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 AR.IES Assistance toResource Institutions
 for Enterprise Support
 -ii.
 The ARIES project is designed to strengthen the capabiliti6s ofsupport organizations in developing countries to implement small-scaleand micro-enterprise development programs. AllIES builds on the work ofthe Agency for International Development's former Program for Investmentin the Small Capital Enterpr:f.se Sector (PISCES) and Small BusinessCapacity Development projecta. It works with intermediary supportorganizations that provide services to small and micro-businesses andindustries, such as private voluntary organizations (PVOs), banks,chumpers of commerce, management training centers, business people'sorganizations, and other developing country government and nongovernmental organizations (NGOs).
 The contract for this five-year project has been awarded to RobertR. Nathan Associates, Inc. (RRNA) with subcontractors Harvard Institutefor International Development (HIID), Control Data Corporation (CDC) andAppropriate Technology International (ATl).
 ARIES is core funded by the Bureau for Science and Technology'sOffice of Rural and Institutional Development (S&T/RD) and the Bureaufor Food for Peace and Voluntary Assistance's Office of Private andVoluntary Cooperation (FVA/PVC). Mission funded technical assistancerepresents ~3.8 million, or almost three-fifths of the five-year budgetof $6.8 million.
 The ARIES project has three major components -- research, training,and technical assistance -- designed to cross-fertilize each other. Theapplied research component focuses on economic, social, and organizationalissues surrounding intermediary support organizations to inform AIDmissions and host country actions in this subsector. The trainingcomponent includes design, testing, conduct and follow-up of trainingprograms in such areas as finance, management and evaluation for PVO andNGO personnel. The technical assistance component provides short-termtechnical assistance to AID missions and intermediary organizations toassist small and micro-enterprise development.
 PROJECT OFFICE: Robert R. Nathan Associates, Inc., 1301 Pennsylvania Avenue, N.W., Washington, D.C. 20004 (202) 393·2700 Telex: 248482 NATECON
 In Collaboration With • Appropriate Technology International • Control Data Corporation • Harvard Instllute for International Development
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PREFACE
 The purpose of this report is to provide the USAIDMission to EI Salvador with an assessment of the micro andsmall enterprise sectors, and to submit for their consideration a project design framework consistent with USAIO'soverall strategic objective of enhancing EI Salvadorcs eco
 nomic recovery and growth.
 The project goal and purpose as defined by USAIO are togenerate emploYment and income, and to enhance the developmentand growth of micro and small enterprises in the industry,commerce, and service sectors. The project design strategicissues were spelled out at the outset, and projecu componentswer~ conceived for addressing the constraints on micro and
 small enterprises.
 The team analyzed the characteristics of the enterprisesand the proprietors' profile before proceeding with theconstraint analysis. Separate assessments were carried outfor the two types of enterprise. An overview of the Salvadoranresource- institutionsis-pl:'ov±dedeu,~implementation stratogj·
 for each component is described, as well as the policy anddelivery system's basic framework. Implementing agencies areidentified, outputs described, and funding requirementsestimated.
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iii._
 ...
 -
 The project benefits were estimated at the project goaland purpose levels of the hierarchy. Finally, the reportprovides our judgmellts on the project components' priorities,and makes recommendations as to the scale of the project.
 ii.
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 EXECUTIVE SUMMARY
 Micro and small enterprises in El Salvador are estimatedto be composed of around 77,000 and 3,900 business units,respectively. Micro enterprises are defined as business unitswith less than 5 employees, excluding the proprietors, withfixed assets of up to ¢50, 000, and small enterprises arebusiness units with 5 to 50 employees with fixed assets of upto ¢500,000.
 Micro and small enterprises make up 99 percent of nonagricultural private sector enterprises ~~d account for atleast 59 percent of overall emploYment in the non-agriculturalsector in El Salvanor. Micro enterprises alone represent 94percent of these enterprises and employ about 110,000 persons,or 39 percent of employment in the non-agricultural privatesector. Small enterprises represent 5 percent of suchenterprises and provide about 20 percent of emploYment.
 Micro and small enterprises employ some 167,000 persons,
 These enterprises make a significant contribution to the GNP.The salary and fringe benefit components of their value-addedwere an estimated ¢l,200 million in 19867 this is about 6percent of the GNP, and 12 percent of the total value-added ofthe main non-agricultural sectors.
 iii.
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The micro enterprises' unsatisfied credit demand has beenestimated at ¢220 million at constant 1985 prices, this is thesum that an estimated 39,000 enterprises would borrow fromcommercial banks under suitable credit policies and creditdelivery systems. The credit demand could easily grow to ¢263million by 1991 at constant 1985 prices, representing around46,000 enterprises, if permitted.
 The main constraints on micro enterprises are a shortageof financial resources, lack of managerial skills, lack ofbargaining power, unstable markets, and failure to comply withlegal requirements. There is a lack of managerial skillsbecause proprietors can only rely on learning by doing to runtheir businesses, and lack sound management and operationsystems. Micro enterprises lack bargaining power to negotiatewi th government institutions, suppliers, and internat.ionalbuyers because they have no umbrella organizations to providesupport. Individually they are weak because they are smalland do not comply with all the legal. requirements placed onthem. These problems are compounded by the proprietors' lowlevel of education and the enterprises' lack of skilledmanagers for negotiating business arrangements with otherfirms.
 The micro enterprises consider the market environmentvery unstable and acknowledge the need to enhance the effec-tiveness of their marketing systems. They complain that thehigh price of raw materials and parts represent a significantconstraint on their businesses. It Isimport.ant'-t"--'realize----------"'---
 the extent to which these enterprises may be affected, byforeign exchange scarcity and by rationing policies. About 79
 percent of the enterprises use raw materials or parts whichare totally or partly of foreign origin.
 iv.
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The micro enterprises do not feel as constrained by legalrequirements, perhaps because so few comply with them. Butthe enterprises' failure to comply with the laws may hindertheir bargaining power for negotiating with other parties, andmay make them easy targets for other parties' abuses.
 In contrast to the micro enterprises, the small enterprises' credit supply appears adequate. Also, small enterprises are generally formal sector businesses, most of whomcomply with legal requirements. Small enterprises, like microenterprises, may be af.focted by a lack of managerial sk~lls, alack of bargaining power, and an unstable market environment.However, the extent to which they are affected hy theseconstraints is not as great as for micro enterprises. Thesmall ~nterprises' proprietors usually have a higher level ofeducation and more influence. Also, these enterprises havemore access to and resources for participating in trainingevents sponsored by universities, INCAE, and local institutions. Small enterprises have more bargaining power becausethey are larger than micro enterprises, they' comply with legalrequirements, and they usually have skilled enough people fornegotiating with other firms. They usually have moreeffective and efficient marketing and distribution, becausethey rely more on sales through retailers where microenterprises rely more on direct sales to consumers.
 The USAID Mission's overall strategic objective is toenhance El Salvador 's economic recovery and growth. Theproject purpose tsto enhance the-' deveiupmelli; -ami--growth--o-i------·--
 micro and small enterprises in the industry, commerce, andservice sectors.
 The project design must take into consideration severalissues.
 v.
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9.
 1. The opportunity existl3 to produce a significanteffect in the short run because many enterprises lack the services they need for enhancing and expanding their businesses.
 2. Micro enterprises represent a large number ofbusiness units dispersed throughout the country, but concentrated in the most populatedurban centers.
 3. Micro and small enterprises have distinctcharacteristici!:l.
 4. Micro and small enterprises are affected to adifferent extent by similar constraints.
 5. Small enterprises have easier access than microenterprises to the services they need.
 6. Achieving the project purpose with a largenumber of enterprises may require many years,and definitely requires delivery systems forproject components that will be effective andefficient on a large scale.
 7. Resource institutions need to be developed orconsolidated and sustained within the highlypolitici~ed environment in EI Salvador.
 8. The implementation process must be creative andflexible enough to introduce innovativ~ tactics, management systems, and delivery systems.
 An effective project monitoring system must beput in place to identify potential problems,verify the project implementation efficiency,and identify possible needs for tacticalimplementation changes.
 10. The recommendations in this report should bediscussed and negotiated with the participatinginstitutions.
 The project components planned, and the programs outlinedin this report are:
 vi.
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 Financial Resources
 Credit for Micro Enterprises, Program 1
 Venture Capital Credit, Program 2
 Guarantee Fund, Program 3
 Savings, Program 4
 Street Enterprises' Credit, Savings, andTraining, Program 5
 Training and Technical Assistance
 Micro Enterp~ises, Program 6a
 Street Enterprises, Program 6b
 Research, Program 7
 Development of Trade Associations, Progr.am 8
 Improvement of Compliance with RegistrationRequIrements, Program 9
 Project Monitoring and Coordination Unit,Program 10
 The overall funding requirements are $62 million, ofwhich the credit funding for micro enterprises represe~ts 74percent. The design of each component takes into consideration the gap between the potential demand for and supply ofthe components services, and also the institutional capability
 that the implementing agencies could develop during thesix-year life of the project, since a project funding limithas not yeEoe-en estaoIIsnea:.lGl0wledge""of each component i sfunding needs will be a relevant factor fo~ establishingpriorities for resource allocation.
 The implementing agencies involved in this project arethe commercial banks, for programs 1, 2, 3, and 4; the Central
 vii.
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Bank, as credit wholesaler for programE 1 and 2, and as theGuarantee Fund's manager for program 3; PROPEMI and PVOs forprograms 5 and 6b; PROPEMI for programs 6a, 8, and 9; and aProject Monitoring and Coordination Unit (program 10) forprogram 7. This unit should be in place at least four monthsbefore the implementation of any other product.
 The project goal of increasing employment:. and income wi.llbe achieved through the generation of approximately 45,000,
 jobs and an increase in incomes of at least ¢300 million, at1985 prices.
 The project purpose of enhancing micro and small enterprise development will be achieved through the increase in theenterprises' profitability. The gross profits of 51,000 microenterprises will have increased an average of about ¢14,000
 per annum at 1985 pr.ices at the end of the project; and theirvalue of fixed assets will have increased an average of ¢6,000
 per enterprise. At least 35 percent of the micro and smallenterprises will have increased their sales due totally orpartly to the project.
 A smaller scale project may be designed by reducing theproject outputs and benefits, or eliminating the small enterprise components from the project.
 The credit product for micro enterprises should bedivided into two phases. The first phase's funding could beestablished with an outlay of $7 to $10 million for credit,
 the second phase would be determined based on the results andexperience obtained in the first phase.
 viii.
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The ovorall project funding requirements would be $21million rather than $62 million, if the credit outlay formicro enterprises were set at $10 million. The total outlayfor the micro enterprises credit product would be reduced f.rom$47.61 million to $11.61 million, and the outlay for theguarantee fund would be reduced from $7.4 million to $2.36million.
 ix.
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::
 I. ENTERPRISES AND EMPLOYMENT
 There are at least 77,000 private, non-agriculturalmicro enterprises in El Salvador and at least 3,900 smallenterprises. The number of small enterprises is assumed tobe similar to the r.~mber of private enterprises with 5 to 50employees who paid Social Security in 1986. The number of
 micro enterprises with less than 5 employees is assumed tobe similar to the number of these enterprises reported by
 the 1978 Census, multiplied by the growth factor of small
 enterprises between 1978 and 1986. Agricultural enterprisesare not entitled or subject to registration with Social
 Security.
 These figures represent a very conservative estimatesince many small enterprises are not registered with SocialSecurity. However, the estimate represents at least 70percent of the small enterprises, based on conversationswith Social Security officials and the team's judgment. Theenterprises registered with Social Security function lin only145 of the country's 261 municipalities, but these are themost populated ones.
 J '
 The USAID Mission to El Salvador defines small andmicro enterprises by number of employees, but also addsother limits: micro enterprises are family economic units
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 with a single owner and fixed assets of up to ¢50,OOO, and
 small enterprises have a fixed asset value between ~50,000
 and ¢500,OOO •
 The number of small and micro enterprises was estimated
 taking only the number of employees into consideration,
 because data grouping them by fixed assets was not possible.
 However, these estimates represent the size of the two
 groups fairly well even if the Mission's definition wereused. Most of the enterprises with less than 5 employees
 have less than ~25,OOO of fixed assets; this can be inferred
 from the FUSADES survey of 1986. The data tabulated by
 FUSADES show that 94 percent of the enterprises in the
 survey have less than 5 employees excluding the proprietor,
 and that 88 percent of them have a fixed asset value lower
 than ¢25,OOO. The Census data of 1978 show that enterprises
 with 5 to 50 employees had an average value of fixed assets
 of ¢50,000, or ¢157,400 at present prices (inflation factor:
 3.15) •
 •According to our esti~ate, micro and small enterprises
 represent 99 percent of the total number of non-agricultural
 private sector enterprises in E1 Salvador, and at least 59
 percent of the jobs generated by this sector. They repre
 sented 58 percent of such jobs in 1978, according to the
 Census.
 The 167,000 persons employed by the micro
 enterprises represent about 10 percent of theeconomically act.ive populat:l:ono-f r,-u-fffrifrOi}-.-
 and small
 country's
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3.
 Table 1. Enterprises and Employment,December 1986
 AverageEnterprises Employment number of
 jobs perType Number Percent Jobs Percent enterprise..Microa 77 ,000 94.3 110,100 38.9 1.43
 Smallb 3,900 4.8 57,100 20.2 14.64
 Largeb 712 0.9 116,164 41.0 163.15
 Total 81,612 100.0 283,364 100.0 3.47
 a. The average number of jobs per enterprise is based on theFusades' San Salvador survey of 1985, and is similar to the average 1.47 jobs per enter.prise calculated on the basis of the1978 Census. See Annex 1.
 b. Source: Social Security (Annex 2).
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4.
 Micro enterprises represent the largest number of
 businesses and are an important source of employment generation. The 77,000 micro enterprises represent 94 percent ofall enterprises and probably generate about 110,000 jobs, or39 percent of the total number of jobs in non-agriculturalprivate enterprises. This number of jobs does not includethe proprietors. Small enterprises represent about 5percent of the total number of enterprises and generate 20
 percent of the employment in the private sector.
 The overall number of non-agricultural private sectorenterprises grew from 60,047 in the 1978 Census to ourestimate of at least 81,612 in 1986, an increase of 36
 percent. The number of large enterprises apparentiy de-creased from 739 in 1978 to 712 in 1986. On the otherhand, the total number of jobs in the non-agriculturalprivate sector increased from 194,524 to 283,364 (45.7
 percent) during the same period. The average number of jobs
 per micro enterprise remained constant at 1.5, but itincreased from 10.5 to 14.6 for small enterprises, and from111 to 164 for large enterprises. Part of the increase inthe average number of jobs per small and per large enterprise may. be due to an increase in the number of securityjobs, considering the political circumstances in El Salvadorand team observations on visits to industrial plants and to
 stores.
 The Department of San Salvador has the largest numberof micro and small enterprises and provides most of theemployment. 1 Thi.s department repi;esents 6Spercent-·of-l:fiEf---····_-
 enterprises and jobs. The next three most important departments are La Libertad, Santa Ana, and San Miguel whichrepresent 8 percent, 7 percent, and 6 percent, respectively.
 1. It also has the highest percentage of large business.
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5.
 Table 2. Location of Enterprises, 1986
 Population (7/85)Department Enterprisesand type
 of enterprises Number Percent
 Employment
 Jobs Percent Number Percent
 San Salvador
 MicroSmallSubtotal
 La Libertad
 MicroSmallSubtotal
 Santa Ana
 MicroSmallSubtotal
 San Miguel
 MicroSmallSubtotal
 All the others
 MicroSmallSubtotal
 Total
 Average of allthe others
 MicroSmallSubtotal
 50,4082,540
 52,948
 6,32~
 3196,644
 5,354270
 5,624
 4,460235
 4,695
 10,453519
 10,972
 80,883
 1,04552
 1,097
 65
 8
 7
 6
 14
 1
 72 ,08338,158
 110,241
 9,0465,017
 14,063
 7,6563,816
 11,472
 6,6643,2039,867
 14,9476,906
 21,853
 167,496
 1,495690
 2,185
 66
 8
 7
 6
 13
 1
 1,094,249
 440,030
 490,367
 480,486
 2,350,444
 4,855,576
 235,044
 23
 9
 10
 10
 48
 5
 Note: The figures for the smail enterprIsEis--·we-re--oc.:---.----------.·-----tained from Social Security (Annex 2). The figures for themicro enterprises were estimated assuming the same dis-tribution as for small enterprises.
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6.
 The percentages of micro and small enterprises establishedin these three departments are fairly similar to the percentages of the total population that they represent. Theother 10 departments represent 14 percent of the enterprisesand employment and 48 percent of the total population.
 The percentage change in the number of enterprises ineach department between 1978 and 1986 varies significantly.The number of enterprises in San Salvador increased by 119percent, whereas in Santa Ana it decreased by 20 percent.
 As mentioned before, the estimates rely on a comparisonof 1978 Census data with 1986 Social Security data forestimating the growth in the number of enterprises1 there isno recent Census data. However, the methodology used issatisfactory for the purposes of a project design that willconsider the country as a whole. The methodology yieldsconservative figures because it is based on Social Securitydata, and not all enterprises comply with the requirement toregister with Social Security. There may not be enoughresources or institutional resources for providing projectsupport even to all the members of this conservativelyestimated population of enterprises.
 Most of the micro and small enterprises are establishedin departments whose population density is higher than thenational average. Approximately 86 percent of these enterprises are established in four of the six departments whosepopulation. den.si:t¥.ishigberctrnmc.23.i_~ons.per. square .._.__ _kilometer, which is the country average. The micro andsmall enterprises are concentrated in a few municipalities.About 65,190 enterprises, or 81 percent, are established in8 of the country's 261 municipalities.
