot' the total number of nm~

~loyees in'the mining, manufa.cturing Bn~ transportatioti'
industrie s ,'and produc ing46. 6% ot the total c.ombined 'olitput
or all milling, manutacturing,and ,traDspor,tation industr tea.
The MIB, asot September 30, 1968~ had loans outstanding to
approximEJ.telylO ,000 'different borro'\lers. The MIB 1s the
primary source of long-term and vor~ing capi~~l loans for
smalland,medium size businesaes·inKorea, and has been
designated by the ROKG as the principal, institution to
promote exports by~hese companies •.

For additional information, not e'the Ca.p! tal, As s.i stance
Paper tor the AID loan to MlBand Seoul TO~ID A-2348 of
October 7, 1968.

)



~NFORMATION FDa SPRING RhVIEi 01'1 I CI

A. pescription of the Project

1. Country: Korea.

3. Class of leI: Private

2. Name of leI s Korea Dovelopment Finance
Corporation {KUFC) .

4. Date Establiahcd: April 20" 1967

S. Initial Assiotance trom .AID*:

wan ': . lJ.89-H-051

Da.te: 12./1/67 (authorized loan)
1/31/6,8 (signed agreement)
*Includea dollar loans only.

Project: 489-26-920-666 .

Amount: $5,000,000
Kind I U.5. dollar

6. Does the leI take equit;r. participation: Yea x lJo__

7. Capitalntructure or the· I cr as of 12/31/67:

KDFC.s Capital Structure

. Government Loan (Quasi-Equity)
Paid in Capital
Retained Barnings

Total

s. Sub:Jequont Asf3i~t·a.nce from .AID: AID provided on January· 201 19681

a totnl or W2~025 million to the KDFC in the torm of a loan from
counterpart .funds. . '

9. Capital structure of the leI at end ot latest fiscal. year {12/.31/68}:

JDFC's C.?pital structure

Government Loan (~iUasi-Equity)
Paid in Capital
Retained Earnings

Total:

10. statu~ o~AID $loans a~ or July 1, 1968:

At the end
ot 1968

W2,025,000,ooo
1,.350,000,000
543,127,~

CO~illuitted:. l:one Disbursed: N6ne

John M
Rectangle
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ll. Interest RateD:

'Inter-est Rates paid' by KDFC

1,SItD Loan
AID wan I

Government loan (Local Currency)

Interest Rates charged bY lOFe

tlon· Currency lean
IlFJ> Loan
AID Loan
Government loan

Size of Subloan

489-H-051: $50"OOO'to $1,875,000

Interest Rate (%)

6.5
6.0
4.0

Interest Rates (%)

20.0
10.0

·10.0
10.0 (Interim interest

received on deposit
of undisbursed
balance of £overnment
loan.)

CreditPolicico & Criterial

1) XDFC will give due regard to the Government's general economic
plans and policies. Priority isgiven1n the following .
order: '

a. Export industries.

b. Import-substitute industries.

c. Industries producing raw material neceas8.17 for production
or export conunoditea and import-substitutes.

d. Indigenous local industrieo weh have spec1a1advantage
in comparative costs and potential marketability in
foreign markets.

e. Participa.tion or assistance in the turn-over or the
Goverzunent-ov_ned industries to private ownership.

2) KDFC "Jill make investment decioions only on the baf31s 'ot sound
investment er!teria and standards J and 'Will provide financial
assistance only to those projects 1ih1chare financially and I

economically sound and technica1l1 ieaaible. Special attention
will be g1v~ to the a.bility of rJ.n:lgement and the prof!tability

of the enterpri~e.
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KDFC will not provide financio.l assi~tanceor leso t~an .the \-lon
equivalent of $50 ,000.. The maximum financia.l COmInitmcnt in
'Whatever form, including lOJJl, Dhare ca.pital or guar.::.ntce or
any combination thereof, that KDFC may make to any single
enterprise ",.ill not ey.ceed 15% of the total of KDF'C IS p.lld-in
capital~ free reSCl~es and govornment loan of 1968. .

KDFC ~dll nc~ commit to any single ·cntorpri~e in the forn of
. ohaI'c capi·t,al morethf.:m 10,; of KDFC' D p:Lid-in capital nncl free
reDcrvos. 11.100 J tho o.[~::recate equity invcstm~nt at a.ny one
time \'1"ill not exceed the total of .puid-in capital and free
re:lervcw.

Surl!UU'l 01~ KDFC LotlU5 Out~;tandinr.~ by IndufJtry

Industxil

Textile

Number of' Loans

2

Altoun~

¥f~60,OOOJOOO



AIDCounternart Assistance to mB, l«B & KDFC

Unit: tioD

Date
COlUlterpart Ful1d _ ProAg

loan Grant Total Finalize4.-

A. KoreDn Reconstruction El~k

CY 1962 10,012,617,,419 2~526,266,,309 12,538,883,728 -4/1/62 -
CY 1963 2,326,500,0'"00 -l48,834,616 2,,475,334,616 4/25/63
CY 1964-- -2,258,000,000 - 2,,258,000,(,)00 3/2/64
CY 1965 100;000,000 100,000,000 --4/20/65
CY 1966 _ - -

_CY 1967 2,O25~OOO,OOO 300,000,000 2,405,000,000 - 8/25/67
cY 1968 70J,OOO,OOO 701 ,OOO,()()fJ .lP/71~.~

Total: 1Z..Jt.?~7,4;1.9 .It.Q.5.5,100,925 - 20,h80 , 2l1hJ.!.~

B. !fedium Industry Bmk

CY 1963 700,000,000 795,848,873 1,495,848,873 4/25/63
CY 1965 750,,000,000. - 750,000,000 . 4/20/63
CY 1967 *500 ,000 ,000 -500,000,000 4/25/63

Total: ·1,450,000,000 1,295 ,8J~B,8V 2 I 74iJ S4B ,87~

c. Korea Dave1op~~nt'Finance Corporation

CY 1967 - 2,025,000,000 - 2,,025,000,000 . -32/30/67 .

- -. - ~- . -'

- - ~ .-* Grant from AID to ROKG. HOviever"ropaymentROKG loans to 1-lIB
nil not be returned to -AID t s counterpart aCCOUJlt , but to the .
ROKG1s OhU account. .
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Background oltha Korea Development Fine.nce 'Corporation (KDFC) ,

The KDFCwas establ1ahed in 1967 with the a5s1~tance or AID and
the International'l'''inance" CorPora.tion ,(IFe) ot the ,\vorld &nk. The
XDF,C was.foundedlargely ,by private ,interests as a private development
tinancialinstitution tor~assi.9t"in the development or'sound productive

, prl:vate enterprises 'in ,Korea.. ,Thia intermediate credit inatitution
{IOI) 10 ,designed to 'achieve this 'foal b7 'providing capital' in the
torm' of. loana andequi.ty_~ve5t.mep:t an4 by furnishing'managerial ;, .

, ,', " "and technical assistance
to'prlvateenterprisca ~ - The ROKG' "favored the formation orth~ KDFC
asa supplement to the existing, linancialQources availablo to tinC!.nce
the Second and succeeding Fiva Year Plana. ' "

At the present time, tho principle sourcea of long-term capital tor
private ,enterprise in Korea are tllO banks, theIo~eanReconstruction

',Bank (1mB) and loIediumI,ndustry, Bank (ltIB), "'nich are both,' owned by , ,
the ROKG (KRB- 100%" MIB - 98%). , \-Jhile these banks have contributed
~igniticarit1¥ totha growth ot theKoreanecono~ithecapital needo '
of business continue to grow. The KDFC is expected 1niti~ to
8uppleIJlentthe KRB and !{(B as a source of long-termcapital; hO~leverI

the ,KDFC is expected gradually to become one o~ the ms.'jor sources' ot
long-term capital 'tor private enterprises in Korea. '

The IFC has continued to support KDFC. by subscribing to its, cot.rr:lOn
stock. ' Additiona.l assists.nco has been raceived' frotlpror:d.nent b::l.nldng
firms loca.ted in the t1ve leadi,ng trading countrie:J (U.s., U.K. ~ Japan,
W~ Germany, and Italy) represented on the KDFC'o board or diroctors.
Tho total capitalEll'ld lons-term loan 'funds provided KDFC trom tho
above sources has ~ounted to $22,500,000.

,Tho objectives" ,functions, and policies or. 'the KDFC are turther
described in the Capital Assistance Paper tor the'AID loan to this
ICI; Pro-Ag SBa-SOl501''December 31,1967; abooJ:-J.etent1tled l'Tho '
Banld.ng System in Kore~ll, pUblished by-the' Bank or' Korea (coPY' attached) J
a Project Appl'ai.aal Report recent~ submitted on the Intproved'
Administration 01" Ba.nld.ngand Credit Project (489";'15-750-588); and
SeoLll TOAID A-234S 'of October 17, .1968. ' ' ~ "
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LAOS

DEVELOPMENT BANK OF LAOS
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l)o~u t~'3 ICI t-':\hQ<;~~~'l'Y p~~t3.~~~,ntio:n?

II'

l!~\ll~,!ty p~l(l byRLG ~~tl

. 'lir:\1:!,ol1n1 n~;~~.~ Cjl LBOJ
C~o~li')n~,=oi"lc(l: nLO•.

F%'t\neo, li,,) +D:)Fosl~3

(i~=lt:~i~3 (lepcrJi~o·,

l\ip 5, seoo 000)
RC3e:rJe

Total

l~J.p 2~f) l\~illi1}.~1 $ = ~!1~ = $ l"OOO,Ona

109 " m ""1£11 - 73" 0 !iOO."" 4'J .,~ ,0"

'.' ..... ...... ' .....

36 Eo/i
"." . " ~ " tt.

t, = a Is·o,oeo,

- ........ ---
J(!p 465 ~J1il1!~n 10Q1~ $. 1.937, ~OO

Dato·

$ ~,800 p .... ":'..!lI.~ .... A,r:""·....t rr:l~""\~.~.cf"(1 l~\ rr·"I".l1-. ,
....... ~~'':,...'J'•.'·''''.41.i ..~ I.. "'''''14-J"t;.~ ~ ~ ':,.}J .... :;.~ (" :.'

2 p'J~oc:;:)~~l

January 13, 1969, $ 202,000

.. " " ~.. ' ;.'. . .

1.,!O~~J C-:::::rc~.ev fo,:: 2 1"',:: ::~,H~,
L'C:?-:~ .Ft.;:7.~.

•.•. '...... "!.", 1•••

..' : ~ .
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·~v1an~3en'ion~ Co;:nmi~;t~c v.pp:rOVC3.Q Di~cc;~:)r tJ3.l\lD iso'U~:J l:)'::!;~':l::

n"Uthori~ing In.:'..!"#. sJ':1nattU'O :k'P.d agl"Q·.:)m~j.'~t to' p3.:rii::st t:ri?,ncu1t C'.~

lOiJ.Sl. funt1sv/1.i'Ch \vi.11 be llscd as p~~~Ualpt\yn1.cut (\7l~h bozl"ov/t):'ij
eql.1ity)fo~ F'i.1icJ12'.se ofl~)IP(C!P) Con"li.j;:...~dit~~;:lD fc-:r ir~.d\J..~t%i?1 .
p;roj~~tbeiDz \u~~1~~C.a!~eno

I T~ ~,:l1 l;S.l\lD lJ '-);::' .
· Pc;t"iotl l'1tl.t~~bo:... ·o!Loa!,.f~
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Lcng:!:\3
EquiF·~~·znt

as

J\1ochanizcd li·~."'!"";.l'J!L..~onnP~oi(.:::ctae-.I." _ ..........- .........~...'~~'......... _~ ......~

of
Sihc/loan is not specl!lcnlly p!'cscrit1cd but in cont1:o11~d bV·tj";:J..~)!.t),

\1ith Induntl"ylo~lloo

Crlt(n.4i~lnclu.dc:.t19(:hD.ieal r0viaw and a.pp!,c-,l~l Qf the e~t~!prn~~Jt ...
r cq'Uco ted; ':.:: :;.:~~'~.~.~~_._:~:.:~~~,~~.=-.:::~~::r::~~:..~~~'~~::.~~=.:~:.:~'~:: =~ ~:~~~.:.::~:~~:=~:.~.:.".~: --:' ~~~ .....~..:.: ....~.;-~ :..~~.' ':~-?:~
t.rC:::~::J2;:::;L·S2:~C}:~:C:;~·,·.:.· ~~::::s;C~~.:~~.::··:·:'~:~2,; ::;::;.:~;:·~:~~i:.3:;:~~~::: :.-:.'~ :~:..~.~ :.=.~:~:~ 2'~~~'~:: t::·;·~· ~.~ ~j:Cv in J.i: to .
proposed ~£P.·icl.1.1t~t.~ulp2...ojetr:t sitcts) bytc~m{·:QmpO--$cd of 2..gl.. i:::·;,tl~;~~Gl

andcquiprncnt technician'a an.d cconomi8t~, s-:.1ppllcd b'l U tl l'-lo,liS..t"l;!l")i
ltl.G ~illnj,~triesandD:01..} to ncsu:;:c txutb of stj.:tor.a·:n.\t9. tV) toh.\:~-J s;j,tco
and val1dit)9'of p,,"oj.oct proposnlo .

The im.."llcdiate objective of this fO~ln oflonn i.o to in\:l"I~U~'~ rJt:c
·Pl"otluction in Lh.os eo as to rcplo.~¢ imP01't3 a}:ld S:\<tiO .£o:i.'~l3.t1 (.;;::,.!!l\,tngo.·

No toano havabccn istl\:~d y.ot boen....'.Jo crl~'J:r!a andtc:;l~.;,lcnl p:-o"~c<1\n'e3

reql1i:t'c£O'l'lnalization bynmcnrJn1Cs,lt to P:-°OJI:?ct Agroenl:~:\t ,-:;htr:1l1!) 1;:71 f':':·o'....
cess of acc;on11'lichrncnt.
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.The DBLis the (1::.1y fi:;~:J,r:ci~l hlvtltution in Lao;} Bct up to p:ro'.d.cl.c
indu:Jtri~l loan.:; Clf m~;tJil,:un and long tCl:l":n.. Alt:loughlcGi'\lly en"\Fc..~>c:;ed
to un.dcrt::.\l~c aa:i'icultural loan~Ji H h~n co field n1/~cl1()uioJ.nor B ....·~.!.1<:h~8. .
to cn~.blc C;os{..}ccnt~'/~t\vlth ?Z;t-5.c""ltnral aztl-~d.tios, !'.nu haf:i no:'; cnt\~~',;;d

thinlcnt;11n0 a1:c:\in ~!lY volurr:t:~o '1'lv~ US...-\ID fi~)t).nccd .AD1·iculttl~::r.. l
Dc'·clC'·);"'"l0. ..~t. O"'!I·rt .... ':"·l'~·.,....,t;on ( 1\ ,-.(',) 1],.'\"" ... no:,'"" £.... ~·\'··l C"'C r ]l't ··')...c..·· .....) i"n

• .,'j ... -J. •• J ...... c,. -~.J~"".""~'''-W'\ -~ ,.J.l. ,_ .\:,\.:> ".'t., J. .•~~ '"""--""\ ' ....... r-- liIo ·w··lo..· .. ·

t ..· t 1- - "'1··.,- .,' .~. I .·.","1,n'llo"o c;..,...··"·l·n r " ""'··""~~l·n··' of· "n"If';" '~'~~""f"l::t ~). ..\n ......... .., ,;,.l1nlD .•y p.:aI,.J •.••••._"l. ~ .:L ...... r.Ll ...~ L ·.l I ••• ,·....~....~. 1. 1;) ... :."l .... ,"__ ..oJ,
ptFnps, c~c~ l'l.DO deeD l';:Qt .r:o'.,,:! flD.anc £) tl"~.r.;tO!'tl, \-.,hif;h ifJ th~: l·c~"~r;f.)n

£0:;" c:o):~)~aU1li.C t1:....:: 11B1... Incit~~3t:J~Y I..c:~n :?'l1.nd to include ~.loch~.l:'.i~;j~d

Ii'c)'l'"rr1.in,,j 1..0':\\10 ";,rit:h US.AID £ir:.:,~iJ,,;·;;.i.\l !HiPLjO:L't•

.A long st~'.nding Fl'cnch e~edit fo~~ Nl;" 5,000,000 (I,-ip 242.~ l\/i.U!i~ln)

f:rC'rnC~5.f;G<.: Ccnt:\'tilc de Coo[JcA'~LtioIlEcono.tnlql;;'~ (eCCE) h~;d !:o~nr::tiJ1ing

on 31 Dnccru'bcl'" i 967, l':ip 1390 ~ .r.(£ilHoa of o;l,tntant1103 :.n,1b ....lo~ ..n~ lOl'
~c,.j~'·1..."'l0nt -:'\!'1''''''~'' 'of t',,\t::'l ""'} ....1 1··.... :".I" ap'''~·~r.>··' t·.,. t ..."."\,:;~ £.....:11 \'I'"'1"1'''y 0 ....*" ~J-;''''I'''~4·''·.' 0 -4, ........1,;~~ _ .\._>-' s::l~~ .,;,.;;,.J•• ;,..l. i:... ~~.... :;.I. '--' ,A,·,"·:..Ioao\l;,l' ...,s.; r... • 1 1-

huxast;:tl'Ch~~:c type dtCvclopr':'~I.cnto The pAtodcccc'cor to DE 1..1 (Cx-c.clii:
NGtional L:\o) ho.d co~·n.~nittE;d mc·st of its cg·n.ity al'ld loan lund[J (pltio~

.t6 its coo··..l';,::n·sion to the r)f.jL) t::. Utillt:.1.;;t.; ~lld l:n!;::crl cntcj.·p~i?oso Thol·Ci'O:rC,
thQ DI)I.~ n:n.~.ot ~l."cly on new tl·.nn5.f"~1"SO!ct!tlity fsoln RLG Q';l'" !'-T:.:.'ti()n~.l

D ~·..,..,,'·· ~'~"l" ~'l.,~\t" 0'· C ...... ··''':lM ..',"'ltU·:t d~·"'1' ... ':"l·;- '"'C'''C,·P,",,·~S to C':"'\'"Lh!n. lOt to fJ":"~':"'I'''''' f~'\"':"" _.~.....~, ... ~...., ..·......\.Ju L..Io ...... ~ .A..•1_1.""-.4-1"'...:...... --t:'~.:J.,.""'''' _•..,~..\..... _cUlt U ~ "'.-.-.... -.. _".. ...... ~_1.04 L,_"

o'.vn ClCCO':.~nt . i!ldllCt:l,.·i;t.l~.ct...h?;'~~:::::J. '1"hC1"C£l"H:C, its f\":nclinc c~.~):J.bUiti;,)£J .
'!'\"'~c not ..~t·~"''''''·a,·,-!'i~l -I·... :11·#. 1'·- c ...·-:n·.. .f·~ ...... l·n"·' to "'1""1"- 0""" 0"·11"''''· f'J1~·{1:·'·r....··:,C·I·U·'.·,...~c'"',~ol.. ~ ~~r.J~" ".,..."... ,,,,,..i' I.,;,j .. "'.'~ .... j •••• ,-... -lo'.....& • ",,,~, .11 ~ <..... ....• ~.~ J. .• _:..; I.' _~

OOlnCfJ ti'C o:r [o::olzn,Ot,ch as US/AID In Inihtstry I.JoanI'·l~!lu.

