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Alliacc-ofor Progress by the Foreign 'Assistance'Ac of 196,s eedd 
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~i ~being hereinafter ca116ed the PIroject'; and 

"WKEEASJ such a l.oan, wioul d assist,. Ion a~basis~o se4-ep n 
Inutual~ cooperntion, the ~e-f rts o i the. p~eoples. of Guatemiala to develop 
their economic resourcezs and to,increase :their 1produc uivr cabiliis; 

M~EPflA, this applicationi is eligible bor a loan under rthe 
authority provided. in~Title :11, of Chater II of the~Miu-i Security Act 
~of 1954, as amended;i 
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Director of the DL of not~to exceed five .milion lodcl"aS .($5',00,000,) 
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into a Seconi Aendatory Agreement ( 'Anendmrent Date'),
interest shal]. accrue at a rate of not less than four 
and three-quartOrs percent (4-3/hg) per annum no: more 
than five perceat (5) per annum. Interest shall be 
payable sc.-i-nnul..y, the first payment to be due on 
a date no later than six (6) months after -the date of the 
first 	disbursement undcr the loan. 

"(b) Interest on -the balance of the loan shall accrue at a 
rate of three percent (3%) pri annmu. Such interest 
shall be payable semi-annually, the first payl:ent to be 
due on a date no later than six (6) months after the 
date of the first disbuxsement to finance subloan or 
other 	commitments entered into after the Lmenment 
Date. 

"2. Tervis of Reonm,'enrA o" Princinal. Disbursements undir t,: lonan 
shall be in twenty-eight (28) successive sCZ.i-annual 

nsta].lmcnts t.e first of which shall be due and pa-,able on a 
date no later thln one (1) year ai'ter the date of the first 
disbiuscment under the loan. Each of the first eighteen (18)
insta.Jmaents of repayment of *principal shall be in an amount 
of not less than ten thousand dollars (63.0,000). 

"3. CrrencyI of E'navment. Provision shall be made for repayment 
of 'rincjoal and payment of interest in currency of the United 
States of rica. 

"4. O-her Terms and Conditions. 

"(a) 	 No more than ;i1.00,000 of the fuiads made avalable under 
this loan s.],all be usd to finamce any sin-le:,rivate 
investor without the approval of the DILF or A.I.D. 

"(b) 	 The interest rate char'gcd to private inv estors with 
respect to items financed under this loan shall not 
exceed by more than four percent (k,,) per anna the 
interest rate charged the Applicant on his ].oan. 

"(c) 	 Applicant and the Bank of Guatema].a shall agree to con­
duct i,ith A.[, D. a joini; rbview of a.l subloan regulations
and procewxdrs with a view toward expediting effective 
implementation of the Project. Such review sha.l take 
place promptly after -the Amendment Date. 
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"(d) Prior to the first disbursement to finance subloan or
 

other commnitments entered into after the Amendment Date, 

Borrower shall submit evidence that procedures have been
 

established to assure that intermediate c2redit institutions 

participating in the Project will receive an interest 

spread on subloans financed under the loan of no less than 
four percent (4) on a current basis. 

"(e) Such other terlms and conditions as the DF or A.I.D. may 

deem advisable, including appropriate provision .ith respect 

to a terminal date for disbu.-sements under the loan. 

that the Managing Directcr, or any representa­"TfSOLVED IM-TIHR, 
tive to xvhom he shall delegate this k;n.uljg,.ity, be and he iz hereby 

such agreerment or cg'reementsau'tho-rized to e:-ecute ior the DhF, 

and "to teke unch othei, actions as he may deem necessary or convenient, 
authorities provided in the above­consistent wit'lh this Rcsolutlon and the 

cited Act, to carry this Resolution into e'fect." 

Deputy U.S. Coordinator
 

Alliance for Progress
 

Date 
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DEPARTMh-T OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

Washington, D.C. 20523
 

AID-DLC/P-8l 
(Ref. DLF-LC/P-128)
 

July 29, 1964
 

MEMORANDUM FOR TIIE DEVELOPMENT LOAN COM10ITTEE 

SUBJECT: Guatemala - Rubber Production (A.I.D. Loan 520-.A-002)
 

Attached for your review are the recommendations for 
authorization of an amendnient to the subject loan. This amend­
ment is necessary to expedite conmmiitments under the loan and 
to extend the terminal date for requests for disbursement. 

This proposal is scheduled for consideration by the 
Development Loan Staff Committee at its meeting on July 31, 1964. 

Helen E. Nelson
 
Secretary
 
Development 1,oan Com~mi. tee 

Attachment: As stated..
 



UNCLASSIFIED 
AID-DLC/IP-281 

(Ref. DLF-LV/P-128) 
July 29, 1964
 

MORANDUM FOR THE DEVELOPMENT LOAN COl.'IT1!m0 

SUBJECT: 	 A.I.D. Loan 520-A-002 (DLF ]/63)
 
(Guatemala: Rubber Production)
 

Problem: Commitments under this loan have been moving more 
slowly than desirab.e and action to expedite commitments is 
considered necessary. Additionally, an extension in the 
terminal date for requests for disbursement is needed if more 
than $2.6 	million of this $5 million loan is to be disbursed 
(Annex I).
 