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 Table 3. Increase in the Number of Microand Small Enterprises
 EnterprisesPercentage
 Department 1986 1978 increase
 San Salvador 52,948 24,118 119
 La Libertad 6,644 4,191 59
 Santa Ana 5,624 7,080 (20)
 San Miguel 4,695 4,397 7
 All the others 10,972 19,522 (44)- Total 80,883 59,308 36
 Assumption: The percentage by which the number ofsmall and micro enterprises changed is' equal to the percentage represented by the change in the number of smallenterprises, the latter obtained by comparing the SocialSecurity data for 1986 with the Census data of 1978.
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Table 4. Population Density(Persons Per Square Kilometer)
 - -Densitya
 Percentage ofDepartment enterprises
 Sun Salvador 1,235 65
 La Libertad 266 8
 Santa Ana 242 7
 San Miguel 231 6
 Total 86
 a. Source: Anuario Estadistico 1985, tomo2, seccion 211, Estado de la Poblacion,Estadisticas vitales, September 1986.
 8.
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 Table 5. Municipalities With the LargestNumber of Micro and Small Enterprises
 Municipalities
 San Salvador
 San Miguel
 Santa Ana
 Nueva San Salvador
 Soyapango
 Antiguo Cuscatlan
 Usulutan
 Ilopango
 Subtotal
 All the others
 Total
 Enterprises
 46,912
 4,691
 4,772
 3,074
 2,022
 1,536
 1,132
 1,051
 65,190
 15,693
 80,883
 Percent
 58.0
 5.8
 5.9
 3.8
 2.5
 1.9
 1.4
 1.3
 80.6
 19.4
 100.0
 Source: Estimated on the basis of Social Security data on small enterprises, using the samedistribution for micro and small ones together.
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10.
 Table 6. Estimate of Salaries Paid byMicro and Small Enterprises in 1986
 (Millions of Colones)
 Type of Number of Sali!l.ries Salariesenterprises workers per annum and fringes
 Micro 110,100 562 618
 Small 57,100 504 580
 Total 167,200 1,066 1,198
 Source: The salary figures for small enterprises arebased on information provided by the Social Security, andfor micro enterprises on the assumption that the averagedaily salary per worker is ¢14 per calendar day (about 17percent lower than the minimum wage). The fringe benefitsare assumed to be equal to 10 percent and 15 percent of thesalaries of micro and small enterprises, respectively.
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 11.
 Micro and small enterprises make a significant contribution to the GNP in El Salvador. The salary and fringobenefit components of their value added was approximately¢1,200 million in 1986. This component of the enterprises'value added by itself could have represented around 6percent of the GNP in 1986, and 12 percent of the totalvalue added of the industrial, commercial, and personalservice sectors.
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II. MICRO ENTERPRISES
 Characteristics of the Businesses
 Most of the micro enterprises are not formal businesses.Only about 35 percent of them are registered with the municipal government as required by law, and possibly less than 8percent are registered with the Social security.1 In thispaper, formal enterprises are businesses that are registeredwith both the municipal government and the Social Security,and semi-formal enterprises are businesses that are registeredonly with the municipal government. Informal enterprises arebusinesses that do not fall in either of these categories.
 About 75 percent of the enterprises that carry out theiroperations in fixed structures in San Salvador are located in
 the home of the proprietor. 2 This percentage is probablyhigher in the other cities, because they are smaller than SanSalvador, and the proprietor's home is likely to be a convenient location for the business in terms of marketing.
 1. The ·perCcl1tage frf-enterpr!-se-s- registered -itt- the -munici==pal government was estimated by the FUSADES' San Salvadorsurvey, Table 13, and the percentage registered in the SocialSecurity was estimated on the basis of data provided by thisinstitution.
 2. FUSADES survey, Table 3.
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 A large numbor of micro entorprises funotion in thestreets (street enterprises). No data is available on thonumber of those enterprises, but they mny represent at least
 20 percent of the 77,000 micro enterprises in the country.
 Of the micro enterprises of San Salvador that operate instructures, 65 perc'.!nt are engaged in commerce. The streetenterprises' main activity appears also to be commerce, asample of 50 enterprises revealed that 92 percent were engagedin commerce and a percent in service. The service and industry sectors are represented by 19 percent and 16 percent,respectively. 3 This distribution may vary for the country asa whole, since 58 percent of the micro enterprises are in SanSalvador. The percentage of enterprises engaged in theservice sector may be smaller in the other cities becausepopulation income is generally lower, and people may not makeas much use of personal service businesses.
 Table 7 lists the main industrial and service activitiescarried out by micro enterprises, based on the FUSADES SanSalvador survey of 1985.
 The micro enterprises' marketing distribution system ismainly based on direct sales to consumers. About 80 percentof the micro industry and service enterprises sell directly toconsumers; however, more than 43 percent of them also sell toretailers, and 22 percent also sell to wholesalers. All the
 production and services of these micro enterprises is sold. inthe Salvadoran market. About 96 percent of the commercialen~erprises sell directly to consumers, and 24 percent of themalso sell to retailers (FUSADES San Salvador survey, 191f5,Table 30). The percentage of micro enterprises that sell toretailers and to wholesalers may be lower in other cities
 3. Estimate based on FUSADES 19~5 survey, Table 3.
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 T~b10 7. Activities Within tho Industry and Sorvice Sectorsa
 InduDtry Porcent Servico Porcent..Garment 35 Car repair 111
 I.......
 Wood producta 11 Electrical appliancaF.i repair 11
 Metal frames 9 Barber shop 9
 - I
 Bakerios 7 ShC.IO repair 5
 Mills for corn flour 5 Pictures 4
 Shoes 4 Boarding houses 4-'
 concrete tiles 2 Beauty parlor 3
 Food 2 School 3
 Others 25 Advertisement 2:,\Furniture repair 2
 Insurance agent 2
 Car tire repair 1
 Other 40-Total 100 100
 a. Based on FUSADES San Salvador Survey of 1985, Table 3 •
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 because they are smaller than San Salvador. Most pr~prietors
 seem to feel that they could expand their sales. In the
 FUSADES survey of San Salvador in 1985, 53 percent of the
 enterprises in a random sample of 444 believed that it would
 be possible to expand their sales.
 Most of the micro enterprises' competition comes from
 small and micro e~terprises themselves. More than 75 percent
 of the micro enterprises expressed this opinion and less than
 15 percent indicated that they are also competing with the
 large enterprises (FUSADES San Salvador survey, 1985, Table
 31) •
 The enterprises' investment needs were quantit~tively
 identified in the FUSADES survey of 1985. About 44 percent
 said they wished to purchase equipment and machinery. They
 also want to increase their working capital: 47 percent
 planned to hire more workers and 4 percent planned to export
 part of their production.
 A few of the enterprises' performance coefficients are
 shown in Table 8.
 Table 8. Performance Coefficients on anAnnual Basis
 (Colones)
 ..
 GrossFixed assets Cost Gross income
 Location of per full- per gross income per per= entrepreneur time jobs sales fixed assets worker
 Proprietor's home 10,210 0.40 1.68 19,000
 Quarters away from 5,986 0.39 3.12 12,576the home
 Street 3,355 0.61 1.20 3,900
 Overall average 8,272 0.40 1.92 14,352
 Source: FUSADES Survey of 1985, Table 18.
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 The enterprises' average value of fixed assets is around10,400 colones (FUSADES survey, table 35). But the averagefor the street enterprises is only 2,700 colones. The. ratioof the annual value of sales to fixed assetR is in the rangeof 2.3 to 4.3. Table 9 provides data on a non-random sampleof 25 enterprises in San salvador. 5
 Micro enterprises appear to be highly dependent onimports: 79 percent import raw materials, parts, or merchandise totally or in part (non-random sample of 33 enterprisesin San Salvador, FUSADES/INCAE interviews).
 Proprietors' Profile
 Women's participation in micro enterprises is significant. About 65 percent of the enterprises are owned andmanaged by women: 46 percent of the jobs are held by women(FUSADES San Salvador survey, Tables 10 and 17). The patternof participation is probably similar throughout the country.
 The percentage of proprietors in San Salvador who are notnatives of the city is 48 percent, and these immigrants havelived in San Salvador for 18 years, on the average. Thepercentage of non-natives in San Salvador is probably higherthan in any other city because the capital city has traditionally attracted more migration (FUSADES San Salvador survey,1985, Tables 10 and 11).
 prietors do not own any real estate because, on the one hand,75 percent of the enterprises that have physical quarters
 function in the proprietor's horne: and, on the other
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Table 9. Ratio of Annual Sales to Fixed Assets,1986
 (Colones)
 17.
 -Median of ratio
 Units in Median of Median of of annual salesActivity sample annual sales fixed assets to fixed assets
 Industry 7 30,000 7,000 3.3
 Service 11 12,000 a,ooo 2.3 !
 Conunerce 7 15,000 5,000 4.3
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 hand, 41 percent of the enterprises rented their quarters(FUSADES San SQlvador survey, 1985, Table 16). The percentage
 of enterprises that rent quarters may be lower in other citiesbecause the price of land and the building costs, using localmaterials, are probably lower than in San Salvador.
 The proprietors' average age in San Salvador is 44; theirformal education is very modest. Only 7 percent have collegetraining, less than 12 percent completed high school, lessthan 6 percent have vocational school training, and less than56 percent completed grammar school (FUSADES San Salvadorsurvey, 1985, Table 12). The educational level is likely tobe even more modest in other cities based on the assumptionthat the school system in the capital city functions better
 than in most of the other cities.
 The proprietors of micro enterprises are determinedpeople: 92 percent of them started their own businesses; onlyabout 8 percent inherited the businesses they operate. Theneed to make a living or the problems of being unemployedappear to be the most important driving forces for establishing micro enterprises. About 64 percent of the proprietorsstarted their businesses for one of these reasons (FUSADES SanSalvador survey, 1985, Tables 37 and 14).
 The proprietors I accumulated on the average about 10years of working experience before starting their own businesses. However, about 55 percent said that they learnedtheir present activity through personal observation of similaractivities or jobs; 28 percent learned from relatives andfriends, 11 percent learned while working as an apprentIce,and only 6 percent learned by training in a vocational or
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 professional school (FUSADES San Salvador survey, 1985, Tables15 and 32).
 Constraint Analysis
 The analysis that follows points out the constraints onmost micro enterprises: shortage of financial resources, lackof management skills, lack of bargaining power, unstablemarkets, and legal registration requirements. These con'"straints limit the enterprises' operating efficiency at thelevel of resources they have at present, and also have ape~vasive effect on their possibilities for growth in the longrun.
 Financial Resources
 Micro enterprises need to invest in fixed assets and
 additional working capital. As indicated earlier, 44 percent
 wished to purchase equipment and machinery and 47 percentwished to hire more workers; 39 percent consider low inventories one of their major problems (FUSADES San Salvadorsurvey, 1985, Table 37). However, of the enterprises interviewed in a non-random sample, 49 percent needed access tocredit but indicated they could not obtain it because theycannot meet the institutional leaders' collateral requirementsand also because they cannot put up with the lengthy processing time for credit applications (FUSADES/INCAE interviews,
 1986). About 68 percent of the enterprises have neverrequested credit from institutional lenders (FUSADES San
 Collateral requirements based on mortgages or liens onother fixed assets are difficult to meet. As indicated
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 earlier, a significant numbor of proprietors live in rented
 homes, and a large percentage of the ones who own a housealready have probably mortgaged it for loans they obtained tobuy the property. The enterprises' median value of fixedassets is only ¢5,OOO to ¢8,OOO. These assets may not represent adequate collateral from a lender's point of view,
 because it could be difficult to control their location, andalso because it may be difficult for the lender to sell them.
 However, the proprietors' opportunity cost of their timeis high, because they normally carry out most of their enter
 prises' production and marketing by themselves. Therefore,the proprietors may not be able to afford the time required bythe lenders' credit practices.
 Because of these constraints, a large percentage of theenterprises do not even try to request credit from institutional lenders. About 68 percent of the enterprises reportedthey had never applied for credit (FUSADES San Salvadorsurvey, 1985, Table 34). FEDECCREDITO, FIGAPE, and Banco deFomento Agropecuario's rates of disapproval of loan applications are between 19 and 50 percent (FUSADES San Salvador
 survey, 1985, Table 20). The most common cause for loan
 disapproval is lack of collateral (63 percent of the disapprovals); and the second one is failure to meet other creditprogram requirements (25 percent).
 The commercial banks are not eager to extend credit to
 micro enterprises because they believe this type of credit is-- _._---
 unprofitable and highly risky. This belief is based on the
 following considerations:
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 1. The enterprises' character as bor-rottlers isdifficult to assess because most of them do nothave a credit record or vorifiable or reliablereferences.
 2. The enterprises' potential for generatingsignificant businesses for the banks throughthe use of the banks' other services is low -about 81 percent of the enterprises do nothave a bank deposit of any kind and they do notneed the banks' international operation services.
 3. The management of the enterprises is very weak.
 4. Their earnings potential is low in absoluteterms, and the possibility of using the enterprises' working capital for family consumptionis high when profits decline even a little.
 5. The enterprises are not able to provide adequate collateral.
 6. The loans to these enterprises generate onlysmall amounts of interest income, because theloan amounts are small and the interest spreadallowed by the Central Bank is also small. Thecommercial banks' interest rate on these loansis 13 percent, and they pay 9.5 to 13 percenton interest-bearing deposit accounts.
 7. The banks do not have very much experience withthis type of credit, nor have they designedcost-effective credit systems to handle them.
 8. This type of credit may appear even riskierunder the present political circumstanct!s.
 The Monetary Board has increased credit supply to microenterpriqes for 1987 by requiring that at least 2 percent of
 the commercial banks' overall portfolio of loans_f~~~nced_~ith
 the banks' own resources must be loans to micro enterprises.The requirement for 1986 was 1.3 percent. This regulationincludes loans to micro agricultural enterprises. 4
 4. Sondes Basico del Sector Informal de El Salvador,FUSADES and INCAE, March 1986, page 81 through 117.
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 The commercial banks' portfolio of. loans to micro enterprises was ¢35.8 million as of December 31, 1986 (includingmicro agriculture enterprises), and represonted only about 0.9percent of the banks' overall portfolio financed with theirown resourced. Loans to micro enterprises could increase toabout ¢lOl million at the end of 1987, provided that theoverall portfolio financed with the banks' own reSl..urces grows
 at the same rate (27 percent) that it grew in 1986, and thatthe banks meet the 2 percent requirements of loans to microenterprises. This would mean an increase of ¢65 million or182 percent over the portfolio at the end of 1986.
 The commercial banks' credit supply for micro enterprises
 comes from the funding provided by the 2 percent requirement.Also, a $10 million fund was established by the Planning
 Ministry/USAID for channeling credit to micro and smallenterprises in order to replace or repair assets damaged bythe earthqua~e of October 1986. This fund had been used up atthe end of April 1987. However, a mission of the World Bankis carrying out an assessment for a $9 million credit projectfor micro and small enterprises that suffered losses in theearthquake. The Central 'Bank is completing negotiations withthe Central American Economic Integration Bank (CABEI) for a$7 million loan with funding from the European EconomicCommunity (EEC).
 The Central Bank will pay 7 percent interest on thisloan, which will be channeled to micro, small, and medium-
 \
 sized agriculture and industry enterprises through the bankingsystem, FIGAPE, and FEDECCRED~.
 The unsatisfied credit demand of commercial banks'potential borrowers was roughly ¢220 million before the
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 earthquake of 1986, of which ¢162 million (74 percent) was forworking capital and ¢58 million (26 percent) for investmont infixed assets (the assumptions for this estimate are spelledout in Table 10). This deman<l estimate is based on theassumption that about 39,000 micro enterprises, or approximately 50 percent of the total number, are potential borrowersbecause they could meet the credit requirements of a moreliberal, but yet financially sound, credit policy.
 The demand of commercial banks' potential borrowers will
 e~pand gradually to an estimated ¢263 million in 1991, atconstant 1986 prices, or ¢789 million at current prices. Thebanks would have to increase the portfolio to ¢693 million at
 current prices in order to meet this demand (the assumptionsmade are spelled out in ~able 11).
 The financial resource constraints are compounded by theproprietors' lack of savings. As indicated earlier, about 81percent of the proprietors do not have a deposit account ofany kind. Savings increase the proprietors' equity, liquidity, and financial leverage for borrowing.
 Lack of Managerial Skills
 The enterprises I overall operations are carried outunsystematically because the proprietors' knowledge about thebusinesses are based only on their own observations of similarbusinesses and their own experiences. Their formal training,
 in most cases, is about six years. About 33 percent of the
 enterprises do not ke-ep any kind o£ zecu:c:u:s -about their
 operations.
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 Table 10. Micro Enterprises: Rough Estimate ofUnsatisfied Credit Demand of Commercial
 Banks' Potential Borrowers in 1986(At constant 1985 prices)
 (Million colones)
 - Number of Amount for AmOunt for-
 enterprises working capital fixed assets TotalSector
 Industry 6,315 46 11 57
 Service 7,315 22 15 37
 Commerce 25,025 94 32 126
 Total 38,655 164 sa 220
 Assumptions: (1) 60 percent of each sector's micro enterprises have unsatisfied credit demand, and (2) the averagedemand per enterprise for working capital is equal to onefourth of the micro enterprises' median value of annual sales,and the average demand for fixed investment is equal toone-fourth of the enterprises' median value of their fixedassets.
