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CENTRAL AMERICAN FUND FOR ECONOMIC 

HIGHWAY INFRASTRUCTURE 

PART ONE - SUMMARY AND RECOMMENDATIONS 

1. BORROWER: 

The Borrower will be the Central American Bank
for Economic Integration (CABEI), a multinational
 
public development banking institution created by
the governments of Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua ("Member Countries").
The loan funds will be part of the Central American

Fund for Economic Integration ("Fund"), established
by CABEI Resolution AG-1/65 of April 10, 1965. 
 The
 purpose of the Fund is 
to meet the investment needs
of the pnblic sector in order to promote and strengthen
the economic integration and the balanced development

of Central America.
 

2. LOAN: 

Aniount: 
Not to exceed twenty five million U.S.
 
dollars ($25,000,000).
 

Terms- Repayment in dollars within 40 years,
including a grace period of 10 years, at an interest
rate of 20% per annum during the grace period and 3%
 
per annum thereafter.
 

3. PURPOSE: The purpose of the Program is to stimulate the further economic integration of Central
America by promoting its physical integration. 
A
regional transportation system, facilitating the
movement of people and commerce between areas and
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countries, is a pre-condition to economic integration and a stimulus to further integration. 
The

Program provides for improving the existing

regional highways and the construction of regional
high-ways that will further integrate new areas with
significant resources into Central American Common
 
Market activities.
 

The proposed loan will also support CABEI and
enable it to continue the planning, evaluating,

financing and administering of infrastructure

projects on the basis of regional needs. 
 CABEI is
the leading public financial institution in the
region and one of the strongest cohesive forces in
the Central American Common Market region.
 

Finally, the proposed loan will address one of
the region's most pressing problems 
-- unemployment.

The construction industry is a large employer of
labor both directly and indirectly. The industry
is beginning to show some signs of underutilized
 
capacity. 
This loan will help maintain the capacity
and skills built up over a period of years as 
a
result of CABEI's expanded highway program.
 

4. PROGRAM DESCRIPTION:
 

The Program consists of providing additional
 
resources to CABEI f-o 
permit it 
to continue financing
the Central American Regional Highway System. 
CABEI
would utilize these resources to extend long term
loans to member governments for the construction

and improvement of eligible highway projects. 
The

AID loan would finance dollar and local costs of
 
engineering and construction services.
 

CABEI has presented an illustrative list of six
projects for financing costing $31.25 million. Two
of the projects consist of major improvements to
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the Interamerican Highway and the_ other four will
 
open up major agricultural areas of regional
 
importance and will be major highways of the
 
future. All projects were originally recommended
 
in the Central American Transportation Study 1964
1965 and have been subjected to either feasibility
 
or pre-feasibility studies.
 

5. BACKGROUND:
 

Before the Common Market came into existence,
 
the economy of each C. A. country basedwas on 
agricultural production geared to markets outside
 
the region. As a result, the economic infra
structure. including the road system, was oriented
 
to supporting the exploitation of a few rich
 
agricultural areas and to facilitating commerce
 
abroad. 
With the advent of the Common Market, intra
regional trade developed and boomed, from $33 million
 
in 1960 to $299 million in 1970. In the process, the
 
lack of an adequate regional road network was high
lighted. An approach to the problem was made in
 
1963 when a regional system was officially established
 
consisting of 13 highways. 
This was later expanded

in a major study financed by AID (The Central American
 
Transportation Study 1964-1965)to include roads into
 
areas whch were calculated to contribute to the
 
progress of Central America as 
a region.
 

While the individual C. A. countries had assigned
 
a high priority to a regional highway system, it
 
became evident that construction and improvement of
 
highways required heavy investments that would
 
increase the demand on already strained national
 
budgets. Consequently, CABEI initiated a program

of regional project selection and construction based
 
on 
loans from outside the region and contributions
 
from the individual countries. This approach has
 
been successful. 
The Fund for Economic Integration
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was established in 1965. 
 The fund has obtained six
AID and TDB loans which, together with complementary
internal financing, CABEI has used to finance 38
projects. 
All available funds are now committed.
Although much has been done, many high priority
road projects remain to be done. The proposed loanwill permit CABEI to continue the road program until
and IDB loan becomes available in 1975. 
This is
planned to be the last A.I.D. highway loan.
 

6. TOTAL FUNDING:
 

The total program funding is as 
follows:
 

U.S. Local Total
 
(Millions of US$ equivalents)
 

AID Loan 
 16.80 8.20 
 25.00
CABEI Members - 6.25 6.25 

16.80 14.45 31.25
 

The Central American Bank will contribute $6.25
million by means of a new call of capital from the
member countries. 
 This contribution maintains the
1 for 4 ratio ($1 in contribution for $4 in loan
funds) under the last AID and IDB infrastructure
loans. 
 The AID loan will also finance approximately

56% of the local costs of the Program. 

7. ALTERNATIVE SOURCES: 

In response to written inquiry, both the EXIM
Bank and the IBRD replied that they were not
interested in considering this loan. 
 Extensive
discussions have been held with the IDB in view
of their current two-phase loan program to CABEI
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forehighw. infrastructure While t Firs t Phaseo f -their- 1oa-n-is is I notitd~hprepared~
to consider the Second Phase-until' 197 n ~sn
objection to AID proceeding in the interim. 
The proposed AID loan will maintain CABEI's roadAnne I)program until the Second Phase IDbecomes available. loanof $15 MillionPrivate lending is not available
for Programs of this nature.
 

8. STATUTORYCRITERIA:
 

Alsl statutory criteria have been met. (SeeAnnex I). 
 D
 

9. VIEWSOFROCAP:
 

commitment procedres Dis p g_ enmnl basic of One of thepolicies in Central America

is to foster the economic integration of the five
countries of the CACa4. 
 This Program fully supports
that policy.
 

10. LOANADMINISTRATION 

,Loan funds will be utilized to procureing or construction services from 
engineer

,.less developed countries the U.S. or selected(Code 941) and from the
member cot'ntrien.
 

Contracts will establish dollar costs and local
currency costs. 
 Disbursements for dollar costs
will be made utilizing standard AID letter of
commitment Procedures. Disbursements of loan funds
for local costs will be made in accordance with
standard R~OW~ procedures.
 

!iSS!UES, 

A. jQORERSNGss There are at present two border
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ot'singe (CA3 and CA-G), both along the an 

coer foet n countris,

consequently* the benefits (regional and local)
anticipated in building the roads are not bein 
obtained. Both ountrie point out thba they doLo that e mothe iolving jkdWIanot yet have appropriate physical fetalitoe o
house custos and Iiingwation personnel as well 
an the necessary legislation to desigate the 
crossings as offictal points of etryle sner, 

neatr future. CAB3Z believes that the main problem
is that the two governments did not tao up the 
border-orasing situation on a twly basis.
Consequootly it is eounne t wp9onit~to"s" .
be incIue in the loan agreent tossta CMwIin encouragping all gvewvunto to resolve this type
of problen. The £Lrstpr *ee tattio be
initiated to establish an operational beeder point
of entry/e*git on existing ceadb pror to eppreval
of any sub on to the country InolvedP Thqe a.nd 
oonnLtLon req ires that future subloano is vinga border orossing prode~ the eatablisbmet of 
an operational border point of eastry/wit on 
timely basis* 

on the basis of the aspital Aseistenes Cowtt
conclusions that *be Prore to temt#0liY,
0001100Ioaly, end ftowsiuy s#amd# it k teem*
inended that a lo0n to the Cetrul Atwa" @"
am" I ntertio for a" &At Ot to Omed
*OO0,*O0 be anierigod subjm to t.'*& totse'tov 
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2) Member Country contributions to the Fund shall
be freely available for all aspects of the Program.
 