'1'hc J)D1. c.fiOl't t'J p_tt~'nct clopo3itsfrorn the p1"ivnto acetol' h, ~onti1~uh~!ij

in lo'w k.::}-0 Tho h~~:vy l'l~!ianc() on gold by the l~,!.o public (hc"'",....·rJipiT)io the
· · 1 d ..' .. t .. ' d' ~. . .. 't ••p:\lnClpa (1 ...:t·.ll·~1·~~X .. ·OJ.'~'1 ..~l·e::\D~ oavL~g3 ilt1.,~•••:.: aconscq\.\~r..cci .~.L~ ln~lc.cUl·C

a ituatioll 0 Also t11c goncral public is not yot nccustoLned to the usc cf bell'lL
clopooit accounts.· For e:l:arnple" in !nid-1967, the cornposition of the
lnoncy supply \-vas:

Cll1::t'cncy in circulation appl"oxin1ately

Priv~te o,;:,villgs deposits leas than 1~h II

Thel'"cfo:!c. th,~ c!!Q:;,·t toatt::~ct dcpozits (po.xticu.1nl"ly s;?'''lh'.gs uccO'..\·i)tS)
m:;\y be ('::.-:.pcct~::1 tl) 'b:.: slQ\~1 llt 1~n3t \1~,1;il p::rc~ent aecn~ity p:"()1)1~n1:J h0.:;II~

b0cn oohtcd.
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Ii·'1::'·1:·t':..:(..:~ i,:.fo';;.·ly!~'..tl(,jn .cnny b:J o'b~~\~:'~':Jdri,:Ofn :'.::.1 attn.~hi-':lC~1~ to T0,i\lD 1\011 (,I
(1 ......·~ .." ~/141/t r. CI·l";"l~tl "t.') ~it.;C" .. p" .......... 0'" ·CO~~~1··1' ;on or c:',·l....... l·l """~'l'-~"'~r"0\.0;"::.1. J . or {J\.). ~.Ai.... ·... • I ......J".·..... •..• J.--,~ ,'~ ......... ~ "I.- ")~ "','- .\i~ ..... .,) .... J

J...03.:\ 1i'\~!1d v/lt11in tho De"V;)lQp~n:);ltD~iiZ.!'t of l~~oa II by .A::V.J lIND l"in0.:'1cinl unc]
Inves trncut Ad·:.,ieo:r.

'I'h0 go~l in to S~.li?po.:'t the clc':TC!Qprnentof' p~·hn·ity p"riv~~;~~ ccct-(.\:-;'
. , ~ . . d ...., to·· t: • to" ... ~ . l' to.
lllr..u:; ,,7~'lCS a~t1· D1CCL1:J.DlZeU lat'~:in~3 c~),~;ro1i..·lX~'.l:3CS ,...:.l:l'Ol\g.aln.t.i)1."(UC~I.~~.~:-:~~ Oi tll'2

13l:i 1. by cor.t.tl"ollcd la'enl !;1:"\.;:,;;,ellCY lc:~di:.>.J d~siGn~d to (.\rH3'U,~·C to.1j';h~.:\:i.::i.\l.

£ino.!l.I~Hnlo.nd.tnanagcl·i~lf:c~~;:.ihiUtJ 01 :lr.:U·1i'~ica Co'.s.B;'ztcc1;c.nd to 1:!~;.'V'e}.n~~ tl~,e

c~l~::lhaityorthe l),~·,elo:?rn(".:nlcDa!;!co.r L?,09 to 9c=ve ~.9;i:'1terl'·..·lC{Hr.::}T i':J:;
.l1evCl0i.')t11cnt f,,;.nds to 1~~i·1a:;.~~ ~cctQl·e1,1tc:;·pslsCD, and d{,r¥cloping the c0p:'.bi.li~:y

of tb.e DDl.f to t~!.\dc:·tat:c p:l'<;Zc·DsiQn.al nPP~:i:\.Jsal or lQD.n ilpplication.;), ~v.\d

cff\:~ctIvcfj\.'.p~r;..'i:JionL.1..11c1 cc,~lt:1:'ol (>f lonn p::o,jo:ts.

In:t:.e~t 1: .P:rcvin ion of COl'.ntct· i,at·t l()c~lc'.ls.'I·cnC~{ th:C·Oll;..;h the
in\:~A"~:nccii<:ll'Yof the Dovcloi!n'icnt nc:\:::~h of 1,uo~, Sp~~~ial F1.'l'\U 
Ii:ldu~)tj.·Y l.<O~ln .FundQ for the p\lr~JOGe c! f.in;~nclng !OC:JUi to aIoJi,}Z'ovcd
in,\.?us tl:ies o::r.nech~n!z,cdr~r{(:.5.ntjcutcl"~I'ises~,.':Jit1l tho (u.·cc(n:~~i.Uon

t ',..,t '.~" ~..,C!;"r. 11' '. -.; 1 'h":l'~ " .~·n '.' ~ 1- ot" .,.,! n t" • '\~ ·1 f;.· t'~"',:._~_ l.JA O.I.C~.;,Il_na oan ~1?L"J. a ••S0. S.o:.• w ~)~.Cl.••n1-.{ 0 I w.l.... CCJ1,,_ ...ca.. .. ..1.:\ .•1(...}..:1 ...

~nd ~~(1oagcrlZ1.1 fcv..~:d.billty of the lo~n projccte

L'"L~B.£L2:. 'ro support th~o,,~gh the DevelopnlCl1l: ~onn Fr~nd Sp·~cinJ.

li'u.nd - Induot~~y IJca:a.Fund th~ i~,dt!$t:ti~l t~;.:[f~ta D~lectcdbl the U5A:UJ
inc.1u!3trin.l tlcvelopn'i-ent PA"'og;~n.rno .

'rn:~G..£t 3: To <1c~;,~<.'lop th~ cn.p41.bilit1 of t1:le DZ3]... to !n~k:: p\'oroo~io:"1;\1

tcchni,=a.l und flnancin.l f0csiblli~y::,\pPl'i:1.iaalGoi i~.d'}.::Jt~i~'\l~~.;:::'.I] n),och:;~~'lh~cd

fm·~~l loan applicntiona.

T~x'~ct 4: 'J.·o ':lGoiot the Di)14 in attainiu[; thOP()3lu.:l·~ or C),'3 i~~·~1~1st:,,:i;).1

iln~)'i1cin3 intcl"luc,Jin4'y thnt\';ill l:\lcrit the c07J.£iclcvco ~nd aU~'lJol't uf n,c
ii'ltcl'n~tioJ.1=:\l lendinG cOlntnunH;7_

UNCL/..S~lF!El) BEST AVAILABLE COpy

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



TO!dD l\ ... 130 - - '/

;.
.: ........

1)1~C\\3 aion

• rJ'1.1C Inr1 u· ...t~y I ........ .,.,. 'r,·lJ,~·:l ~o""'l-l;"'("o'L'" =-\ c .,·:-"" hl ~r :'\O""J~ of p L·Y~~· ..• c·\ ~"~ :'~1... .1 ~ ...;1.), .. ""'\."..~~ .J: .... .-..... , .&.4,.. -.:J1 _ ..... - _. • - .. \.--,..., ...... ·1 ""-.'. .. $ ... c.._.., <'-a.:'-'-'-'"

b}r rcql.lh.-ing C·:r..:!ity CC·:;.~:::l;:'n~~~;,O\\ (lr bCt".'lC~H-3('~: ~nd "-101~ of th~ tG~~\J it:~;t!BE:t'i:d

p;:oj(;cto Thia {nrlttln:::; c1o::;~ n~'~ '\.:~~n~."l1y ~l~u'';:J up ;in the V:·j), \:"lccl,unHn0 0l thr!
I:~~~.,r'~-ry 1 O"~'" F~~~':ll''"'C;:~F':r1l ~'~""" ;''1(-~''·!1·:-~'l·:l}·l·;::t.,..~ "pr'i') t~'(\l-~' rU:'lC~"J 1-'" t""'" I~O""l'~~<&-....... \o,.Lo.<.J., J ","";.06. ~A.'" 1.; _ ~'tJ _'-J __ l-\._ _ _ ~•. ... J" _ ~ .t'._", "", _ _.J. ..

c~nlb~llh; of their ch('.l/~c {(~_o3o t1'~I~ DU:lqt.\c l,ucvl,~ng, Vicnti~ne). IIo·/."?"!lC~.:.

t .. Jr:,.;.... • • '1"' ,-" ,. 0, 1i.lC O"J:cc Ie J.3 17100J. ;t;jat,;:,.on (u cntn;·:\ 0

Also~n5DiOll io at~c.'inl)ting to in'~n-~';:' th·~ r:I:·L to otcp \1P it~ cal.np:tl:J~l to
o.tt:t"~ct savings depo:J1to. 1\ l~t~Cl~ frol~ USAl}) Dii'oc'to-=, to the ~,'Iir.list~1' of
Finance (Cho.i:l"n1i7~nof nDL BO'l~·(1) ill t1"e Sp:i'io!j of 19(~3 p:::opotH:1 in".;r'~:l.:)ca
in C:4'cdit intcl:cst on ~.H\.·vi.::'!.r;3 n,C;'~C:1.~.nts ~:J a t'ne~nn of utt:;,"nctitl2 dc:.-·;O~it8. Tb6:r.. (~
h~.o thiJ.3 fair been no :rC~POl::90Q i:1 P:l!'t b~c"'1.·u~tc e~~ p:::cncnt lC2~d C~ig~1g on
c4(~clit intel'cst is 71:'Q" the discou~~t r;:.t~ of the !'~~.ti()nal n~'tl1~ of J.r~o:.J.

J\leo .!\flssion pe~'son:~olll::rv0ind.v.c~d ce2"~~.in £l·atG:rx.~:\16ocietlcBIn
yicnt.to.ne to pl;:lce avnilnblc !U:lUO h1D::1L zClvings ;''.CC-:r1..1~.ltS.

~1iosion ,vill continuo to acsiot ~s possible '07ith f;DJ. .. p~o.!:noticll of ~:;avin~~:

ci~c(rl1nts0

.l\1..i.l.·~,~et iutCl·cst- rates l·;,.J..l1ge bct';:vc~;'1 Z5~:~ ar.:.J 4:J~J iil Vi-entin-nco CO:l~C(~1.1c:r.i.~~:t

~nly S!lO:i"t: tcr...n \l;e~-s can ~r£Ol'J it. Th~ USb!:!) lridu:;tl"¥ 1.o~n Fund in O:-!C 0f

Ic·.~ uvailable c~C!Git sources for inuu.Jt:ry and 111~ch~~nc~~d f":A....i....lill~ I1cvcJ;~~.~'::~(:~'::.

lJ~.-"l.l\ID t):tO[~'r~-1::c it~ n\.\~):)o:.-t of !);,:io~ii:'if inductl-ic~very ca~e.fuUy, C('l·~>:i.·cli:1~ti~·t3
• .," •• -:.. • • r" 1·:~f" l .....~~.T.r •

'Wll:11 PInn Co:n:n1991011a ivlio1Sf;:(y of ~:,.,.<."t.~>~·-,1 ".~ &:.ih;·~..:n!.I. ~nd the i)l-rl.. __~t~.&_....&_ .._~_ , _ t:

:::cctor _invcritoJ:'s int~~cctcd in t1~~ project u~dcr conaicl}ration.-

Is cot1sidc],":'..tion given t,:> the CQ;2.'"l·E._:;,·~~Hvc ~('l'rl:.H".~~i_iC of j~;.~~~.!:~~.?_

Gu·)~:.ol'tccl?--.....----
\~/itl~ tIle al·rivnl of the Inr]\.1st~i~1 E!1Ginec? ut'ld the closer S=::"·l:t~:-!;r

of inc.1u:Jt:;:·ial p~ojcCt5 to be SUiJPol~ted. an ccono~~)ic in.put ·y·,ill be rcquL·~d to
as:Jcs:J tha co~:np~raHve aclvantn{~c or ir.uu:;t::ri93 (~nd !J~c·:11.,cts) to c·~ d ·:"lcinr.8::;"
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A po::;itio;l ot l'?1duntri~l ~~o::'on:U.'Jthas be~~ rcque~t~dto"~lo=l; ni.~.\ p:-.i:: 11 y,;i~jl

the Illdu.strlal J,Dngj_tl,:;~? nO;-iCVa1". in t.b~~!)3Ci:~~of t1:!.ia po3itic":'''l,c~.h~~

econonl1c a:-"lalj"sii3 bp~At ~;;111 b~ s~licitcd f::cm o~l'::~~-S.AlDB~n.iI ~·COO""'lrCCD.

A GC~l1ri~:ios n~~.:thc·t <1oes not apP~Q.r feasil~!e' '\'1ithia th~ rOJ.·c~c~~bic

f\ttu1'c.·

j
Yc~. tljii:i io built i~ltl) 1.1.1e fe;;',;:~il1!J.ity stu1y Ioj.- a project. lIQYi;\.~vei.·.

i::'~lpkHnent~tionisc};.tl'~mely.uillic'\111:bc<:av.oc c.£ tJ-::o Dcr~:'city ofq\~~t.li!iccl

10'::n1 personnel.and the low ~d'l!c~~if.).n~11cvelof tho citi~oZ'l~.

(a) Tll~ i)rojcct haa just cO'::''l'll.nc1\;zcd L-;.~plcr.n:r~n~ation •. Only th::,co lO:-~11~

h~vc been ~.uthori~~cd \vhi<:h ~l'ein EJUp;)Q3:'tof:tho l03ginZ lnc1ufJt1"y. L\ CA"i~:i-~c~l

na:"cllthe s:u.1vancClnont of the 'iJo·?d ,l)rCutlcts induZlt~y. Thcl'efol'"c,it is. t;,}o.
cal"Iy to jut18~ project ·acbic7ClllC!!.t. . .

trot yet. "because gon-In tu\.vc recently been rcIorlnulated.

t:B/\lD lndustrlal dc.yc!o:;>mcnt pl"ogram is coo~cllUt'lte'dr1.111y ,:jiG"1 C!~ llLO.'
and thclt~tiust:ry J...oan F\mcl. is an i:a."llplcmcnt~tiontoolof the in,=hts~'Y P~O~=~l.

In thi:; l"C~~)C~t, the objcctivC9 ai"e vi~tual1y.idcuticalo !io,;;;eve~i 1::1 t:~J. :l1C~n~

of dcvclopi:,.g the rJDL. tlle.e is a slow rcspon~cby the 111.:0 to t1!{~ P::"-0r>03nl to
/ raisccxcdit i::.1·~erc3t ceilings. I-Iowcveri the nLG is eloo 1·esp~n~..;i"7~ tOC1C

s~,.bilizatiO:'lprOr;l"atll p~oI?oscdby thclrltci-nCltior~.o:ll ~·.·!onctU4.·Y Fc~d (I};P) ~~.f~'l.i,:h..
lin..l!~3 t1:lc ·volu:T.1~ of lO:lnn btlscd Oll clCpODito to 5:::':;,; of the dCFosi';o i;ll::',::t'.~lo
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't.-.~~.~.,,,",,,,'...' <"''":''~~ •• T .''''''~ 1"" ~••·~ t ."; ,.'\., .... ,..~.~.., 'i~ .... ,..,'"'1'\ b n ··'t":"l~-1 ···.,· t 70 'fi~,ntJn.. IJo,.~ •. \",-, .. n , ~J."ln.1> ','..1_ L~O"/r-,,.,· 0 ... i.J ... '- ....._~l.)' ~ .. .A:J.~ •.•y _ ... <~.tl ....\ J'I ... ,~twl"'~ -

ll ~·t:1 ~':! ··A.·"·~ ..'n-l· ~..'!.1r'.. ':\ ~•.';.,,- 'c~ 0 .,,..·.,.. (' ~n-· CI·'n··)·) · t· t·1-,· 1r'7 (D~jL) '"1"1:.,:,
~'W·(.v;.:, c.." i..:.J. ..... C"}.l.... i,l.} ~~,;..~_(..~"' ... '.,.t.:... " .:.....;...:.. .• v ....~\.,.;, ,,''-e1. ~ ': ~ .., ...- '-' ....'- ••... 0

J'-sian DC7CloI)1n.~:1tD~r~k io nc;'..Y 'C\.1r.:~.r).p:~'Ci;'i.g ~.:a c~onon'lic <!'Cvolr:'pr~1~~:~t :Jtu:;':,'
... i' 't .. •. (. • r"'· . , ... J1 :t • '. .t: - ~ .• #... t"l D» J ,. • .. .01 ..:ao "lCI~.':l;lnC ··.laJ.n il Cln\.:. V/l . C(>Ol·~.:Ln~,~c: C~J.l0':· r,.B \711.il 'no ~ ·,-Jt Vhl'L·~.il l:J

rJT",ol1.1"';nrr "\CO.... ':"\h"'~·':")~r<'.-r. ,.i" ..o't'or ;--, .... f"'-::· .(0'"""0 .AD;" S~"1-1"r rrr.>-'~" "'rj"l~n In:""" lc~ ..1.. ...J_..,".........4\.~ """"' - ~:.J. ........ _-.i.. "., .. '" J.=..I~ ~ .L ~j., U .. f.,..~ ..... ,:-", ,..J .,~ ..'"tl~", "'·'\-"'-'''''0 I. .... ""). _ .. ~ ~,-.."

t ..')l'~DD £1::'''~l1c1.o.1 0-= tcch~i~ul Dl.tppO:l.-t of DBJ..,Ol· itap!'o3rar.ns. The l·CFui:.:.~i!;:.. ~:.

a9 rill Intcl'iXlcdio.:;:-¥ of the DHl, v;iB p:r·c)h:.,\bly C:ctcr;-;.1inc: IDHl1 DH~)l.';O:i.. t OJ.'

1l0n-~.;u.;')·J'J~~·t 01 it:q" .

r.. ·t" 1. ·.o~ :tC)~:1

U5.l\ID, Platl Con~n"1i!J6i.on~nd Mi:nint:ry o;/i~"c'onJHl'l fJclcttiD::..l or
l!'i.d\J.Ctl~i::'l.l ta,~·gct:s VJ:lll r.1cte:r.n1inc t!.':'.o induGt::·y lO.:1.np:~·ojr~ct.l) t,~ l}c fi!~,~'u:=:cd

tlu'oush 1)111: 0 In clue cou::asc Wh::-;'l .DEL J.o,).\1 fl,lUds bC~ODoiC C!.(k!:ll~;,).t.e to (;:i'.ablc:
.cuhS::~I.D.tlo.lhn:·.cline PI'ogl~",n)Z" t1~!) l(~!HJcrfl.G lr;:Z\l-nca frfJ.i"":..""l t1'leUSl\ID 11".~1n~~tl·Y

1..0i211 E't~j:r1 VJi11~ it i,; hoporJa €n.::..ble the DI::'l~ to ndhc:rc to devclopr,u',)nt p~:ioJ.' ~ tic;::;
~l'ld to apply'oo1Jnd loz;.u app~:n.i$C'.l i?::oced\.'l.~·c!J by 'l.dc.~u~to fonr.;ibility nt~:,dicn.