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..Table 11. Micro ~ntorpri8os* Projected Credit Demand
 of Firat-Time Borrowers(Million colonos)
 ------Oemand------- --Potential portfolio....Number of Constant Curront Current AveroCjJEJ pOI'
 Year enter.priscs prices prices prioes enterprise
 1986 38,655 22U 264 264 6.8
 1987 39,814 227 n7 310 7.8
 1988 41,008 233 403 369 9.0
 1989 43,505 248 516 465 10.7--
 1990 44,810 255 638 566 12.6
 1991 46,154 263 789 693 15.0
 Assumptions: (1) the number of enterprises grows at a rateof 3 percent per annum, (2) the inflation rate is an averageof 20 percent per annum, (3) the average loan amount perenterprise is 5,700 colones at constant 1986 prices, of which74 percent is for working capital, and (4) the portfolio ofworking capital loans is equal to the aggregated amount ofloans disbursed, and the net increase per annum in theportfolio of loans for fixed investment is equal to the newloans minus one-fourth of the previous year ending portfolio.
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 Tho micro ontorpriaoB aro a passive group in El Salvador.Thoy lack an affectivo umbrella organization for ropresentingtheir intorests, analyzing thoir problema, and generatingEluggostions for ret.lsonable and practical solutions to theconstraints they fnco. The existing umbrella organizations donot appear succossful in serving micro enterprises. Thelargost organizations a.re the Federacion Nacional de InPequena Empresa de EI Salvador (FENAPES), with about 3,000
 members; Sociedali de Comerciantes e Industriales de EISalvador (SCIS), with about 2,000 membo.i:'s, and ConsejoNaciona! de Empresarios Salvadorenos (CONAES).
 Individually, the micro enterprises are in a weak position for negotiating with government agencies, suppliers, andbusinesses or institutions that could be important buyers for
 their ~roducts or services. Government bureaus may not paythem much attention because they are small and normally do nothave access to higher ranking officials. Suppliers and buyersmay not think the micro enterprises (as individuals) representan important part of their businesses. This may be compoundedby the fact that most micro enterprises do not comply with thelaws and formal procedures applicable to businesses in gener
 al.
 Micro enterprises do not have trained managers seekinginformation and carrying out normal business negotiation withother parties, and the proprietors' opportunity cost of theirtime is high in comparison with the volume of their businesses.
 ..
 l..
 ii
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 Final.ly, tho propriotors' low loval of ()ducatirm may
 hindor thoir chancos of negotiating in nn effective mannor.
 Unstablo Markets
 Micro entorprises' proprietors (about 82 percent of them)considered their sales unstable (FUSADES San Salvador survey,
 1985, Table 37). The proprietors poed to enhance their
 marketing system. They reported a need for technical assis
 tance in penetrating the markets of other cities, diversifyingthe product mix, chQnging the distribution ~yatem, and improving their competitive position.
 In addition, 88 percent of the 33 enterprises interviewedby FUSADES/INCAE in 1986 reported that high prices of raw
 materials and parts represent a significant constraint ontheir businesses.
 It is important to realize the extent to which microenterprises may be affected by the foreign exchange scarcityand rationing policies. The FUSADES/INCAE interviews re
 vealed that 79 percent of these enterprises use imported rawmate~ials. The sample composition was as follows: 30 per
 cent, industry: 21 percent, commerce, 45 percent, repair and
 metal work shops: and 4 percent, other services.
 Legal Requirements
 Several registration requirements have been established
 by the central government and the municipalities. Additionally, all eneerprises must withhoidempioyees' sociaisecuLiLy
 contributions and forward them to this institution along with
 the employer's contribution. Also, employers must comply with
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 tho workors' fringe benofits and allowances atandarde ostablished in tho labor law.
 Most micro enterprises do not comply with any of theserequirements, but none of the enterprises reported theserequirements as constraints on their businesses. Neverthe
 less, in the FUSADES/INCAE interviews, about 3 percent of the
 33 enterprises complained about the cost of the Bocial security and the fringe benefits established in the labor law.
 Non-compliance with the laws may hinder the enterprises'bargaining power when needed and may make them an easy targetfor other parties' abuses, although the micro enterprises donot appear to realize it. The habit of functioning outsidethe framework of the law cou~d have a pervasive effect onother aspects of business and labor ethics, and society as &
 whole.
 The enterprises' reasons for not complying with the legalrequiremen~~ have not been studied, but the likely ones are:
 1. The cost involved is too high in comparisonwith earnings.
 2. The requirements are not known or understood.
 3. The procedures for meeting the requirements arenot known.
 4. The procedures are cumbersome and. timeconsuming.
 5. The enterprises do not think that compliancewith the requirements generates any practicalbenefits.
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 Stamp 'llaxe a
 According to the Stamp Law of January 31, 1986, enterprises with annual ealos leAS than ¢50,000 are exempt from
 paying the tax as long as their total assets are less than¢20,000. Those with total assets less than ¢20,000 and salesbetween ¢50,000 and ¢100,000 per year pay taxes ranging from
 1 to 5 percent of total sales. Those with total assetsgreater than or equal to ¢20,000 or annual sales greater than
 ¢100,000 pay a 5 percent sales tax.
 Businesses are obliged to present accounti~ ~ecords to
 substantiate the amount of stamp tax paid, or th~y are liableto be fined. Businesses whose assets range from ¢5,000 to¢10,000 must make out a statement of purchases and salas1those with assets greater than ¢10,000 must maintain a dailyjournal and financial ,tatements. This is a difficult re
 quirement for most of the micro enterprises because they do
 not keep records and many of them cannot afford the cost ofhiring personnel to keep accounting records.
 Business Registration
 Businesses wanting to formalize their ope£ations must (1)
 register annually with the Departamento de Registro de Matricula de Comercio, (2) register with the Direccion General de
 Estadistica y Censos, (3) register with the Ministry ofLabor's Departamento de Inspeccion de Trabajo, (4) notify theAlcaldia Municipal ~~ithin 60 days of opening the business and
 pay initial municipal taxes, and (5) request permission to use
 ~ giv~n ~9go~nting sy~te~~
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 Once the business is formally eatablished, it must abideby the tax, social E!€lctlrity, and labor laws. The SocialSecurity Law requires every business with at least one employee to be registered with the Salvadoran Institution of SocialSecurity and to comply with the pertinent regulations. The
 nominal total contribution to Social Security amoun'':.s toapproximately 12 percent of the gross salary per worker (theemployee contributes 3.5 percent and the entrepreneur 10.75percent). The contributions cover professional risks, sickness and maternity, retirement, and aeath.
 In addition, the labor code malidates the followingbenefits: (1) 10 days per year of paid vacation for one tofive years of servi.ce, 12 days for six to ten years of service, and 15 days thereafter; and (2) a Christmas bonus of tendays for one to three years of service, 15 dayc for four to 10years of service, and 22 days thereafter. The cost of legalizing a business is, therefore, high, especially for microenterprises.
 Apprenticeship
 The labor code states that every apprentice must be
 registered at the Ministry of Labor, earn the minimum salary,
 and enjoy all other benefits applicable to an experiencedworker. In addition, the apprentice is entitled to workmen'scompensation and sick leave, whether or not t~~e owner isaffiliated with the Social Security system.
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- - III. SMALL ENTERPRISES
 To analyze the characteristics of small enterprises, theproprietors' profile, and the constraints on such enterprisesrequired relying mainly on professional judgment. There isno statistical sample information such as there is for microenterprises.
 The analysis of the enterprises' characteristics and theproprietors' profile was made by extension from the information obtained for micro enterprises in San Salvador. The
 purpose of the analysis is to provide the basic framework forthe delivery system's design of project components, and ~or
 es'':'imating the value of some of the project's outputs.
 Keeping this purpose in mind, the extension can be used toidentify the most relevant differences between the delivery
 system~ of project components for micro and small enterprises.
 The identification of the small enterprises' constraintsfollowed a similar methodology. The constraint analysis isthe key element for identifying specific project componentsfor micro and small enterprises, and is based to some extenton information provided by the analysis of the enterprises'characteristics and the proprietors' profile.
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 Char.acteristics of the Businesses
 Tho comparison of micro and small enterprises' character
 istics is presented in Table 12. Table 12 summarizes the
 micro enter.prise data presented in Chapter II, and outlinesthe ways in which the small enterprise data is expected to
 differ.
 At least four significant differences between the char
 acteristics of micro and small enterprises may justify design
 ing special project components of delivery systems for each
 group:
 1. Most of the small enterprises are formalbusinesses, wh~reas most of the micro enterprises are non-formal.
 2. None of the small enterprises function in thestreets, whereas many micro enterprises do.
 3. The percentage of small enterprises that exportpart of their production is much larger.
 4. The values of the small enterprises I fixedassets are much higher.
 Also, the number of small enterprises is much lower than the
 number of micro enterprises. There is only one small enter
 prise for every 19 micro enterprises.
 Proprietors' Profile
 r.r,'h~~e of the differences between the proFrietors I pro
 files of micro and small enterprises may also justify design
 ing special delivery systems for each group (see also Table
 13) •
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Tabla 12. Characteristics of EntorprisosComparison of Small Entorprisos with Micro Enterprises
 on tho Basis of Personal Judgment
 33.
 Characteristics oftlntorprines
 Typo
 Quarter of enterprises that operatein housesr
 Home of proprietorsOther
 Functioning in the ~treet
 Activities of cnt~A9rises thatoperate in houges:
 Micro enterprisesSan Salvador
 non-formal
 75 percent25 percent
 20 percent
 Smallenterprises
 formal
 loverhiqher
 none
 CommerceS6rviceIndustry
 Activities:
 Garment industriFool1ServiceBarber shopShoe repairSchoolFurniture repairCar tire repair
 Potential for sales expansion
 Distribution
 Direct to consumersTo retailer~o wholesalers
 Competition fromMicro and small enterprisesLarge enterprises
 Investment needs:
 Fixed investmentsHarking capital
 65 perc:ent similar19 percent similar16 percent similar
 35 percent lover2 1?ercent hiqher
 9 percent lover5 percent none3 percent higher2 percent lover1 percent none
 53 percent lover
 80 percent lover43 percent higher22 percent higher
 75 percent similar15 percent higher
 44 percent lower42 percent higher
 Continued
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Tnblo 12 continuel1 •••
 G~ftrnctoristics ofontQrprises
 Export
 Avera90 valuo of fixed assets
 Performance coefficients!
 Fixed assQts/full-time jobsCost/qross salesGross income/fixed assetsGross income/workerPossible ranqe of annual valueof sales/fixed assets
 Percentaqe of enterp~ises that useimported raw materials
 Micro entQrprisesSan Salvador
 4 percont
 ll!1O,400
 8,2720.41.9:214,352
 2.3 to 4.3
 79 percent
 SmnllI1ntorprises
 much hiqher
 much hiQher
 h1Qhelhi9l1erloverhi9l1er
 h19l1er
 34.
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Table 13. Propriotors' Prof.ileComparison of Small Entorprinon with Micro Entorprisos
 on tho Daaia of Poroonal JUdgmont
 Proprietors'profile
 Micro enterprisesGan Salvador
 Smallenterpr.1ae.
 Women's participation
 Ownership 65 percent lowerEmployment 46 percent similar
 Migrants from other cities 48 percent lower
 Proprietors who do not ownreal estate many fewer
 Average aqe 44 similar
 Level of education low higher
 Percentage who startedthe business 92 percent lower
 Type of manaqement empirical more sophisticated

Page 53
						

--
 36.
 1. Tho percuntago of small ontorprise proprietorswho own real uutato io much highar.
 2. '1'1"10 lovol of oducmtion of small ontorprisopropriotora is much highor.
 3. Tho small entorprisos' managomont is by farmora sophisticated.
 Constraint Analysis
 A comparison between the constraints on micro and smallenterprises is presonted in Table 14. The small enterprisesdo not appear to be facing any serious constraints on accessto credit and compliance with legal requirements. In otherrespects, they face constraints similar to those on microenterprises, but the extent to which they are affected is notas great.
 Financial Resources
 The small enterprises' credit supply appears adequate.The small enterprises' borrowing capacity is estimated ataround ¢150,000 per enterprise on the average, or a total of¢5BO million. The enterprises' value of total assets is bydefinition between ¢50,000 and ¢500,000. Other assumptionsmade for this estimate are:
 1. Small enterprises' borrowing capacity is equalto 60 percent of total assets.
 2. Fixed assets represent 60 percent of the valueof all assets.
 3. Small enterprises should be able to financewith credit up to 50 percent of the value oftheir fixed assets and up to 75 percent oftheir current assets.
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Tabln 14. Conntraint Analysta Compariaon ofMicro Entorpriaun with Smnll Entorpr!Hon
 on tho Un"!" of Profo~nional Judgmont
 _________._. ...1J!__~~~__..._~....,_w....._. .. . _Uegr" to w1l101l the enterprises are nHeotQI1--_._--------------
 Constrtlint MieJro 9nterprJ.se Small p~terprJ.II"---------_.._-......-.----_.._-------------------FJ.nnnoial rtJsoucces neeanWishing to purohase 9cluipmentand machinery
 WJ.shing to have more workingc.:npital
 Wishing to hllve access to crel1itPossibility of meeting collateralroqulrement
 Cannot put up with the orelU tapplications' long processing time
 Percentage that have never requestedoredit froll! institutional lenders
 Most common cause of loan disapprovalBanks' profitability and riskconsiderations:Degree of difficulty in assessing
 the borrowers' characterPotential for generating otherbusiness for the banks
 Managemont qualityEarnings potentialLack of adequate collateralGeneration of interest incomeBanks' experience With this
 type of creditDegree of risk under the presentenvironment
 Lack of managerial skillsLack of bargaining powerDegree of support and assistanceneeded from umbrella organizat~on
 Effectiveness of existing umbrellaorganizations
 Factors having a pervasive effect onthe enterprises' bargaining poweron an indiVidual basisSize of the businessFailure to comply with lawsLack of administrative personnelProprietors' opportunity cost oftheir time
 Proprietor-manager's level ofeducation
 Unstable marketsUnstable salesType of distribution systemHigh prices of raw materialsEffect of foreign exchange rationingon availability and cost of raw
 _a._ .. _~_clIacc.. xux:J
 Legal requirementsEnterprises that comply withlegal requirements
 44 permml
 47 percent49 percent
 low
 important
 68 pOllrcentlack of collntQral
 hiqh
 lowlowlowhighlow
 very little
 very highsignificant
 high
 insignificant
 very significantsignificantsignificant
 significant
 significant
 82 percentsignificantBB percent
 ,..f_"~4,...~.0.' . _ .
 very few
 lower
 lowermost have oredit
 hiCJher
 less important
 much lowersame, but lower disapproval rate
 lower
 higherhiqherhigherlowerhigher
 very much
 lowel~
 less significant
 lower
 insiq.nificant
 less mignificantinsigl1l1ficantins iqnificant
 less significant
 insign.lficant
 a little lowerless sllgnificantless s1.gnificant
 most
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 4. Small ontorpr1.fJos' ovo.r.'ltgo value of totalauautH 1u ¢250,OOO.
 Tho crodit domand may bo ao much as ¢350 million, after
 repl.acing the earthquake lOGEleS Bufforod by 654 of the 2,257
 enterprises in thu municipality of San Salvador. Each year
 the credit demand for replacing fixed assets or purchasingadditional fixed assots is assumed to be 10 percent of the
 total value of fixod asaets1 the demand for short-term workingcapital credit is assumed to be 75 percent of the current
 assets.
 Based on 'these assumptions, this year's credi.t demand is¢60 million for fixed assets and ¢290 million for working
 capital. These figures represent the total demand of the
 3,883 small enterprises established in EI Salvador.
 The Monetary Board's requirement that 15 percent of the
 commercial banks' portfolio must be made up of loans to small
 enterprises could represent a credit supply of ¢690 million in
 1987 (it includes small agricultural enterprises). The small,
 non-agricultural enterprises' demand of ¢290 million repre
 sents only about 42 percent of this supply source.
 FEDECCREDITO and FIGAPE's credit supply must be added to thebanks' supply.
 The credit supply seems adequate if the banks prefer
 channeling their resources to non-agricultural enterprises, or
 if their agricultural credit demand represents only about 6~
 percene of ehe res-orrrc-es proviciettby 'the 1VIOnetary Board· s- 15
 percent requirement.
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 '1lho fundl-nf) t\vl'11.lablo for flnancing nl1rth((uak~ 1(HHHHt
 appoars adoquato ovorall (it includes micro nnd small ~nter
 prioou) (seo '11ablo 15). 'rho mi.cro nnd omllll onterpriR90'
 credit demand generatod by tho oarthquako lossea could be
 around ¢78 million; the funding available is ¢50 million from
 tho Planning Ministry/USAID omorgency fund nnd ¢45 million ($9
 million) from a possible GOES/World Bank projoct, for a total
 of ¢95 million. The small and the micro enterprises' domand
 is estimated at ¢36 million and ¢42 million, rospectivoly.!
 The Central Bank is negotiating a ¢35 million ($7 mil
 lion) loan from the Central ~nerican Integration Bank (CABEl)
 for channeling credit to micro, small, and medium-sized
 agriculture and industry enterprises.
 Lack of Managerial Skills
 The lack of managerial skills should not be as signifi
 cant in this group as in the micro enterprises. This group
 has more access to training events sponsored by universities,I
 INCAE, and other institutions because they have a higher level
 of education and the financial resources to pay the fees. In
 addition, they have more access to publications on management
 and technical matters, and many of them possibly know how to
 seek and obtain information relevant for their businesses.
 Nevertheless, the lack of managerial skills may be a
 relevant constraint for this group as it is in other countries
 at a similar stage of development~ many of them lack effectiveThi.s- ("<nnCl+1'"A;n+
 more significant in the smaller enterprises of the group.