Background:
 

a. Initial. Terms 

The project as originally considered by the Development
Loan Fund envisaged disbursements over a period of ten years,
i.e., the funding of four seven-year growing periods spaced one 
year apart. Total project costs were estimated at $4. million, 
of which $12 mil].ion was estimated to be required from DLF 
funds. Of this $12 million, $5 million was intended to cover 
disbursements over the first four years of the project; the 
DLF anticipated .that $4 million in additional funding would 
be required, supplemented by $3 million in rollover funds 
generated by repayments from early subloans. 

The Rubber Production Loan was signed on August 17, 
1959, in an amoint of $5 million. The loan provided for one 
year's grace in principal repayments, with token semiannual. 
principal repayments of $10,000 over a period of nine years, 
and repayment of substantial principal in the tenth, eleventh 
and twelfth years. Original interest rate was 5 3/4%. The 
loan was extended to the Bank of Guatemala, and procedures 
were established whereunder the BOG would make loan proceeds
available to rubber planters through intermediate banking 
institutions.
 

UNCLASSIFIED
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b. 	Modified Terms
 

During the period 1959-1962, the loan was practically 
inoperative. Rates to planters (6% during the first seven 
years, 8 during the last three years) were high for a new 
crop 	with long maturity. Even so, these rates, left the inter­
mediate bank a maximum 2% spread. only. Consequently, the Bank 
of Guatemala requested DLF to alter the loan terms. This 
request and subsequent conferences and communications resulted 
in the following actions:
 

i. 	DLF agreed to extend the terminal date for 
requesting disbursements to December 31, 1968. 

ii. 	 The Government of Guatemala established in the 
BOG a Loan Guarantee Fund which finances the 
token semiannual capital repayments, pays a 2% 
per year fee to intermediate banking instit.utions 
making rubber sub]oans, and provides some capital 
for coverage of default on subloans by ultimate 
borrowers. Loan operating regulations were 
modified - L:ab]ish subloan interest rates at 
5% for the first seven years and 7% for the next 
three years.­

iii. An amendatory loan agreement was signed ,hich re­
duced the DLF-charged interest rate from 5 3/4%
 
to 5% and expanded the area eligible for planting. 

iv. 	 The Bank of Guatemala dropped its charge of 1/4 
of 1% for managing this loan. 

* 	 In essence, this arrangement provides the secondary bank with 
a 2% spread during the subloan term, i.e., the 2% fee for the 
first seven years and a 2% interest spread during the last 
three. 

UNCLASSIFIED
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c. Utilization Rate
 

As a result of the foregoing actions, commitments by 
subloan agreements reached $2.7 million on December 31, 1963, 
or an average rate of more than $i million per year since the
 

loan become truly operative (Annex I). Disbursements under
 
the Rubber Production Loan lag behind subloan commitments 
since subloan payments are made over a seven-year period to 
conform to annual costs of planting and developing the planta­
tion. Therefore, the maximum amount which could qualify for 
disbursement under the present terminal date for requests for 
disbursements would be $2.6 million.
 

d. Problems Impeding More Rapid Utilization 

The status of this loan was discussed at length 
among Mr. Glaessner, US AID officials, and Guatemalan banking 
officials in mid-Ap'il. Information developed prior to and 
during Mr. Glaessner's visit revealed two principal factors 
which limit accelerated conitment of remaining funds: 

i. Inadequate Service Chorge - The present fee 
of' 21 per annum is insuffViciently attractive 

-to th commercial banking system, and only 
INFOP, as a government institution, is pre­
pared to process loans for this fee. The lack 
of participation by banks other than INFOP is 
a major factor in delaying commitments, and 
may be responsible for elimination of many 
applicants who cannot arr onge security except 
through their own bank. P Bark of Guatemala 
officials feel that a ho% spread is required 
to encourage private banks to prticipate 
actively in this progr.im. 

A - It is a common practice in Guatemala for farms to be 
entirely mortgaged to a bank for a loan of lesser value. 
Sincc second mortgages are virtually unknown, this dis­
qualifies the property for use as security by another 
banking institution. However, A.I.D. understands that 
the holder of the first mortgage muy grant additional. 
loans to the farmer using the original mortgage as 
security. 

UJNCLASSIFIED 
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ii. Level of Risk - Although Bank of Guatemala has
 
authorized INFOP to accept crop mortgages anl/or
 
guarantees instead of land and building
 
mortgages and to use the anticipated increase in
 
land values in calculating security, INFOP has
 
been afraid to make subloans without land and
 
building mortgage guarantees. Rubber is a
 
relatively new Guatemalan crop and its develop­
ment requires a longer period of investment than
 
is traditional for agricultural loans in
 
Guatemala. Although the Loan Guarantee Fund
 
was intended partially to encourege more liberal
 
terms, it has not been entirely effective in its
 
present form. The Loan Guarantee Fund does not
 
protect the intermediate bank until -the ten-year 
period of each respective subloan is completed.
 