TL~_: .::{l:'.:l"i:::! critcl'iu c~nphani~e p:rh:lr.:.rily o:tP0:l·t P!'cd'v,cj:n~1 int1t:lstxicG
~H1t1 iU'llJOrt aavinJ h:dust::ioD o Thcoe p:::io:!"ities a;;-c cli:.'cct{1d to the 1"c:d1.~c~i0n

in the tlcn.cit in tllc J..,4'.0 hn.hulCC of paYl7'lO~1tso

-:I'hi') ;n~y be c:,,:pC'ctctl in the nc~r fu~t1~:e to ·l·cquire p~rtic'.\l~l" c~;or.:.o;:.r.d.c

':-Ll'l;).lYDi~ to cletcl"~·nAl'lc. ill Cl choice of p~o::;pccthTC in~1t\::;t~ie8. v/:li1.~h or tho
t,;,vo c1."itcriJl (e;j~Fo~t 0" ilYJ.PO:;:'t stlustitl1tio.n) pl"or.ridco greater cch:1c""erncnt
in the l'e(1uction of the c1o:n~U: in 1.:;).0 bv.!~~cc of pn.y.rllcctO.

A rcl~tcd C:t'itCl~ioll concerns to the l.~:JC o£do:1nentic J.°aVi rnatcriG.I:J o

'I'h!::; \7~O fo!1o'.vocl in. the c1cci~ion tc) COl;.c'~nt~~to ib.·st on the rleveloi):Hcnt
of '\7ood products int1uot:rico, \vhich in \lucloT\'"/UY.
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l~o~i~~rc::'. C~O;lOJ-n....-: d.'~t:-~::::::::::~.1:·1:::.:r~~ a c~r~~~ by cc.::;o L~.:;i;) "1S11 P."} r..e:>:-l-.:.::J ::'1

. - ~ 1 l.- &0 - ",:,\1 ,£:;po-""-;.,_· l ']- ,...·,n~ ., ~ -11· t-
n~::~~~l-.:"1!..D s;;~ C~"J.C:l ... -: ~ :..• ;. ;~i·~,· 'U ';h_.~) ~;.,;.;~~..... ,..~ \""/~ ..h•.U~·I':•. ca iV.) .\\}.:'S:1.

01 C~:i:a:C11t~.?tio;nof th~ In';.:1-;1t)t::!n.l E~~i!:.~~r. tU}l'/ly a3':i"S.rp~d at i=\i!;t.

Th~ c~"itc=}.r.s.·n:l'C d~yclop~d by cC'~A.-t{,lll!.n~lQ1\·bot\vecn USI~~Oo Pl~.:':l C~mn,_h)Gl-:~

and i\1ici9t:tY ofN!'.ii.O;l-~l l!~cc·.1.,(,).u"y.

(b)

US..l\IT.,) plan::; n. nu'7.lb~l' of nt'.:dtoa o~ !'H!\~!.1t~.:i~~ fc:.\.olhiJ!i;t 0-:.:'0:: the
J.,\c:~t fi-:;.·c yca;:.·so . The Dl~l... \7111 rccoi~Jo th·~ b'~ll~rit· o~ tl~cse f;:l'i.i.\l·~a.

( e) J.\:r~ the f;echt\J.~;lt PTHl !i."1,·:\~~l;.:J ~~;;~U:o~·li:t.t\1').cl rn-'-,i "'PND nppro1~';:i.;'.tc
.. .~ _.___.-...r ~~ ,~....,......,..,. -.........-..,-......-...... ,-...~ J • •.. r" ,.,.

4.\ud o:::~:ocCJ.1!'~';.h! am-\H1:l -:1? .
~""'-'__"""""""'M"'" ,.".t,~.~-."'...........-...,.-.

DBl~ ullov/o' tJ~.AID czito;clt\ to Q1;l~~~.t\ !orth~ Special F\~n1 ... Il'H1uut1'y
_
"_c~_n _'?~:::._'_ ~ ' .... ,..T~:.~ ",..,... tSn-~""""'~ .,~ .., -!!~'"'~.rtno·f lntr..Clv tc""l P.!lY.1'" fJ·'I"""Inpi.,l_ _ _.. ;.. ....... _.....: :--- ....... "''''do.,&...: ..... 1..,.~ ... tJ ""......... ....,. ".II'.. "'~~~.... _ ....1 ." J, .. s.~ ::.......1.-. ." •.... __ .•

fccioibility otU.~lC5 ~h:\t ~A'C in.tended tO~SSU1:e t!lC (>p~irn1.1rn. CM.:"t:O or' DU~~~:C:;3
~·C)'t.· T,,""'''l'-t''''''''f' 'Lo!"\n P""'O"r1oC~'S.......~4""~~f.. L· ._1 (.........A, ...'\ .~\.: .. .,- 0

';1,.' ,. ~"', In'~' ., 'I.' Q. ,..,,--: ~;",,":,,~. , " 1,·1':'10J.;!,.~.n::l.~\,;t_ .. ,... n .. -.!...t.. ::c ~ ";~" .\.n..o.l .) " .
c:. ..~-.-..-6. .... .._.• ......."....... .-...~~.~'F* ~"'••

.:"

ne (a) and (b) 1'10 co:rul"'1cnt.

'l'hU!3 fu~ USJ\ID f~~1~cd technical ouppc...t ~:;.':":.bl,')a d~rJ·~l':)r:.:l':;~nt

:; ("!t' ("~ t" -"',...... 4-., ~.. • l'3 • ·~f····· 1 ~:t' ... ,.'c· 1 pl4)e ~).;~~ f~:"o··tn~~·p,.~;"y L~·""'~·""r·,", ~""0_ LJ U .. l ~ .c,.~:~>t. !.l".... l,rtl.',.. 10" .la .Ll .. t,.:..J. 1" " -.. ~..., '\l,......._ ... <4.,; ......""~ ", ....... p~ 0J,,-,C(,... _

It i~;-' ·'~:···~:i.~(lt tl·aiuL.~3 fo~ DBI;,p~rGon;}elp~o."lccd in T1:;:A.~1\),·nd by cu~·

Pal·ti~iP:;;4t'T~ail1ing pxogra:n.s ;y'ill creato the c~p~bil1ty irl D3L to c.fH3u~e
aclcqu<:ltc iin~.ncial planning' on lonrl' pl"ojects.

(c) Is t)i.'.lo.n,~e. bch-::cen SCC1}.:'t,'lt.., I coll7\tcrn!) t'.~d 5"t1.::"\~.,1t':?!,~nc1. ~:.~I':""'"
~ •.,..~~_ •.•~ 11 ~••- __-.,· \.:~ _ , .,...,.,..~_ •••~~~ ..",.' ..t ~.,r .. :.' 1t ~-;-. • ..·t· .• J ....

a~tl'lijtio,9 fn~\~i3factO~L?'
..................... •......'Ilt~....................N __ ..

Probabl:rnot. bec~"!.l.Jc ~11J tcnUC\lrJ c10rneatlc 8ccu~i~ £j.!~~~ :·1~:1~;:1. io' :;·-r·.'~:-c(J

~lU1.cl"encob}r r;·BL. to thei::- rcq~:!i~cri1.~n.t 1:oi" coJJ~tcral iOl' 7.00~·~ c1 !~:\";1 ~~!X:V:ll:'·~'i~.

;.:Tc:~'~~ to T'\;:~"!-lCC c'."'llJ.cto::,,~:O. r~·1'J:ll..(~;;;~t~ l~:'.vc ~)'(,:.'.!'tc'cl in the: r::c:ch:-:.:,t~:(·t1

rC~':'1In~,": lO:tn F~OC1"~:l 'lntl n~).y in U.;:.r,;; C<..:.tr.~<:· 10 c:-:-:'::'.'ndcd to i:::.1u:~ r.l"1~11 ~:~t5~v: ~~:tl:::;.
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(d) nDl.. ;,.!lc,:n~;~,~"~0. Q1,,1")0111:C:;'\,ClJ 'S t{~C~~"'1~:~~l :~nd n.~~.'.:'J;)-r-r·~:::,jn.1 P-:'~;·".""·''''':·l'~ '?
~~ ..........~.......,,,....,_ .....,......~•.........,....-....__ v.'~.'''''''''''''''.'':''''''''''''''''~.''''''''''''''''''' '''-'-''_'''''''''''''_~I __'.. _............ ..~_ ...,....... --v.

DD!.. 11~'.i3 in;,·:v:1cqur~t~ st~rf l~C~OU!'CCS to p::ovlda thino ?vIH; ::d.on p::r.,i")·l~~o;}

s\:':::11. o.!3Si8J;~rn~o to !nrJn~t::y L~).:l.n. p't'cj~ct:) as c·t~ul raec;,.~cco po:r.r:nito

l~o f5.:c::~u:c:b\!] ! /3 0; l07~ p:-:njlZ;ct is :r.:C:"l1J,il·0d~ lo:£\n'3 tlGU~:'..U.j" G(\ t~)

c.ctnblic:h·::d btt~.ltl:~rJ~11na:"1Q \V~·.lO iz.i th:ecc caOC3 ha-'/0 af:i8·o~iP..t~d t·'::~!.~J~;JJ.~::

to fOl"rn atlC\~/ CO;:).:.?:J:''-Y' £01" th~ l7;)~n l'l"'ojcr.:to

(f) 'Is H~"3 J.::'.:;.f;1.t;:~;~.~·~l 1".1'c<1 ~:::.1')le ?...- - ,--.-.- -._ -: -....., ..,....... ~....

The IH;L rn,.";\.!\,co fJ. p::oZit bCCn.i7.:JC of. tllC R.Lc;[r~·~ll'ltcd eq\~d~::r i:i'..fUDCd.

11..... \v;-~··'1c-· . lOt .;"'" n rd' ~,cf- ~ .·,~:-·..'~1 .;~' 1·~'\ ...,t.ll··.. r:I n.·',1",.'lr n1~.•11~~lri~ f·"·:·~~ "=",;':ll. iJO':·'·.·.···f."!rJ IOn.-tJ ." .. " -J"~~ _J ;/ ., J -~.;.. ~., "' -...."'· "'" .. _1 L,1'~.__ .--. 'W-.. .. ' ""........ \.

O\";;;.'l nCCO'l1~'lt to In:),d-:rJ,·takot'?~~bGt~;n:tiuJ.l~)~\l"},rJ on i~ ..) c,'W14 ~'ThpA·j,".:rO~·o. j.·t:l

rn.aiu. pU:;';'''pO::iC L"1 t:H~ iOl"C3cccblo ft7'~'.1:)"O vlill be n~ ~Zl intQ:'u'lc<Hn::;r to clh.><:ct
cz~ternall~l·.OCu,:cc~l· itl,.ndo t,) cl-aveloplncnt ~\~tlvitL~:JiliI/~ooo

(a). USj\~ID haG con~~·ibu.tcd to :n'lany' of i,l~~c~r;:·~. .noted t:.DO':JC o !!"'o:..~ tliO
I nr"''''''I'\'1;''~'' L(·y· ,...·7;',,-.~ .u~,..n) .).,..... ·~ .. ;.~1"."1~ n.:. r~ ".. £~..., ... ,., "~ "'r' , .. ~ .... 'l ..,.,.. :r.·ta.-....;-.,;.'.•~~,.._~.....~.. '...\U ......II.~'" ....0;, \,.. fo.;:. ••••• ~lI' -.:;t".~.~.... t .t.'.,i-/~·"""'W ...,,, "1.:-'.... ""vi",J ·"' (;...." ",\,1.:. c:.... _ _,.\_",.

l-C8CU:;:'CCO o The BI.:G 011 s12ning HlC Px"oJ~ct J\g:::r~orno:..\~ ent:?hUshccl th~J.t

the tTSA.!D !ii.1i).7~'lcccl !udu:JtJ.:"y Loan Ii·ul':.d \VOl.,1d o::c.\Oato w,,:1c:t' CI'H:~;:i.~

nccc~)talJlc to U3.l\!Do

Tho tVloostcr:t .P~oCCdt1re is not precisely uC:JclJiptblcof th'3 !.iy3\:0!ll

c~1ploycdby the ILF 0 US_AID, in £~ct~ cl.~~velop~ each loo.n P~oJ:;ct c:~~.,:l

ifJ~uCO fundin[J to !)DL ill tr~.11ch(~s about as needed fo:,,'- lo·~Ul, p::oJ~ct UJCo

Th~rcforc the DDL cloeo not have n'luch discretion OVC~n.Pl;11cr~tic:'101
!un-de.
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(<1)

US.l\ID rcq,..urcs that ILF lon::19 be t.~cd 7fJ~ to fiu"3.n.cc U. S.D()~:.rcc=:1
iud~i.::;trinl 01· a~~·:'::111t.u:t::dC1:.11P£0.2:;!;0 T1:.10 te.:::.:1o t-:! j~~-l~ a c;c....~·;~:~~r
~1~!:ion,1.1·ycZ.fcct t111"C'1':;'l1 L~:1 appliea~ion of lCl:~~l c~~~!Z~cy to t~r.:

p~ocuzcn"l~r.Ltcl p::cd't:~cti~JO cqu.ir:a~u!;nt, .::.~d ta~co~ni-;;-~i~~:Jof f::c~ p:i.,}·~t·~

n1oZ!~y to in.rll,~tl"i~l p:?ojc~to.

The ~icd~p~ocu~"c~n~!:troqm::cmr:.nt 1~cep9 lc~" applicationn \"'Ji~1.in

progra~"ned iundinz leve!o.

" TIle IJ..,1? is f~dodby UoS. T2)U£it Flmd5 0 If tll'3 lo~t.\ p:rogl·a:.)~"""SI'C

freed fron~ tIl? P/O'J/J ticdo"pi.~c:cti.:'en:lent s.-(~qui"ren'1cnt. ~t m!Cllt c::;p~l;d

g:rcatly; but the rl~'ain en "U.S. bah'...s~ce o{pa.y~ncnto \'fJou.!dt~t'.d to iu:c,:oo.oa
iil direct pl"OP01"tion. "

( f) 1-10:,7 c~t.n the nin~linc l)c cho~..tc~~~d? '~lh·;'\t n;"\ ~n" O?.......~_~- ......-.........._..~~ ...............-...-...-.-....,..~.~_... . ww...:.:.....l.:-.~:..::,..::.... •.

m2E..2-ri(;id nEe ofi!~~"~"

The cxitc::riou 'of cn.:rcful lon-n npp=nioni andtl!c lop.n p?a-cc;:\~1ition

thnt fCD-oibility Gtudic~ be co:np!ct';;d iO:l: CctCl1 inch\3trlal lO~tl, [:.~ .; ~11

i::-.."1)Ol'taut ohjc~tivc or the 11.,F0 '!'hc p:rcdcccsso:r of PDl..1 "iri;~o~e(vr

f.)."\I~Y Go7Jic 0.1 thcinitli21 cupital in po~r]¥ pAeparcd invcotrtlcn.~projccto.
It ,\~/ot11d l)c unclcsirnblc ~t p~CDcnt to cl1ar.~c this critcriollo HOVi-ever.
6p~t1in3 tl1C ap":,n:-aionl :!ro~cQo "'V1i:;;hOt\t 6rtcrificiog tIle q"l~lity or feasibility
studies \\fou!(.1. be an 3ccct1trtble nlcn.ns of increasing the p~ceot loo.n isnuance.

,"fhat is the rclev<l!1.ce c! .AID n3~ist~l!co to publi~ "19 p~i7~.tC leI'a?
_ .. • . t'rr .... _ .........~............"...

The DD~L ia 3. puhlic intel·:r.leclia~"yo Under the p,:cncnt ,:-n;::~~:;.·t~i3

:"ccu~'lty ~itu~tlon, it in believed unlikely that n. p4~iv~tc lCI v/o~,lrl l)~ o.':J!~

to find ~J~'lv~tc rinanclal ~Ul)P01·t.
.. ..
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".fhe J_'DJ, j.G an Intcl'rncdi~toCredit !nJtitutlon thnt haa ,nn thrJ,lcg«l a,\tho::iti·
l"cqll,ircd to, ~~'C:"f(')rnl :l.n rl(hninish.·atolD of th~ US.l\IL1..ofln\.'.r.lccc1 Spec·lul li'unc] uw

Indtmtj;'y .Loo.n ;:-und. It prov'lclea aU:Jeful function in theadrf.1inistl~~ri:ivcrol(~

~::; n ch~nllcl fcA.· U"So fundo to pl-ivatc Deetor inc1u~triul ~n<.1 :'no'chnni'~~cd

£ " 1" '1" .nX"·Lun[j< CV~ O~)~'~-:,cnt"

It 11a9 :lot yet dcvclope,d the Dtnff resources to cl'lablc careful lonn api>xuisal
~nd t!lC conduct of technical fCG,sii:>ilU:y ntuclicoo 'Vi~h the ,h~~lp of UJ.."ln
participo.nt t~~inln1J~ itz ot~f ''';Jill probably have dcvclopad th~ CClin\bi1.1tj,r
'toper1cZ'~~~ fin~\.l1.cia1 feanibility st\.1uies in the foreseeahle £U'~u?e. Tbet~ble

of o~flanizntion,,;athorizco Econon-.dot" AgT,onor.niot (or Agric\11",,u-ul Econo.,,~:ll!3t)

and Engineering positions in a TccbJ.,ical .App!:ais~l DrClncl10 The ECO:10;p.ist
position is £illcdQ If the tVJO rernainlng posith)ll.S are at1equ.;,.tcly filled, th~

DIJL capability to pcrforrll techn,ic~..l ioa.sibllity studieo '\v111 bo trrca,tly
cnl1anccc1", ~v!eall\vhilc8 th~} p:ro'cedural ayot.cln in to :rely on loan rcvie'.-I
~y a Tcchnjcn.l COi:'l~l1.itt<?CIlhichc~n d':'a"7'\l~)on othel" ?vTinistl'ieD or :toreign
:::.:;:;lstan.cc a~Ol.\:..:.n (UNo liS.i\!!:" ctco)iorcl~Gincc~lnt;nnd ngl·icultu..r:nl
Jt·ofcosionn.l oCl"vicco ca FoJ,· t1l~ pl"esentD the DBL protection o~:J.in~t

l.'.col·ly conceived projU\:td io thcTe(p.1,iTCl~(lCntInX' 200~'J coll~tc:;:ul sccllJ.oOity
'ZD:" lon.n9iGoucd~ Thin tlOC3 ll:")t ~rH.nJ.!"e selection Ofpl·iority proj~ct:;.; fo=r
0:..,' ,-~·,.rclop ..ncli1:g bu'~ t~lelJZ'lol"ity ocl~~~:lO!l f07F: il1ch'15tric:J is no\'! r.tl~cle b}' eH~
_. ' "oO.. ' ',' " "' ' 1jo..":-;!.on~u ' '" "

j,.....L~n COZ'llZ~11S Slon ~nd;,:1.tnlst1'Y or/~:.CC~lO=":'-lY g t:~8()d 011, l"CCO:'~:"lleL\datlons

!rOY.D. DevcJ.·~.l a<1"/iso:ry an•.} cGHiGtanco Gl"OUpS" .