 1. There is a rumor that some banks are including somepersonal loans in their micro enterprises portfolio.
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 Tabla 15. Micro nnd Small EntorpriagrnRough Estimato of Enrthquako Lossos
 -----------------_._------------------Mlcro gl1tGrpl'ig~s
 Roplacement/repair cost offixed Ilssots:
 No. of enterprlsos (excludlngstreot entot~rlGeo)
 Value of fixed assets
 Damage as a percentageof the aRsets value
 Cosl:
 36,000
 tlO,400
 25 percent
 Small enterprises
 Replacement/repair L~st ~~
 fixed auetl.1:
 No. of enter~riAes
 Value of fixed assets
 Damage as a percentageof the assets value
 Cost:
 25 percent
 0.29 x 36,800 x tlO,400 x 0.25 s t27 million
 Inventories
 0.29 x 2,257 x t150,000 x 0.25 -t24 million
 Inventories
 Annual sales t34 milllon Annual sales t300,000
 Inventories 2/12th of sales t 5,700 Inventories 3/1:2 of sales t 75,000
 Cost: Cost:-
 0.29.x 36,800 x t5,700 x 0.25 = t1511111110n 0.29 x 2,257 x 75,000 x 0.25 - C!1:2 million
 Total: t4:2 million Total: t36 million
 Total: Micro and Small Enterprises: t78 million or $15.6 million
 •
 =
 -----------------------._----,,-----------a. Basis: 29 percent of the enterprise:3 were damaged
 (World Bank estimate as of November 10, 1986, published byBoletin Economico Social, FUSADES, November 1386).
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 Small ontorprisos' bargaining power is affected by thelack of cohosive and effectivo umbrella organizati~ns or trade
 associations. They do, however, have more bargaining powerindividually than the micro entorprj,sea. Their volume of
 business is larget'; they normally comply with the legalrequirements; they have skilled rllunagers; the opportunity cost
 of the proprietors' time is high but not as significant as for
 micro enterprises; and the proprietors' level of education ishigher.
 Unstable Markets
 Small enterprises' distribution systems are more efficient than the micro enterprises' systems because they do notdepend as much on direct sales to consumers. The small
 enterprises' systems rely more on E:ales to retailers andwholesalers.
 AS many as possibly 70 percent of the enterprises in ~ach
 group use some raw materials, merchandise, or p~rts of foreignorigin. Therefore, they are affected by foreign exchange
 rationing. The rationing could cause scarcity of raw mate
 rials, but small enterprises may have more liquidity andinfluence for overcoming this problem than micros.
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IV. RESOURCE INSTITUTIONS
 This chapter provides an overview of the various typesof resource institutions that have been connected in someway with the micro and small enterprises.
 Commercial Banks
 These are financial intermediaries who channel credit,promote deposits, and provide other traditional bankingservices.
 Strengths
 Commercial banks have a significant outreach capacityrepresented by 10 banks (Banco Eipotecario and the 9 commercial banks), with 65 branch offices in San Salvador and62 in the rest of the country. They have professional andcompetent management and personnel, in general, and a goodimage and credibility.
 Funding is available through their own resources. Theyhave a track record of adequate sustainability, and a strongmanagement commitment toward preserving good financialhealth.
 r
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 Constraints
 Banks have a lack of experience with credit to microenterprises. They may lack cost-effective delivery systems
 for credit to micro enterprises.
 Market and Environment
 By commercial banks' standards, micro enterprises havepoor creditworthiness credentials. There is a lack ofstrong organizations with large outreach capacity for
 providing micro enterprises with the support they need for
 enhancing their creditworthiness. There is also a lack ofan adequate policy framework for improving the profitability
 of loans to micro and small enterprises, and ameliorating
 the banks' credit risk.
 Government Financial Institutions
 The main government financial institutions that provide
 services to micro and small enterprises are the Banco deFomento Agropecuario, FEDECCREDITO, and FIGAP~. As development institutions, their purpose is to enhance the country's
 development process by providing lower income groups withaccess to credit and technical assis~ance.
 Strengths
 Development institutions have significant outreachcapacity: they have more than 100 branch offices andagencies distributed throughout the country. They have been
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 providing services to micro and smnll enterprisos for manyyears (FEDECCREDITO has been in business for more than 40years), and their personnel a':t3 acquainted with thesesectors. They also provide technical assistanwe and training services.
 Constraints
 These institutions are financially weak (some of themmay be insolvent), some of them have unsound financialpolicies, and all of them have large numbers of bad loansand high administrative costs.
 Funding availability depends to a very large extentonly on government, Central Cank, and donors' financing.
 This is because the institutions have not been successful oraggressive in savings mobilization, and also because theyhave been continuously decapitalizing. These institutionsdo not appear to have very much credibility, althou9h FEDECCREDITO's credit program for market merchants has always.been successful (good quality portfolio and satisfiedbeneficiaries) •
 These institutions may lack effective management andcost-effective delivery systems. Their sustainabilitydepends on subsidies to a large extent.
 lVIUniC!ipai Governments-
 The municipal government "alcaldia" of San Salvadorcarries out a community development effort working withcommunity organizations. They have established a link withBanco Agricola Commercial for the promotion of credit
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 through oommunity organizations and with the support ofsocial workers provided by the municipal government. Theimplementation of this arrangement bogan recently, but isworth montioning bocause the municipal governments couldbecome a viable and effective vehicle for facilitttting themicro enterprises I access to services provided by otherinstitutions. The major risk of this type of arrangement isthe possibility that tho municipal governments could use itfor partisan political purposes.
 Private Voluntary Organizations (PVOs)
 Possibly the most active and effective PVOs are theProgram for the Promotion of Small and Micro Enterprises(PROPEMI), the Center for Family and Community Development(CREFAC) and the Ricaldone Institute. The institutions I
 present programs for enterprises started less that 3 yearsago.
 The basic question about these organizations is whetheror not they have the desire or potential to support microenterprises in a massive way, taking into consideration thatthe target group represents more than 80,000 enterprisesthroughout the country. The other questions are what theimpact would be on a country-wide basis and what the costbenefit ratio of their programs would be if they remain
 small.
 PROPEMI seems to have a greater potential than theother PVOs for becoming an effective support service organization on a large scale. PROPEMI represents a training andtechnical assistance program within the FUSADES organization. FUSADES is an institution established by large-scale
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46.
 private business loaders to strengthen tho private uoctor byatudying economic and social issuos and implomenting programs for the promotion of enterprisca.
 CREFAC and Instituto Ricaldone are run by religiousgroups. CREFAC operates mainly with established communityorganizations and provides them with assistance for channeling loan applications to Banco Salvadoreno. InstitutoRicaldone is in the process of implementing an interestingconcept for promoting the development of depressed communities. The concept is to train community membe1s, and tofacilitate the acquisition of technical and financialresources for establishing small industrial projects in thecommunities where the trainees live. The trainees becomethe owners and operators of the new industry and remain inthe same community rather than leaving, as is usually thecase with people who have been trained.
 FEDECACES is a federation of cooperatives. The information available have indicates that it has serious organizational and financial problems.
 Business Associations
 The micro and small enterprises' main business associations, FENAPES, SClS, and CONAES, do not appear to provide
 any useful or significant support to the enterprises.
 These organizations represent partisan politicalinterests, and do not seem to have any potential for representing the enterprises in an effective manner. They do notgenerally produce or disseminate any useful information to
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 the ontorprises. In addition, somo of thorn have managedtheir financos, and donors' assistance deficiently.
 Universities
 Apparently, none of the universities has in place anykind of training and technical assistance program speciallydeaigned for meeting the needs of the enterprises or theproprietors.
 The USAID Mission's Small Enterprise DevelopmentProject (SBD) financed three small sub-projects for providing training on a pilot basis. These sub-projects wereimplemented by the Universidad Nueva San Salvador, Univer9idad Politecnica de San Salvador, and Instituto Superior deVentas y Mercadeo (this is not a university). saD re~~rted
 that these sub-projects were cancelled due to poor perfor
 mance~ Universidad Simeon Canas supposedly has published astudy on the non-formal sector, but the project team couldnot obtain it.
 USAID's Small Enterprises DevelopmentProject (SBD)
 The purpose of the project is to generate usefulinformation and obtain experience for the development andreview of the USAID Mission' s micro enterprise sectorstrategy. The proj ect' s strategy is to test and assessseIeceecr micro eneerprtses-, ana-supportpiiot Sub-pLojecLs .--- --
 implemented through private sector enterprises and organiza-tions and commercial banks. The project began in 1986 andhas implemented 11 sub-projects.
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 Tho projoct has put spacial emphasis on utrongtheningor doveloping links botweon micro antorprisau and othorbusinesses and Boctors. Some examples ares
 An apparel industry was established by alocal consulting firm. Once in operation,the consulting firm promoted the incorporation of small scale investors.
 A ~echnical unit was established in a handicraft manUfacturing company, Angelitos, forresearching and redesigning products according to export market needs. The unit provides micro enterprises with the support theyneed to ensure product quality and productionefficiency.
 Coordination links were established betweenBanco Salvadoreno and CREFAC for promotingcredit to micro enterprises.
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 V. STRATEGY
 Introduction-The project's goal is to generate employment and income
 in the micro and small enterprises of the industry, commerce
 and service sectors. This is consistent with the AIDMission's overall strategic objective of enchancing economicrecovery and growth in El Salvador.
 Strategic Issues
 The opportunity exists for the project to have asignificant impact in the short run, because a·very largenumber of enterprises lacks the services they need toenhance and expand their businesses.
 The project design must take into consideration thecharacteristics of small and micro enterprises and. how thesedifferent characteristics may help or hinder the implementation of the project.
 Micro and small enterprises have distinct characteristics, and are affected to different extents by similarconstraints. Enhancing the growth of a large number of
 enterprises will require a consistent and continuous effort,

Page 67
						

'.
 50.
 perhaps for many years. Achluving this rosult roquired nn
 effectivE:l t:lnd offic.ient method of .i.mplamenting project
 components on a largo scale, that remains flexible enough to
 take account of the difforonces between micro and small
 enterpri ses. Resourc.e lnstl tutlons must be developed or
 consolidated, and sustainod in the highly politicize<'l
 onvironment of El Salvador.
 An effective project monitoring system must be put in
 place to identify potential problems, verify the project
 implementation efficiency, and identify possible needs for
 tacti.cal implementation changes. The recommendations issued
 in the present report should be discussed and negotiatedwith the participating institutions, and their points of
 view should be taken into consideration. The project team
 itself met with PROPEMI' s manager after completing the
 report, and discussed with him some of the recommendations
 related to one of the project components.
 Project Components
 The project components will p~ovide the enterprises
 with large-scale support for overcoming or ameliorating the
 problems they face. There are six components: 1) financial
 resources, 2) technical assistance and training, 3) re
 search, 4) development of trade associations,S) improve
 ment of the procedures for meeting legal requirements, and
 6) development of a project implementation monitoring and
 coordination unit. Tabie 16 present the componeritsanatlie ...
 implementing agencies. Each component includes the techni
 cal assistance and training required by the implementing
 agencies.
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 Table 16. Summary of Project Components and Implementing Agencies
 ee.ponents and Programs
 ea.ponent 1FDW«:IAL RESOURCES
 Proqraa 1CREDIT lOR ENTERPRISESTarget group: aicro enterpJlisesthat operate 1n bouses
 Prograa 2VENTURE CAPITAL CREDIT'l.'arqet group: IIicro and SJD<! 11enterprises, potential inve~tors
 Prograa 3GUARANTEE FUND'l'arget group: micro enterploisesand persons interested in e-4[Uity1IIVestllent in nero and SllaJ.lenterprises
 Prograa 4SAVINGSTarget group: mcre entexpl~lses
 aDd small savers
 Proqraa 5s-rmzr mrERPRlSESTarget group: street aicro Imtexprlses
 COI!PC)Deot 2TRAIKING AND TECIIflCAL ASSII;or'fAIICE FOR ENTERPRISEStarget group: aicro eoterpl~isesaDd tile saaUer eJltexprisesin tbe .all entexprise gro JPcc.ponents
 II1cro enterprises that operlltein houses
 Street enterprises
 CoapoDent 3RESFMCB'l'arget group: aiero enterplrisesAn" <:1_11 ~n~lI'!rnri_
 Objectlve
 To facilitate the nero and Sllall enterprises' access tofinancial resources and to prceote savings
 To enhance the credit service's effectiveI:eSs and to JIakecredit available to a larger nUllber of enterprises
 To open capitalization opportunities Zor enterprises enq.aged ~viable projects, but who are financially W~~; and to facilitateequity capital to investors interested in particlpat~gwithequity in new projects
 To encourage the ~rcial banks' lending to 111= enter;:~
 and potential investors
 To proIlOte savings IIObilization and the development of saTinghabits
 To .ake credit available to street Ilicro enterprises cmd toprcaote savings
 To enhance the entexprtses' profitability and~
 profitability aud~
 'l'o eobance the entexprises' profitability aud g:ro¥th
 '1'0 issue and proaote tlie 1JIp1eaentaUClIl of reo Matioosfor eDhaDclnq the deYel~t of the enterprises, and todissew1nate Dportant infoDliltico for tbese sectors
 l1Iplemect1:c.g aqeIlCi~
 Commercial !::a=1ts as =etail cu':.lets az:d Cel:.tral BaJ::lt as 'lbclesale::-
 CoiJlllen:1al !::a=1ts as :'2t.£1 cc.-:lets a=:d Calt=al~ as "tclesalez
 Ccillllle=ciaJ. ba=.G; t:.e Ce:.t.=alSa!:S. will be ~.S 1Ia12.;e=
 CcaDe-~ia.l oaciLs
 Private Yol::znt.ee= o~a~:::cs asreta.t:L?5; P5OPEX! will~ uefmld anC ~:rcvi~ S"~=--.
 PiCF:x!
 ~
 P'iCs vith ~!X!.s tedlcl::al~rt
 Project lbllto.ri.:g Ed Cocrdbation tbit i= close COIlt~
 1d.th P!ilOP!X!
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 Table 16 (continued)
 eo.ponents and Prograas
 CoIIponent 4DEVELOPIIENT OF TRADE ASSOC~ATIONS
 Target group: IIicro enterpHsesand saa11 enterpr~ses
 Coaponent 5IMPROV!JmH'l' OF eatPLIANCE "11THREGISTRA'l'Iai REQUIRmENTSTarget group: micro ana SJlallenterprises
 COIIPODent 6PROJECT MONITORING AND COO~DINATION UNIT
 Objective
 To strengthen the enterprises' barqain1nq power and todevelop 1inlts that aay brinq technical or eccnaaic beDefits to the enterprises
 To strengthen the enterprises' barqaininq poYer and enbaIlcetheir business practices
 To ensure the effective and efficient UplE!llentat1~of theproject
 :uzp leJieI!U:::g agex:ies
 ~
 ~
 Coi:'-ulti!:<; finl
 io,..~
 ~
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 Each componont's dosign takes into congidaration tha911P betwQontho potential demand for and supply of theparticular sorvicos, as well as tho institutional capabilitythat the Lmplomonting agencies could d{welop. Althoughproject funding limita wore not known, the knowledge of eachcomponent's funding needs, under the method indicated abovo#could be ono of the relevant factors for establishingrosource allocation priorities.
 Financial Resources
 The objective of the financial resources component is tofacili tate :nicro and small enterprises' access to thefinancial resources they need, and to promote savings.
 Program 1. Credit forMicro Enterprises
 The objective is to make credit available to a largernumber of micro enterprises, and to enhance the credit
 service's effectiveness.
 Implementation Strategy
 Project lenders should develop standard credit andsaving mobilization systems for micro enterprises. The
 disbursement of project credit funds to each lender shouldbe held until the lender can show that the agreed-uponsystems are in place (a9reed upon b¥ the Project and theselected lenders) •
 Credit policies and the credit system as a whole,
 including the information system, must be standard for all
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 credit to micro antel'prioos regar.dless of tho aource offunding. Other.wi.se, operation nnd contt:'ol become morecomploA,. tlio administrati,ve cost is higher and borrowershave diffic~lt~ making sense of lend~rs' requirements. Ifthe dono~g and the lendero dgreft on a given control system,whose implementation iR verifiable, monitoring and control 8
 ling the fundin1 provided by each donor should not be aproblem.
 Cledit policy
 Several critical aspects of current credit policiesplace ~erious constraints on borrowers and on lenders.
 Interest Rate. The interest spread on credit to microenterprises appears inadequate. The Monetary Board hasestablished a ceiling of 13 percent for this type of credit,and th~ banks pay interest rates between 9.5 and lj percenton interest bearing deposits. The net interest incom<3generatod by a ¢5,700 loan is less than ¢228 per annum, evenassuming that the banks' average cost of money 1S 9 percent.The ¢220 represents the loan's contribution to the banks'administrative expenses, portfolio risk, and profits~
 The only practical means for a bank to strengthen .itsfinancial structure is through r.etained earnings. Thefinancial fitatemenj; Qf one Qf the. commercial banks shows . _
 that its ratio of net worth to total assets is only 6.5perce.!lt. The t'2tio of the nine commercial banks and BancoHipotecario was around 3.5 percent as of August 31, 1985.These banks have a high risk portfolio, 31 percent of theirtotal loan portfolio was ref.inanced (rolled over~ loans.
 The ratio of net warth to total assets is too 'ow in the
 •
 .
 •
 ..

Page 72
						

..::
 'I
 I'highly risky finnncial environment of El Salvador, and acountry with only nino commercial banks ohould not take thistype of a chanco with the banks' financial structure. Toillustrato, many medium size and small banks in the UnitedStateo used to operate with a ratio of 5 percent. Exper.ienco has shown that this is inadequate and the trend istoward achioving a ratio of around 10 percent.