3) 
Borrower shall continue to work in coordination
 
with other regional institutions 
(i) to strengthen

Member Country highway maintenance programs, (ii) to
improve border crossing procedures, including effect
ive measures which will reduce the time and costs of

such crossings, and (iii) for the adoption of
 
regional 'highwaystandards and weight control.
 

4) Borrower shall include in each subloan agreement

covenants satisfactory to A.I.D. concerning Member
 
Country highway maintenance programs, budgeting and

execution capabilities of Highway Departments

including acceptance of Borrower financed consulta
tion services if required.
 

5) Unless A.I.D. otherwise agrees in writing, CABEI

shall not approve any subloans to any sub-borrower
 
who, having received previous financing from Borrower
 
for a highway project directly leading to or from a

national border, does 
not maintain a border point of

entry/exit on such highway, until steps necessary to

establish an operational border point of entry/exit
 
have been initiated.
 

6) Borrower will submit to A.T.D., one year after meeting theconditions to initial disbursement and annually thereafter untilthe Loan is fully disbursed, a report on the actual progress ofthe program and an evaluation of its economic impact. 
Borrower
also agrees to furnish to A.I.D. such evaluations of the economic
impact of highways constructed with A.I.D. Loan Funds as A.I.D.
may request dzurinig, a five-year period 
 after final disbursement
 
under the Loan.
 

7) With itview toward achieving maximum employment in roadconsLruticdi in Central America, Borrower covenants that it shall,using funds other than loan orfunds its contribution to the program,undertaAe a research project to determine the circumstances under
which increased degrees of labor input relative to capital can be
practically achieved in road construction in Central America
consistent with sound technical criteria and acceptable costs.
Borrower further covenants to submit the results of its findings to
A.I.D. within one year from the date of signing of the Loan Agreement,
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and, therafter, to consult with A.I.D. on ways and means of 
undertakir -aspilot project to test the research results and 
implementation proposals if such a pilot project is agreed by 
the parties to be feasible. 

Capital Assistance CoAmittee 

Engineer: Robert Davis, ROCAP 
Economists: Robert Maushsmmer, USAID/H 

Clark Joel, ROCAP 

Loan Officers: 	 Robin Gomez, LA/DR 
Warren Wolff, ROCAP
 

Drafted by: 	 Davi s/Maushanmer/Joel/Wolff/Gomez 

January 31, 1973 

Reviewed by: 	 Donald Finberg, ROCAP/DD 
Robert R. Parker, ROCAP/ADO 

Approved by: 	 Oliver L. Sause, ROCAP/DIR
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PART TWO - PROJECT 

Section I. BACKGROUND
 

A. BORROWER
 

1. Legal Status
 

CABEI is an autonomous international public develop
ment bank initially created in December 1960, by the 
governments of Guatemala, El Salvador, Honduras and Nica
ragua. Subsequently, in July 1962, the Government of
 
Costa Rica became a member of the Bank.
 

2. Purpose
 

It was established by the five member governments of

the CACM for the purpose of promoting and strengthening

Central American economic integration and the balanced

development of its member countries. 
To accomplish its
 
purpose CABEI is undertaking and promoting investments
 
in public infrastructure projects and in private indus
tries that are regional in nature. Its activities have
 
been broadened to include the financing of medium-income
 
housing projects; and more recently, special emphasis is

being given to non-traditional export industries and
 
private tourism development.
 

3. Organization and Management
 

CABEI is governed by the provi ions of its Charter
and By-Laws which establish its or anizational functions.
 
Its principal office is in Tegucigglpa, Honduras, with
 
liaison offices in the other 
four CACM countries. The
 
Bank currently has a permanent staff of 247 employees.

A general description of the organizational structure of

CABEI follows: (See Organization Chart and biographic

data of Board Members; Annex II.)
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a) Board of Governors 

The highest authority of CABEI rests with its
Board of Governors and consists of two representatives
from each of the five member countries -- one, theMinister of Economic Affairs and the other the Presidentor Manager of the Central Bank. The Board of Governors
 
ordinarily meets once a year.
 

b) Board of Directors 

The Board of Directors is the top executive and
administrative body of CABEI. 
 It consists of one director
from each member country elected by the Board of Governors.
The Directors 
are appointed for 
a term of five years and
may be re-elected for 
successive terms. 
This Board is a
continuing body and its members have offices in their 
own
country and at the Bank's headquarters.
 

c) The President
 

The Board of Governors elects one 
Director to
serve as President. 
He is the organization's legal representative and its highest-ranking officer. 
 The office
is currently held by Dr. Enrique Ortez Colindres, a highly
respected Honduran lawyer-, who was initially appointed to
serve out an 
unexpired term in May 1968 and was elected in
November of 1972. 
 Prior to 
1968 Dr. Ortez had served the

Bank as Vice-President and Honduran Director.
 

d) The Vice-President/Director
 

The Vice-President 
is nominated by the President
and appointed by the Board of Governors, and must be 
a

member 
of the Board of Directors. 
He is the President's
alternate. 
 This position is currently held by Dr. Hector
 
Villagr~n, Guatemalan Director.
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(ii) Industrial Department
 

Z'aluates feasibility studies of industrial
 
projects and supervises the execution of such projects

and/or industry studies. Maintains statistical data on
 
the various industrial activities in Central America and
 
provides technical assistance to prospective borrowers
 
in prepazing loan applications.
 

(iii) Agricultural Department
 

Evaluates, promotes and supervises projects

designed to hasten agricultural development of the region.

Encourages the development of production, transport and
 
storage. Seeks to stimulate agricultural trade within
 
the member countries, exports outside the region and
 
production of raw materials for CACM agro-industries.
 

ti.v) Housing Department
 

Seives as a source of financing for Central 
American institutions engaged in home mortgage lending.

Secures necessary resources to finance housing programs;

promotes improvements to and expansion of the construction
 
industry at regional level.
 

(v) Economic Research and Development Department
 

Ccmpiles, collects and interprets basic Central
 
American trade, economic and financial data. Responsible

for maintaining connections with national planning insti
tutions, development banks, financial institutions,
 
chambers of commerce and industry, and other groups engaged

in financial and economic affairs in the regioni. 
 In order
 
to promote regional economic activities; identifies and
 
promotes investment opportunities in Central America with
 
special emphasis on export diversification and tourism
 
promotion, and provides information to investors from the
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(ii) Industrial Department 

Evaluates feasibility 
studies of industrial

projects and supervises the execution of such projects
and/or industry studies. 
Maintains statistical data on
 
the various industrial activities in Central America and

provides technical assistance 
to prospective 
borrowers
in prepazing loan applications.
 

(iii) AgriculturalDepartment 
Evaluates, 
promotes and supervises projects


designed to hasten agricultural 
development
Encourages the development of the region.
storage. of production, 
transport and
Seeks to Stimulate agricultural
the member countries, trade within
exports outside the region and

production of raw materials for CACM agro-industries.
 

'iv) O 
 Department 

Serves as
American 
 a source of financing for Central
institutions 

Secures 
necessary 

engaged in home mortgage lending.
resources
promotes improvements 
 to finance housing programs;
to and expansion of the construction
industry at regional level.
 

(v) Economic Research and Deveoment
Deartment 
Ccmpiles, collects and interprets basic Central
 

American trade, economic and financial data.
for maintaining connections with national planniny insti
tutions, developmet 


Responsible
 

banks, 
financial institutions,
chambers of commerce and industry, and other groups engaged
 
in financial and economic affairs in the region. 
 In order
 
to promote regional economic activiLies;
promotes investment opportunities identifies and
special emphasis in Central America with
on export diversification 


and tourism

promotion, and provides information 
to investors from the
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region and abroad and to potential borrowers. The staff
 
of this department now consists of two professional eco
nomists, two engineers, a chemist and various sub-pro
fessional assistants. 
 It is being augmented by a food

specialist, a project development officer and, of great

importance,a tourism specialist.
 