It iG ho~cc1 t!?a.tth~c:!:a:::nple of DS.AJl)CO'Industl·Y l,oan Fv.nd lo~u appl·nlr;.lal
pl'occclu:"cn '\.7ill be fol1o~;/cdby Ule 1)1.:1.: in future yca:rs in a.pplic~~tio1).ot
tlj,(.·ir resourceG to develop loans.

'l'L,"~ 1.)1),1... haD not had ~n OppoA.'tunity to 0i)el.. ,~tc fully during the unec1:'tnin
politlcn.l and sccurltysituation that h?~:..~ obt~in,~d in J~2.0S since ito 'O:,;·ed~ceGr.o).·~

t~c (,4.·c~11tl~aticlla!c Lno, '-7C:'.S oct upo Ii 01').'ri \ve".c tonniJU;:~',c a. f\!t1.~:~·C si~,:\~tioll
of I~Cc.l,C01J Iv.v/o.nd o;'·~~Cl" ~:,nd l·r..d:,..~tivc .firtanci~.1 stability" tIle IXDL n'l.1f,::r";; hn,\l'C

;:n 0Pi.JOl.. t-\.10ity V) Ucv(~10'.J £in::l.nci~l 1"coourcen on itSOYlll nccol.:nt. To::: HIe:

tL:-\c buin[;o hO·:lcvcr, it ,.;'~~~y bCJ c:·:r~cctcd to pel'£o4'l1l ao a iinancio.l i~~t'J::nle.Jio;,,}·

'. 101" the dl;.·cctiG~'l of. dcvclo~)',;'K'ct fund;) to pl'otluctive Pl:iViltc acctor h:;t~U3t::i~1

and u£jl·ic1.11tul·a1tJl"ojcc tc.
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USAID/IVlardla TOAID A- 131 II

90 Capitalsamctae of IQ at ad of lateat &teal,.. (Dec..3J. 1968):

Lob Acea.,. -ICAX 92-Je. leAX '2-2

492-G-OU

Networtb

ICA ~""'t F..a

Surp_

'12'. 760~ 1140 02 .

Z,!93.fal.IJ 27, 393,§Z6, 32

'55,11'.617.53

100 J Cfnunitttd .!nfa1!uHst

ICAX 92-1 ~'OOeGOO H,70o.000

leAX 92-2 $70 500,000 $7,500,008

1L Intezwt ratee:· ..

Paid by IGLE to AID - 492-G-013 - 3/41

ICAX 92-t 92-2 - 31» if~ in doUan

4'6 if payment 'In 10cd eunilCY

Awzap rate chugea by IGLP - 4-1/2% with 2~'6 guaaatee f __
amount of loan gsazanteed ci

Limit! on Size or 0.. of Leap

The ladustrial Guarantyarad Loan Euac1 (IGLF) was estabUsbed ift 1952 by
agreement betweea the National Economic CaundJ (NBC), Republic of the PhiUp
pinesp ana the tJSAlDo
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USAID/1\tanna TOAID A= u.s 3 11

The Fund wae CftmtGd" foz too pmposa of encouraging the estabUehm.eDt
and/or exp8DSiom ofe~caUy...acunil~n ~nd medium-sizod WusUia~
rniniag ana othGr aterpdses mthe PbWppinea tlat \\"CUhlcontrihte to the
Konomic development of the COUftUyo (Ths world.~defWtion adopted by tho
Fund of a small Md medDtm-siaXl ventunw~ fI.fom mdusUy to mdutry
but~ generally it is OM wtdch his an awmge amount of m.9aets witldn the
category of the indutryo)' Ja 19559 the &action Gf tha IGLF~~panded

to include the making of cptlcDl time deposit loans to comm9%clal bnnkso
Thege .tUneJe were to be sreltlnt by toom~ in thok e!m~tyo t10 C\b~r

approVed by IGLFo

The f'und hu usets m the mnge of '56 mi1J;~ Q.."tQ b l!i8mt5JL'l£d ira a
liquid position at all thnoso .Excess foods are mwmtrotl mGm,"m'nmarlt obUgadoDs
which are readily convertible into casho

The Central BaM efth9 Ph.ilippims admmistel:O the progrwm1) ae agent
of AID/N.ECg tmder an agonemat signed en Jammry 22Q 19650 T'h9 Contral Bank
is paid for its services at the rate of V4 of 1 percent of the highest outstand
ing amount of special time deposiu and guarantees~ tlt.s paricdo

Loan applicatione am _tmUtted t;o the Central &n..1t fo-r initial !':'3viewo

.r..cas and gwuanteas am approved by an IGLF Reviet", ConunitOO3o The Com
~ittee is composed of thzee membam: one &em. tha~1 Bank; ems from
the Philippme ~timalECGIlOm!c Coum:il; mnd ems &em USAllD/Philippineeo
Each Committee member ClUte ·cna votao Tha Committsa has thg respouibWty
for eWl1ulltmg:.appUcatlotrilmil detennUdng mtes of mtemsts to be ebugedo

When f..m~ project mapecticG m ccndumtd by the Reviaw Committe3
membcn.-s or npnseatatives and tbstir obee:l:'V&timas U000 in 'the pro-j~ct amalysJ..
It is also a ZUpobSibW.ty of the Review CcmmittGe to coonW'ate tM actMtiee
of the FUDd with those of Philippfne Govamment long-term !ending agencies 8~,d

with private finafiCSl _titutiOM (meludmg the Pri\Qte Dewlopment Corporation
of the Phi1ippines)q The object of ouche~tiaa9haU b9 t:o maure that IGLF
resources are chiww1ed into broadly divusified p:ojects that complement the
economic dowJoprnent activities of other long-term Isnding ilgenc1eta. public and
private~ with a. view 1;0 avoiding excessive dupUcatiao of facilitiS9 aad undue
concenbation and/or ·CMl1:'C1evelopment in certain industrie9.

are: ;

The ratio of ven~capital to long term fiM:i't.clr~orJmld not be tess than
~wo toth:r:eeo In other wozGap venture cmpi:t1l1 mtl'!lt £M: bo !'n'DD t!'oia 66-2/3 par
cent of the 1<mg term mdelmacbn.eG9 of the r.mtC!3~99 Vlo:rlclng cop:1t&l srso'Q1cb,
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USAlD/PhWppjau 'lOAm ~"us·· UNC~ 4 11

with .. except!Mt (epad&l tirrte c1epmtitIJ far opemting capltal"- aft
aVllilDJe Oldy to ....tde1.....VJIdch·haw _t8t8.... IGU...
~ pJaat~_.§m~aM gae foJ:a DUUdmmn ,.w of OM

yeuo) is aawa-~

1QtaagibJee do Dot 16dt _tWa the __ .. wIdch ISlE wm pnvW!e
a••ta.ace9

In the fJV'Cmt thmt~t..m f8aBCBa .. to"ft~ itll'"
is camfuUy tmced to~ the Ccmlmlttee· tllat the mctMY........u,
UH4 for the items Bated~ the typM of ape.lt__ wWch .-Hfy foe
IGLF aupportQ

1ft~tmg project~ the ....COIIlIDit:t:ee", prim.
COftSJdemtion to the£o~ 8acton:

Euentiality of the pi'eClactp -pecan, witIl J:elpect to its c10Uu
_rrdrag or _viDgcapadtyo ..

A..iJabiUty fa the PhiUppiMs of MeGUUy zaw materia1e JOoro
sJdJJs aad tee.....1 C1Bp8WUtinlo

PJ."tlPOSedscale of opeatioJutp ma.guiaJ um..a financial nsoarces
ofthe~t> .

Namber of jo1» to be....ted ad 10catba of pnJect with reeard
, to • .nable JalItwQ~ with the .,...•• wDl...... to ehare potea
tal benefits with wodcan thnagh improvea com,...tt. uc1 __p1oJ-
met eoauUti0D8Q

Com.petitiw pasidGa of project with ftIIrG to altftMtive soarea
of supplyo

Smce its incet'tion IGLF has m:'1dct about 200 '-usp that .",..t in __
to almost '125p OOOg 00000£ the 200 tae.. madeo 33 were guMdftteec1 to the
extent of from 30 to 80 peneJlt of priacipaL Lee_ haw geJWl8l1y been made
tG manufacturers rat.. thea to senice or fiDudal inetitutUmso AU __
haw bean n-wada to prieta sector eftteJ:pdses and IGLF time deposits have
been made with comm.erdalaad goveameat buabo LcaD8 have _ned in size '
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.uSAID/1\1anDa TOAID A- US 5 11

from " 000 to '5g~ 0CKI0· bat t.a toaWJ:llle.boat '.0000
The foUawfng U8........lIGLP criteda"1 .

(I) IGLF IJIdlU.,..te aeIy with commercIalg 6awlopmeat'"-........~ .

(2) UpGe appr08tofa Jaara by the Raiew~ the ChdnnaD
of tho NECeaittht Direct« of USAJD/PhUIppin. m_taJso
concuro

(3) The £u11a...... of.., IGLF :tcu met M ••JW of by tlle
iDdutrial_t.updee~~after ... ,.u.&om the receipt
of· the notice of .ppzcva~ i o 8 0 p by the iDdutnal_nq....o

(4) Specfe1 TJm.,Depoe!ts will he maa.aV&i1ab!e fOs. Iou to ffaaace
the eetabUehmeato expa__a1Id nffDmCi. of smaJ1 aac1 medJam
size Watdalanrlll"l.famg ana otltw .tftpdieeo F..a. am be
uaed for buiJdtDg CC8t8o acqui8itioa of plat 8i~~ iaataDation
coet UIlo as· pnvJouely mentio.a~ tw1er sped&: c:ircatutaDCell~
ohort-terrft raeea. 1I'Ol'kiDg capi.l& No single IGLF Joaa may aeeec1
10 p8rC81\t of the total assets of the IGLF~ except apoaappr~l
of the Rev.iew Committee in extJaorc1Utary CU88&

(5) IDtuest rates at which eomm.erdal banb r$Jeaa &pedal time
deposit futu'II,. 'shan be approved hy the IGLF/) (pnsently 9%)

(') Int t aecnee &om elates of ftmds n1eaHe by Central Bank.

(7) IGLF ~ ehaU DOt exceed 80% of the Jan applW for.

(') IGLF win cbIu:p • guamnte8 fee of 2" of the amoaat a-aatHc\
t. be pUd &y the Ba~ not the bonowero

(9) Special time deposit fuada will be 1Mnecl at "1/2~

(10) 14M_ for which a a-ruty is sought may~ exceed '10 0000 000-
except matZicmHaluyua Review Committee approved drcamstanc.e8o

(11) Total ...~ shin not exceed 50% of the total assets of
thaIGLF"

tJNCLASSlFIED
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11

IGLF lea. have gore to thefo~Wutrie8 .. a.a-... ..:1_
of magaiblde:

P8I\C8Dt of -Total Oate....
I...·tlltH

(1) T_tiJee 1403S

(2) Cem.eat D o 3S

(3) Plywood cUd. V.... lo4S

(4) ~"Jamber 8QOft

(5) Chemical..aJ1iec1 pnaacta '"d

(6) Food Pnaucts ao~

(7) AJumfnum and metal pnc1ucts 3a'" ,
(8) Papera.a pia,. pnducte 30 Jltl

(9) Plastic proa.cta 30 1Sfl

( 10) Garments 2o"~

lGLF has made ... drroap... than tW8Dty~1""{)
. PldUppine9 00 SQ and Bdtillh~ IGLE maiIatam. ib ties with t1ae commezda1

haDldng sector through pea_I ccatacts and by tHatr.ihIatiDg expJaMtoI'y
pub1iehed materiaL

IGLF &u never CClnp1etaly lamed oat its funds ad •. ..", in aa except'JaD
ally Uquid·coadi~ despite the "~"moneysituationo The Z8UODS for
this Uquid cituatiora are almost entirelya~tabl.to Hm8 ather stdDgeat
requhemtmts of a minimum of 40% of equity nquiz'emeatp 110 Build. of
worJdDg capital g lack of public JcaowJedgep to.ome atent delay aU bareaacmcy
ita the &nctioniDg of the IGLF and • few otbu factomo The fact is that the
origiDal "nJn'· of the IGLF were IaHc1 ca the cJueJc methoc1of doing bas...
in the V.tad Sute89 LeatiJIg aad fiJanciDg paetice8 hen 8ft c1atiDctly ,
c1iffenJnt ana it may 'become 1l8C88Mr)' to .nViM 8OIft8 of thee. raJa. to accom-
modate current pmcticeeo
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UNCLASSU1ED 7 11

Do '. E.g...hII.Ws r••
L Ggalt

(a) tGLE. not aymg to mobm. adc11doMl cap1,.L

(b) The eatin emphuJs of IGLF .. to pmldde u.u for sman ana
-..1ium size....1 proJects that theCOllU'llG'dllbaakiag lBysatem
woUld DOt or~. fuDdo PIdJippiIDJe~l 'btuib ant" without
excep~ short tena cncUt iMtitutioaao ~ appnecMc1 with..,.
lou reque8t for. penoa of men thaa two JUd~t &lmpq decUaoo
.. they demani lug. amonts of co1JllteaaL The .-ult mt18t the
.only coacenw that an 6& a poeitioa to boftOVIaft the ..... with tht
atzo...t finaac:iet. bIIddngo IGLF c10ea DO~ Uy to ecut gnat infJ.wmce
_ commercial baakfate%Ut mtao The Pund'•.pnMIlt pol~ ia to
.. to baDke at 4-1/21., with au.dcU~lchi&'p of 21 if IGLF
parutea the Mao Buike' dla charge the _&'Ower 9lto This_te.. _low the eurnBt P1d.UppiDe muket rate of 10.to W£o

'(e) IGLF" "·..Ived ia the~ of HCUritiaeo

(el) ae11at!wly Utt1e ..piau•• pJacec1 _ improviDg tQchnicalo
....geriml or f'Machl pac:tio'as of either the ....nceiv:iag c1epoMts
~ the ultimate bonowero IGLF does !lOt _ve the staff aeecJec1 to panue
t ·objectiwep ...1 k is felt that betweea the staffs of thein~~

_ and th••uilit ~doaof the Central~ aaeq_te hweotigatt.
aaa 'coatml ehoa14 he a\aiJah1eo

IGLF .... to lie~ fa g_1a a6tquatelyo The number of
__ macl.~ the CU....ity of the 1aIJl port£oUcp the c1egree of 81Iccees
of the &mel_ pI'OJeeta aad the CCfitiDaed smooth. flmctioaiDg of the fuDd
;aU !adicate 8acceNo The fiMftCial1os... have __ mhdmalo Indeet\
too minimal fa that the IGLF hu tumed .. "profi~ttover expenses over
the yeano

IGLE don .we..major prob1emi "daoAt pzeseatD IGLF has
."fIXC8M of '12 mim.. available for Jeuc1ing and thee are few applicants 0

Thit baa been a ehuacteriene of IGLF in recent yeaaJo Tile fuad is
eJmply ftOt 1GeDecJ 0IIt: eaougho Inadd~ IGLF has ill problem of cash

UNCLASSIFIED
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....

m:magerm11\to I4rge~ of~ that shauJd be auaDlhJe fer 1ec1fatI
are o£tencoaunittec1 ad Itfnaa" £or .. pericoa. of thD.eo 1ft 80m......

fu.ftda tlmt .WI been ~ Aw fNer 12 months am at tttW.. for the
p1IZ'pOISQ fer which they aet aefdeo Fer tDalmp1eg IGLI'pezmits

. bcrrov.mm to draw dowil. fua4s over a periac1 of 0118~ &om the date of
awrmal ~f the 1GeL ,Aa..._ " .leIa • appzoved_~ ecpal to t1te
alllOOlftt of the loam it» Mt _Sea Ia IJOftlG kstaN:ee IGU' "8 .4~
of tbje type amouati!la·to a total of " ." 8 milIfaoDo

TJae :&"USOR for IG~e fra'biUty to LuDa CMt c~pJet81y aaa manage
k8 £uc1a e10eely • the 6act that IGLJ! ia rnaMged Gaa Itpan tJme'· ....0

IG LF aoe have a small Mletime .taEEg bat thie etaf£ ao. not .ve the
skills nqaired for~ l'MMgemeDto OepadeM:8'" tIae .termecHa:y
baab for judgment a.rtAI- maMpmeat of bMrowem has IlOt __ eaeceufuL

Tide shm:taafaU of IGLE' mipt he onzcome by noa-..... the~
ment of the lGLF 110 tha~CGD1peteat~ fall-tJme muapawwJU he alt. to
manage the orgallUatioft:fDaao Whether tbie problem.""" he appnseheCI
.. a fUftctioa of the~.Committee .. ap8ft to eome .....ticao The~_
pezNDDll • DOt equipped f. the WOldtaDd d.. DDt lava' the time to do the
job if it \Verso .