Thus, in the event of any default by a sub­
borrower, INFOP's legal reserve with the Bank of 
Guatemala is debited.
 

A related problem is that the Government's
 
contribution to the Loan Guarantee Fund ($100,000
 
per year for seven years) services both the 
token semiannual principal repayments and the
 
211 fee to the intermediate bank, so that only a
 
portio:n of the Government contribution actually 
remains to accumulate as a guarantee of subloan 
repyment. A higher level of Government con­
tributions (perhaps to $150,000 per year) would 
provide greater security to the intermediate bank, 
while a modification in the Guarantee Fund's 
regulations would permit its immediate applica­
bility in case of subloan default. 

Recommendations:
 

On the basis of the foregoing and the referenced conversa­
tions among Mr. Glaessner, INFOP, Bank of Guatemala and US AID, 
it is recommended that the loan be amended as follows:
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-5-	 UNCLASSIFIED
 

a. 	The terminal date for requests fcr disbursements
 
(Section 7.02) should be extended from the present
 

date of December 31, 1968, to December 31, 1972.
 
Although it is estimated that interest rate adjust­
ments, as reconmnended below, should dccelerate
 
com itments under the loan, the 1972 date is con­

servative and will provide seven years of disburse­

ments for commitments made as late as 1965, anu, 
with rollover, for 1966 comrLmitments. LimiLation of
 

disbursements to $2.6 mi ].lion (the amount.which
 

could qualify for disbursement under the present
 

terminal date) would deliberately negate and dis­

rupt an agricultural devel1opment program which,
 

even with the limitations described above, steadily
 

is moving ahead and will make a major contribution
 

to Guatemalan and Central Aunerican development and
 

trade.
 

b. 	The interestrate charged by A.I.D. should be reduced
 

from 5A to 2%. This would permit the addition of
 

2" to the present 2% fee, raising the spread to the
 

secdndnry bunk to Q in order to interest conrnerci a.
 

banks in handling these loans. The remaining 

4 would be added to the Loan Guarantee Fund to 
provide greater security agCKnst default.
 

c. 	The foregoing actions would he conditioned on (i) an 
increase in the annual GO! contribution to the Loan 

Guarantee Fund from $]00,000 to W450,000 per year.; 
and (ii) immediate appro'vzal by the Finance Minister 
of a new interpi:etation of the terms of the Loan 

Guarantee Fund which would protect the intermediate 

credit institutions in the case of cancellation of 
subloans or failure to make amortization payments by 

the sub-borrowers. In addition, a strong effort 
would be made to liberalize the guarantee require­

ments of the intermediate credit institutions. 
Attachment- Annex I 

Clearances:
 
Pllornboste3 :GC/LA ~I 
LSayder :I/ENHGR 
RBogardus :LA/CD 
SGrand:LA/CD­
PGlaessner:;LATCD '' 

Drafted by: :lA-/C ALBrown:US AID/Guatemala 
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DLF 63 (GUATE1ALA: Rubbor Production) 

STATUS OF SUMAN 2Z1T:c2,TS CPART A) AND
 

FROJECTIai OFSULOV; ccF*:±I.'.S 
 T JLL LO-N T'TIZATIN (PART B) 

(Bazod on 0Da-k of Guatemala Reo;rt of December 31, 1963) 

SU3LOA[S .4UX.T 	 UNDRAWI A M U1T 
G. ;T.. ',. TO ­

6Sa7 1968 139 197-0 1971 1972 1973 1974& 1975' GRXIED:c ~t ~ 7TLO,- 96 196 

(ActualSbloS n cr.nitmentc approaed by Dank of Guatemal.a) 

n t 	 ­2.5 0.,5 0.5 0.5 R e p a y ,e
54.2 1 	 6.0 2.0 

- R e p a y m o n t ­
74-13.3 11 	1831.0 87L.5 4l.0 167.0 273.6 275.6 102.3 

R e p a y m c n t
8	 59.2 81.2 177.0 118.9 ­1L7.5 63.5
3 114.1 15 	 878.5 231.2 


118.9291.0 231.0 333.3 357.3 279.2 
11381.6 27 	 2718.5 1107.7 

fulul loan uti]Ization at 4OCO acrca/year 2/
(Additional Subloan com.ritments projected through 

47.L 36.2 226.2 195.5 - R e p a y m e n t ­
266.1 83.2 54.3
4000.0 	 908.9 


- R 	e p a y m e n ­36.2 226.2 195.5
266.1 83-2 5L.3 L7.4.0O 908.9 

15.6 115,3 100.2 -t e p a y m e n ­

136.3 L2.7 27.8 22.3 

2050.0 	 463.7 


14. 	4 11.4 23h.7 440.3 311.3 100.2
 
10050 0 	 2281.5 266,1 349-3 273.6 

B UL03.6 '440.3 311.1 100.2557.1 	 5GO.3 607.1 501,7 390.7 

rate. 

21L31.6 	 5000.0 1107,7 

963 	 ca-nitzontbased onconservativelyEsti.mte is 