(vi) Infrastructure Department
 

Responsible for managing the Central American

Fund for Economic Integration. This department is staffed
by eleven professional engineers, sub-professional support
staff, an economist and an auditor. Projects financed by

the Fund include all infrastructure projects of regional

significance -- airports, roads, bridges, electric power

plants, waterways, etc. The department handles all evalu
ation, planning, supervision and financial administration
 
dealing with such projects. it also contributed greatly

in developing the proposed loan and will have primary res
ponsabilitl, in executing the project.
 

- Offices 

The following units report directly to the Offices
 
of the President and Executive Vice-President.
 

(i) Administrative Office
 

The functions of this unit consists primarily of
 
management activities such as 
purchasing, personnel manage
ment and other administrative matters.
 

(ii) Public Relations Office
 

Performs duties appropriate to the public relations
 
function.
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(iii) Secretariat Office 

Organizes and exercises management control of
document distribution and correspondence. Is respon
sible for administration of the library, central files
 
and official records of CABEI.
 

(iv) Legal Affairs Office 

Prepares legal reports, draws up contracts,

opinions and other legal documents in connection with
 
the operations of CABEI. 

(v) Internal Audit 

This unit reports to the Board of Directors
and to the Offices of the President and Executive Vice-

President. 
 It verifies compliance with policy and pro
cedure and audits the accounts and 
financial statements.
 

4. C.A. Fund for Economic Integration
 

The proposed loan will replenish the Bank's Central
American Fund for Economic Integration ("the Fund"),

established in March of 1963 by the Presidents of the

Central American Republics and the President of the

United States 
"for the purpose of fulfilling additional
 
investment needs of the public sector which tend to
 
promote and strengthen the economic integration and

balanced development of Central America". 
According

to the statute establishing the Fund, the Bank manages

the Fund and exercises proprietary and other rights over
its resources as 
a part of CABEI's general assets. The
operations of the Fund are administered under 
separate
guidelines and books (financial statements) from CABEI's
 
other operations. 

The Bank is authorized to administer the Fund with
resources obtained from each member country 
and through
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external borrowings. It may extend loans to member
 
country governments in the following fields:
 

a. 	Transportation.
 

b. 	Telecommunication3.
 

c. 	 Electric power generation and distribution and 
transmission lines interconnections. 

d. 	Infrastructure works or 
services for industrial
 
development (industrial parks).
 

e. 	installations for technological education centers.
 

f. 	Natural resources investigation and evaluation,
 
including cadastral surveys.
 

g. 	Storage of grain and other food products.
 

h. 	Soil irrigation, drainage and conservation,
 
including reforestation. 

i. 	Prevention and control of pests in agricultural
 
an6 forestry production.
 

j. 	Agricultural development, including colonization
 
and settlement.
 

k. 	Tourism development, and
 

1. 	 Other development fields agreed to by the member 
country governments, which tend to fulfill the 
objectives of the Fund. 

CABEI's Infrastructure Department is responsible for 
reviewing and processing all loan requests received from 
member country governments for financing public invest
ments and feasibility studies under the Fund, and for im
plementing and monitoring loans after they have been 
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authorized by the CABEI Board. 
CABEI will finance up to
100/ of regional infrastructure projects. 
For such public
sector financing the following loan terms will apply:
 

a. Interest Rates
 

(j) Tourism infrastructure and highways: 5-1/4%.
 

(ii) Electrification, telecommunications, silos,
ports, international airports and higher education: 
 5-3/4%, or !%
above CABEI's cost of borrowed funds, whichever is higher.
 

b. Amortizations Terms
 

(i) Tourism infrastructure and highways: 
20 years
including a five-year grace period on the repayment of
principal. 
Under certain conditions when justified CABEI 
may extend loans up to 30 years. 

(ii) Electrification: 
15 years including a four
year grace period. 

(tii) Telecommunications and silos: 
 12 years

including a three-year grace period. 

(iv) 
 Ports, airports and higher education; 20
 
years including a five-year grace period.
 

The Infrastructure Department determines project
elegibility and examines and evaluates all loan applications in collaboration with other technical CABEI offices.

Once an evaluation has been completed the project is
submitted to the Board of Directors for 
final approval.
Following is 
a typical list of the various actions which
have to be taken by CABEI and the Member Countries to
execute subloans ana construction contracts:
 

a. 
Submission of subloan application, and evaluation
 
and preparation of technical data.
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b. Board of Director's resolution authorizing the
 
subloan.
 

c. Preparation of draft loan agreement by CABEI's
 
Legal Office.
 

d. Neqotiation and signing of the subloan agreement.
 

e. Ratification by the Congress concerned of the
 
signed loan agreement.
 

f. Selection of consultants to review plan!; zind
 
specifications and to supervise construction, prequili
fications of Both these
contractors. of steps are nor
mally taken simultaneously and have to be approved Iby
 
CABEI and ROCAP.
 

g. Review by the consultant of plans and specifica
tions; 
 call for tender, analysis of bids, recommended
 
award, approval by CABEI and ROCAP.
 

h. Signing of the contract between the borrowing
 
Government and successful bidder 
(contractor).
 

i. Mobilization by the contractor of equipment: and 
preparation before 
start of construction.
 

As a result of past delays in Member Country prnco!ssing
and implementation of infrastructure loarus, CABET now 
provides technical assistance to the Membh r Countries= 
to accelerate the preparation of loan applications, hid
 
documents and technical submissions, etc. This has
 
actually reduced the processing time considerably.
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3. Disbursements
 

During FY 72, disbursements totalled $42.5 million,
 
second only to the record year of FY 71 which saw $47 million
 
disbursed under unusual activity in the infrastructure sector.
 
As shown in Table 1-3, total disbursements since inception
 
of the Bank amounted to $193.5 million or approximately
 
60% of total approved loans. By field of lending the Bank
 
has disbursed 74% of its approved industrial loans, 56% of
 
approved hcusing loans and 520% of approved infrastructure
 
loans.
 

4. Integration Fund Resources
 

The majority of CABEI's infrastructure projects have 
been financed from the Fund for Economic Integration. 
In the seven years of its operation the Fund has attracted 
external resources totalling $119 million (3 AID loans
$85.0 million and 3 IDB loans - $34.1) and internal counter
part contribution from member countries of $27.4 million. 
In addition, it has generated surplus/reserves of $4.0 
million, for a total resource base of $150.5 million (see 
Annex VII, Item A for the present and future composition 
of Fund resources). 