Despite defic:ier&dM mmaaapmentp IGLF is addft8aing aac1 meeting
moat o£ the goals forwldch it .... c1esigMcL

20 Jt1sctign 9£ !§U"'D

At~~ ISLE' a.w- pmject8 ja Ught of the lavestmeat Priorities
PhR aewloped hy the PhiUppJrae Boud oflawstmeto BdeSyo IGLF placa
prio:rity oa 1.c&m8 to .manaltil mecUum.18I ....tdes that act .. import
substituteno

lVlasgem.ent has been effective mthe ana of 1aaD pNject aeleetiono
This .. demonstrated by the vadety of the Jcu portfolio.. the aumberof
10aRs made ana by the wzy emaU DUmber 10aa pnjects tlet haw £aiJedo

About thne guamateec1 __ are faihlns hut the Fund has DOt last their
entire hweetmea'tolD total Jag thaa '6000 000 has beerl.o losto

Mmlgernent hH be8ft less effectM mthe daye-to-day tasb of managing
the Func10 Timely prepamtioa of :fiMrtc&l.ta~pzreparatioa of review
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UNCLASSIFIED 11 11

ahUldoned by the IGLE • tM put e"wISI,.ano The rea.aciag$) because
there is not enough maaeyira the PJdJippjnee to re£inaace theehamcteri8tic
program of Philippine _tnpreIMJllIano They Jawst a ndaimum equity which
often doa not meet IGLF requ.iremeaa ana .finaDce capital coaatrueticn
with short term~~ .WIa.efi m.cmey~_ tight - .e • ftOVI the caee in
contrast to tl.a time the ISLE lou ... made --the 1caas aft diffic:ult or
impossible to renew exeept at pwdtiw rata far show the prime rateso .
The guarantees have been dimildehec1 .igldficantlyo The ... have kept
the "good" loans f"Or thamselws arad haw ..dated on guazanteu for margfMl
loauo Th:i.s:is not all UDd_irab1ep of c:ourHo •• this is what the IGLi' was
set up to dOt> But the pmctice has heea that a Bank with a guaranteed loan
virtually abandorw 9Uperv:isba of the boft'OMlr aDd there have been several
cases where assets hmw disappeared and the Bank simply comes to the IGLF
for reimbunement under the gttUaDtHo

Them is no raiI!'UXl why re£inucing anc1 guaranteeing callftOt be reeamed
as these situations can· be corrected but few the tim. being., even at the risk
of reduced lending activity$) some of the more reprehensible features of Bank
practices should be arbitradly delimitedo

WILLIA1'tlS
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PHILIPPINES

PRIVATE DEVELOPMENT CORPORATION OF THE PHILIPPINES
(PDCp)

--- - ----
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,DEP.ARTr~i ENT OF STATE

CLASSIFICATION

For each address check, one ACTION I:

.. '

..
DISi'iUBUTION

"eTlON

TO .. f. I I:/VlJashi ngton TO,"-ll} !\- 125

•

INFO
DATE REC'O.

c
FROM·

SUBJECT·

REFERENCE·

r,!ANlLA
Spring Reviet-1 on In.termediate' Credit. Institutions
.i?ri~~te1)ev~lo:.,r£'lentCor?o.ranon of. the,Philippines

. Project N~. 492-44-920-183; Loan t~o. 492-B-014

1.1 D~T) CI·.~C 1\-25, 1/-1/69

A. Dcsc:rl.,tion of the Project

1. Country

3.Cw.saor leI

, :

:

Philippines,

.'Private Dev~loplnal'\t.Cor~o.rationof the Philir,.,inc5

Private

4. l)ate established':

5. lnitial.llssistance from AID: Date £ebruary 15, 1963

Alnou:,t 127, 500~ 000

Killd - Local ~urreneY
- -

G. DOO5 tlw lCI take equi~participation? Yes.

7• ~:?ita1S1:!.'Ucrorc.at time of fO:rDlation: ( fJina of Credit)

LonO' -rcrln D~bt - .1'10. • •
0"

3toc-khok12rs,·:Zguity •••

Debt -IB:~D . . . . . . . . . . . $15,000.000

1'27, 50~.OOO
'17, Sil. 607 (V\~.:.-l :n)I-----"1 PAGE PAGES

I 1 Of ,,'
DRAFTEO BY OFFICE PHONE NO. DATE APPROVED BY:

AIO "NO OTHER CLEARANC-['S

~L/OID
-.·:f.~

. AIO-5,39 ClI-65J

OD-.: -.: CLASSIfiCATION

(Do nol type below this line)',

BEST AVAILABLE COpy

PRINTED 3-'
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9. Capital Struct.-ure as of: Decal~'lb~r 19G8:

s. S~bseCju~nt Assistance J:ro;n AID~

Liabilities - Current liabilities

. AID loans payable

·Other loans payable

'Deferred CL't3cits.

U~CLASSIFI~:~D .

None,

\ ., ..

. l! 6, 155, ()06. CC
. .~'..

27, 500, 000. 00

78, 207,.~9G. (;11

1,200, 000. 00

872,69G.79

2

··Assets

TOTAL

Capital.Stock , .,;25, 000, 000. 00

11,194,035, ·16

10. AID IJOanStatus:

11. Interest·Rates:

,1! ~nn~dttE~tl· - 127, 500,. l100

1 'Disblrrsco - t27, 500, 000

A.verage rat~{51~id by leI AID Loan

Average rates charge(l byIeI - Project'Loans, - 8-3/10~ 12'.'~··

. . . .

TCmp01-Clry placeroents -7 - 11- :!/5';;~

'rh~' Corl)oration i~laynot incur, assume or guarantee any debt i:.= at th~ tL;lC
,or as a result -thereof .the total anlount of debt incurret1,a5GUln~dana nuarant\?ccl
by l=l:e C01'P01:il tion and then outstandinr. would e~;c.3\2c1 un a,n~otnt C-:jl.1£'1 i t.oi.:hr.·\!~ .

. l" t." (1)' •1" • ".. " • 1· . 1 ,. ..
tl:~.e:J ':H~ ugeL~~r.'l·d.~ O:~tHO p'·Uc.:s-1l1 U~l1fnpal.re(! cc1plt"a .., 51,t"c!? i.!5 iUlu 1."r;3·.'t-YJS ().

tho C01=-qo~:u{'ion, ana (2) that iH~ount ottl1e i\ID loan which at th.) i.i··:~.~ i; i,:l.d:stan']-,

I".....:.:.. h t1 t, },'()'... ··~t··"3 l~,.,." .. !'\:'\Y.. nnr\tA&:,_ L' _ ,. ~ \ •. l_ j.V... ;;... , 1..... •

BEST AVA/tABLE COpy
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1" -,.:
_..I

.'

"oJ

The n1.Cl.'0!n~':~lmvc!;tl'('tcnt or conunit:n~cnttI~,t t~~~ GC.:::i);)l:il\; !.)~i :t:;~'.i :,,~:~~l·:,,;
. - . - .

t;..; an'! one bus:ncs!J cllti"o' tnay not e;,:cecd anlOUU'\; ci-fi,:cl tu"IS ')'~l:'C(;~"~{;t')i': ~'ll~:d-.. . -J .. .- - c. ....

';!' '~T'\.j,..1~..~~.-u-' c:'·n)~f·":'Sl· ~t1-lt·~· ~~ld ...·.~C'"'1'"'~C:"'" o{: t'~~ ;,...,....,}.II,\·:-lt:·r.on :",...1 ~.~.,-; ~.~ '~.;..,..,.!.... ~.......--~!:'c...AA-I,.;~ ' • .a..a~V~~"1 ~""""J,! lhl.c..:..;. .."..J",,"_V;..J _ 1. ..... ..... u ... L...,I.. ~ ... ' c....:.~.t,.. ..·,........ c.; '--.:...;.l_

.~f: the: t ..n~ l~l1.iOt: due al!<1 pay~1Jlc•

.r;:?\". 1··o·"··-.,,., ~f·.;r\11 -:,,~l-c~ COI'l"""ll:·t~c'\Tnr·.- o~ ~-lt.;",-;_.:.r.-,~,,"""" '·lC·l··o~':"rl lo~"'- ~:::} _..,.>.. 1.\;;'-.." :.t.t..,JV c...;.w_·, ~1A;4&"""" .. 1. .... '-A.w..;.vU ...:..LV\"..:..J"'''~!\:·E..L__~ ........~_..s.;.-:..~ _~C;,.;l, __ '--'

l~~ (-:~:ii:"....~~o·n r~c ..'\-r.~.:...r,: ·to·~·'-.""·ru~o'" ,...~.• lllt~r''''~·:'''.1~.:"-''''' ·-h~-': .. ·,t 0 1.• l-~"":~~~"~ ...- r,,:'~"'~-.-- w........,~~ ...... ~. ~u- """'.L;'.~~ • __~V4~ .&. v_· ...~.!..,s. ..... ., ...... ~ .....~-"-"" ... ""'-";"""''''__ '''~L''''''''~J. u-'-.....

;,;ntac5, c6tUi.tel;" Gt!c."tt'ID\tecS, other C'xrangcl~Cllts£v": cecw;illg the liily:-:.cni; (al:
'1:::;tus, obligations or nny oth~ kinds of inr1cbt<Xlnc!;s•..

'i.·he Corixt:Ci1tlo!l "!(1G cstablisltccl Und~ tIlQ Pb.i1i~l)nlC Corr).~ratio:lJ ·,,\'1 f,,~r. ... _ _. _ _4.0 _

.. c· ""- • I • • tl t· · . "t· J • t· .t: •i::l~ LYJl:l):)sa 0...: acCJ!i-;!.~ 1.!l to C:l-CCl 1.0n, ext~nGlO:l cl~11'~l0(01::112:1 ·10n 0.:.: i}rlvato
p....::-oih..:ctlvc cn{;c!:::.i~iccs 1:., tho t~t:Uip!..,:il1csIjY CXtCl1d~~gl"'~lCi1itt!u.~ lO:"lg-tCl."l:l
lc.:k'ns, ui\(1cr\·n:itjr~ sllarcs. alld· sccw:itic9, gtm.rmti:cCille.!¢~l1!J,Lm<1 rrov.idl~1g

Ij')(11'k'ew:ial arod tcch:lkalassistance. It IK1sall. author:!zd,j'and l~,id-t11? CDllite.l.l of
l25 million; ill addit!6n the PDCPhas raised·substC\&~tialctnoUlltsttoln bilateral
.DnrJ !nu1ti1atCJ.--cl agencies. . '.'

Ai: present tIle :f.Jrivate DCVelOprtlcnt C01.-parat-'"JOn oi: the l'Jhilippinco I'Jaa a
J.A)~ln ReCeivable accptmi: of :f1101,435,179. 22. r...cans o~lto tauiHng WC1:C raatlc.to

.57 bus:hteao cnt-ities tIla't .er.gage in a variety of business.nctivit:ros ri"tI'£i!13 !-rora
1]liblic .utilitms .to a distm~J. Tbo lifo of 103llS Iltl5 var;icd lEr01n 4: to 12 ycnrs.
:r...oan an"r.ouut9 Iluvcrranged from a minilnUl1.\ o1:~7,3CG to alUaxitnUl::l oj: !/9. 700, (;OO.~
1?DOP l~ tEu1t:tcd t·:> concentrate its lClldil13 ac1;i'\,it:ies ~",=hc aICi.lO 01: jJUblic·utilitics
mtlllnant!fi1ctt~:::"e£<lci1il:ics.

Its gcl~Cl:clly'~c!W1owloogedthat thero arc only t\~o lonn-tcn"tl lc~i.:-:e:ill~ti
tutions ill tIm I--'!li1'ii?l?il~cs-- the DC'.ic!Of..m:en'f: "'Gar-.k Oft!l~ PI1i1i;.>~i:lC5 m'il t!lC

Pri",-ate De,,..clo1.Jr;.'lcni: Cor-I?Oratioll 01: tIle r-!1ili.!?l?:L.w:cs. TItaDevclo1]i'i1.Cnt: &....·ul1~ ~
tI:e Philipj]inos SUffcm3 from both political ir"tteri.:c:-:cucc m-td a cl~onic !ack vi:
funds. So,· insp:ittl.of tlte 1i.~ted..func1s a\t-ailablc ~o Fbcp it fu rcf.,ci(.~cdby r:te.llY
as. tlici o&y lccal source of long....torm. ftt.~{1s for 'tIle flC!lcr21 j)riv<ltc ·5cc~or.

OtItCr 1;lmn pr:CP~ tt1e:tbreo major ~rlvatc£il'la.;'lCial n'!Stittltiol1!l arc DAi·!C0!ii
DcvcloprrLCltl: Ca;:pol.'ation, !!ousc of Investments alC1 eel? F~ctn:itip$ \1110 GO not
havel~c fu,{I.s noo operate print.arl1y :1..1\ tIle money markci; or as invcGt~:lCn{;

c~~~'Crs. - .
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9

VJhilc 'PDeI' can' oncr9ta in a number oiareas, .·it: l1:~~;o'J~'~ t1~~~ )r.st rive
YC;tl~ restricted i tsel.£ to "u" vcry £e\~ acti viti es. 1";0;:;1,: ~):: thl.~ CO.l::')01''' t it')ll'!j

fllnds. have beellioaned O{lt, at a' satisfactory rate. ' .. I\rf.: l":\"lrls have t8ndcd to
go to larger.lnorc financially stable business entities., 'rhe:c~ hnn also beon
a tendency' of"relending to borrowers who have earlier denlonstrated. success.
,Th~se charactcri sti cs are obger~ble in the Co~oratioll loan po"(t(olio. Ollly

,I :37 busin-~sscs now have loans. SOlne corporat~ons !uvea received as nli.1ny as
i f cur sC'J<:'1ra te loaM. One publ ic utili ty has r~ceiwdrC31cnges of fUI\c15 tota11 j ng
/ i 6. b "11ill ion. A second utility hag received 'lckins totalling f13.3 nl:illioll. COln
hllll,~dih2se t\~:o t~tilitics hnv.~rc:Cef~ec1 a Imos~ 30pe;:cent or: ~thc l'::'Clrl [1.H1r,;1~ Inadc
~v-ailahIe by the conlpany.

The power inc1itstryin the Philippines is characterized by llUlnarOU5 private
[ 1··,. .• • • ·1· .•• ]a. 1 Ak C ..:,(c'lnc '~2:'~;i~SOX: vuryll1g SlZ'2S., in lnonopo Y POSItIOns, re tlve y r15a:rec ann

.(>C>'2'r.,:~ti!lg with old,equiprnent.USAID/Philippines hasbeenciitical of·what it
,ceg;ir<.1~~f~s PDCP'scontillued support to s:c:nal1 and 'inefficient power co'mpe"'\nies
in fundi ng cquiprnent for obsol ete sys tems rather than t'o prOlnote a rati onal- •.
i ~1ti l,."1) of. th:ia sector. . , .

Other thanlenc1ingftlnclG PDCP has n guaran·Z:ol·liabilityfor $7.3 rnillicn of
dolla..c gu.:"\ra!ltae. (3ua:t'allJ(~O rCC!'; contributed f221, 6"51:'17 to tota'11:J68 X'l£:vcm.te
of 1'11, {/39, 399. 29. Total loans receivable '19 or lJecen'lbcJ: :H, 1965 amountcfJ to
flO 1.8 rnilHon. A total of: 1'570. 000 was in the for.:"(l o~ ;::(~uity Inve5trncnt~.

. ,

In addition about 1"14. 5 'r:..~illion wa~ in short-terra pap,ero:t·inv~stmcllts.

'~)DCpI5 cuarantee op~rationswere initiated i.."1. 1966an!.1 wcr~ issued to cover
foreign e"change obligatiofls of its clien~s. Theoretically, it applied the same
cr.iteria. to ·gl.laral1:tee as it ooes for loans.

PDCTHs e'luity investments as'noted above· have 15eenextremcly1i.'-rLitcd.
'J.arious l·eaSOllS have been ascribed for this~ Apart from 'tIle custom of Philippina
corporations to restrictownershiPt sOlne sections of tha business coItlmtmity'
E~!It that when PDCP was first getting under way it put pressure in cli~nts to .
;,')btain equity or optionsi."\ COIUlection ~\1ith its. f:.ew o~era tions. Sen~ing a resistance
t:o th\:~c tactics, PDCP ge?m~ now to have beconH~ overlycaltti,,>us in seeking equity.
,". :~~d~l it i; ilot too agreeable to accepting the risks assock"\tec1 in equity transactions
LttL looks to the expectcdproEitability and ntarketability of any equity investments
it CO"1S:L'!ars. ~.
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s

c.

1.

".

Cl~1Js

. .
a. .1\ great cicat' of eluplkisis is placeilon ri\ising e:to.ditional ~~l?ita1.

·~hcIBRD, which originallyloancl1 PDCP ~;lS, 000, 000 in.sc;')t8j.·.1b.:~!.·)

'-:~' 1966, made a second .loan of '$25,.000,000. The 113,';']:' rnay b:3 Clsk~~,;!

1;0 make a third loan. Recen·t:ly (1\1axochS, 1969) tho J\D B u?provc(1
a ~5r(\ilHon l<X'lntotlle PDCP. The 1oal~willcarryintcl·e;;t at tn(~

.."...DB'slen~HnRr~lteprevalellt at ~he tinle. o·~ c:t"ofil:i':'fg th~'l(~"\ll

account and is t:o ber~!.1aic1 within 12 yCc;"\rs,includillp,a g!"~cc
'\" .

..periodo.t: notrtl~):(~e thantVlo years. After some c1iGcw:;niol1 ,··dth
the GOPthisloanwasguarantcccl by tlle PNH on the sarnc ba.st~

~astheIBRD loans. PDCP'is now proposmgd:o r.:d~0 Ui? t<? t2!-, 000,.000
by eventually issuing additional capitalstock.' PDCP has also c1is-·
countedloans with the Deyelo-pmentBank of the Philippines. l\s a
long t~rnlmeasure,'PD CP ha~ b~gwl··to establish connections with
a number of sources abroad such as ICf\V, and bilateral govern..vnont
sources .in the U~ 1<., Gerlnany and ]apal:l.

b. "PDCP inter~st rate seems to vary with the degree of risk that the
loan carriase For exalnple, '13.3. rnillionhas be~111oanei!at 8-3/..1'
p~rcent to J\iIanila Electric Company -- thebrgest public utility in
the Philipp:L~es, and a borrower with a well estab~hee crecHt rating.
aepublic Cement, oneo.fthe most efficient and profii"~blc ccnlont
coinpanies in the Ph~ppines, was loanei! "17.1 million at 8-3/~.1 percent•

. At~iltic Gulf and Pacific, - IJ\tzon Stevedoring Corpora tiol.l and Lepanto
Consolidated Mines-;.. all financially vary secure :f.irtlls -- hayc beCll

l' able to 'borro~vat 8-3/4 p~rceht 'or less. The highest rdtes have
generally been charged for longer.tern'l loans to £inns lacking .f.-inancial
s'trength. ' .." . .

\Vllile PDCP 'v~a9wdesigned 'to help strengthen the security roarkct as
.previously repOrted, activity in tl1is area has.been limited•.

'..

. d. . PDCP has .pr·oyidec1 limited'teclmical, managerialand financial advice
io b"rrowing ·firlll~. -

'1 ..,,:

. ,
If ..

In ~.;;,i(;e or: t'h~ Sll!Jl.:i:rall :I;rom which PDe!? su'r:fel:s -'- t·l,'ulnn:;c:.rrlcnt COll

s:m\'c1\:.i.~,.. alld st:.ron!~ pro!:i'{; o:.:icntation -- the (.orgoratjoll io tightly rl~11 nnd.,
....' U~~C.rASSrfIZl) :.
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U.:>ICI:A5SIEIZD 6 9

s~:~ve5 a nliljor 1~~t;(1 O.t the Philippln(! 0.CO!lorny. lo:f:3'-~\~:"":' ~::.:;.. ~i. L:f:'::'!1

Thair goals 'of expo~·t r.?rorn.otio~1.anJpublic utilit),acvc.,:l:"'\P.":i..:;li. ~'~-.\'(;

1. . .. ·11''''' t ""'1~':II PI '1' " .r h':"";~' 'f C' .ft:~\I'r! 't ;':'i'~",~·.·'".'·f·'··'·\.:!." , •..•.-uc~~n \\JC . .h.e. l '.l 111?pl.t'\e~ ~ · J·•• J._·.·.i.;'> U~\.L.~,vO ~ ~ , .

fubnce~nd thore is a nc;~d t05trungth:~i'l puhUc 'llti1.H.:i;:.i. ~':'il-i, i:~

creasing c~po:c~:~nceperhaps I'D CP len,:Hng ~ctivities con1cl. 5wi:15:'. ~,':~I:)~-J

to borro'scxs who are less firrnly cs1;abE5h~d.. , ~

'1 1•r., .) ,·i·.....,i't ~.~~l cl:i '-c:.t'ia in. Gcl,o:,ctir't~ i··O ·~owc:r:G n')"""a"~ '~'.:., L..:.~ th:!. ~\.1 n\-·•• A.' ,:.. 1..- ,-" ......~ .. '.- - . .... - . i,',} .". ,...... : .. .:. ""' .....