 From the micro enterprises' viewpoint, a higher interest. spread for the ] enders could produce greater creditavailability in the lOL~ run. Access to credit is moreimportant for the sector's growth than unreasonably lowinterest rates. Many micro enterprises may have been paying
 unreasonably high costs in trade transa~tions with suppliersand buyers, and credit transactions with money lendera.This is true of many countries where institutional credit isin short supply for micro enterprises. A study should becarried out to estimate a reasonable interest spread for thelenders, and the long-t~rm consequences of operating withthe current spreads.
 In addition to interest, a front-end commission ofaround 1 percent should be charged on loans for a term of upto one year, and an additional commission of 1/4 of 1percent should be charged for each additional 6 months ofthe term. The commission charge helps the banks to cover
 also eatablish a penalty charge for late payment. Thispenalty ~t"uld be equivalent to at least 30 percent of the
 interest rate..
 £2l!ateral. The lender's guarant~e on loans to microenterprises has to be based on co-signers, besides liens on •
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 the aRsots they financod. It is difficult to recovor a badloan t~lrough tho Bllie of micro entarpriseB' equipment andtools. Prosocution is normally too expensive and timeconsuming in comparison with the value of these llssets.
 Banks should be reasonably well protected by requestingtwo cosigners. The first cosigner should be the borrower'sclosest relative in the town where she/he resides even ifshe or he does not have personal income. This makes surethe borrower's relatives will know about the loan and
 ':..
 perhaps use their influence to ensure th0 loan is used for agood purpose. The second co~igner should be a person whohas income of his or her own, preferably an employee with afull-time job rather than another micro entrepreneur.
 Loan amount. The fixed assets ceiling of micro enterprises is by definition ¢50,000, so the enterprises' totalvalue of fixed assets should not exceed ¢50,000 after theloan.
 The proje.ct team recommends establishing four addi-cional ceilings to keep micro enterprises from makingexcessive use of financial leverage. The actual numericalvalues should be estimated through a survey of micro enterprises representative of the three sectors (industry,commerce and personal service), in order to establishceilings that can be met by at least 50 percent of the- _. - .---_.--_ ... _._. __._-..-- ... _-_ .•. _.~ ._-'_.~------_.-----_.'-'------'~--
 potential borrowers. The ceilings should be adjustedperiodically for inflation. The following numbers aresimply to illustrate the recommended ceilings.
 The ratio of net worth to total assets should be at
 least 40 percent. Net worth should include the proprietor's
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 equity in fi~:d assets for personal une, when his equity inthese assets io greator than 05,000.
 The loan ceiling should be 060,000. Enterprises withfixed assets of 050,000 (not including fixed assots for
 personal use) would generally require about ¢50, 000 ofcurrent assets or a ratio of 1.1 (partly based on datagenerated by the FUSADES/INCAE interviews). The debtceiling represents 60 percent of the total assets after theloan.
 The total debt of an enterprise after the loan shouldnot exceed a ratio of 1.2 with respect to the total value ofthe ente'7prises' fi:.ed assets. This method determines the
 maximum credit amount that can be approved for any applicant. The ratio of 1.2 is based on an enterprise whosefixed assets are 50 percent of its total assets and whosedebt represents 60 percent of its total assets. The ratiofor the enterprises in the commerce sector will probably be
 higher than 1.2. The value of these enterprises' fixedassets is much l~ss than 50 percent of their total assets.
 The limit on the amount of working capital loans isdefined only by the limits on the total amount of debt.However, loans for fixed assets should not exceed 50 percentof the value of the enterprise's total fixed assets after
 the loans.
 The minimum loan amount should be established byconsidtl.cing the banks' profitability. The greater theinterest spread, the lower will be the minimum loan the
 banks can afford to provide.
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 TQ~. Working cnpital loans could bo oxtondod throught.l lina of orodit wit.h an IB"'month torm for first timoborrowers, and 36 months for borrowers with an establishedgood credit rooord in tho lending institution. IntorQstpt.lyments should bo required monthly with a balloon paymentfor the balance of tho loan at the end of the term. However, the borrowors should be encouraged to make amortizationpayments for the principal when convenient. Borrowersshould have the right to make draw downs against the line ofc.redit at any time as long as their outstanding balance isbelow the ceiling of the credit line and they have a goodrecord in interest payments. The credit line contractshould include a clause by which the total outstandingbalance becomes due if the borrower fails to make regularmonthly payments of interest. Similarly, it should alsohave a clause allowing the bank to enforce monthly paymentsof the principal if the borrower fails to comply with anyaspect of the credit contract.
 The policy described provides the borrower with theflexibility and encouragement to make large pa.yments intimes of high liquidity in order to save interest costs,because he can draw against the credit line anytime he needsit. Also, the credit line can be renewed if his credit
 record is good.
 The term of loans for fixed investment should bedetermined on the basis of the asset's useful life, and theenterprise's repayment capability, adjusted fo~ the proprietor's cost of living. The maximum term would be five yearsfor equipment and machinery and 1.~p to eight years for_ ... ...:1.1 __ """' ",A_'': __ \... ..... ,..:1 .. ..-.,.,.. m,",,,, ,"' __ ""',.. ... '1-."•• ';1 """,,,ca'pUl1U.""'3 ~ LC..,iV'""'C ....1X':J ·uU.tLU .... il:J..,. -:-rr=- -....... '"".& ... -·"".a __ ... G\···~---_··-·
 repaid in equal monthly installments, but a grace period of
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 up to one year could be grantod. However, interest shouldbe paid monthly during the grace period.
 Delivery System
 The objective here is to generate a good qualityportfolio at a low operating cost for the lenders and a lownon-financial cost for the borrowers, and to achieve a goodrelationship bet,~ef!n lenders and borrowers.
 'rhe credit processirlg and portfolio management subsystems should be simplified and standardized as much aspossible to minimize the lenders' and borrowers' costs. Theportfolio control sub-system should be fully computerizedto be an effective and for efficient collection over a largenumber of loans. Collection action reports should group theborrowers on the basis of the neighborhood where they livein order to facilitate collections and minimize costs.
 Credit supervision on an individual basis is extremely•
 expensive in comparison with the loans' generation ofinterest income. Therefore lenders have to rely almostexclusively on adequate inspections of businesses whencredit applications are processed1 suppliers'r customers',and neighbors' references 1 and a standard credit analysismethodology, which should also facilitate accountability,auditability, and the finding of opportunities for enhancing
 ." ---- -----_ .. , .. ------,_ ....- .. _--~._.•._-.._-------~_ .. _.- ---------_.._----------------.-.
 it. A credit score system is recommended as a basic frame-work for credit approval.
 Large-scale lenders should establish organizationalunits specialized in credit for micro enterprises. Theunits should provide training and supervisory support to
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 bl'anch offices, and monitor the implamEltltl1tion llnd performance of the credit program and systom. Banco AgricolaComrnercil1l and Banco Salvadorono have already ostl1blishlbdmicro enterprise units.
 Lenders should develop or strengthen their links withorganizations that provide support to neighborhood assoc~l1
 tions or directly to micro enterprises. The role of eachparty and the coordination system between the lender and theorganization should be spelled out in writing in each case.These organizations could be very helpful in identifyingpotential borrowers, promoting credit and savings, andproviding the lender's potential clients with informationand advice. Examples of this type of arrangement are thelinks established by Banco Agricola Comercial with the
 municipal government of San Salvador, and by BancoSalvadoreno with CREFAC and PROPEMI.
 The lender's coordination links with these organizations for promoting credit are very helpfUl, especially forsta:r.ting up the prog:r;:am, but lenders should not dependentirely upon them for carrying out the program. Lenders asa group should disseminate information about the creditprogram through brochures summarizing the credit policiesand systems, and through advertisements in the media.
 Implementing Agencies
 Commercial banks are the only institutions that have areasonable chance to succeed in the implementation of thecredit program and ensure its sustainability in the longrun. Through their umbrella organization, ABANSA, they havea good means of implementing a common credit system. The
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 tradi tiondl C'Jovornmont institutions have not been able toachieve sustainubility and generally lack the credibilityfo~ carrying out an innovative program on a sound finanoialand cost effective basis.
 The project funds will be channeled to the commercial
 banks through the Central Bank, which will act as theoverall contr~ller for the funding. The Cuntral Bank willprovide the commercial banks with a revolv~ng fund, and willreplenish the fund on the basis of monthl~r reports that thebanks will submit to them.
 The Central Bank will not scrutinize or review eachloan. It will carry out its controlling function on thebasis of banks' reports and spot audits on samples of loansin the banks' portfolios.
 Outputs
 The commercial banks' portfolio could probably meet theprojected demand until the year 1992 if funding were not aproblem. However, it would be extremely risky in terms oforganizational and portfolio quality to push credit harder.The expansion in the number of loans projected will demand asubstantial effort of the banks' administrations. The bankswill have to plan and implement organizational adju~tments
 and enhanced credit systems on a cost effective-basis, and.... _'.-.__._._~--' .---------_.- ..-.
 maintain a good portfolio quality.
 The banks could require additional funding for up to$227 million ($45.4 million) at constant 1985 prices to meetthe projected portfolio expansion shown in Table 17,after taking into consideration the funding contribution
 I
 I
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 Tabla 17. Commercial Banks' ProjectedPortfolio for Micro Enterprises
 (¢OOO,OOO)
 2 peroent ofPortfol1o bank.' own MeS. requlrelHDtl
 ~l - resouroe.curr.;t'a= Number of Con.tant Current (current Conatant
 DeflatoraYear enterprises 85 prices prices prices) pric.. prices
 1986(real) 4,960 30 36 1.~01987 1~f97~ 70 101 101 0 0 1.441988 20,771 108 187 1~6 32 61 1.731989 28,318 146 303 157 41 85 2.081990 36,6~0 185 463 196 48 121 2.501991 45,752 2~7 687 245 58 175 3.001992 51,114 256 920 306 48 172 3.59
 Total 227 614
 Note: It is assumed that the increase of micro enterpriseclients in 1987 equals 15 percent of the clients in thebanks' overall portfolio as of December 1986 (59,668 clients), and 10 percent thereafter over the previous year'soverall portfolio. The average balance per borrower in eachyear is as shown in Table 11. It is also assumed that thebanks' own resources grow at 25 percent per annum at currentprices, and that the banks channel their 2 percent requirement (financed with their own resources) only to the industry, commerce, and service sectors.
 a. Assumes an average inflation rate of 20 percent duringthe period. This rate is very optimistic, considering thecurrent trend.

Page 80
						

63.
 thoy would make throuqh the 2 percont requirement for microentarpriacs ootabliohed by the Monetary Board. Tho bankscould start using the additional funding in 1988. Theirfinancing requirements would be about 032 million in 1988 atconstant prices and would increase each year by an amountbetween ¢41 million and 058 million.
 The erosion of the portfolio is significant in realterms, even under the assumptions that the average inflationrate will be only 20 percent, and that the banks' 2 percentrequirement will grow at a rate of 25 percent per annum incurrent terms. The portfolio at constant 1985 prices willbe only 0256 million in 1992 (see Table 17), in spite of thefunding provided by the project and the banks' own resources. The funding of 0227 million provided by theproject will rapresent only 0171 million in 1992, at constant 1995 prices (0614 million at current prices/3.59).Therefore, the banks could generate a portfolio of only 095million at constant prices of 1985 without the project (0256million minus 0171 million). The banks could finance onlyabout 17,000 micro enterprises with a portfolio of 085",illion.
 P:cogram 2. Venture Capi.tal Credit
 The objectives are 1) to capitalize enterprises thatare engaged in viable projects, but are financially we~k orhave used up all their fInancial levercicjeand-neeaadditional funding, and 2) to finance investors who areinterested in participating with equity capital in newprojects.
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 The project will provide funding for channeling mediurnterm personal credit to potential investor~. The targetgroup is people interested in participating with equltycapital in micro and amall enterprises.
 Policy
 The loans will be provided for investing in legallyregistered ente~~rises. The proje~t will provide creditonly to persons wh:, at the time of the credit applicationcontrol less than 50 percent of the enterprise's equity anddo not or will not depend on the enterprises' dividends forfinancing their cost of living during the term of the loan.
 Additionally, the borrowers must have a stable sourceof income, and a net cash flow (after family expenses)adequate to repay the loan in equal monthly installments ineight years or leos.
 The maximum loan amount will be ¢250,000 or 50 percentof the enterprise's fixed asset ceiling whichever is lower,as established in the definition of the enterprise. Theborrower must also invest, out of his own pocket, a sumequal to at least 10 percent of the loan amount.
 Tfie maxImum loan amountYOY Ml individual will---ne-
 calculated on the basis of his net income from stablesources after deducting family expenses. The borrower'smonthly loan installments must not exceed 50 percent of hisaverage net income per month. The loans should carry aninterest rate at least 2 percent higher than the loans for
 '..1r
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 mioro or small enterprlBen, whlohev"T. 18 h.tqher. Also, afront-end oommisslon of 1 peroent Ahould be oharged for oneyear term loan~, and an additJ.onal commission of 1/2 of 1.
 percent for each nc1r1:l.tional year of the term. A latepayment penalty should be charged, equal to at least 30percent of the interest rate.
 The bank's guarantee will be the enterprise's shares orinvestment certificates purchased with the loan funds plusthe 10 percent purchased with the investor's own funds. Thebcr.:ower must endorse the shares or certificates to thelender. Additionally, the lender will require the cosignatures of the borrower's closet relative and anotherperson, or a mortgage in lieu of the second cosigner.
 Delivery System
 The lender will either require or carry out a feasi
 bility study of the enterprise, in addition to analyzing theborrower's creditworthiness. A credit scoring system isrecommended as a basic framework for credit approval. The
 other aspects of the credit system should be similar to thepersonal loan system, but taking into consideration that theventure capital program will provide medium-term loans.
 Implementing Agencies
 iiIa ilupielllell '-illY -agel1cie-s-- wili ..--be- conuueLciai ·--i::Lmami·lrT.:;~-,;;;o,..-----i'£'t50ri"+'----
 the same reasons spelled out for Program 1.
 Funds for the program will be channeled to the commercial banks through the Central Bank, similar to thefunding for credit to micro enterprises, but the CentralBank will not p:rovide a revolving fund.
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 This program assumes that supply will generato demand.
 The market has not been tested and nobody is providing this
 service. The program also assumes development will be
 fostered by increasing the vonture capital supply.
 This program should start with a ¢10 million fund (US
 $2 million). Around 960 loans could be prOVided if theaverage loan amount was approximately ¢20,OOO. This is a
 very small number of loans compared with the number of micro
 and small enterprises. Demand is expected mainly from small
 enterprises1 the funding could be totally disbursed by 1993.
 The venture capital program could be very useful for
 enterprises who lost their equity in the earthquake and who
 do not have any financial leverage for borrowing.
 Program 3. Guarantee Fund
 The objective is to encourage lending to micro enter
 prises, and also venture capital lending to potential
 investors in micro and small enterprises.
 Implementation Strategy
 The project may guarantee up to a certain percentage of••~_ , • __ a_I._&._a__,J _ '-_,, I: .&..1... J __ J __ ' _.I: 1 .&.t.._••
 "t:TIe" l1lJailJ~S' C1tI1:5 c;aiiU1L119 DttOLUilCC t:r:r ~ pOL .1IC"'p"'04~- ...VUIIU" \:;ll_J
 chose to obtain guarantee for.
 Policy
 The figures and percentages yrovided for this basic
 policy framework are only illustrative and should be subject.
 to further study and review.
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 The fund will guarantee tho lender an aggregated loan
 amount of up to 050,000 per individual micro enterprise and
 up to ¢IOQ,OOO per individual investor. It will guarantee
 only the ~rincipal, and should cover up to 70 percent of the
 principal's outstanding balance. However, a guarantee scale
 will be e~tablighed for micro enterprises. The pezcentageof the outstanding balance's guarantee will incre~~e up to
 aD percent as the overall outstanding halance of micJro
 enterprises' loans in good standing increases. The
 guarantee will cover only individual claims with a value
 over ¢500. Also, the guarantee will cover only loans
 reported by banks to the guarantee fund within 30 calendar
 days after the loans' first disbursement was made. PaYment
 of claims against the fund will be Bubject to an auditing of
 the loan to verify the bank's compliance with the
 agreed-upon credit system (policies and standard
 procedures) •
 The fund will periodically carry out Apot auditing ~n a
 sample of banks' portfolios to verify the banks' compliance
 with the agreed-upon credit system, specifically including
 adequate documentation. A bank's failure to comply strictlywith the guarantee agreement will carry penalties also
 spelled out in the agreement. Some penalties could be:
 1. The guarantee on loans deficient with respectto the guarantee agreement could be cancelled.
 2. The fund could increase the bank's monthlypremium until the bank proves that adequatecorrective actions have been taken.
 3. The fund could cancel the bank's participation.
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 The guaranteo fund will charge premiums basad on theamount of th~ loan, the percentago of the loan's 6utstnndingLnlanco covar~d by the guarantoo, and the individual bank'eportfolio quality. A premium of about 1 percent should bopaid whop the loan guarantee is requosted. Tho chargeshould be plAid by tho borrowc,t' lHI an additional commissionwhen he disburae3 the credit. Thereafter the bnnk will PdY~ monthly fae equivalent to a fraction of 1 percent of theoutstanding balanc~ of the principal. This fraction and thehigh risk a~ditional premium based on the portfolio qualitywi 11 havQ to be determined through a special study.Premium", should generat~~ enough inc.;,,;me to pay for the fundadministration, for reserves against claimG, and for generatlng a reasonable profit.