At the Fresent moment, all the Fund's resources have 
been committed so that further lending activity will have 
to await new resources. The Bank has approved loans 
utilizing Fund resources as follows: 47 highway loans i 
amounting Lo $138.6 million, 2 airport loars for $2.1 
million, 2.inland waterway project for $1.5 million, 1 
port facilities project for $3.1 million, 1 silo project 
for $1.0 million and a power project for $6.1 million. 
The precise status of the AID and IDB loans to the Fund, 
as well as other AID and TDB loans to the Bank is given 

in Table T-4. 

i_/ CABEI has approved a total of 67 highway loans 
(Table 1-2) ; 47 of these from the Integration Fund
 
and 20 from the Ordinary Fund.
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Cumulative disbursements from the Fund as of June
 
1972 total $76.4 million (Annex VII, Item A) or ap
proximately 51% of subloan commitments, leaving $74.0
 
million undisbursed. The Bank expects that $57.9 million
 
will be disbursed over the next 18 months, leaving $2.5
 
million unler present AID supported programs (008) and
 
$13.6 million under IDB and Fund programs. In analyzing
 
Fund disbursements four facts stand out. 
The first is
 
the long lead time before construction actually starts
 
under approved loans because of the international nature
 
of CABEI. As shown on page 9 , a minimum period of eleven
 
months elapses from the time a subloan is approved before
 
construction starts. 
 This is the time necessary to
 
process an application, negotiate and sign a loan, and
 
select a contractor. This lapse is significant
even more 

when it is realized that the Fund has sharply increased
 
its lending in the last 4 years - lending at an average

annual rate of 19 loans or $33 million versus 9 loans or
 
$16 million over the previous 4 years. Consequently, the
 
bulk of its approved loans have or are just entering their
 
full disbursement phase. This lead time is 
also an im
portant consideration in CABEI planning because it 
means
 
that the Bank, once it has an assured source of lending
 
resources, must plan its construction program at least 1
 
year ahead. Secondly, public infrastructure projects
 
require long construction periods in comparison to housing
 
or industri.al projects and disbursements are tied to progress
 
payments under construction contracts. Thirdly, the
 
existing loans will have been significantly drawn down in
 
the next 18 months just when the proposed loan will enter
 
into full disbursement. Fourthly, the disbursements rate
 
has increased significantly over the last 4 years as
 
follows (million of US$):
 

Cumulative to Annual Annual Annual 
 Annual
 
June 1968 1968/69 1969/70 1970/71 1972/73
 

10.3 11.3 17.9 35.6 25.9
 

Consequently, while a significant pipeline, in terms of
 
undisbursed funds, exists, it does not 
appear unreasonable
 

http:industri.al
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---
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TABLE 1-4. 
 STATUS OF AID ID3 LOINS 
-
As of October 31, 1972 
- (In Millions of US$)Auth:rfzed Committed 
 Uncommitted
AID/CABEI: IntegrationFund Loans Disbursed./ Undisbursed
-n Loans 
 Amt. % Amt. %At
%- Amt._A 

006 
% Amt.
 

Infrastructure
 
007 Infrastructure 
 20.0 100,008 I~frastructure 
 .. .20.0
f ~t~all 100 ___- 1 .1Total 33 6 $ 1.0 3Integ'o 36.61 ....- 6697Fup- . 1.0S . -- .0$-85.0 1003 --- 7 3 0.0 
 77AID, BI: Other Loans -- $5. 64T .001 Industrial Relending 


"-$$ ..
002 Feasibility Studies 2. 5.0
2. 100 - - --
 5
003 Housing004 Industrial Relending . 2 .00 $ 5 100 -- --10.0 100 l00
2.5 1--- ---
010 Ex ort and To rism 

IDB/CABlI: Integration FundLoans 
410
 

8/CD Infrastructure284/SF InfrastructureInfrastructure $ 2.61 3 2/SF $ 2.6 100I2.5
11_ 8 ___ -- 23ttgt6. 
1.7 210 __12.0 O1.8 9% 95.3 1 1 .0 2 In2.1 
 1

IDB/CABIEI:OtherLoans 

• o z8.0 71%
 

33/SF Industriau Credit 6 
 $ 100 .60 

50/SF Industrial Credit
 

93/SF Feasibility Studies 8.2 8.2 100 
 $ 6. 0 oo --
152/OC Industrial Credit 3.0 3.0 100 --- 8.2 100 ---

.... 61 7.-2 72 2.8 2861. ~ 1. 99% i .31/ As of September 30, 1972. 1% 34.4 56% 2 .2/ $2.6 milliol, has not been fortiially approvedselected and by CABEI Board, but projects havefor practical purposes beenLoan is 100, committed. 



- 16 -
 UNCLASSIFIED
 

given the nature of the projects and the lead times
involved. 
It compares with disbursements rates of other
international lending agencies. 
This is not to say that
the Bank will not have to maintain a watchful eye on the
situation and continue to provide assistance when required

to keep their sub-projects moving.
 

5. c aity of CABEI
 

CABEI has established itself within a relatively short
period of time as 
an important and highly regarded regional
development banking institution. 
As outlined in Section
V , the Bank as of June 30, 1972 had assets of $197.5
million, cumulative net earnings of $ii14 million, and
an outstanding loan portfolio of $156.5 million. 
The
Bank, and more specifically the Infrastructure Department through the Integration Fund, has had extensive
highway lending experience 
-
47 projects totalling $138.6
million. 
It has demonstrated ability to plan, elaborate
and supervise projects. 
When problems have inevitably
arisen, the Bank has worked actively with the governments
involved to 
find solutions. 
At the same time the Bank
enjoys 
an excellent reputation throughout Central America
and has clearly gained the confidence of its member governments as demonstrated by the not 
insubstantial financial
support they have provided to the Bank. 
In FY 1972 AID
conducted a major audit of the Bank's activities, the
emphasis being placed on CABEI management capacity and
utilization of AID loan funds rather than 
on verifying
the accuracy of its 
financial accounts. 
 (This is performed adequately each year by Price Waterhouse and
Company, CABEI's Auditors, who have given 
an unqualified
opinion of CABEI's financial statements since 1967.)
 

The AID Audit (Report No. 1-596-72-57 dated January
13, 1972) gave a clean bill of health to the Bank and had
this to 
say concerning the Bank's infrastructure acti
vities:
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"As of June 30, 1971, CABEI had made available to the
 
CACM coantries $122 million for the financing of 32 infra
structure projects, of which $58 million had been disbursed.
 
Prior to 1966, the amount which had been loaned totalled
 
only $3 million. This indicates a clear index of the
 
increased growth in recent years for infrastructure loans.
 
As of June 30, 1971, CABEI's financing of regional infra
structure projects represented 48 percent of the total
 
investment of on-going infrastructure projects in the
 
CACM countries.
 

'The infrastructure projects financed through CABEI
 
have made a substantial contribution to the development

of the CACM countries. The CACM countries will ultimately

have an interconnecting network of primary highways. At
 
the time of our audit, 200 kilometers of highways had been
 
completed and 800 kilometers were under construction. In
 
addition, other projects are currently in process in such
 
areas 
as e'ectric energy, seaports, airports, canals, grain
 
silos, railroads and aerial navigation.
 

'The Infrastructure Department of CABEI is heavily
 
oriented towards the development function, Five super
visory engineers are assigned to the department to assist
 
in the planning, design and supervision of infrastructure
 
projects. Three technical advisors, who report directly
 
to the President of CABEI, are primarily charged with the
 
planning of future infrastructure programs for CfCM coun
tries. The Infrastructure Department maintains a continuous
 
surveillance of on-going projects through engineers 
from the
 
headquarters office in Tegucigalpa and from the Branch
 
Office in El Salvador. On site supervisory and monitoring

inspections of infrastructure projects average about ten
 
visits per year. The technical assistance made available
 
by ROCAP and CABEI has, we believe, made a significant

contribution to the development of the infrastructure
 
projects in Central America."
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The Audit contained a number of specific recommen
dations all of which were responded to and satisfactorily
 
cleared. The responses are contained in ROCAP's report
 
dated July 25, 1972.
 

CABET has averaged an annual approval rate of 19 infrastructure 
projects for $33 million during the past four years. This compares
with an annual average of 9 projects for $16 million over the previous

four-year period. 

As stated previously, the Integration Fund's resources of $119
 
million are 
totally committed. Sub-loans are now in the disbursement 
phase. Disbursements during the past two years reached $61.5 million 
which amounts to 62% of total infrastructure disbursements. This 
work is handled by the Infrastructure Department which consists of 
eleven professional engineers, sub-professional support staff, an 
economist and an auditor.
 