.·':'l.liHty- ::c.:1sibiJ.:ity of tho project. 'I'he: lC\.l!'\ portfolio poi~~'~"::-; ·tt) n(; [(:t"c:a 1
~rojcct cval:!ation crit:eri:;1. rrhere i$ no formali;cc\!S 011 cc·!.·porat(:5i~c

0'1: l~S:?C'( i~(I:':li.ef,ti<.~ ~'a\'J lnatcl:a15. Corporate.press rCl~"15C5 (10 s~~.?.:lk

(II C)~::'OLt pi.·or~otioI1activities" PDCP c1c'1imsto have nlnc1c 10::11.c
totalling f52. 6 rnillion to cxportinclus..trics generilting $,12,. 56 }.l1iilJc';1
• 1"'· ... . .. "'

. Ll annua .i~Or~lgJl eXCtl'Ul~}.:: en :ctnngs.
~.

~'l'" ".' \ ~ 1 11' :t t "f· 1\' bO..... . •:.' _' L...t" J"it.::':; a .:.i1~gc, we .t'~\lll 5 ·u1..... 1'1.1\ 0 JCCl.:IV0 ..:>:c ::'i~an.;:t G(~i'tl cnt 13

t< :0zu:n divid81'~c.1s £"Or tho Corno.ration's st<:~ckholdcrs. Projects rcvi~w;:!dJ.. , • '

b· ..· th~ PD CP staff i!t'e thorouchlv evaluatccl usitl('/ bo.th tcchnicc:~1 GJ.1C1
J,oJ . ,~

.-.:: ·1'· ,,..t: . rJ"}. • r.. .;. 1 ('.:f- r..f-.. ~. :l~~.,."l 27 " 'Jo(..(;. -f .•",-.._,.,.~~tC:Ja c" 1 eLl'l. . 10 pl:O.l.,CSS_'-'J.1a" :.:J .. it.l.,~ lnCrCa;Jec.: .i ..t'O.t. • 1..\./",,' to''>

il Z'c:')o~:-t~c1 ':;3 :Ul 1958. 'file l£u:gcst adcHtion was [or rJprojCf;t dav:Jlo?.,..n',~:LL·:;

2Pi?1"oxi~natcly 10 professionals axe at p=c5cntcollcerned '.trith pi:'oject
:-.!:i?.::;,raisaJ. DurinC this period ther~ has besn no:sigru.fic~ntchanGe in
the Lvclof PDCP's financing operations. The sb:\[f ;s yoi;nz (,1verage
~gc 32 Y0..:1rs) and reportedly reasonably well q~"1lifii;.~{'... The li'l.Cli1r:tg~11"Ient

':.Jco··i:ni~:?s the need for £m"ther training t.o irnprovc thrdr skills"

t .. chnnge that [night be appro?riate for PDCP VJould be tobrOilc1en
th~scop,J of the CorporationClnc1 lessen the prorit ox-i.entation. Br~"l(.~c::'

SCOt~ wotilc1 involve expansion of inv~sbncntbnnking acti\'iti~5 incluc1it1g
stock purchasing an,1 underwriting, and providing aavic~ to developing
corporations. It would also in~olve a moving awayfroin lending to cert.;d~,

l."'tl..g~ favo::.~d bt1sin~ss entitiesthatcoukl secure ~inancing elsevJhcrc.

;. t':.na':rc'.nent anu oO<?!"ational nolicic5---_.- ----------
'i~b~ :1:.:('5(;>llt Forrn of rr~ill'\t;'1gcr:."tclit 5~(~~nsto be ilP~)~·I):?ri."lt e «n[~

~;~.. ;:.;{; l:i6./~•.

l.'h,=~:,:c ~i.)S been a pr0blmn of j\IL' .ccvL~w 0.2 (,(!l~i·,tin P~:OjCCl5 ll:~lt ~.·c:'l

'::L·>i...l Cc1 b.~Go.t.'·i(~s ou ~:llilelj in the .DD CP-~\ID I,own /\ grccr::l~::.:.\i'. :\H:ap:.... :~.)\'~.\ 1
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,~.

"~ltot -;"::'. <':Oli·Cl·"~r,..1 l·'~ •.....·.o.;·=-c-:·r·a~·{:· of .... c~r~·a·j'l ..--.1••.r'~ .) ... ';( -:""Lfl"\! ".}'.'";.J""}";:"'.:'L .. ::;I L' .... :,;) L\,...,;,,"-l ... J.,J.w ..'~ ~.~ .,. --", C.1 \; \. ~ .:1 -."'\.,,,.\ •• ..1- •. ,.,..\ "~J -:... ?J ...... ~~

loans ·to cor;)or-atim15 tl','l:1t hc.TvO ah-o'::1Py rcc·)iv~;0 COiL;i.:~~i~·d~ll~ ~~;i~;i0t~n!~:~~

';:rOJ11 -l:.:.r 1-''2 - In· .;-11:':) ·~":Ir.!.t '))'·OJ" :)c··1.···· '8V·) be")'" \")1..':~\C'DJ.1""",:1 to r Fy, Or\'h r C1 i'i..·····... '. J; ...,.~. 0 .~ \:;; tJ".t..;;;J' t.- C .......) - . "- ~.a. 1: .....::J_ t..._ ... - "'. '. • "" ..r ..... ,.1:...........

PDCP ha~.colnplctcdits rcvlcvJ o[t:h;~ ~lt:'Ojcct and ~....·!a!·lacei·.lci·rj.~ i~ O~t

rccolx1 asn."1ving approveil the l'rojecto Any response i:r,:)~n 1'.1D short 0;:
cornr>lcteapl?roval tenc1sto be :ccceiv~c1 less tMnenthusfusti<:.al1.y by
PDCP l~~Ult:lrrC\\lent.

, 1"'" •• ., • •• ~. '")"'~ -, '1'11 1 • 1" "" .
~1. i .. .I) ~)C1rtlC:jr..atl~0 ..:11\ tl"lO acl:lvltla~:; 0.:.: f i, :\.. :. orhY :Ll'~ ~ v,.:}~Y1.;·:,ll.,~C

wayo AID i.)ci:sas an aCiv$so:c wheilQver caH·~(,;UiJO~l.. /'.1;.:,1 also r".:t!:.:;t:
approve·!oGu1.5 o.E cert:ain size in reL:ltion to its net v..'orth pluo \::hC!
value of the AID loano PDCPhas discouraged AID £rol'n. involving
itself: any more deeply i'1 the business of: ·l:h~ Coxporatio:1o ~tho

PVC1?-l\ID T~ll Agrt;cnlent provic1ed AID wit!, ve:.ry few contl:ols
over the Corporat:i.on" AID has expressed it:issatisfaction \\,'ith. the
nla1U~er ofPDCP:'s nnanClllf{O€ power'projcctspa-rticumrly ana
other projects; ill1d urging that tha Corpo:ra tion h;:d no,- doac cnotl~h

to assist new aud promising ventures" PDCJ' has taken littl~ !lot.ic~

of its vi;~ws.

b. One in1provoment in the original .Loan AgrccJ:ncnt'n,i;;ht hztV0 been
a p:i:"'.Jvisio1\ for including a representative of: US.t':!D/1?hiH:.,;:>:i~lO$On

th.'1 Loarc. of: Dit'ccto.l:s 0:::. PDCP" By !?~ovidhlg 5udl ~n i~~.ji('.\.H: ::vic
thu ~: ..oonl\r,rCi1l:."0!.\t lu:it;ht have bcttcl." cJ:''v'lhlc,~ bID to in:·:l~..I~~c~ "ih.:"
iJo1ici~$ of: 'Pl1C p.

c. '1'11,2 l1~;ec1 for local £il1~'l1cillg tod'ly is f,rea't, ul1a 1\ID's il·,V(~ti'tn'<3Jli: in
'PDCl") b31i?s lnl~at ~hi5 need•.

<1. In th~ Phili!?p:lile~ j~rJ assistance has gona to both ptlhlic ana pt"ivat~

leI's. Eoth llaV0 served a useful £UJ.~ction. The pul>1:ic in5tltution
appears to be ~~{lcrlr.al1.agea while the p.t:'io"l'ilt2 leI luanagcs 1~~;jth

great caution.. Of: th~ 'b.'lO, the 'puhlic leI, l..Qcking the !.Jrofii:: ;_·:1'~tj~_~·.?

oft:hc ~?civatc leI, sccrr.sto better serve th~ n·:;~(15 of the cc..)~,")~:-y •

?h~ f.orr;~ati:)ll ~f th~ f?~ivah:! r~V~Iol?n~enl:: COJ:-:')-o.c~l1=ial'l 0'- tJ'.Q ~YhHi~I;:~~:.1

":~.- "·'··-f·':~ •..~~l·L.l".• l-/)··~·l {·Tij 1:";~'1 .... 0: J~2·1· ~(ln ror." '1'-;\'''~: ;·'1C-~·1·"··~ O"-'-;~:11·:···1·--:l·;)-\" .. , .. ;, ......('"•.. _,~;'\..J:;..J_., .... _\;.(..! "'50! _r~__.... "' .... -It!. , .... ""',l:'vv•. l_~ ..... _", ..... c.." .. __ " _,~"'__ .:--l.. ~._

eLl; ;·Oet;C at C'Io ~::-l .~'!~:t:~ i\l 1~ ;;;'}?: t:a 1:'t; (1(! t ~1-::kine(1 hy .:':I,-.. f~IT: h-:.:.~~'),~2 ii2:,:vli1 t'0
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~ 1 1·1:....· 1T"t 1 .. /lID .• 1 l: d t' ~ . .'./J.).- ( r-"~ " '.:"'01:' li1l~ It'utm !.X~~ _oall ant:! a 1 S·t:lplt a.Q . nal: J. ... ~l, hi~., ._:t!:.' :m ::Ljt!1:::Y

ch;?itul hadt:o bo raisud l.~~111y. Th2 ot:gani~'1tiono(Pt>C-P'-lD (.~ .;):~:");"i~.:

l:~lotivat~<1 institution iNa::; iatelltiol'Kll an,l ~f\n:lh'31;~,~rJ to d::si~~~n th<; O'C';'
, . . \ .

'gan.l;;atlon.

Ill. light oE v..'hat '"vas c.,,<~ctri<' of it, PDCP"s reCc11t [Krt:[ornHlllC() llcJ.5

b:~~n c1:L::ai?i)oblting_ I ts buuil1~2S:;:; l~t1rirag th.~pn~;;t two y~a1.'5 X~1t;; L:vcnCt~
orr: Cln.:.:litappc.ars to be not: gJ.'owing. 'fh'! lirni-tcd inVI,}9t~..t~n(; ill C~llit1.19

1~ii:)h3cn a ll1Lljor di~nlpp"illt11.1cnt anc1 it has nlade 1ittlccontriLutio~l tt, th~
.. -.1..·1 ":"'n. ,,'~~tca!),.~ ide. X4,,~ •

.Ellrthoi:', PDCP hns not disr>layc(l sUi:fici,::l1t (in .r~.n)ls 'O;?i~lL'ln) iaitiativc t

d • ••. "11" (' d;1·1"· bu-· .-. 1rlVeOL" l.i\lagll1atlon lt1 00 'l.rl~; ~:or an . lievc oilIng new . :31'Sle~;~D Jt 1;') li b:a
• . cl·l • ~. • , :1' • 1 "1 ""'1-conservatlw an . laS a restr:1Ctco Vlew 1:1 ?rOVl(~mgr1S( capIta. J. uo

factor is ir'-lportant in ita failure to Clevalop (liverse'forrns o.€ financial
instl.'"UntCnt:5 o wlule these attributes· do not nmke.fol." a robust, healthy
and viable institutio11 the nlajority of the clor~1e~1-ico\vncr:3of: l?DCPa:t:~

not di5bati-;ficc1 "'lith its pcrforn'innce and. ~eei'nto n'lve accepte,,~ &lnt1. even
aocotl.L"agcil a li\"nited role for it and a cautictlSap.t1r~ichto any f'~\7t\ of
fi:nancinl innova tioll9. It las been moc1cratcly succcSnLtt1 as c:1 con9c)~vi.d-ivc

1 . ...,. • t't t:. • 1" .. 0 . • 1..._ :1. "
ong-t'~l.~tnJ.~nCl1ng·:ll1.9 l·U "IOn, \,Jl-::11 lots :tlnanclng UQSCC\ 011 l\nprOVJri?'

al'l"u:aisa1 cri teria a.n,lstalll'ilrits. Its portfolio has to be ju<1gcl1 go;.')d (l\.la lity
bccau~~ it is baecc1 on tl'lC sccurepowe-.r. sector and a group or: r-:b:stl."c:l tc
.E'iH~')ino corpoi:atiollii'!

\Vh(~rl PDCP was orgculizcd An) provi\led it5cl~\~Jitlt ('·~lly H:nitcd d..1vlc:;;:::i
£or Wlucnc.::fuG the activities of: the COJ":poi:atiol1.In itg c'1l:1y year:1 or
ope:Liitiol1 ClS i:3 the case today, the PDCP \1'\anagcc1 it~g 1~t1n!19 c2fi~::icntty,

rnac1ell10Jcsi: ovcrtur~s illl:0Vc.13:"iou9 t.Y.:')C;3 o.~ financial Vnl\tttl.~~ alld\\°.:l5

abh! to lY1ab~ a cage for i.t-soH: as an assis·t:: 'c~tha CCC!i.1o!11.ic davoiJlop!'\'\~llt Ot:
the PhiHl?p:ir~cg. In light or tl~t perforh'lance USl\.ID/Phi1ippill~.inter-Cered
little in the activities of the Co~poraticn.

Today and in tho past year tIle money market i!; rnuch tight(H: tlk~li it;
WitS at th2 tirncthe PDCP loon was w.ac1e. rfl,is fact f~'9 result(h~ in the
pOC? acvotingitsel£ to lend.ing primarily to w~ll e9tahlishec1 borro'1.'~i.G

rat-hei,· tl:an b, dcvclo?i.llg i:'1dusi:r.ics ao \'.."'!:; o.rigil1.ally illtendot1. l,H-;tol.lgh
AU) fu th3 1a~ci:~est lcll~~'~r to pr;cp, the e~d.5ti;,11.:°7'.' loan ih"J:CC:".lent rriV~:5 it VO.l:Y

.- . """ "':' L:

little review authority on pro}3cts l.lnOr~r j~)D CP c:ol1:3:Wc-cation5Co.:.· lCA1n5_

\Vchavc !nade reCOUU"ilCli(:t.ations -- ill light of: OUi: lirnitcd rol~ -- and these
I ... t b . • :1 ~I U" · n.. r ·" " •klVG 1\\ l.aC . 'cen reJectc(!.. J. 10, :Ji\. L,· LOt" ll0 fi ~X:1rt 1G not nt·:.:o··:C.:>t:lIli;. to
, . ., t Ii· t t (;. , t' . • -,' ., 10
CJc.;a·~ po cy or S ':;,:'a 'cgy '0 rn~ ...:o;!';.':'O::':-,1tl·:lll. i··ut-as a ("(1V~~ :J:.~~~l1:.: "t~nC'Yt
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we'\V'oulc11iketo cOi'lsult itl t.:1atafl withl:ha 'Boa~t"das it works out ilcvelo"
ment.strategies ai\e] po1ic~g. ·\1.Je would' b~ willing to explorQ possibilities
.for helpi~g in the prepnration of programs antI projac~s. 'NcwoultJ 'lil,e
~to assist in ac1amg to tha managerial sl~l}gill the Cldrninistration of policy

. and the ~(ecutionof prOj~ct9. In all of tMse and other aspirations for
the Corpol.'"ation to·aclliQve its original destiny weareestoppcd by the
terms of the loan agreement. .

If the VSAID)1a(lthis loan tOlnake over agam,it\yould lnakc it
mandatory thatUSAID participate in 9igni~ici1ntPDCPprojoct c1ov~loi>~llcnt

. ani! approvals.' .' .

\NILLIAj\1$

"
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i';.:lrC!l 24 1969

Spring Review on Intel~ed1ate Credit Inst~tutions(ICl's)

AIDTO CiRe A25dtd 1/4/69 (PE-21).

SUBJECT -

1. This message consists of three parts. Firat, the Mission's baclq~round
and evaluation statement ~irected'to the major points noted in eIRe A25, >
section II-A, to be covered-in the Spring Review on Intel11lediate Credit
Institutions. " Second" a descriptive pap,er ,outlinin7 t,he organ,'",ization:,.and
functions of the 'GVlf Industrial" Developaaent Center, \IDe), and,' finally, a
similar descriptive paper ontbe Vietnam Development Bank (SOFIDIV).PA~ts

covering USAID's technical assistance In this field are currently baing
prepared and will be pouched 8bort~, one each on the 1~, ari4SOnDIV.

. • '. . . . ' . ~ . .;. ".",: ; I

PART I .: ?',

:'1
1

' ""0 .'.

REFERENCE -

~und Infgmation on ICI',:

2. In Vietnam there have been no U.8. loans of the type featured in the
referenced airgram. '!be 004' financial' assistance indirectly related to
the 8ubjeet bas been the $lO 1I1111on pam: to the CMI for industrial recon-

. structtODt with the IDe as the Agency handling dt.bursement. A Grant Agree
ment to the level of $10 million between GYM and USG, tellled USAIO grant
accompanying PA 8217, was signed by USAID Director 'and GVN Mini.ster of Na
tional Economy and issued June 29, 1968. This' aetivity is, not that' 0 f a
typical leI, for such funding is Dot IDBde avallable :to'the JCI on a dirEk~t '
basis. '

3. Given USAlD's minimal role 1n furthering leI activity in Victnal!), l'~irt

1 of this message is addressed large~' to the subjects discussed under IIh•.l.'
pose of the Reviewt" Section I1-A of eIRe A-25. Items listed in the check
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. UNCLASSI FlED 2. 10 ..

list or eIRe 1\-25, Seetlofl III have little upplh'ution to the Vietnrun situation but are
eovered as i.lIll'l'"opriute iu the Part I narral:ivo ..