 Delivery Strategy
 The guarantee fund sho~ld work to a large extent in theway inau.rance companies .:tanage group or inventory insurances. '1" are should be no need to scrutinize and/or reviewevery single loan. The system should function on the hasisof two monthly reports prepared by the banks: one to reportthe new loans and the other to provide infot:mation on loa,.din arrears.
 In the long run the fund could con·...!."act w~,th a profitOr nonprofit; col1eC1:irm company 'to- carry 'out additionai
 efforts to recov~r bad loans the fund had to pay for. Thiscollection company should be paid only on the basis of acommission on l;'oney rf'covered.
 Implementing A~nc~em
 A specialized unit with a small staff should be established in the Central Bank to manage the fund.
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 OutPlltR
 Tho fund's potontial market by 1992 will consiat of
 about 51,000 ontorpriaua w:i. th an outstanding balance of
 about 0256 million at 1905 pric~B, d" indicatad under the
 output of Program 2. 'rhe portfolio of vonture capital
 financing could reach ¢10 million at constant prices by
 1993, as indicated under Program 2.
 The fund's capital should represent around 20 percent
 of the expoRure. Therefore, it may have to be ¢37 million
 by 1993 to guarantee 70 percent of the portfolio.
 Program 4. Savings
 The orjective is to promote savings mobilization and
 the development of saving habits.
 Implementation Strategy
 Establish a credit requirement for micro enter~r~ses
 and investors whereby a borrower must have or must op~n a
 deposit account before he is allowed to disburse the loan,
 and must maintain a certain minimum balance during the term
 of the loan. The minimum balance could be around 3 percent
 of the loan amount or : ~O, whichever is higher, for loans
 up to ¢-iW, uuo-, and Z PifCcent or rr,troiT, whichever-hr
 higher, for loan amounts above ¢100,OOO.
 Establish a compulsory periodic deposit for micro
 enterprises only. The deposit should be made on the same
 date that the loarl installments become due. The amount of
 the deposit could be 20 percent of the interest payment on
 the loan or ¢20, whichever is higher.
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 The banks should dagign and imploment as a group 4
 savings mQbl1izution campaign for small savaro, and shouldpromote savings through the support organizations working at
 the communi ty le'Vol.
 Pol.i.c~
 Interest ratos in redl teJ.:'mR are negative. Interostrates at present are lc~s than one third of the inflationrate.
 Delivery '3ystem
 The bank's passbook saving account system would be usedfor this program. The feasibility of eMtablishinq a savingstamp system in the medium term should ~e studied also. Thesystem would allow clients to obtain saving stamps withouthaving to visit bank offices.
 Implementing Agencies
 The implementing agencies would be commercial banks.
 Outputs
 The targEt should be to finance at least 25 percent ofCITe micro enterprise loan portiolro wi,-h savings fLom thissector by the year 1992.
 ~rogram 5. Street Enterprises
 Street ent.erprises carry out their businesses onsidewalks and roads (vendors, food preparation and service,shoe repair Lnd others). The objective of this program is
 I
 I

Page 88
						

-=
 71.
 to channel credit to stroet mlcro ontorpr.:lf;jf'ls, and topromote savings.
 Implementation Strat~
 The credit service will be provided at tho communitylevel in coordination with and the support of communityorganizations.
 Policy
 Communities with an active community organization are
 the only ones that can participate in this program. Borrowers will be required to have two co-signers, one a closerelative and the other, any member of the community wit.hgood personal references. .,
 The credit and saving program in each community will beexpected to reach its break-even point in less than twoyears, and also to obtain enough saving deposits, and profitsto generate financial resources for establishing a formalcredit and saving association in the medium term. Theorganization sponsoring the program in the community willgradually withdraw the resources it invested in credit.These resources will be used for implementing the program inanother community.
 The interest rate should be established from a feasi
 bility study carried out in each community under consideration. The feasibility study will assume that a ..0C"'(,erativeorganization will implement t~e program, even though cooperatives will not be the implementation vehicle in the short
 run.
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 Borrowers will be required to keep a saving Accountwhoso balance oquals at least 15 percent of the loan or ¢20whichever io higher at the time the loan is disbursed. Thebalance must increase gradually up to 30 percent of theoriginal loan amount by the end of th~ term of the loan.
 The maximum loan amount would be around 0300 or anamount two times higher than the borrower's saving accountbalance. The maximum loan amount will be calculated con
 sidering the borrower's average gross sales during theperiod between the payment of installments •. The loan amountmust not be higher than 10 percent of the gross sales.
 The maximum term of the loans would be 16 weeks, to be~epaid in equal weekly installments.
 Delivery Sys!=-em
 The clients would be provided with passbooks for th~ir
 saving and loan records. The program's tellers will posteach transaction in the passbooks and established documentation forms.
 Normally, these saving and credit services would beprovided only one day per week in each community in or.der tominimize the program's cost, but the time could be expandedto more days per week in communities where the volume ofbusiness justifies it.
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 Irnelementing Agensios
 The program will be implemented by selected well-knownprivate voluntary organizations (PVOs) who carry out community organization or other types of training programs withtheir own funding at the cornrnuni..:y level.
 The program's funds will be managed by PROPEMI. Thisinst~tution will keep the accounting records of the programin each community, and also maintain up-to-date individualrecords of credit and saving transactiona based on thevouchers or receipts submitted by the PVOs. PROPEMI wouldprovide the PVOs with monthly financial reports per community and other management and operational reports. Acentral micro computer unit PROPEMI will maintain andprocess these records.
 The program will have a standard delivery system forall the communities and will provide the PVOs with thetraining necessary. The program will not begin until the
 software ar.d the delivery systems have been designed andtested.
 The responsibilities o· PROPEMI and the PVOs should bespelled out in a written contract.
 Outputs
 The potential market could be at least 15,000 streetenterprises. The total nwnber of micro enterprises isaround 77,000 and at least 20 percent of them are street
 enterprises. Market merchants ope~,.ting under market roofsare not considered street enterprises.
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 Tho credit demand could be around ¢1.9 million (US$380,000). This estimate assumos that only 50 percont or7,500 of the street enterprises' proprietors belong or willbelong to some kind of community organization between nowand 1993. The average credit demand pe~ street enterpriBbis estimated at around ¢250, taking into consideration theprogram's credit policy. This demand could generate 11
 portfolio of about ¢400,000.
 Training and Technical Assistancefor Enterprises
 The objective is to enhance the micro and small enterprises' operating efficiency.
 Program 6a. Micro Enterprises
 The target group is micro enterprises that operate infixed structures and the glmaller enterprises within thesmall enterprise group.
 Implementation Strategy
 The strategy is to develop comprehensive and specificmanagement and operation systems for the most common activities of micro enterprises in each sector (industry, commerce, and service), and also to develop comprehensivegeneral s~'stems applicable eo eacn sector. 'rl'iese- .sysums-.
 should also be applic~ble to the smaller businesses of thesmall enterprise group.
 The s}/'stems will be documented in two different typesof documents: an instructor's guide and a handbook for the
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 trainees. Each document will d~scribo thQ systems and twocase studies.
 The management and operat.ion ayfi1tom for speoificbuaineS8E:le wi-II be based on a representative sampla ofenterpriseR. The enterprises I current system will bedocumented, and technical ~otes directly related to eachaspect of tho system will be prepared. These aspectsinclude general management, business law and regulations,production, marketing, and planning and con1~rol. Theproposed system will be fully documented, and two specificcase studies will bo added later. The case studies willdocument the enterprises' system~ and performance beforeadopting the new system, the strategy and tactics theyfollowed in adopting the new system, and their performancetwo years after adopting the new system. The document willalso present an illustrative business expansion plan based
 on an existing enterprise.
 A similar strategy will be followed for the generalsystem, which will apply to ~nterprise& for which specificsystems will not be developed.
 The documents for specific businesses will be distributed only to participants in training events for thesebusinesses. Tt.e document on the general system will bedisseminated as widely as possible by selling it through
 • ~. _".0.
 con?enient outlets, and advertising it in the media.
 Policy and Delivery System
 Training in leading workshops will be provided to
 professionals of any institution which provides support
 ''-*
 - !
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 ~nrviccs to micro enterprises. Such training will also beopen to univeruity profos90ra, and professionals in ganoral.In add! tion, the program will also organizg 11 voluntary
 service group of private sector ruprosentatives and staffprofessionals who are willing t.o cdrry out training andtochnical assistance services on n voluntary basis.
 The training of trainer'n curriculum will be composedof group dynamics, informQtion on the mi.cro enterprisosector, legal requirements, credit, business management andoperation systems, training methodology for micro ent(.trprises, and training simulations. The participants willreceive a grade and those who pass will be certified toprovide training. Other aspects of the training programwill have to be develop~d during the preparation of theprogram's final design. Training of workshop leaders shouldnot last more than four to six weeks.
 The institutions sponsoring the participants will pay afee, but the program should provide scholarships for university professors, PVOs, and other special cases. '
 Sustaining the program will require a subsidy. Possible SUbsidy sources may be:
 1. To charge an additional front-end commissionof a fraction of 1 percent on all loans tomicro enterprises which commercial bankswould coTfect-and forward t-othe program-
 To charge the banks a higher premium thanotherwise for the micro enterprises' portfolio guarantee, and to forward this part ofthe premium or fee to the training program.
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 Tho trnining for micro unterpriaes will be provided inpart by the program'a own ataff, but primarily by participants who obtain certificates for providing training. Theprogram will also dovmlop n method of training with the aidof video cass~ttea, and will usn this sygtem whan there arenot onough instructors available. In this way one inntructor could provido tr.nining simultaneousl.y for two groups of
 trainees meeting in differnnt olassrooms as long as there is
 a difference of a few minutes in the session's starting timefor each group. The training for micro enterprises could becarried out in groups of up to 20 participants and provide60 to 90 hours of training in a period of four to six weeks.
 The enterprises that complied with the training requirements could apply at any time for 14 to 105 hours 0f
 technical assistance for implementing the new system intheir businesses. The program would develop a standardscope of work for each 14 hours of TA, and describe theexpected outputs.
 The enterprises would be charged a standard fee foreacb hour of technical assistance. This fee would be statedin the contract between the enterprise and the program.Those enterprises that request and contract for the T.A. assoon as their training is completed will obtain a discountof 30 percent on the fee. As an alternative, the enterprises can pay the training and T.A. fees with funding fromtheir working capital lIne 6fcreait:, if They nave one .-
 The program would hire university professors or professionals for providing training and technical assistance ifit does not obtain enough volunteers. The salary of univer
 sity professors is around ¢40 per class hour •
 •
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 PROIll!:MI 1n 1n a bettor posl ticn for cnrrying out the
 program than any of tho other ex.lsting o.t'9nnizations orinutitutions. PROPEMI's main objoctive is fully compatible
 with the program's objective ana strategy. Also, it has
 crodibility and appu;u·j:j hI havo the "kill t.o put 1n place an
 offici@nt organization for implementing the proqram.
 Additionally, it has a reasonable chance for sustainability,under the umbrella of the private sector, and can benefit
 from the sector's business experience and its link to
 FUSADES.
 Outputs
 By the end of 1993 about 8,000 members of the micro and
 small enterprise sectors will have been trained, and about
 4,000 will have received an average of three person-days of
 technical assistance. This estimate is based on 105 train
 ing events each year during a period of five years, and an
 average of 15 persons completing each course. It alsoassumes that around 50 percent of the enterpr.ises that
 complete the training will contract for technical assis
 tance.
 Training of trainers and t~aining for micro enterprises
 should be carried out in at lE~ast 10 cities, and plans
 should D.9 made to carry ou-e a'E Ieasl: J\T percent ()f -emtraining events in cities other than San Salvador.
 Program 6b. Street Enterprises
 A handbook for street enterprise operations will be
 developed, composed of a simple financial recora system, and
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 gu.1.deU.ne9 for. pd.clnf,l, proourement, select.ton of ~alQA
 locations, credit Dnd savings. The manual will be provided,
 at a small charge, by the PVOs to first time borroWers inthe crecH t proCJr;lI11 I. n R t.n::aH: enterprlnes. l'uroha.sA of themanual and attendance at pva t.ralnlng sessions would b€1 II
 r{l(Julsite for recotvlnq cttHHt. 1'110 PVOs would chnoar.1 t:h~i.r.
 own method for tralning the proprletoro on the content of
 thEJ mDnua 1. By.l. 9 9.1. approxlma tely 7, ';00 propr ietore w.tll
 have been trainod.
 The objective is to issue and promote the implementation of recommendations for solving micro and small enterprise pr.)blems or for enhanc ing enterprise development, andto disseminate information relevant for these sectors.
 A research fund will be establish~d for generatingrecommendations on issues affecting the micro aI?f1 smallenterprises. The fund would finance studies 0:1 laws,
 government policies, regulations, ana procedure~ Qffectingsmall and micro enterprises. It would also finance studieson constraints identified Juring the preparation of casestudies for the training and technical assistance programsor others that arise during project implementation. Thefund would also finance an annual project evaluation andmicro and small enterprise data banks at PROPEMI.
 Coordination Unit (PMCU). This unit is described later inthis report. The research sub-projects would be carried outby foreign and local consulting companies, and coordination
 with FUSADES will be sought in every case.
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Twenty studies could be carried
 life, excJ.uding project evaluatIons.
 illustrative list:
 00.
 out during the projeat
 1.'he .followJrH, 1.1;1 an
 1 • I·: r fect.a 0 f f;ore igll ex(;hange fH:J8rC i ty andallocation and tratle practices on thoavailability of raw matorials and profitabil-ity .
 2. Comparative analysis of market and environment constraints on the enterprises in SanSalvador versus those in other cities andsmall rural towns, with recommendations forimprovements to reduce the rate of migrationto San Salvador and enhance regionai development
 3. Identification of micro and small ente~prise
 projects that could be developed in locationsother than San Salvador
 4. Constraints on micro and small enterprisesfor insuring their assets, and recommendations for solving them
 5. Shelter or housing co~straints on micro andsmall enterprises, especially in SanSalvador, and recommendations for improvement
 6. Effect o~~
 product i011prises andnega-c.ive
 electricity rationing on theand profitability of the enterrecommendations for reducing the
 7. Problems faced by the enterprises in increasing their sales through retail stores andtheir sales on credit to retailers andconsumers, and recommendations for improvement
 8. Study of and recommendations for encouragingthe micro enterprises' compliance withbusiness legal requirements and regulations

Page 98
						

01.
 The obj~ctive is to strengthen the enterpriseR' ~ar
 gaining power and to develop linko that may bring technicalor economic benefits to the enterprises.
 'fhe proposed PHOPEMI trr.:dni.ng events ll()uld also be usedas C1 starting point for the development of trade associations. Since the training events would bring together
 entrepreneurs in similar lines of bus~nesses, efforts shouldbe made during the training to promote lasting relationshipsamong the participants.
 PROPEMI should sponsor periodic short meetings ofenterprises in ~irnilar lines of business that participated
 in tr~ining events. PROPEMI should also provide them withsupport and technical assistance f'),I. the develQpment oftheir own trade associations.
 The program's outputs should be the development of at.least eight trade associations of ent~rprises engaged in themost ~ommon lines of businesses. The membership of eachassociation should be at least 100 enterprises.
 Through the micro enterprise trainin~ staff, PROPEMIshould promote links between suppliers and mark~t outlets.The micro and small enterprises data bank (under the research COulpOl1el1 i..t shouici pLoduee· an index o-Z suppiieL E'uarnrmarket outlets to be used in identifying and promoting thistype of link. Also, the research component's studies for
 identifying project development opportunities outside SanSalvador should be used by PROPEMI for promoting investments
 and establishing links with market outlets. PROPEMI should
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82.
 also try to promote linkH between the enterprises needingtechnology and the institutions or ent~rprisee willing to
 disseminate technology.
 9)
 The objective is to strengthen the enterprises' bargaining power and to enhance their business practices.
 A system should be developed that facilitates the microand small enterprises' legal registration requirements. Theregistration process could be streamlin~d by centralizingall the registration requirements in one office of eachcity. This office should have personnel trained in all theexisting registration requirements, who help enterprisesfill out the applications and forms ~equired and who alsohelp them obtain the various certif.icates they have tCJsubmit.
 These arrangements could be implemented on a voluntarybasis thro~gh written agreements between the office thatwill provide the service and the institutions with whichenterprises must register. The system already establishedin each institution could keep functioning without hindrancefrom these arrangements.
 The rnuticipaLg.o.vernment, nff~ .could~_..a convenient .. -
 implementing agency, provided they receive proper trainingand incentives. A special law may have to be issued inorder to implement this type of arrangement. The Mission orPROPEMI should conduct a s,tudy to design and help establish
 the required procedures an.d arrangements.
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 As a result of the program at least 25,000 enterprisesshould be brought in compliance with legal requirements.These should be enterprises that had already functioned formore than one year without complying with the requirements.
 Project MonitorinTPind Coordination Unit (PMCUlProgran, 10)
 The objective is to ensure the effective and efficientimplementation of the proj ect. A special monitoring andcoordination unit will have to be established; the organiza-·tion of this unit should be the first step in the projectimplementation plan.
 This part of the project will be complex because itinvolves all the project components and their implementingagencies. It also deals with government-controlled institutions (Central Bank and commercial banks) and private sectorgroups and organizations, and possibly with municipalgovernments. It will involve a great number of timeconsuming details that are very important for ensuring thecomponents' and the project's overall success. Therefore,this project will have to be monitored closely and anyobstacle or problem will have to be identified and resolvedquickly, before it affects other components of the project.Planning and preparation are critical in this project. Af.ull staff will be required for carrying out the projectmonitoring and cQQ.t'dinatiQIh _Please _refer._:tQ.theProject '_~ _
 Logical Framework, Z~nnex 3; and note that the project's~uccess depends on a number of assumptions that cannot becontrolled by the project.