Thus, the proposed $31.25 million Highway and the $20 million

Tourism Infrastructure loan programs are well timed in that they give
the Bank's experienced Infrastructure Department the necessary 
resources to maintain Lhe momentum of its current level of sub-loan
 
activity. The five-year projections (Annex III, Exhibit 2, Item C)

of the Fund show that CABEI expects to commit and disburse $68 million
 
in new sub-loan actiVity, $51.25 million under A.I.D. programs and
 
$17 million from other resources (largely IDB) to continue the
 
financing of the Regional Highway Network. Considering that the Bank
 
committed about $60 million over the past two years alone ($20 million
 
in FY 71 and $40 million in FY 72), CABEI and ROCAP consider the present
staffing of the Infrastructure Department to be adequate to administer 
the two new A.I.D. loanr.
 

The responsibility for implementing the Tourism Infrastructure
 
Loan will be shared by the Infrastructure Department and the Economic 
Research and Development Departments. The latter currently consists
 
of two economists, two engineers, a chemist and various sub-professional
assistants. CABEI is adding two new positions to this staff, a Project
Development Officer and a Tourism Specialist, to take on the additional 
work load of the Tourism Loan. CABEI has also established a Tourism 
Executive Committee, consisting of the Executive Vice President, the
 
Legal Counsel and Ilcads of the Infrastructurc and :conomic esearch 
and Development Departments. The Committee will focus on all asnects 
of this new activity r'iving special attention to staffing needs. 

Lastly, CABEI is well aware of the importance of adequate staffing, 
and is continually adding new personnel on all levels as it takes on 
new programs. To illustrate, the number of CABFI employees increased 
from 168 in 1968 to 247 in 1973 representing a 47% increase over the 
past five years. 
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Section II -
THE PROGRAM
 

A. GENESIS
 

Since the creation of the Integration Fund for
Economic Development in 1965, CABEI has obtained $119
million in external loan resources for the Fund to
finance regional infrastructure projects. 
These

include three AID loans and three IDB loans. 
 The
remaining uncommitted funds under the last AID loan

(signed April 1969) and under the last IDB loan

(IDB 280/SF-CA, signed May 1971) were committed in
approved subloansl_/in July of 1972. 
 This last IDB

loan had been negotiated with an informal under
standing that there would be a Second Phase consisting
of $15.0 million providing that several conditions2/

relating to the First Phase had been met. 
 While 	it
 was 
recognized that two of the conditions--the 60%

disbursement target and completion of the Transpor
tation Study--would delay the timing of CABEI's
highway program, the Bank had had expectations that
 

Except for $2.6 million of the AID loan which had
not received formal Board approval and $400,000

under the IDB loan. (See Section I.B.4).
 

2/ The five conditions are not found in the loan agree
ment but are contained in the internal IDB loan
 paper and have been communicated to CABEI informally

in meetings. Summarized they are:
 

(i) 	 All conditions of First Phase fulfilled.
 
(ii) 
 The First Phase must be 100% committed.
 
(iii) 	The First Phase must be 60% disbursed.

(iv) 	The updating of the C.A. Transportation Study
 

must be completed.

(v) 	 Adequate provision must be made for Second
 

Phase member country contribution.
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once substantial progress was made in the program

and all other conditions met, these two conditions
 
could be modified. Therefore, ROCAP initially con
sidered a fourth AID loan for FY 74 based on the
 
expectation that funds under the Second Phase of
 
the IDB loan would be available. It became clear
 
in September 1972 that the IDB would not modify

these two conditions and that there would be a delay

until 1975 before the Second Phase would be considered.
 
Consequently, there would be a lapse of some 35 months
 
(24 months until the Second Phase loan agreement is
 
signed and 11 months for processing sub-loan agree
ments and selecting contractors) before construction
 
could be initiated again for new highway projects.

CABEI then decided to advance their request to AID
 
for a new loan to cover the gap until the IDB re
sources become available. ROCAP subsequently sub-
mitted an !RR in November 1972.
 

B. DESCRIPTION
 

The program consists of providing additional re
sources to the Central American Fund for Economic
 
Integration to continue financing the C.A. regional

highway system. 
CABEI would utilize these resources
 
to extend long term loans to member governments for
 
the construction and improvement of eligible highways.

The AID loan would finance dollar and local costs of
 
engineering and construction services.
 

In order to be able to respond to the high pri
ority assigned to the regional highway program by

its member countries, CABEI has undertaken since the
 
mid-1960's an intensive program of project identifi
cation, study and elaboration, coupled with oromotion
 
of both regional and outside financing. As a result,
 
the Bank has on hand some twenty-five highway projects

totalling close to $100 million available for financing.

The loan program calls for the execution of six high

priority projects with a total cost of $31.25 million
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which have been tentatively identified. 
All are projects 
or segments of road projects recommended in the
C. A. Transportation Study 1964-1965. 
 Prefeasibility
or feasibility studies have been carried out on all
projects. 
They are:
 

Country Project Cost 
Total 

(Millions SUS)
Local Foreign 

GUATEMALA Morales/San Felipe/Modesto 3.50 1.75 1.75 
EL SALVADOR 
HONDURA.S 
NICARAGUA 
NICARAGUA 
COSTA RXCA 

M6ndez
San Salvador/Rlo Lernpa
La Ceiba/Elixir 
Las Mercedes/San Benito 
Acoyapa/Km. 60 
Costanera Sur: Agujas/Loma 

6.30 
8.50 
3.00 
4.00 
5.95 

2.50 
4.25 
1.40 
1.20 
3.35 

3.80 
4.35 
1.60 
2.80 
2.60 

TOTAL 31.25 14.45 16.80 
- Morales/San Felipe/Modesto Mndez -
Guatemala 
- CA-13
The project consists in paving 68.3 kilometers of a
two lane highway linking San Felipe and the river port
of Modesto M6ndez with CA-9 at Morales.
 

- San Salvador/RoLempa 
E1 Salvador 
- CA-. 
 The
project consists of the relocation, improvement and
paving of 82 kilometers of a two lane segment of the

Interamerican Highway.
 

- La Ceiba/Ellxir
- Honduras - CA-13. 
 The project
consists of reconstruction of 38 kilometers, new construction of 37 kilometers and paving of all 75 kilometers of the 
regional highway CA-13 
linking Elixir

with La Ceiba.
 

- Las Mercedes/San Benito 
- Nicaragua 
 CA-. 
 The
project consists in the relocation and paving of 22
kilometers of the Interamerican Highway between Las
Mercedes, outside of Managua, and San Benito.
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- AcoyapaiKm. 60 
- Nicaragua. 
 The project consists of
the construction of 65 kilometers of a new all-weather
road from Acoyapa to the Teperaguzapan River along the
 
north coast of Lake Nicaragua.
 

- Agujas/Loma 
- Costa Rica. 
 The project consists of
constructing a 47 kilometer segment of all-weather

road forming part of the Southern Coastal Highway

which serves as an alternate route to the Inter
american Highway between Esparta and Palma Sur.
 

The six projects are in the process of being
analyzed by AID, and the Bank. 
In addition CABEI is
requesting specific endorsement of each subloan project by the Member Country involved. tny project not
meeting either the Bank's or AID stahdards or which
 can not be finalized in a timely manner will be
eliminated and an alternative selected. 
 1inal approval by AID of a project for financing under the
loan will be a condition precedent to commitment of
loan funds utilizing the 
same procedure now employed
under Loap 008. 
 In addition to 
the above projects

eight alternatives amounting to $27.60 million have
been preliminarily identified (see Annex VII, 
Item I).
 