4 0 . At this time in Vietnam twoinstitutiotla might be tcr.med leI is - name~ the Indus
t rial Development Center (GVN agency) and SOFID!V (Vietnam Development Bank) ~ ( SOFI IlIV
is a private organization but 50% of its shares are owned by Credit Commerciale, a GVN-
owned commel~ial banko). . ,

50 'filisUoS. grant assistance grew out of the two major VC offensives» in ear~ 1968,
which inflicted approximately 40-50 million UoSo dollars in damnge,tu the industrial
and commercial sectors and dis!)l.aced and made thousands of workers jobleeso To recon
8triJct<lamaged plants and stimulate indust.ry» the USAID, VNMinist.l"y of National Econ
OlDY ,and the Industrial Developnent center coordinated efforts to l>roduce a Reconstruc
tion Loan.Prog~o

6. The program is designed to assist damaged industry, tbe private sector inparti(;ular J

. to mum. to the JanusI)' ,1968, level.of productioRo To accomplish this end, the GVN
granted VN$l billlorrfrom national revewes to the Industrial J)evelopment Center for
loans to cover plant reconstmction and purchase of foreign machineryil spare parts, and
raw materit1ls o Under the Reconstruction Fundi) IDCwill disburse piasters as long term~

. low int'erestloans. The UoS., through USAID t provided $10 m111ion in grant assistance
(from FY 1965*funds) which is to finance the replacement o·f damaged or destroyed equip"
ment and spare parts - of UQSo origi.n - to be used forrecoDBtftlctlon.. Tha equivalent
coat in p1asterswl11 be repaid by borrowers to IDe to pay for such UllS. items procurc(l

'. under <'AmDercial IaaportProgram·· procedureao

1. On both the· Reconstruction Fund and the USAIDGrant, loan entcria, pre-loon eco
nomicanal,)'a1s and loan~t plans are the exclusive rea~ibility of IOCu The
interest rate on such loans ranges from 3% to 4% per annumo

80 Technical servieea of USAID/IHD adviSors in selecting equipment: i checking proformaa
and deliveries against specifications, as well aS8ssisting 1n tbe iDBtallati.on and
start-up, eta an additionalUoSo contribution to this 'recovery. a,frorto

9. The amount, .$10 million, is covered by. one Letter of Commitment in f-avor 0 r Crocker
Cit1..ZeDS National Bank of San Franc1scooThe grant's administering Dt;enc)'L:.i IDe whose
function is to receiva all loan applications from enterprises·damaged during ViotCong
attacks in early 1968 0 tbe grant agreement was designed to cover replacement (d~ damaged
or dostroyed r.;a(~hinery or equipment i spare parts!J and some r~\;J materials 0 r,rte:l··t:ocb
nical and financial evaluation, ::Iud if the lOcUl rCl(uest is in orderi IDC recrm:r,;ondsthe
loan request approvalt(: the:! Board of 1\dr.linistt·atioa of, the GVN HO(~()nHtroction ['llwl:l

eOr.lposed of the Ministers of riuaneo ml(] Nntioua l Ceouor:ljl, nndj\f~sistant Nini~;LII-:· f, .)"
Industl.')'t \'0'110 have authority to uPPl'()vo'sllch l(lilns. t:Sf.ll,vs rtlncLion i~ ]'icl':::o-,' d,W'

eurrence untler eustmuilry CI P pJ.·l.ICCIJU t·l~~. Tit JBmll;L LL5 fJ~"ar~ri.Jl in.: i.mpo 1"1. J i I'C'!l:':(' :1\'1 ': L{,~l-

tions eovet'in J; thoprocuromnuL-.
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10. After loans are approved, the relative import 11c.enaeapplicatlooa under the U.S.
Grant are processed tbrough lDCtocCXDJ'Darc1.el banks. to Dati-one1 Bank of Vietnam, to
DirectOl"ste of CoIiDeJ:Ciel 1.14. then toUSAID lnduatQ teebn1claoa .. Coauodlty ega"
lyata; and finally the licensee are returned to the cCSID8I'clal baak to open the requinc
letter of' credit ccweriog U.S. proeunmeot UDder B 8217.

11. U· S. procurement under 23 opprCNecl loens to Januu1 31. 1969, would total
$6.304,683. PeDdlog appllcatiODS indicate poeeib18 additional U.S. procurement of
$420,000. Six letter8 of cndlthave been opened d of Pebruary 6, 1969. Payment
under lettera of credit opened under'A 8217 will pos8ibly start Ire July. 1969.
PA 8217 W88 pouched to Am/II by 'J:reD8lD1ttol MemD of Jul, 2, 1968.

1b1MSi2R:

l2.DC 1& fuoctl0D1. well 10 haDdling loan request. f. I'eCOIl8tl"UCt1on aDd rehabil
itation projects. DC cootlllUU to handle CUGtOUlaI')' appl1catlou covering new 01"

expand10a ln4u8trial enterprises in the privetesectol". ID doLOS 80 it supplies
technical advice aad guidance aa w1188 finance cOUl18ellDg. 810ce loanable funds
an l1D1ted t DC'e loan activities on new ventures GO 8GI18Wbat reatrlcted.

13. SOFIDIV faces the sa. problem aDd· baa bad practically 00 lOan activity since
February, 1968. Ita functl00a caD be coaaidered S8 dOllDfJDt for the tta beins.
altbough potent:lal projects an atudled aDd d16cussed w1.tb the privata sector.

- Otani.e. up to the attack period leet yearjJ SOFIDIV bad beenms.ki08 acellent proaresl

140 loth iast1tUtlo1l8 have 88 loDgc.tem goa18 the development of an industrial
... _MC_, moatly private, io Vi.toelD. !be wal" and poor aecurltybave eer1cualy

iotftfered with sigDif1cant pJt08l'e•• toward tbcee gools. DC' 8 sbort.el'Qtel'll1 gosl
of _lsting warc:>clermaJJed planta 18 belD8 realized. though not in the smount end at
the .peed hoped for. Eacb institution bas the structure and a baste experience to
eaable it to move into aDy poet_I" or 8ecure sltuatiooQ

15. . Cuftently, both ioatitut1ona are abort CD qualified pM'S0DD81 due to tbe aeoaral
.btU.don. Their menagemeae sud personnel are adequate under present ~lrcumstaDCes

pftJri.ded that certain key personnel ere not drafted, but fortbefuture it 1s quite
apparent both inatitutlono will need to recruit ondtraln more qualified people.

16. It roquest for future AID funding msy be anticipsted once Soutb Vietnam ceasos to
be at wor. Anapplic8tion tICS auOO1ittcd to the f.1ission twy 20, 1968, by tbe Hiluster
of Rational Iconcmy~ requesting a loon of U.S. $10 million. to be utl11~ed by IDe for
ita development lending activities. Itl view of the tben pendina USAlD grant for
reconstructlon and the unsettled war aituotioo t the upplication ties placed in llbeyanceo
Should peace occur, the applicstion can tben be given cons1derat1on.
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17. As to alternative eources of f1nance j assistance granted tbrouah the National
Bank ofV1etollta 10 the tom of puster leaDS is oocoo8arl1y.l~ted. ..6.8 to aast.banee
elsewhere. there are poteatlalaourcea fer po8tt5War dfieJ.cpm!ot but. aotbing _peolfic
haedeveloped at this tla1e.. .'the Asian Development._ "l8D8 to ••ad a tecbn1cel
eAistance team to Vietnam abortl)' to atudy, evaluate. and make recouateDdatl0D8 8. to
what cen be done f. IDCaM SOlIDlV. -rile teamuapected to eum1na aDd apPlrol••

"s11 facets of me's ..ad SOFlDIV's manageaeat and Gpel'ot1caal Pl'OCedul'88lO

18. 1U1U1J&oe of tb! IseMttySt lqp GJ:Mt:

A.t.Jhen the '10 -.111ion U.S. coatdhutl00. was originally _de, it wall tbcugbt '
that:l.t would barily eufflee 'In face of the $40 CO $SOml11100 estiaata of damoge.
Tbenfere.tbe arGot .s' reetrtcted b) npl.ceMOc· of damaged equl~nt aDd DOt to
ap6nalon of exlatlna facl11c:tea. £Vente have proveD diet orlg1Q81plarm1ll8 did not
take. intocona1der:aueo ~tent to whlcbpunt ounel'8 would lOCO keep tbeirdoora
open wb11e 41V81tlag Bnival of ~ted equipment. the ~ant woo not signed until
June 29, 1968. The first loan contl'aC~ between a company and the DC vea , '
September 13 for $311,000. The lateat was 8igned January 11, 1969 for aOlle $590.000 ..
In between ,oneWd 81tp.1ed 1ft October for$44J!OOO,oneln November for $450,000, and
the largest in Deceaberfor $3.000,000. At least fourmontbs elapse between signing
of the lOQQ contract and the arrival oftbe ordered equipment II In the tnt0rim.
since TET 1968, the factory' ownen reevaluated. their needs. decided wbat equipment
could be repalredoZ' rebuilt 081118 loeslly aYala-lable mater1a1e·.snd spare parte.
and ebenged tbeir production 11118a to confom with _iating and rebuilt equlpm8oto

ArrQngelDlnt. vere made by'&O!D8 cfJlDpanl_ for .peel_1hank loans (s poop of ChineN
backs 1n Sa1(JOQ pooled reacul'Cea to lend VIHlTDCO • eisl1ble GJOUl1t). .Tbla money
vea used to procure with GVII foreign excbllnp.Add1tloaall" plaot~ have been 'able
to borrow fJ:'Ol1ilthe GVb1 VH$ one billion fund wbichlC contributed to DC and tbua
purchase GUN . foreign excbsose for' lDlporta. Using tboaIe funde. lDlportera'have been
_ ..ted fl"CI» most foaael p:.roc.eduna being subject only to price chedr.8 by the DeB.
Tbua,' the tatatel emarpDCy s1tuatioo has·..~t relieved by se,lfQbelp
mea1Uft8 ond 4CceN to local flaaoclog. Neftrthele88! it 18 obvious thatchere
la.till ,8 8UbstBD~Mil needIer nplae..nt equiplDilQt, at ,1eaDt ~o the exteat of
the six million dollar. In, appl1cat1one. the disappointing .e.epect 18 that todGte
lees tban$200.000 In lett8111 ofcredlt havo been openedo

B. tfoat have been delayios feet•• mid what luaons ean be leomed?Firet,
tbe !DC'set up ratber stringent requirelSente for miniu.1m capitalization of .tbe
boi.Towere and for the conversion of proprietorships into cOrp«atl0Q8. Second.
1IJpoI:ter8 found it difficult to o'btain oeceseary proforma, invoices on GUcb of .the
replaeeueot equ1pmcmt~ Third, the U.S. Grant AgreeMrit required quotatione 011 8
CD' basis whicb posed particular ,roblema 'for lmpOE'tGr8 trying to purchase
insurance policies 10 Saigon on U.S. cODlDOdltiee II 000 U.. S. 8upplier declined '
to qUOtl:! insursnce rates, OOCDU8C of lack tr»f femLlia1:1ty with f,l1ouroocerate8
and'pract1ces. Fourtb, USAID teehniei~DS cCUD801ed uitb IDe nnd the plant owner.
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t·lf;lth ire8pect to tile aecu81C, ,. "1gaate4-..w.~aad the .......leatlm». ......
t\1~rn is tile l~taMo'delaJ 111 ..tloa 'tfa _1 CI'.~""npl'd1Dl 110_

, ,f.'mJ 008 .nv1we.· De OU~ ... _1..·f.~ .., .1....·"""11,
~~!!:':·~r'lj.~~ecJ to tbe U.8. e.at GOt f...bet_at of Ie- wiliDall" ....v... 10~.
~~; J~ t-.tedto aay offbaad ebat ..t of t. CD nplatt W baft 'WI
h'l tt-tY~ cr_t .........t. tbu ..... up tile __• ........,p 8M 1...
!!\~' t:~M' CD ProplIIII to VietD8. 1t_ pI:OWtl, jtldpeDt to .
~tlv·· f~).ifluir...t • fo&' CIPquotatloM rat.... than CIrF ~tl to __ ...
~.n ~M.i\'''~._qJde1a)i.oa fectal'. LlkwlM. tba stdet DC ",lt~_C.v1tb~.lt
lh't1 ~~.i,~,t~~Lt.llaaUoD. MId isorpo:aU.. baw CODtributed to ..-.e•••., "lapo At tile .
~7r,r1~'1 ~~i._ DC dW fft8 itlt me billion plMte~ fuDd fJrGa ..., ., tile ·..1 ........al.
:~{':'~~.Td~ti tbe --.8Id...... t*- ... advaDtqe GftlaU"

(~.. . For ot 1lIUD 1d.U1oa8 ·.the fol1orriDB 1dIht- CCDI Ute ie "I_~
~.(tl') t,a~dbllllbeo -"qeDC7 fUDCI f. 'nbab111tetiGD of 1IIIe placu after a

, ' . ", ,.. '. <. I' _ ~: l • ' •

"~'~t'~'~~'~nphel .'":'. .

1. To the extent that. eaistiq plaDt 18 Mtoa "hp1acM'._ ·sPaft
pu'U an bel. 0InIen4•. t .... ·would ... to lie 'eoouah 1 ..
pI'oteet1oo"to' penl.t l1hara1181Dg of a anat ...... 01 tb8 1

. pl'ocedur.l ..,...nte '" ·pend.ttiD8 prcpnet."..... Dtl
. eDIt -11'101 OlD nquil'eMDbo .

20 .,.. locel credit llM8titutioD ..t .lao l1ben11ce lttf F .......
_Mtnat the 81tuetl00U8D U1'.'UIUal oae•. aot48pal'~ ott its
.....1 lOan pr........ it cev:talDl, abouldoOt· '* lItepe ..
nquir_DUI '

3. !beftabou14 be 8 Joint 108flCC8llttu or • Jo1nCCiHhDteal
cOll8lttM tbat wau14.eoable tbe U&UD aDd the 1ou1 cswIl&
iuUtutlon to pneeu aDi eppI'OVe .,,~UQDIi.. II· ttJ.l,
-D'!K with B td.oi.. of ,.,..llaffl1a1~

40 It .... tbatao lUteal' ... "'1: the la1tiel. tt"ittNi\
tile lD&eD81t1 of plant 0tIGed will often t18ea eIIa .-
qpaftD~l, eataatz'Cpb1c eltuat1Gn ·irAte. -1...·~e
At.rJ lO8D 01' &raGt ....lIIeDt ente..... 1atG b;pUMD W ·tIaa
COQCIIla eufflcleot t1a1bil1t,7'1IO tlac. fuahs an Deft ..
1nto uaalten1l1......

O'lr.·1>~.~1l1 tM. ncoMtnctiOll poant to DC ••••Oectl988 1t _btend tbe ooeft....
a%. .~ ~:v~ local bust... C'Wmolty eacllCcertalnly prt'Jl11c1eda _.ft. of· fuDdeo tbDuah
iV;~~t~ ~, 1t.'apld 001, to wb1ch they knew they could tumo 11: d1d DOt pnclude the private

. tW.r.lr!.·:13 Dector ina "ina its cODtZ'tbutlOO aDd it belpedto stalllieb vltb1D tM
E,l1~ t) l'lQluable bod)' of exp8rl8DC8 that vlllbe _fa1 1Dlb DCI8d ....tl..o

, .
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Part lIt .., lt~t~t&Bt!r~ ,Dl/l;criptl-.e

DI~R~(llK),

10,·,••

~ RDJjLl.ma

~dU' ~ ~ftG !bo 418/D of .~r16j leJS"lp ROO VIIs ...~ - 
Mtc~ pt!R\'W1e agency~ ~ \\lith~~9 ~pt)m:fi.ble &1' ~jttml thtt
~h of iumdaAet:q' through bDtb fiMUM.diallUfJd ~ied _~o 1tIC',,~,

bu 6 triple role, 't1nsl1t of an ~1Ull Cndi1t ltttttRl~$i. ~lritty ClfII\1.d«7 '
~ioo9 &1fiM.! _ ]J.BhV81me1it Xnate111~ ~Q

lu' tt\i'iIM, of nfeJrQllee q.li~ RK u 4ftd~ ~,'c.... ox' a
d~~t h4mlto '

~ etaff is p~.l,y 101. mchndfttmg eoa~9 f;tt,J&1M!eJL e ~Ct, IIl1IMB
.velo~ ~pe:ialyt(lo '

~~ti't?8 amwI
X_R~ .QH1!. }Mjll

~ialMd~t t 11 2~

~lc ? 8 U
~itre0&rlJmg 18 , 2' •
Tnot De~t 4 6 10
Acb!tdstmt:l00 ud ~iloDe ...1 ,11 ..!L -

40 61 161

CqgJ!t - Ip~ • __

!hia depa~1C eervee tuo basie f1.MIctiOMo !M 'ladwrtlial Cntit' Isnlce is
ehargoo wit~the ncpoord.bUity 'of 80UDd ._g-.t of lcurible fwDde,wh!eb in
dudes 'the lt1CrG60ing, ~8iil. and gnus'titngcf,SfDd!wa t.N tltJilustJrkl '~ to
the prlvei:e sector to aaoilrt iraV81itOnin pul'Cb:u!ng,.ehiAnuy _. equJprtDto
loaM ,~ be granted up to HVe.D yean~ and m a~ t:ae-9 long.a

. The prevailing mteft'8't rate !G Pn8.t~ 60S: pGr lJ1iTlW1lIIo!btsn 11M becam1 elM
'thought gf.v~'tQ ~ing the ratGi but :lIB _ endeIwr to~ _lp p~paetlv(Q

imtuIJtri.lll.1s'ba J ,aDd a8 il~ ageoey ~ it ~ be6m CID8!~' b8I1t to kelp the_t. lOtIo Some loana were" grutsd fmm 1963 'to 1965 mt d _«I ~ phaam CGIIiIdUiM
of.1So !he aYe!mg~rat~ 1965 t:1mwgb 1961 WIltB 5% plus a ~ui_of.loS.L ~

'tile PNcticlQ is a'minliami :rate of 6 Q 5.t ad no e~gS\1cDo ...~ an beilol ~G
at a highar mtsc> 1hu CDmplrGe 'to the,'~l'C1al',baDkmtt. of 11 to as par SBBIIUU
wills, are a~t exclusive],)' for' 8ho~ 'tGIm bonwinga of up ~o 180 dl\Y8o
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.. 1110 second f1.1nctioll is that of acquainting dom.sa1:]Lc and foreign ent~preneuJ8

lJitll inV0;:.:tl1i1.~nt Pl'occllurt?s and pro\'iding themw.1l.th curroot info!mlrtio~'.nddata 00·
the (H.:onol:d.e c.l it;~crL~ und PL~Vd i] lng fir:ancial <..ooruUtioos0 IDe is the~cret~rlat

of the GVN InVl1stli:cnL Ct.J1:i!x.i.sGion and is l;"<2sponsible.forreceiving appll~t:!0D8-for
invostm(!nt pl"ivilejcs and following up ontheperfoi.Moceof app~ved caoterpm.o.,

Credit Assistance
-...-.--.... . ...'............. '.

Since 1958. industrial crodit disbursed lJy Inc has beenYN$ 2 p745,220~OOOpwllicb
accounts for almOst S%ofthe depreciated value of the capltal&1:otk ol priWlt.··· .,"
i.udustrial investment; hows7er9 at 8ftcto!' costs! ~hu mtlo 18 almo8t ~~1e,(" ..;..'.> 1

. "

1967...,............. , .

- 'fotal capitalstodc (pri~e sector)
at depreciated value

. - .Total capitalatock at factor cost

- I DC (:ontribut ion

. ,.
,:. I

billion '.