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 Implementation Strateg~
 The Project Monitoring and Coordination Unit would bethe full responsibility of a consulting firm that wouldorganize the unit and appoint the Chief of Party and allstaff needed. This firm would provide all the short-~erm
 consultants needad to implement the research component,including the organization of the data bank and the libraryat PROPEMI. The annual project evaluations would be carriedout by another consulting firm contracted for by USAID. Theunit's Chief of Party/Manager would report to the USAIDProject Manager.
 The Unit will have following tasks:
 1. Establish and verify the implementation of astandard planning and monitoring system for9ach component and ensure that adequate plansare developed for each component.
 2. Monitor and approve the implementation ofeach phase provided that the preparation hasbeen completed.
 3.
 4.
 Coordinate the presentation to the Mission ofdocuments showing compliance with theconditions precedent established in theproject agreement with the implementingagencies. This documentation should alwaysbe channeled to USAID through the Unit.
 Ensure that the implementing agencies designand implement the system required for gen~a-t-ing- ·themonitcring -;~tg- :request.ed---~b¥.
 the Unit.
 5. Revi~w the documentation and approve theimplementing agencies' disbursement requests,before sending them to the Mission for finalreview and approval.
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6. Provide the implementing agencies withfeedback and suggestions regarding theimplementation and its progress.
 7. Implement the research component of theProject.
 8. Enhance the coordination among the implementing agencies and help resolve conflictswhen they arise.
 9. Supervise the performance of other consultingteams and provide them with advice andsuppo:t when necessary.
 85.
 2.-
 10. Hold coordination meetings with implementingagencies and consulting teams when necessary.
 11. Submit to USAID quarterly performance andprogress reports on the overall Project;provide them with timely recommendations; andrequest their support when necessary.
 The Project Uonitoring and Coordination Unit wouldcomplete several activities before the implem~nting agenciesstart work on their programs:
 1. Define a standard planning and monitoringmethodology for each compon~nt, and train theimplementing agencies in its application.
 Prepare, in conjunction with each implementing agency, a detailed implementation planfor each program.
 3. Design "he monitoring system for each programand discuss it with the implementing agenciesand the USAID Mission.
 4. Design the disbursement system for projectfunds in coordination with the implementingagencies and USAID.
 5. Approve the final implementation plans forprograms.
 -,-
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 6. Approve start-up of each program.
 The project's summary chart of components, objectivesand implementing agencies is presented in Table 16.
 Outputs
 The Unit's output will be the successful implementationof the project purpose and the other components, reflectedin their programs. It will also generate the 20 researchstudies (under the rflsearch component) and a micro enterprises data bank at PROPEMI. Additionally, it wiil ensurethe efficient use of project funds.
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 VI. FUNDING
 The overall project funding requirements are approximately $62 million, 74 percent for the credit funding formicro ent~rprises. A summary of the project -funding requirements for each component and product of the logicalframework appears at the end of this section.
 Financial Resources
 Program 1
 Credit for micro enterprises requires a project outlayof about $46 million for credit, but the banks' microenterprise portfolio will probably increase from ¢70 million(projected for 1987) to ¢256 million at constant 1985'prices
 during the period of project support for this component(1989 thru 1992). The portfolio will increase by 265
 percent (¢186 million).
 The project' s budget for providing the banks withtechnical .assistance and' training- -is--$-l-,-6-Hr,-&&&-r----'Cfi-i-s-4g-------------·-·._...
 only 0.86 perce~t of the increase in portfolio. This is areasonable cost for developing the banks' capabilities to
 manage the portfolio expansion, even in the short term. Asan illustration, the program would break even if without it
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 the loss for bad loans was 0.86 percent higher than theincrease in portfolio. This percentclge could turn outhigher, because USAID' s f\1.:1ding for credit is probably goingto be less than $46 million.
 Program 2
 Credit for venture capital will require loan disbursements of ¢19.3 million at constant 1986 prices or approximately $3.9 million during the five years of project support. The sum of disbursements will be financed by a $2
 million project outlay; this will be the banks' portfolio atthe end of the period.
 The enterprises' capitalization of $3.9 million plusthe financial leverage capacity this generates will represent an increase of at least $9.75 million in the enterprises' assets. Also, it may represent an opportunity forfinancial rehabilitation of enterprises that might otherwisego bankrupt.
 The technical assistance input for this product willenhance the banks' project and credit analysis capabilities,and will represent a project outlay of $120,000. Thistechnical assistance input represents 3 percent of the
 aggregated amount of loan disbursements during the five-yearperiod, but should be looked upon as an investment fot'ensuring a good portfolio quality. Also, it will develop a
 permanent' project analysis capability"u aridn
 wrrr--promote
 investments in sound projects which will enhance the coun
 try's economic growth.
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 Program 3
 The guarantee fund'~ coverage will increase from ¢l02million the first year to ¢179 million during the project'sfour-year support period for this product. The guarantee'scoverage will represent an average of around 70 percent ofthe banks' portfolio for loans to mic~o enterprise and smallenterprise investors.
 The project's outlay for the guarantee fund will be ¢37million (about $7.4 million) or about 20 percent of thefund's exposure.
 The technical assistance and training inputs fordesigning and establishing the guarantee fund system (set-upcost) will be $172,000; this represents only 0.86 percent ofthe fund's exposure at the end of the first operating year.
 Program 4
 The savings deposits generated by this product will bearound ¢64 million ($12.8 million) at the end of the fouryear project support for this program. The technicalassistance and training inputs will be only $42,000, and thepromotion and advertisement inputs $110,000. The average
 annual outlay for both concepts (TA/training and pro
 motion/advertisement) will be $38,000 and represents 0.1percent of the average annual balance of deposits generatedby this program in the· fIrst :tour years·~····_·-·_··-_·_·_-_···-·--_·-·
 Program 5
 The sum of loan disbursements under the street enterprises' credit program will be around t18.9 million ($3.8
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 million) during the first five years of project support forthis product. This sum will be financed by a project outlayof only $400,000. The technical assistance and traininginputs for establishing this service will be $18,000.
 The subsidies for financing equipment and the fulloperating cost during the first five years will represent$26,000 and $259,OUO, respectively, or a total of $285,000.
 The oper~ting cost is high -- 64 percent of the portfolio atthe end of the credit program's fifth year.
 The program may have to charge an effective interestrate of about 1 percent per week in order to achieve sustainability. But the street enterprises' alternatives forcredit are the money lenders1 and they charge much higherinterest rates.
 The program will also encourage savings by providingaccess to saving opportunities. This program could also bethe starting point for establishing credit and savingorganizations at the community level.
 The net interest income generated by the credit-savingservice will be fully capitalized during the project's sixyear support for the program, unless the program' s operatingcost turns out higher than the subsidy budget.
 Technical Assistance and Training
 Program 6
 The Project's Technical Assistance and Training programfor micro enterprises operating in fixed structures and the
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90.
 smaller businesses of the small enterprise sector willproduce 352 trainers and around a,ooo trained micro entrepreneurs in five years. The project will support thisprogram for three years.
 The total project outlay for this program will bearound $1.6 million. The technical assistance input forestablishing the program, preparing the training material,and providing training of trainers the first two years willrequire an outlay of $720,000. The outlay for financing theequipment and the full cost of the first three years will be$833,000 (the project will subsidize the full cost exceptfor 50 percent of the direct cost for technical assistanceto micro enterprises). The training material for streetenterprises will also be developed under this projectproduct (the cost is only $20,000).
 This estimate assumes that at least 20 percent of thetraining for micro enterprises will be provided by volunteers of the private sector, and that all the technicalassistance for micro enterprises will be proviaed by university professors or professionals. Also, it is assumedthat university professors will charge (l!40 per hour oftraining or technical assistance they provide.
 This program is set up with the idea of keeping thefixed cost low. A high percentage of the full operatingcost is variable. In this manner the average cost per
 ::::: :;a~;::n:~:lt:;nfs:euta~::9h,a-a -£twouldoe ·r-fl:ne-· ------··--1The fixed cost will probably be $136,000 per annum and
 is composed of the program's personnel salaries and fringes,
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 office supplies, and contingencies. The variable cost permicro enterprise trainee will be around $70. The averagefull cost per trainee will be around $135, in the third yearof the program •
 The fees charged to trainees and technical assistancerecipients during the first three years will be capitalized.A permanent subsidy system will probably have to be established. Otherwise, the program's fees for the recipientswould have to be high in comparison with their incomes, andthe program could fail to attract recipients for its services.
 The program could be subsidized through a commissionthat the banks could charge on credit disbursements to thissector or through a loan guarantee program's special commission charge to banks on the guaranteed portfolio.
 Research
 Program 7
 The 20 research studies and the micro enterprise databank will require at least 40 consultant-months and an
 outlay of around $280,000 during the five-year projectsupport for this program. Part of the studies could becarried out by local consultants.
 Development crt Trader Jnrsoc-tations
 Program 8
 The promotion of new trade associations will require anoutlay of $86,000 or an average of $10,750 per new
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92.
 association established during the five-year project supportfor this product. The cost appears high, but many otherenterprises will also benefit from it, even though they
 might not have established or joined a trade association atthe end of the project.
 Improvement of Registration Procedures
 Prog.1:'am 9
 The improvement of the enterprises' registration
 compliance procedures will trigger the registration of about25,000 enterprises during the three-year period followingthe implementation of the new system. The project outlay
 for this product is $128,000. Therefore, the set-up costwill represent an average of about $5 per enterprise for thefirst 25,000 enterprises that will register.
 Project Monitoring and Coordination Unit
 Program 10
 The outlay for the Project Monitoring and CoordinationUnit is $1,726,000 and represents about 2.9 percent of thetotal outlay for the other programs, which is $60,189,000.
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 Table 18. Project Funding Requirements(Thousands of dollars)
 9::1.
 Financial Resources
 Program l~ Credit to MicroEnterpriseti 1,581 29 46,000 47,610
 Program 2: Ventu~e Capital Credit 20 2,000& 2,120Program 3: Guarant~e Fund 172
 li~b7,400 7,572
 Program 4: Savings 42 152Program 5: street Enterprises 18 26 259 400 703
 T.A. and Training
 Program 6 720 30 803 1,553
 ResElarch
 Program 7 280 280
 Development of Trade Associations
 Program 8 56 30 86
 Improvement of com§1iance withRegIstratIon Proce ures
 Proqram 9 128 --illSubtotal 60,204
 Project Monitoring and Coordination Unit
 Program 10 1,726c 1,726
 Overall total 4,83~ 85 1,202 55,800 61,930
 a. Credit guarantee fund.b. Promotion and advertisement.c. Includes administrative cost of the PMCU.
 - -
 - .~
 -.
 Project component and product
 Technicalassistance
 and Operatingtraining Equipment cost Credit Total
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 VII. PROJECT BENEFITS AND PRIORITIES
 The project goal of in(:reasing employment and incomewill be achieved through the generation of approximately45,000 jobs and an increase in labor in~omes of at least¢255 million, even without taking into consideration theincrease in incomes due to higher profits of the project's
 beneficiaries (see Appendix C, logical framework).
 The project purpose of enhancing the micro and smallenterprise development will be achieved through the increasein the enterprises' profitability. The gross profits of51,000 micro enterprises will have increase~ an average ofabout ~6,300 per annum at the end of the pr,oject's fifthyear, in real terms.
 Also, the enterprises' value of total assets will haveincreased by about ~6,000 per enterprise, in real terms. At
 least 35 percent of the small, micro and street enterpriseswill have increased their sales due totally or partly to theproject.
 -- .--..-----.--..-.-------i;
 Project support for the micro enterprises should have ahigher priority because the project goal is to increase~mployment and enhance income distribution. At present, themicro enterprises appear to generate one job per each ~4,750
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 of current assets (for which wO:t:k:l,ng capital credit may berequired), they also generate one job per each ~lO,200 ofinvestment in fixed assets {see Appendix D) •
 Baaed on thF.! 1978 Census data the small enterprises'funding requirements par job they generate is higher. Thesmall enterprises' range of value of production per jobgenerated was ¢18,200 to ¢lOO,OOO wherea~ the micro enterprises range was ¢8,400 to ¢20,500. ,~lso, the small enterprises' average value of fixed assets per job generated wasaround ¢lO,OOO in the industry sector, whereas the microenterprises' ratio was ¢2, 800. The Census report' did nothave data for the other micro enterprise' s sectors (seeAppendix A) •
 Small enterprises have moreneed than do micro enterprises.much more accessible vehicle forto start their own businesses.
 access to the services theyMicro enterprises are a
 unemployed persons who want
 The project design is composed of six components whichcover ten programs (see Appendix C, logical framework), andeach of these programs is judged necessary for achieving theproject purpose. Nevertheless, a smaller scale project maybe designed by reducing the project outputs and benefits, oreliminating the small enterprise sector from the projectpurpose. However, the larger enterprises of the smallenterprise sector do not consume a large part of projectfunding tinder Ene preserf'Eaes1gn .-. "l'heseenterprises may .---.--
 receive direct benefits from only two of the programs.These are venture capital credit, which requires an outlayof $2,720,000 or 3.4 percent of the total budget, and
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 research, which requires $280,000 or 0.4 percent and willconcentrate itA effort on micro enterpri~es' constraints.
 The order of the programs' possible impact or weignt inthe achievement of the project gORl, without taking intoconsideration the funding that each one requires, is:
 1. Credit for micro enterprises
 2. Guarantee fund
 3. Technical assistance and training
 4. Savings mobilization
 5. Venture capital credit
 6. Research
 7. Development of trade associations
 8. Credit for street enterprises
 9. Improvement of the legal registration system
 The PMCU is not included in this list, but it is coneideredabsolutely necessary under the present project design.
 Credi t to micro enterprises is the most importantprogram. However, the enterprises' creditworthiness andprofitability will not improve as much if the other programsare not implemented. Many of the enterprises should represerie reasonable or acceptabie ··credit-risks ,. because Lhe
 existing micro enterprises have been able to stay in business for an average of around 10 years, in spite of all theconstraints discussed earlier (FUSADES San Salvador surveyof 1985).
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 The first three products in the previouo list representa project outlay of around $56.7 million or 91.6 percentwith respect to the total bUdget of $61.9 million. Theother project products represent an outlay of $3.5 million,excluding the PMCU or 5.6 percent of the total.
 The credit outlay for the micro enterprises' creditprogram could be decreased if there were not enough fundingavailable for implementing the project under the presentdesign, provided the funding actually allocated is at least$7 million. This project outlay could reach around 6,000selected borrowers, and the banks could gain a lot ofexperience in the meantime, and possibly obtain more fundingfor credit in the future. The 6,000 borrowers mentionedabove are just under the number of borrowers who willgraduate from the micro enterprises' training courses(7,000). It would be advisable to divide the credit programin two phases and provide an outlay of only $7 million to$10 million in the first phase. The funding for the secondphase would be determined on the basis of the results andexperience obtained in the first phase. The fundi.ng for theguarantee fund may also be reduced if the credit funding isdecreased.
 The overall project funding requirements would be $21million rather than $62 million, if the credit outlay formicro enterprises were established at $10 million. Thetotal outlay for the mIcro enterprIses credit-producE would -------.-
 be reduced from $47.61 million to $11.61 million, and theoutlay for the guarantee fund would be reduced from $7.4million to $2.36 million.
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APPENDIX A.
 MICRO AND SMALL ENTERPRISESTATISTICS
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Table A-I. Overall Number of Non-AgriculturalEnterprises, 1978
 A-l.
 ValueEnterprises Employment added
 (thousandsType and sector Number Percent Number Percent of t/,)
 A. Micro enterprises(less than five employees)
 Commerce 38,142 63.5 49,174 25.3 N.A.Services 9,566 15.9 16,921 8.7 N.A.Industry 8,746 14.6 16,789 8.6 78,046Transport 0 0 0 0 0 ,
 Ii.
 - Construction 0 0 0 0 0Subtotal 56,454 94.0 82,884 42.6 78,046+U.A.?
 B. Small enterprises(5 to 50 employees)
 Commerce 1,028 1.7 9,461 4.9 271 ,305Services 641 1.1 5,424 2.8 56,784Industry 890 1.5 122,740 6.6 170,797Transport 271 0.5 1,604 0.8 N.A.Construction 24 650 0.3 20,082Subtotal 2,854 4.8 29,879 15.4 518,968+N.A.?
 C. Other(more than 50 employees)
 Commerce 321 19,564 684,558Services 'J5 5,321 115,439
 ---~ Industry 238- I. r:. r:..,o ----l-,-og.7 IJ 529~-
 -r.:rpro-
 Transport 33 2,169 N.A.Construction 52 9,129 185,314Subtotal 739 1.2 81,761 42 2,072,840
 Total 60,047 100 194,524
 Source: Censo Economico, 1978.
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Table A-2. Average Per EnterpriseNumber of Workers, Fixed Assets,
 and Value Added
 A-2.
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Table A-3.of Workers,
 Averages With Respect to the NumbecFixed Assets, Value of Production,
 and Value Added(Thousands of ¢)
 A-3.
 Fixed Value of ValueType and sector assete> production added
 A. Micro enterprises
 Commerce N.A. 20.5 N.A.- Services N.A. 8.4 N.A.-
 Industry 2.8 9.0 4.6Transport 0 0 0Construction 0 0 0
 B. Small enterprises
 Commerce 1.3 100.0 28.7Services 0.4 18.2 10.5Industry 10.0 28.8 13.4Transport 11.2 16.1 N.A.Construction 0.17 44.9 30.9
 C. Other
 Commerce 2.1 125.4 35.0Services 1.8 29.4 21.7Industry 22.7 52.3 23.9Transport 14.1 19.2 N.A.Construction 1.9 27.8 20.3
 Source: Censo Econ6mico, 1978.~ .-~ .. __._---_._-, ..._.. _-, ..~-_ .•... ~-----------. -...