C. 
PROJECT SELECTION
 

The foundations of the C.A. Highway System were
established in a regional meeting of Ministers of
Economy and of Public Works in Guatemala in 1963.
Thirteen highways in five countries totaling 5,550
kilometers were designated Central American Highways
(CA). In 
1964 and 1965, CABEI sponsored an integrated
study, financed by AID, of the Central. American transportation sector 
-
the Central American Transportation

Study 1964-1965. This amplified the original system
to include roads that open up an isolated area and in
a major way contribute to the progress of Central America as a whole. 
 The study also recommended 71 specific
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projects. Based on the study, CABEI added 10 more
 
highways (each of which is recommended in the study)

to the original thirteen. In addition, CABEI examines
 
proposals from member governments and from SIECA. 
In

determining the eligibility of these last projects for
 
financing as regional highways, CABEI has established
 
the following criteria: 

i) Highways crossing a border and linking two or
 
more countries.
 

ii) 
 National highways whose traffic is substantially

affected by the activities of the Common Market.
 

iii) Highways located in 
areas of a country that should

be integrated into the Central American economy.
 

iv) 
 National Highways that link areas of substantial

national resources, whose exploitation would have a

direct impact on the Central American Common Market.
 

v) National highways that connect the regional highway
 
system with major ports.
 

The above criteria reflect the fact that a large
element of judgment enters into the determination of a

project as having regional significance as opposed to

only local impact. 
 There exists no clear cut answer for
 
making such a determination. In effect, the Central
 
Americans, through the Board of Directors of CABEI,

determine what is regional.
 

As a practical matter, however, and as can be seen inTable ii, 
all of CABEI's highway construction projects

have been selected from among those in the C.A. Trans
portation Study. 
In addition, the proposals and feasi
bility studies will be carefully reviewed by ROCAP and will

be subject. to ROCAP approval prior to authorization by

CABEI. 
 In line with the Program Rationale (see Section
III-D), 
ROCAP will exercise approval authority consistent

with one of the following criteria: 

1. The proposed road must be an 
essential element in

the development of new lands or 
resources--agricultural,

livestock, mineral, tourism or 
industrial--having high

potential regional significance.
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2. The proposed construction of any new integration

road must be justified in terms of inability of the 
existing road network to carry the growing traffic load; 
or in terms of substantial savings in user costs. 

3. To qualify for reconstruction or improvement,
 
the road must be a section of an existing integration
 
highway; or alternatively, the feasibility study must
 
establish that the reconstruction will promote the
 
development of new lands or 
resources in accordance
 
with criterion 1. 

D. STATUS OF ROAD PROGRAM 

The status of the Central American Highway System

is given in Table II-1. The length of the system
 
currently totals 7,289 kilometers of ,which 5,1q5

kilometers or 71% are considered "in service" (ail
weather road). Some 202 kilometers were 1eing improved
 
with another 711 kilometers requirinq improvement.
 
Under construction were another 985 kilometers with
 
studies completed or underway for another 1,712
 
kilometers. Of the original 13 highways 
 consisting
 
of 5,550 kilometers in 1963, 4,721 kilometers or 851
 
are considered "in service".
 

The current status of CABEI road construction program

(as of December 1972) can be seen in Table 11.2. 
 The 
Bank has financed 31 projects 3/ costing $136.7 million 
and involving 1,296 kilometers. Twelv3 projects totaling 
580 kilometers have been completed. Another 13 projects
amounting to 571 kilometers are under construction, and
 
5 projects totaling 134 kilometers are in the precon
struction uhase. It is interesting to note that in FY
 
1966, CABEI had one active project (construction and
 
preconstruction) of 11 kilometers. 
The Bank gradually
 

These are road projects which in many cases are each
 
made up of several subloans. In addition, loans for
 
feasibility studies and highway marking/control devices
 
are not included. Consequently, there will be a dif
ference here with number of projects and amounts
 
indicated in other sections. 

3 
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Section III - ECONOMIC ANALYSIS 

A. CENTRAL AMERICAN ECONOM_/ 

1. Trends in output and incomes
 

The formation of the Central American Common Market
in the late 1950's was followed by a period of rapid

economic growth. 
 The GDP for all Central American

countries combined increased at an average annual
 
compound rate of 6% (in constant 1960 prices) over

1960-66, which compares with an average annual rate
of growth of only 4.8% over 1955-60. This rapid growth
is attributed in large part to the stimulus provided

by the CACM to intraregional trade, the development of
 a manufacturing industry in Central America, the stimulus
 
to foreign and domestic investment provided by the formation of the Conon Market and to the rapid increase
 
in the quantity and value of the area's exports of
 
primary products.
 

There has been 
some deceleration in the growth rate
of GDP over 
1966-71 as compared with 1960-66. 
 The
 average annual compound growth rate, measured in terms

of constait 1960 prices, declined from 6.0% during
1960-66 to 5.4% 
over 1966-71. The growth rate of real
 
per capita income declined from an average annual rate

of 2.6% 
to 2.1% between these periods. However, the
growth performance was far from uniform among the five
countries. 
The average annual growth rate of real per
capita income over 1969-71, for example, zanges from
 a very low of 0.2%.in 
El Salvador to a relatively high

2.4% in Costa Rica and 3.0% in Guatemala.
 

Looking at the growth trend 
over the last five years
(1966-71), 
it was found that value added by manufacturing

industry, public utilities and banking have grown more
 

4/ See Annex V for tabular data.
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rapidly than the GDP, while the agricultural sector
has grown somewhat more slowly. 
Specifically, value
added by agriculture increased at an average annual
rate of only 4.4%, compared with 7.1% for manufacturing
industry. 
The slower relative growth of agriculture,
still the employer of about two thirds of the region's
labor force, suggests that economic growth may have been
accompanied by a widening disparity of incomes during
the last decade.
 

The development of manufacturing industry since the
formation of the CACM has been remarkable. Over the
eleven year period 1960-1971, value added by manufacturing has increased much more rapidly than GDP
versus 5.7% a year). (8.3%
As a result, the proportion of
value added by manufacturing to the GDP has increased
from 13.2% in 1960 to 
17.2% in 1971. 
'Heze again, there
has been a deceleration in the growthrate in recent
years. 
Value added by manufacturing increased at an
average annual rate of 9.3% 
over 1960-66 and fell back
to 7.9% 
over 1966-69 and 5.9% over 1969-71.
 

The agricultural sector shows no clear trend.
average annual growth rate dropped from 4.6% 
The
 

over 1960-66
to 3.7% over 1966-69, then rose to 
5.4% 
over 1969-71.
The behavior of value added by agricultUre highlights
the area's still considerable dependence on 
the production and export of a few primary products -mainly coffee,
cotton, bananas and sugar. 
 In recent years, the rapid
growth of meat production has contributed to 
the growth
and limited diversification of the agricultural sector.
 

Investment, both public and private, received a
substantial stimulus from the development of the CACM.
In recent years, however, private investment has slackened
owing to ttie 
Salvador-Honduras 
war and the uncertainties
generated by the de facto withdrawal of Honduras from
the free trade aspects of the CACM and 
:he resulting
disruption in the flow of intraregional trade.
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2. Employment and Under-employment
 

There are no reliable measures of unemployment in
Central America, but it is known to be substantial. In
 
a recent study, SIECA estimated open unemployment at 8
 
to 15% of the labor force. Underemployment and disguised

unemployment are widespread in both rural and urban areas,
and are believed to amount to a multiple of open unemploy
ment. The slowdown in the growth rate of GDP and invest
ment in recent years suggests that the employment situa
tion is u-nlikely to improve unless special measures are
 
adopted to cope with the problem. In rural areas, much

cf the labor force finds gainful employment only a few
 
months per year. Urban unemployment is aggravated by

iigratio: from rural areas where productivity and 
earnings are much lower. 
If unemployment is not to
 
worsen beyond politically acceptable limits, Central
 
American countries, in addition to embarking on programs

to stimulate output and exports, must at 
the same time
 
encourage the growth of the more labor intensive sectors,
 

3. Intrarejional Trade 

Intraregional exports increased dramatically over
1960-77. Over this period, the average annual compound

growth race was 21.4%. This very 
 rapid growth is

attributable mainly to the removal of tariff barriers
 
for almost all products originating in Central America,

somewhat higher tariffs on imports from the rest of
 
the world, the substantial boost to manufacturing indus
try and investment provided by the Common Market, and
 
to the substantial expansion of the regional infrastructure,
 
particularly its highway network.
 