• 2 0 1 'billion
, .

. The Industrial ()c.velopmant Center ,has loaned a large portion of it~'fund8foJf:
the ptii."j".Jose·o f flnauc in~.I, the importation of industrialequipment,f?" . " .

I'~ In futurcyt.lf.lrs, IOCis credit assistance io expected to incr~ilse.. In 1963, IDe
'-. approved VN$ 0 0 3 million for inoost):ial credit" Thts jumped tc? VN$ 49703 ndlllon in

1966 anti to VN$' 916" S million in 1967 0 Tho fOl"I;?Cast for .196a was VN$ 1 bllliooJ

baaed uponestiwc&tod demand and availability of fund&o'l1le Spring .1968 'VC oflenaive
curtailed activit:)'. and finanelq wu CG1)' wt 8340 70 '1ftIe .XOOeet:1&ate for 1969 Is
againVN$ 1 billion of wbieh 10m disbursementafor January' and February a're esti
mated at VN$ 200 rnillioll o An IDe forecast w.adc in 1961 of 1972requl~ntawas
YN$ loS billioni which was a figure basGdalmost solely upon tbe1Dereesedrate of
demand yearl¥ beginning In 19630 Such anest1al~ewasmade sup~ without con
sideration as to whether' the hostilities Would continue as is, or cease altogether0

'lherelsgood reason to believe that once hOb'tilitics cease, the demand forf.ndua
trial credit eould ri888Ubstara~1a~o'thefAguree hareio arebsaed ,sole!>, upon
the prcsen1:fundsava~bleto IDCllwithout considering possib~e othar. 8OUrceso .

Within the f~xk of its ori!4inalQbjectivee, tbe IDe tries to augll8D't·t1ae
Go~98 develoJ8eDtprograftlo .

It has be~ '!ntbe paR, and it: will be a policy in the ~, forJIDC ~ogl~e'
.floaneial, tecbnical, and managerial help ·to those eecto~ of the ·ecp~ ·which. con-
. tribute most to the count!.'}' is efficient allocation of its scarce, resourceSo ThEt '
secu>1'8 rec~siving the major portion of loans fmi IDe bavs ~~:. fiqtl.Y.~ theWQodt~' ..
paper and It!\'F:~1:her iDduetr!ea; S~t ·textiles; th!~»·.ter, ~r. and tra~rt,
fo.llO\:JQd t>ypharmacwticals and cbsnicals:l . Factominwlvedcover.a)·~e need- 'for .
thelJl~H..h.i('t 9 :» does it conse!vo foreign eK(;hange~ c) ability of the borrower to
l'epi\Y, and d) itE3 contl~:ibirtion to the oc\,mo'J!}':i buth in tn:t'l!JS of prl.ec unu potential'
pr.ofit to contribute to the GVN income hy UK~'Ul~ oft~,i)'t:s unddliLieso
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. f&pDpcgkkltudi- -ltIE
. Tbfad~ bas two MW!ce a...c Fint, the !D6t8trial~ 8DcI EeaaMtc

___reb Servia providel 1Ddu8trie118'ts wit'h dIW.a c:oneemiDg ecoaotde policy aM
p1aDlniDg in Yi~, 2180 adlltratetmtlve proeeduNl and :!rAfo!D~iOl1l 08 iDYe9t8Mlt
opportm'd:tleso

heoDdlt the Industri.al 8ta:tiatlce 800 !om1Bll6A1tioo &&~Iee 18 c:hargett with keep
!rag cblest1c and foreign !!mJ8t.11eDt dr.elea ab~ of aUu~ of 1D't1cs8mart
aetlvltl.o It also fUl.8 .. II8lJt "ltalfuoctioln as 11l.Jlli8QO betw.8Il ~1al fore'"
lDY8lItore afIMi local eot~no '

~IDt:y DapaIbM!t

Tills departmeDt Q
• ProjectA~ Sen!ee,~~eet madf.. a_lIable

to intereated 1mTeatore t and M\Y alao uei8't investon in~ their cwn pn3eat
need8(1 Sudl auiatance M)' ind.ude a pnliid.DaZ)' market atudli Uc1miea1 ewcU'_e
plaGt al.t. cboiee. COIDpoeltioacf capital atlUetW:'G, 8IlCI.~ _ pmJtm illpl.lD
tld:1en~

• ~ AdvieoJY 8mrlee offez8 apec:1fte t9t'hdCllll uelat'llDce Sa ....
_a,., •... '. 011 teelud....:.~gg...husicteM oqllli-eiMt fliJll!Cial." ,
~!Dg tecbDiqM80 , It alu,.....mtt. talbDieal .....1IJd8e '" publ1hahtnc t,~~' ,I'" 4

·-.ri.ouhuate.. pids raad-..1ea.~ ad offsrilal twRdng cou.... :
~, pmdueial appzopdate elM... fl18 9 a180 _itateiatag8 teebdea1
llbnZY'LlGnice9 .

Co-.x~8 It woW.d appear fUe the _ fQftetHM ~ribed abow(_
oaatliIned b,. iDe) tba~ 'there .. be ... cwer1appingo fte~ 11M cot goae iabD
the~ __g__t of ltBC,aJMl 1t8 WIIlble tID COIaSIDt u tbia~o

1'DIt~

, ft1e depart1DeB1t MrveB tt.... lD ~gigng the pwII.... !DteNat 10~
~riH8(> It al80 acta .. ~tIlt1_of tIRe Gnl !lIt eeJltaiD ~riMe ia
'.,1deh tbIgo~ hu .. _ ..ity il'tl~itQ . .
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!!9scl'iption of the Capitalization of IDC~

. Ao Equity

capital

- french Government: Nr 341,000
- leA: $US 5,679,811080 @35~1

- USOHg

6, OO!,) ,\')'JO

198.795,723
819654,3$4

;~;VN 292,450,101 -.:, .....

- Hctai.ncfl Ca rnings $VN 95,261,237

- NinistlY of Fiaant'e (GVN)
- National Bank of Vietnam

Co . Total (Equity + LT Liabilities)

NPTES~

. $VN 270 ,OOO,OO() .
1 9 039,021,.419.

Capital: IOCas capital was contributed by:

- French'Government~ Uate~

I\l'llount~

Purt)()se~

October 17 t 1957
341,000 Nf (equivalent to $VN 6,000,U.oO)
Purchase of French textile equipment .

Un Juno 17, 1958, Sub-Project Agreement No" 1 was signed to provide fUnds for·
IDe aou setout tC1T.1S eovoring its loan act!vitics _' UndorthQse terms' the .
amounts of $US 6,000,000 and \~VN 99, 75U,UUO to un financed by USJ\lD (tban lCA .
andUSQM, respectively) as coAAl'ibution by' the cooperating couatty"fo' the'" .
capi'tal of the' lDeQ '. .

In accordance with the tanns (l r tIl (:! StJh-P}'I\! (let l\.L·2Gwe-nt No 0 1 ,the follow
lOt.; amounts were U'ili}::d'c.I.·),C'd t.u tl!(~ IDC:

- by lCA:
- hy USOt-t,~

~;us S,679,877,HO @ 35~1 - ~;"N '~9g,7C);:;~7~?::

.--.:( '."_~ (I ~).:1 ,:3 i:)/j

Total .".-" ~" ..

1'? l J 1 1 f' J • f" u"]1 t ,., ~ ,) . J"~ :" .<. .": ;" } L""IL!. '-1(' t.<.......ar·rHns er was mace in ···l'Je U1S,(\ .nen 'f; \hd.. l(? t, C. ~.J" •.;.,I'L 1..1'11" ...."~

i:'luJc ill 6JX" r:lC iaul iii. Lhd' I l\!l:~:; :'i..~. \·,J<.W \~I("!I]:' \-'11 .. 1\, .•.L.·I{·')..',It.'J=:;_ and. '1:,bc!';; ,": .
T~~[:t f~1antnrtl"'C)HS 1'01' nn Ctl (,1 :r'" I, "
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·SA100NTOAID A 1633 UNClASSIFIED 10.,

$VN' 200 ~000,000

Ret1iDed f;jrniOOig The IUCws Retained Earnings as of. Dec..ember'SI,. 19.67, amounted
·to VN 95 9 261,2370 This amount 18 the accwnulated Net Income from 1958' to 1967
.clfter deducting bad debts which amounted to $W 15~OOO,OOO~ (1968 figures ~are. not
yet ·a.vailablco) "';..

3 0 . 'IQng:"'Term Liabilities: \be VB Qovernment is tbe oolN ~red1torq :~ever, ·tbe:·.••
....,can be bl"Qken down as follows: . .

. , 80' M1njletry of F1nanse::

*First Lpang

.- 18te of !.Dang 1956
- Terms~ Maturity - 12 years and 2 year srace

Interes1: late8 1% per year

., This loan was actually ne~otiated by the Quoc Gia Doanll TeCuoc (Na'tional.:
Investment Fund) which .IDe took over upon its ElStabliehllleDt ,lD Hovembft,
1957 0 .

§q£pnd wan: $VN 200,000,000

- Date of loang August 29, 1967
.. Terms: Maturity .... 15 years including 5 year grace

.Interest Rate: 3>5 per year (suhj oct to l>e. revised)
Repayment Schedule; 10 annual installments, first. payment

- .Outstanding Amoun't 8 .VI 200 ,000 ,000

b o National Bank of Vietnamg

i01972

Drst Je!n: ...... ".

- Date of 1oaD~ 1962 ...'c ,- ".'

- Tems 3 Repayment Schedule ~ AIBm.ial.l.y upon recoveijl , :'..~';',:.
&"001 5/7 Surtax loans

Interest Rate~ 0 0 5>~ per yeiu,- up to Septo 1, 19,61 ,
3% per yearfZ'OlD Septo 1, 1967 onwards
(rdte subjet:t to revision) . ,

- Outstanding nmountt $VN 417,021,419

. .. ' . ',.:

Secondlnan: $VN 400.000 ,000

- rote of lDao: July 28 i 1966
- TertilS: Naturity - 5 years, '

Interest Rate~ 2% per yeal" up to Sep~""l",~~7:..::.-:< .",- ',' '.'
3% per year from Sept <I 1, 1967 onWards', ..
(rate subject to revision)' ,'. ';~" :<."".::.:~;... ;

'.- Outstanding J\mouut ~ $VN 400~"OOO.OOO'"

UNCLASSIFIED
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Co k~&g' I)m4g

nat~IBI~

- Original~8 • lIG.OGO,COO
.. Dmt<&8 ~ W,p 1M1
C) '!~8 ItIlturi-Cy - S .v--

JItmt«lft2ft IatttZ IX '08 0 (mts ~6'Gt to ~1_)
- ~ad!Dg ~8 • lSO»GOO~OttO

,- hoj(Jld:a tA>gido IIIpu Coo

Jso1m4 DfiBtJmlmfMg

.,. Orig!lmal ~t8 .. 72~OOOpoeo

- I&teg ~.Slr 26, 1967
C> ~'3 Maturity <> a ,... '

nl%fltfg~ btes • 'Q$Q (ate ~ect 'ttrP n'ri81et1)
....~~s .. 72~GlOG,GGO

- ·~ectg ftayfUa~ 000

UDtCJ..UIXInED

.,., .., ,~~'~..... ' ;
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.rodLgf.DA~g

~Q~Q

(r~lI ~~ lfibll~i~ ~ l~~ -
Ilt~~ &u.& Wi~ <::> monm.W) ..:

.A.If. e

~(] $$ \Jb ti~ SU~£1 ~18fMID

Mi'o !u.~~ ~mbi»oo ~1f@ tfJ)f ,~~,~

(,~~ 17/ Q:> 1bJp M if~~ illUl ~~" ~mw»

10 .o

i,OOC

2~GOO
2~tbCO
2 9000

.1pCOO
iOO

l~~

!:.aCOO

10
10
10
.10

10
10
10

~. We ••'".~@1f ~~ ~it.~ 6a Wi...
~_~_ f1r.i~ 'ft~~ ..
~@tl\~ ~ PJt1L~01f.Wiflt~~ I9Jimlg
'lf1:D ,.~ -= ~~«bmt E~itKl151Ji i ~ft!a1 Imk @f "ft~
Db Quwmg Rw!t't- IIP!~OJf ll~~lrU11t " ~iIll ~ tJ)f Wil~ml
~ ka~ = D!~y; ~~ r~l1i§(G d~ 1 \)Mie
~a-.~hi.... D!~t@~~r~~iM .
And1r~ T~tt!., c:> ~~rb~ .t.a~ pwr H C!JAlIQ~ ~

1 9X_.-trifJ
Dilvid Co iCrielf· <10 ~_~~~~~

!o Co hawcllUk = ~g@4':l Iimg~ & ShMgbarlL ~imJg ~tfuan

Alb<Mt"-t~ 4lD Dimletow~ of ad.
!dUkO Ibs Ull8g ~ D!~@1f~ cf ~emt:ft~
Dimb~ Chi. - D1~7f ~~Im ~6U.r.mg ~\mf'
hlguy_ !ila.&£» H1.rAb oc (fo~r GttwiiWOr$) ~tilOO78!1 ~ rof Wft~~
Jbmm lltn Ugoe c=> D1net@~ ~mi.l ~!goo nlm~~ .0

a

70

1 9460

~
_~'I/I2Q!!O M1I.D..,UlP
'35,000 • ~sq.9gGi" (12 hub pl~ '1 ~Y1l~)

.40 ~YS*.g

If. pri-me~ (etoek C31tpODt'i@lm) ~li~ &b~l' ~2j l"l~ b ~
pl~ with t1wJ law of JJu~ 24, 1~7c llb~ ff!i~ ~~ Wlf)tg~ Diwf)~ hmk~

.. ~pp%O'WKI by t.he &'txartit"1ljiulau.y ~ml Me~l:blw (n,lm~~ 26 a 1%10

A coDSlCrtim of 10 ~reul~ ~ fuft!rMI :1\11 @~-lf m wn~~s t~ adS.
of 1~striJ&11 fn~i1ngQ O!'!giiEYU £!!ntho~ lCtPpital 'Wa$i ft,$ 200~OCiJ(}Il000
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'\.

divided in'to 209000 shares ofVN$lO,OOO each 0 Subseriptlons were paid-up as
roUOWSg 2'Jt, by NoveIDber 22 9 l~l; ~ by Jar.uary 31~ 1964; aDd the res.1D1D8
5O"J, by Aupst 319 19660

On September 26, 1967» capital was increased to vm$35O million by issuing
159000 additional shares. tbese were tu1J¥ subscribed aDd paid-up by the
or1giDal shareholders. with allocations also made to two additional buks~
Saigon·Bulk and NoDS Cang Tbucmg Ngan Hang., In addition to the 12 banking
.shareholders, there are 7 1Dd!vidual sbareholders9 all bankers, with the
exception of Mr. Chien who is a former Director ~ Industrial Developaent
Cerrter (IDe). '. ", '

Co OBGlUiIZATIOBg

Vletnaa Deve1.opneDt !&Dk is administered by aD AdDdD18'tratlve CO'UJlcl1
(Board of Directors) who are elected annual],. by the GeDeral Aasemb~ of
Shareholders 0 Present:q, there are 17 Direetors9 however it 1s eontemplo.ted
to reduce this number 'by' trOl\ 5 to 9 in the Dear fUture (MeetiDs scheduled
Pebru&r7 1968) 0

MaDageeeD't 1s vested in a Direc'torGeneral appointed b7 the Board who 1s
given all necessary powers. Operating statf' as ot Deeed>er 31s 1961 was 140

Do i'UBCTIONg

The baslcpurpose of the baDk is to contribute to the eatablisbmeDt and
developmeD't ot indU8'tr1alenterprleea within the private sec'tor or the econ~

by providing t1oanc1al and/or technical assistance 0 .

As a devel~ bank it -.v extend· medium 01" 10Dg 'term 10aDB at a present
interest rate' of 7~;' per aDIlUIlo It E¥ alao fw1etiOD as an 1Dveatment cOJ1'IP8X\Y'
by taking &11 equJ:ty poaltioo in the ereatioa aDd developmeDt of industrial
enterprlseso '

Policies include the desire 'to~

/

a) EDeourage private eDterprlsespecifiC'.al1y ill fields ot 1lldustry which
will 'contribute most to the economic 'developaent ~ VietD8JJlu

b) Asslst partlcu1arl¥ those industries which· viU·produee goods eurrent~

beiq 1mported in order to conserve foreign exebaDge.

e) . Proride tecbrdcal assistance to praaote effi.ciency in iDduatr1&l
production and industrial~ and introduce new tee1m1qUes 1D
all phaiH;';. r4 induatrialdevelopmeat.

d) stimulate toreign participation in new or expanding enterprlseso

UNClASSIFIED
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10 .,

e) Earn a profit sufticient to keep reserves and to P8¥ dividends to
shareholders (\ <

Eo ,!!OOECT ~TION:

1)Submiss10X!..!'f_~~eC't

The .appl1canaubmita .to the bank his project tor· the eatabUsbment»
expansion or modenUzation otan industrial euterprlse aDd· furnishes
1DtormatloD concerning theteclm1eal~ eeonanic~ comIerc1&l and financial
aspects of the project ..

2) !.!!!
With the assistance of technicians of the baDkp the appUeant makes

up a tile consistingot aquesticmnaire coverins the tollodng areas:

- Location of the plant Q

Raw materials" power» water j transporto
- Manpower and know how.
- Market stud¥g Galea est,imates p di8tributiOQ~poaalbl.e competitlOilo
- Soundness ot the project with regard to the eeoDOBIY or the COUlltry

and to ito balance of P8\V'DlOnts. .. ..
- Financing at the project~own cap.1tal, long term and short term loans" ~
- Feasibility or the projectg Ratios or te...lbl1:l.ty~ annual cash f'lotlr8" .
_ MiaDagemento .1'

Cl> ConditiOM of ftDancial assistance ..

3) £"ODS1deratiOD or the File bl the Dlre,c1;or

1'be lIhole file is submitted for the considera.tionot the Direetor *09
if the project 1s deemed 1Dterest1Dg9 w111submtt his report and his
reeceaendatious to the Administrative Council. of the Bemko. .

4)· Dee1810D of the Admin1s'trative CouncU
"'... 'lOla 0,....

The Administrative COWlCl1·dec1des by a lIBjorifq of 2/3 of the
regi8tered capltalo

Since August; 1966 the CaJI.P8DY baa 1nereased its financial relloureea ~

a) By 1ncreasing tho registered c-ap1tal,

b) By obta1niDg l.cms tenD loaDS t'rarn 'tho government at an interest rate or
l'J, and refinancing by the .Banqu.e l'latioral du Vletnua.
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The present structure of the financial resources of the Company is as follows

1. Own Capital

Authorized capital (entirely paid-up): VR$ 350 million

2" Government Lo&.ns

1st Government Loan (Contract dated l.farch 24, 1967): VN$2oo million
2nd Government Loan (Contract dated August 30, 1967): .200 mill.ion

3. Refinancing by Bonque Rational

Already granted:
Under negotiation:

VN$ 242 million
VR$ 95 million
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