Page 120
						

APPENDIX B.
 SEGURO SOCIAL: INFORMACIONDE COTIZACIONES DE TRABAJADORES
 DEL SECTOR PRIVADO
 -.-_.....•....•.....•... _.._.__ _.__._-_.._._-_.._----_._---
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 I I 4 ~ 4 I I •• , I III 1
 I I j III. Ii
 -I ~ I I
 INSTITUTO SALVADORERo DEL SEGURO SOCIAL
 INFORMACION DE COTIZACIONES DE TRABAJADORES DEL SECTOR PRIVADO
 FECHA DEL ULTIMO DIA DEL PERIODO COTIZADO
 /
 ,-----------c lIASTA 4 EMPLEADOS ENTRE 5 Y 50 EMPLEAOOS HAS DE 50 EltPLEADOS IIUUMERO NUMERO SAIARIOS NUMERO NUMERO SAIARIOS NUMERO NUHERO 5rtlARIOS
 NOMBRE DEL MUNICIPIO DE DE EN DE DE EN DE DE ENP1\lTRONOS EMPLEADOS COLONES PATRON05 EMPLEADOS COLONES PATRONOS EMPLEADOS COlDNES
 1 55 51,212
 7 1.871 850,586--51 4.775 3,785,683
 - - -1 55 35,349
 3 718 328.676
 2 330 131.006
 - - -2 639 852.Q12
 59 6.507 5.1 T1,626ttlI~
 DEPARTNIENTO DE AHUACHAPANldiUACIUl.PAN 80 163 67,958 40 477 276,776
 ATACO ·8 14 6,889
 APANECA 7 14 7,410
 SAN FReo. MENENDEZ 6 11 3,953 1 9 3,472
 TACUBA 2 3 1,835 1 24 12,871.~AN PEDRO" PUXTIA 3 8 . 2,493
 JUJUTLA 1 2 754 2 27 7,075
 ATIQUlZAYA 14 34 14,488 4 55 18,663
 SAN LORENZO - - - 1 5 2,316
 TURIN 1 1 280
 EL REFUGIO 1 1 434 1 28 18,426
 ---L DEPARTAMENTO i.!E. 251 106~t1~'! 50 625 339,599&;,rnRTAMENW DE SANTA ANA
 -
 • SANTAI J\NA 580 1.019 443,246 ~. 231 3.283 2,171,627.COATEPEQUE 9 25 11,003 1 10 3,345
 EL CONGO 8 13 5,~89 5 52 32,594
 CtlALCHUAPA 40 89 33,961 18 307 174,080 _
 S. SEBASTIAN SALIT. 1 3 1,302
 CANDELARIA DE LA F. 5 7 2,800 2 25 1,342
 ~~~PAN 21 39 16,024 13 139 67,027
 {l'J'AI. OEPAI:T1\MENTO i6()4 •• I -J 513,925 270 3.816 2,450,015,- - -,\
 ~ --I~, .. - ..- --_ .. _.- ---- .- -- -----_...
 -'i
 1
 1
 1.360
 404
 52
 573,303
 198,025
 28,046
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 ~ ~ l I I ~ 1, t ~ I 1 ~ I ~ I I I ~ I ~ I l
 -3 3
 i
 NUEVA SAN SALVADOR 169 342 180.440 :149 2.208 1.576.401 22 3.222 2.641,121
 LA LIBERTAD 31 67 50.134 31 414 279.447 2 143 233.223
 TEOTEPEQUE 2 3 757 1 7 1.531
 TEPECOYO 4 8 5,220 1 5 2,170 1 177 68.826
 SAN JOSE VILlANUEVA 1 1 220
 CHILTIUPAN 1 1 866
 NUEVO CUSCATLAN 1 2 1.066 2 21 11.777
 ZARAGOZA 5 13 5.889 3 34 18.• 329 2 108 44,566
 JAYAQUE 5 14 6.750 3 74 44.911 2 590 323.095
 CC»tASAGUA 4 11 6.710 5 76 45,581t
 HUIZUCAR 1 2 . 965 1 6 2,646
 COLON 13 27 13,354 13 193 125,838 4 375 241.739
 TAMANI QUE 2 54 28,866 - - - 1 56 19.738
 ANTIGUO CUSCATLAN 47 99 61,394 .,72 1.309 912.399 23 2.304 2,177,573
 TALNIQUE 3 10 5,171 2 32 24,303 1 191 63.796
 JICALAPA - - - - - - 1 141 50.569.SACACOYO 2 5 . 3,006 2 18 7,550 4 672 503.059
 QUEZALTEPEQUE 33 69 28,933 13 172 102,939 2 379 406,696
 SAN JUAN OPICO 16 38 20,670 13 304 201,692 2 996 1,014,422
 CIUDAD ARCE 5 10 4,213 8 144 115,520 1 126 103,274
 TOTAL DE DEPARTAMENTO 345 776 424,624 319 5.017 3,473.034 68 9.480 7.891.897
 '0
 ~""" ·--·h" . II i 1'1 I I I I 'I
 ttlI
 w
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 DEPARTAMENTO DE IA PAZ
 ZACATECOLUCA 77 146 58,782 31 353 209,092 4 680 437,259
 SAN JUAN NONUALCO 6 12 5,371
 SANTIAGO NONUALCO 8 18 7,702 2 14 9,445
 SAN RAFAEL OBRAJUELO 1 1 434
 SAN PEDRO NONUAI£O 1 2 726 A 64 28,178..JERUSALEN 1 3 1,425
 PARAISO DE OSORIO 1 . 1 434
 OLOCUILTA 3 4 868 - - . -SAN JUAN TALPA 1 19 11,514
 SAN FRANCISCO CHlNAMECA 1 1 180
 SANWIS TALPA 7 15.
 17 ,565 1 32 25,368 3 289 329,754
 SAN PEDRO MASAlIUAT 1 4 1,736
 EL ROSARIO 1 4 1,725 3 62 43,288 1 57 44,505
 TOTAL DE DEPARTAMENTO 109 230 108,462 41 525 315,3'71 8 1.026 811.517- -DEPARTAMENTO DE CABAnAS
 SENSUNTEPEQUE 17 26 . 9.870 10 140 76.062 1 156 172,043
 VICTORIA 2 5 1,708
 lLOBASCO 11 23 9,808 10 142 74,479 1 62 45,348
 JUTIAPA 1 1 270 1 27 11,932
 TOTAL DE DEPARTAMENTO 31 55 21,656 21 309 162,473 2 218 217 ,391
 ~
 I\
 !--1---
 I
 0'I
 A
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 DEPARTAMENTO DE SAN VICE~TE
 SAN VICENTE 88 168 78,304 19 223 263,102 3 745 616,148
 GUADALUPE 1 2 625 1 5 840
 NUEVO TEPETITAN 3 6 2,563 1 5 5,210
 VERAPAZ 1 2 1,290 1 28 9,545
 TECOLUCA 1 2 920 2 56 25,053
 SAN CATETANO ISTEPEQUE 1 234 87,711
 SAN SEBASTIAN 2 6 3,095 1 5 868
 SAN LORENZO - - - - - , - 1 58 85.351
 SAN ESTEBAN CATARINA 1 1 434
 SANTO DOOINGO 1 4 2,071 •- -SAN IIDEFONSO - - - 1 19 7,087
 TOTAL DE DEPARTA.-mNTO· 99 425 177,013 26 341 321,705 4 803 701.499- -- - -- - --DEPARTAMENTO CUSCATLAN
 SUCHlTOTO 6 13 5,114 1 48 39,721 2 317 279,131
 SAN JOSE GUAYABAL 3 11 - 3,458
 COJUTEPEQUE 41 75 27,962 24 282 181,308 2 22~ 122,752
 TENENANCINGO 2.
 18 12,616- - -CANDElARIA 1 1 248
 SAN PEDRO PERAIAPIA - ~ - 1 47 43,259
 SAN RAFAEL CEDRas 2 2 868 - - - 1 81 57,560
 'l'O'l'AL DE DEPARTAMENTO 53 102 37,650 28 395 276,904 5 619 ~59.443
 i
 ~ .. I S"""- • I,-~ . ~*
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 DEPARTAMENTO DE USULUTAN
 USULUTAN 141 244 104,717 :t 54 736 432,021 1 148 154,994
 JIQUILISCO 7 13 4,410 4 47 31,422 6 779 373,623
 OZATLAH 1 1 120
 SANTA MARIA 1 12 3,411
 SANTA ELENA 6 12 4,621 1 9 5,176
 CONCEPC. BATRES :- - - 1 11 8,085
 PTO. EL TRIUNFO 3 9 4,297 11 206 281,698 10 1.566 '.371,591
 JUCUAPA 12 30 11,602 4 26 13,519
 VILLA EL TRIUNFO 1 1 130 - - . - 1 56 56,532
 ESTANZUELAS 5 12 . 3,111
 NUEVA GRANADA 1 4 1,040
 SANTIAGO DE MARIA 64 103 43,476 11 240 160,588 1 428 310,352
 ALEGRIA 2 3 1,270
 TECAPAN 2 4 2,816
 CALIFORNIA 2 3 1,608 1 6 . 1,330 1 86 22,426
 BERLIN 16 26 '11 ,079 3 36 27,951
 SAN AGUSTIN 3 4 1,680 1 7 4,550
 SAN FRCO. JAVIER 2 7 3,131
 MERCEDES UMADA ! 2 2 606
 TOTAL DE DEPARTAMENTO 271 490 203,125 91 1.324 966,340 20 3.063 2,289,518
 ,.1""-~"if""" ..
 t:I
 0\
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 1 t ! ~
 ~
 l •
 ~L TRANSIW. 6 11 4,833 2 16 4,978
 ri·L DE DEPARTAMENTO 4180 983 425,765 235 3.203 2,011,159 16 3.558 1,442,773--.- - - -- -rAL INI'ERIOR 2,1'71 5,773 2,529,251 1,343 18,942 12,224,424 225 34,069 25,37'6,331roe DE SAN SALVADOR
 iAN SALVADOR 2,.i60 5,698 3,115,518 2,257 33,768 26,447 t 003 3B9 60,2'68 6.0,611,859;OYAPANGO 107 245 156,123 98 1.592 1,282,602 52 12.395 11,787,536
 :USCATANCINGO 7 20 7,410 7 56 r 30,651
 'tEJICANOS 74 167 71,800 44 571 278,205 7 1.160 986,357
 :IUDAD DELGADO 53 115 42,166 31 338 166,693 3 374 312,188
 i\YUTUXTEPEQUE 16 35 12,477 11 213 170,087 1 84 63,319
 roNACATEPEQUE 9 25 5,902 3 18 t 8,115
 SAN MARTIN 13 25 .11,558 8 87 56,903 1 165 85,900
 ~EJAPA - - - 1 7 3,944 1 76 60,255
 [LOPANGO 24 50 19,599 49 691 444,471 26 5.465 5,176,904
 :;UAZAPA 4 10 4,338 3 436 366,466
 ~POPA 27 49 18,525 23 334 209,292 7 2.109 1,184,792
 E:L PAISNAL 4 6 8.808
 ~GUlLARES 15 33 14,082 5 47 27.013
 ~ DE DEPARTAMENTO JJn3 6,478 . 3,488,306 2,540 38,158 29,791,445 481 82.096 80.f:l~9.1l0
 M, DEL PAIS 5,1784 12,251 6,017,557 3,883 57,100 42,015,869 "11.2 116,164 106,245,441
 ~/1987
 fIdeA.
 -t---
 t:=t
 c::
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 LOGICAL FRAMEWORk
 OBJECTIVES...... . .
 :VERIFIABLE INDICATORS NEiHOO OF __ERIFICATION ASSUMP TICt'<lS
 ..........................................
 ,l'1e GllIF do;e~ rlC~ det:r"Q,".
 '. Tne iMCQc! of t~e CQ<m~l""·1·'
 ·Ci-.l} "ar on t!"e ec~0rrt't.~
 ,,:clQl ,tacP,t." do l'lC~~"l.
 ....or'e .
 2. T~ ccwnt,..')f' ilol'~~c~rcol'!
 fljct, 0:10 I!C! Ql!t ;;or:'"
 Pr0Je<:t.data and ,ur"'e'1of bet'leflciQrie,
 .................. , .
 GOALiO::Q~n.e:r·~~~:~;y;~I:?~~~n:t::·::::::::::: .1:~:.T~~:~um~~r.OUu:lI tIme Job' directly. .lprOJectdata and 'lJr."ey.......... il'l~o.me COl~nt!~~~~.d.~xt~l).r~je.ct.""illb~.around. of benef1Cicrie,.................... ~~.()~~ .~.t.ttle.~flct'?~.the proJect·, fifth year.
 .............. ~t..'!'~~~d.e'J~b.~ ..t~t. 'It.~I.d bit .cancellltd if~"'.e.
 . ~oJect 'snot '.mplllrl"len.ted........... .
 ....................... ~!.!.~4!l.Ir\c~ll'1e~~ea~4!l.o.f.lo'"arid middle......................... 'flc.C?meper: ~o.,:,.s ~trec;~I.'f.qener~tedb~ the ...
 ........... pr.~;lI~t :-,.'~.h CJ~o.u~c1.C.2.ah:"'.l1 Ion at the enc!....... of th~~rOjec.t·s.tt.f!~y.eCJr,a.t con,tant prices
 of 1985. The income increa,e defined here.......................................... -.. -..... ..
 includes tncome tnat yould have been lost !f............. . .. - - .
 .. tlll!l~()Jl!lct .is..n()~..t~p'I4!lm.~n~l!~~ .
 Il}
 r[:II
 2. TI'te prese"! I:CiSIn~"" ,"- --1'I1r~l"!",ent ooes !'tc' ~t ....crS,!.[
 \'
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 I ...... ·...... ··· ........ ········ ......\ __ ~ u • • :2. At '_Qst 51,000 m~ro enterprise beneft- LSample_o!~" files of
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APPENDIX D.
 CALCULATION OF PROJECT BENEFITS
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Al'I'I~NDlX 1).
 C!11cultltioE of Project llel\eHts
 A. "cnefit~ Genefnted by Working C!pital toano
 1. Emploxment
 Baoic Datal
 1.1 Coat/grosB sulss (page 16)
 1.2 Average amount of workingcapital lOElF.l
 • i x average value of annual sales
 0.40
 ¢4,207
 D-1.
 lted1.an ofPercentage of anmal. sales Weighted
 Sector enterprise (colmes) avera.
 Ccmnerce 65 15,000 9,750Services 19 12,000 2,280Industry 16 30,000 4,800
 16,Bll
 1.3 Increase in average gross ---
 sales per annum ¢10,518• working capital loans/(cost/gross sales) ¢4,207/0.40
 1.4 Average number of workersper enterprise at present 1.43
 1.5 Increase in the average numberof workers per enterprise 0.89
 - • increase in average grosssales per annumT(Welghtedaverage gross sales/average number of jobs)¢10,518/(¢16,830/1.43)
 1.6 Overall increase in the number of 45,000jobs • 0.89 x number of enterprisesfinanced with working capital loans0.89 x 51,000
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2. 9ul~rleN nnd Fringe Henefitu
 2.1 Average of annual salaries andfringe benefits per workar •¢15.40 per day x 365 days/year~ C5,621 (bused on footnot.eof table on page 10)
 2.2 Increase in ~1'l1ariElfJ llnd fringebenofits 45,000 workers x ¢5,621
 B. Benefita Generated by Venture Capital Loans
 05,621
 ¢2S3 million
 0-2.
 Assuming the loans were used by small enterprises only
 1. Employment
 1.1 Sum of loans disbursed to investors
 1.2 Sum of loans disbursed plus thefinancial leverage they generatefor the enterprises
 1.3 Increase in value of production perannum (we assume is at least equalto the above sum)
 1.4 Value of production per worker
 ¢ 19.3 million
 ¢ 48 million
 ¢ 48 million
 ¢160,OOO~-
 Percentage Value of pnxluctialof enterprises per WIker
 (ca1cu1ated fran (fran 1978 Census) WeightedSector 1978 Census) (Thousand colooes) average
 CaJmerce 36.0 100.0 36Services 22.4 18.2 4
 -Industry 31.2 28.8 9..Transport 9.5 ffi.l 1Construction 0.9 44.9
 51 l
 Value at prices of 1985 • ~l,OOO x 3.15 • ¢l60,OOO
 1.5 Increase in the number of workers· 300¢48 million/¢160,OOO per worker
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2. Hull1rleFa
 AU8umlng th~ average flllll1ry per workerpluu fring8 bonefits is¢25 per doy at 1985 prices
 J>-3.
 -. ¢25 x 365 x 300 workers
 3. Increase 1n GroBB Prof~
 ¢2.7 mlll:lon
 ..... 4.
 3.1 Increase ~h the entorpr1a~s' ¢ 10,518average grosB aoles
 (¢10,518 per enterprise from 1.3 above)
 3.2 GraBS profits/graBs sales 0.60(from Table)
 3.3 Increase in the average gross ¢6,300profits per enterprise¢10.518 x 0.60 • ¢6.300
 Increase in Fixed Assets
 4.1 Approximate sum of loans disbursedto the enterprises for investmentin fixed assets, at constant1985 prices (calculated basedon Table)
 4.2 Average loan amount per enterprise •¢378 million/S1,000 ~nterprises
 4.3 Average increase in fixed assetsper enterprise • average amountof loans less depreciation offixed assets purchased withthe loan¢7.400 - 20%(¢7,400)/100%
 ¢378 million
 ¢7,400
 ¢6,OOO million
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