Intraregional trade consists mostly of manufactured 
goods. In 1971, CA$210 million out of a total intra
regional trade of $276 million, or 76%, consisted of
 
manufactured goods. 
 Total intraregional exports of
 
manufactured goods increased from only CA$14 million
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in 1960 tc CA$209.6 million in 1971. Practically all
 
manufactured exports are intraregional, i.e. Central
 
America exports almost no manufactured goods to the
 
rest of the world.
 

Intraregional trade has slowed in recent years.
 
The average annual growth rate declined from 32.2% over
 
1960-66 to 9.6% over 1966-71. This decline was inevi
table due to the fact that intraregional trade started
 
from a very low base in 1960; but it was also due to
 
the El Salvador-Honduras conflict, the subsequent
 
cessation of trade between these two countries, the
 
closing of the Pan American Highway to Salvadoran goods,

and the non participation of Honduras in the CACM from
 
December of 1970.
 

Prospects for intraregional trade in coming years
 
are in part dependent on Honduras' participation in
 
the CACM and on the re-structuring of the Common Market.
 
SIECA has advanced a bold proposal calling for the
 
elimination of remaining barriers to full intraregional
 
trade, the creation of a customs union, the strengthening
 
of the integration institutions, and full integration of
 
monetary, fiscal and balance of payments policies. If
 
the proposal is implemented with full Honduran partici-
patio rapid growth of intraregional trade can be expected.
 

4. Balarce of Payments
 

Over 1966-71, merchandise imports rose more rapidly
 
than exports. As a result, the area's trade deficit
 
increased from $11 million to $76 million. The area's
 
deficit on services ($236 million) is triple the size
 
of its trade deficit. Over the period 1966-71, the
 
total deficit on current account increased from $172
 
million to $249 million. However, most of the increase
 
in the current account deficit took place in 1971, a
 
year of low coffee prices. Improved prices for coffee
 
in 1972.., as well as strong world demand for the area's
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other primary products suggest that the area's balance
of payments situation will be stronger in 1972.
 

Analysis of the evolution of the current account on
a country-by-country basis indicates that the deterioration in the current account deficit between 1966 and
1971 was due in large part to Costa Rica's difficulties.
Its problem calls for the implementation of a comprehensive stabilization program.. For the rest of Central
America, there appears to have been no significant deterioraticn in its balance of payments situation over
1966-71, and prospects are for an improved situation
in 1972. 
 However, the area's balance of payments is
subject to a continuing vulnerability to world market
conditions for the region's major primary products,
and there is 
a pressing need to diversify the sources
 
of foreign exchange.
 

5. Fiscal Situation
 

A]l Central American countries are collecting sufficiont revonues 
to cover their current expenditures and
leave a modest surplus to help finance their investment
expenditures. 
 The surplus in the current budget for all
Central American countries combined increased from CA$56.4
million in 1966 to CA$73.5 million in 1971. 
 Over 1966-71,
current 
revenues increased at an average annual rate of
8.0%. Unfortunately, current expenditures increased
 
slightly more rapidly (8.4%).
 

Public investment spending increased substantially in
recent years. 
Total Central Government capital expenditures
increased from CA$131 million in 1968 to CA$244 million
in 1971, or by 86% over this three-year period. 
The 1971
capital budget was financed as follows:
 

5/ Excepting Costa Rica in 1969 and 1971. 
 In these years,
Costa Rica's current budget was balanced, while it showed
 a small surplus in other years.
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Foreign Loans 
 CA$82 million
 
Surplus in Current Budget 74 "
 
Government bonds 
 58 " 
Domestic loans 22 " 
Other sources 8 " 

Thus, next to foreign loans, the surplus in the current
 
budget is the main source of financing of the combined
 
Central Government's capital expenditures in 1971.
 

The major fiscal problems facing the Central American
 
governments are: 
a) the rapid growth of current operating
 
expenditures that necessarily accompany accelerated
 
economic development; b) losses in revenues from import
 
duties resulting from economic integration and tax ex
emptions; c) the need to have a substantial public in
vestment program to provide essential physical and social
 
infrastructure and to develop agriculture. 
In recent
 
years, several of the Central American countries have
 
enacted general sales and excise taxes and 
raised income
 
taxes and property valuations to increase tax collections.
 

6. External Debt Service Charges
 

Public foreign borrowing for development finance
 
has risen at rates considerably above those of either
 
GDP or exports. Such a trend toward expansion of public
 
debt is normal for a region going through a period of
 
acceleratejd economic development. However, one might

ask whether this rapidly rising trend can continue for
 
many more years without raising debt service to a level
 
that would put unconfortable pressure on the area's
 
balance of payments. A look at the region as a whole
 
reveals the increase in debt servicing (interest and
 
amortization) payments resulting from earlier borrowing.
 
Over the four-year period 1966-70, these charges increaded
 
at an average annual rate of 15%. 
As a percent of exports

of goods and services, these charges increased from 5.6%
 
in 1966 to 7.4% for 1970. In 1970, rates of 9% to 11%
 
prevailed for Costa Rica, Nicaragua and Guatemala.
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Projections undertaken by SIECA indicate a continuation
of this rising trend through 1980. Thus, the area 
--and
particularly Costa Rica, Nicaragua and Guatemala-- would
be well advised to limit borrowing to long-term loans
on concessionary terms to the extent possible and to
place geater emphasis on investments that raise their
foreign exchange earnings or reduce their import re
quirements.
 

TABLE 111-1 Central American Road Network: 1960 and 1971
 
(in kilometers)
 

All Weather Roads 
 Unim-
CountrZ 
 Paved Gravel Earth 
 proved Total 
 Percent
 

Costa Rica 
 1,040 2,192 - Y/ 15,3601/ 18,592
El Salvador 1,035 38

389 3,499 3,544 8,467 
 17
Guatemala 
 1,278 5,074  5,648 12,000 25
Honduras 
 160 2,240 720 
 200 3,320
Nicaragua 7
830 702 1,054 3,578 
 6,164 13
 

Total 
 4,343 10,597 5,273 
 28,330 48,543 
 100
 

1971
 

Costa Rica 1,485 5,112 
 - 14,500 21,097El Salvadcr 1,207 1,544 1,539 
33
 

4,405 8,695 13
Guatemala 
 2,333 6,653 1,382 
 1,850 12,218 19
Honduras 
 949 1,991 486 
 5,140 8,566
Nicaragua 1,260 13

1L210 4,050 
 14,70 22
 

Total 
 7,234 16,510 7,457 33,445 64,646 100
 

l/ Source shows these as 10,720 km. for all weather earth
roads and 4,640 km. for unimproved roads,which, being inconsistent with data for 1971, were reclassified as being
all unimproved roads.
 
Source: 1960: International Road Federation, as quoted in
 

SIECA's 1962 Central American regional highway
 
program study.
 

1971: International Road Federation data.
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B. 
ROLE OF ROAD TRANSPORTATION IN THE C.A. ECONOMy
 

The dramatic growth of internal and foreign trade
evident in GNP and export-import date presented above
and in Annex V was made possible by significant improvement in Central American infrastructure
period. over the
The transportation network--like telecommuni_
cations--has undergone a thorough transformation wherein
the length of the overall road network (regional and
national) has increased by a third and all-weather roads
have grown by over 50 percent (see Table III-l)o 
 The
upgrading and expansion of the network are evident in
these data.
 

From 1964 to 1970, the percentage of intra-CACM
foreign trade going by land increased from 65 percent
of total trade to 94 percent, and th6 weight from
475,600 metric tons to 786,300 metric tons, an increase
of 65 percent. (Road transportation had been up to
875,200 metric tons in 1968.) 
 This is shown in Table
111-2. 
 Exports to and imports from outside the region
are still almost entirely by sea, however, but even
these reach their internal destination mainly by road.
 

The international movement of passengers is a second
indicator of the growth of use of land 
transportation in
the region. 
Current statistical information on visitor
arrivals is available for Costa Rica and Guatemala. 
It
shows that total arrivals between 1966 and 1971 increased
at an annual compound rate of 11.5% 
in Costa Rica and
11.4% in Guatemala. 
Visitor arrivals by land accounted
for 62% of all arrivals to Guatemala in .971 and 54% of
all arrivals 
to Costa Rica. 
 (See Table 111-3.) While
there are no direct estimates of cargo or passengers
involved 
.n 
domestic transportation, there was a dramatic
increase in the number of vehicles passing traffic
counting stations on major roads around the six principal
cities of Central America (the five capitals plus San
Pedro Sula, Honduras), 
as shown in Table 111-4.
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TABLE 111-2. TRANSPORT OF CENTRAL AMERICAN TRADE: 
1964-70
 
(Thousands of metric tcns)
 

Road 
 Sea /
Otherl_ Total
Year Tons 
 Tons % 
 Tons % 
 Tons
 

1964 475.6 65 
 243.3 
 33 16.3 
 2 735.2
1965 592.6 
 79 142.1 
 19 11.7 
 2 746.4
1966 577.2 
 89 59.6 
 9 15.0 
 2 651.8
1967 741.3 
 90 58.9 
 7 22.3 
 3 822.5
1968 875.2 95 
 20.9 2 
 25.2 3 
 921.3
1969 810.1 94 
 9.7 1 
 47.0 5 
 866.8
1970 786.3 
 94 7.2 1 42.9 5 836,4
 

1/ Consists of rail, air and ferry transportation.
 

Source: 
SIECA, as published in its Pro rama 
de Integraci6n Fsica, Volume 5 of El DesarrolloInterado de
Centroam6rica 
en la PresentDecada; October, 1972.
 

Based on all of the above indicators, we say
can
that domestic and international road travel is clearly
rapidly expanding in Central America. 
 The road network
was a necessary precondition for this phenomenon.
 

TABLE 111-3. Total Visitor Arrivals in Costa Rica
 
and Guatemala: 1966 and 1971
 

1966 
 1971 Average Annual
 

Compound Growth
 
Costa Rica, Total Rate
98,907 170,396 
 11.5%


By land 
 N/A 91,645

Other 
 N/A 78,751

Land as % of Total 
 - 53.7% 

Guatemala, Total 139,307 238,797 
 11.4%
By Land 
 82,648 147,687 
 12.3%
Other 
 56,659 91,110 
 10.0%

Land as % of Total 59.3% 
 61.8%
Source: Costa Rica: 
Memoria Anual 1971, Instituto Costarri

cense de Turismo, and SITCA.
Guatemala: 
 Boletfn de Estadfsticas de Turismo, Ins
tituto Guatemalteco de Turismo (INGUAT)
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TABLE 111-4. Total Annual Average Daily Traffic Counts
 
Around Principal C. A. Cities
 

Compound
 

Ct1964 

1970 Growth Rate
 

San Jose, Costa Rica 
 15,500 56,898
San Salvador, El Salvador 24%

16,800 40,794
Guatemala, Guatemala 16%
 
5,500 17,859
San Pedro Sula, Honduras 22%

1,000 3,300-i/
Tegucigalpa, Honduras 27%
 
1,800 2,600-!/
Managua, NTicaragua 13%
 
3,900 27,866 
 39%
 

1/ Estimated 1969

Source: 1964: date estimated from C.4. Transport Study,
 

pp. 200-201.
 
1970: data from SIECA, op. cit., place facing
 

p. 16.
 

C. ECONOMIC IMPACT OF THE FUND
 

CABEI has allocated $195.5 million or about 60%
of its total financing (in terms of approved loans) to
infrastructure and $150.5 million of this has been
financed from resources of the Fund for Economic Integration. 
 The most important use of the Fund's resources in terms of financial allocations has been
highway construction which received $136.7 million
or 
91% of all Fund loans, including $81.4 million of
AID support. A summary of the status of these loans
is presented in Table 11-2, Section II. 
 The highway
construction portion of the Fund's portfolio is ana
lyzed below.
 

Map-III-l demostrates, with ample clarity, the
situation in 1960, that is, when the 2900 kilometers
network of regional roads consisted of little more
than the original Pan American 
Highway. 
 By 1972,
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Map III-1 - c.A.) Regional & National 
Highways: Prevalent 

State - Jan. 1960 

EL SA UADOI.,'"AM 

AN JOEACAUMA ORINTO 

.................. 

CAM ETErRA RMrONAL P*M1b"TADA 

CARRV ERA REGION&L EN CONVTRUCCION, MAY 
C.AM[EF NAKCIONAL MI'MENTAD, 

P 
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however, the system had grown into an impressive network--almost doubled in length, well articulated and

much more adequate in terms of national and regional
integration. 
The extent of this transformation is
evident in comparing the 1960 map with that for
January, 1972 (see Map 111-2). 
 The basic shape of
the regional road network came as a result of the
first meeting of the ministers of Economy and of
Public Works in 1963. 
At this meeting, the selection
of the 13 constituent roads was approved Along with
 a work plan for 1963-69. 
The work plan, derived

from a 1962 study by SIECA and CABEI, was later
modified by the results of the Central American

Transportation Study 1964-65 which was the basis for

AID loan involvement with the Fund.
 

Of the 2,400 kilometers added to the network of
regional roads since 1960, 580 kilometers have been
completed with financing from the Fund. 
Another 571
kilometers are presently under construction, and
construction of 184 kilometers will begin shortly.
Table 11-2 gives a listing of the individual projects.

The reader will note that of the 31 projects, one was
completed in 1969, three in 1970, two in 1971 and six
in 1972. Because these additions are so recent, one
would have difficulty assessing the impact of the Fund
in terms of GNP and other macroeconomic targetvariableso

In fact, since the Fund and national efforts (some with
bilateral financing) were both important parts of the
overall effort, often working on directly complementary
projects, to distinguish their individual impacts may
not be possible. However, it is clear that the additions to the system financed through the Fund and other sourceshave given the foIlowing major benefits to the region which the Pan
American highway did not accomplish: 
(1) the system now
links the areas of highest population density in the
central portion of Guatemala with both El Salvador and
Honduras; 
(2) it connects the important agricultural

region of southern Guatemala with the road network;
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9,70.. Poughly 93% of these Central American exports 
a) O-n up-ganufaturaagoods-werede atined-to countr
aeawith-h
 

the Central American Cormwon Market'.
 

Do PROGRAM RATIONALE 

1. Global Rationale
 

The proposed loan will accomplish the following

objectiven which constitute the key points of the program's rahionale,
 

a) open up agricultural lands in coastal areas v'hich are not presently connected with the regional highwaY,
network through all-weather roads.
 

b) improve, construct and expand the major road
network in places where this network has proved inadequate to meet current and expected needs* 

a) Provide iubstantial savings in the form of lower
 
user costae
 

d) Strengthen the integration machinery and main
tain the wmentum of the construction industry. 

e) Goenerate employment. 

We shall examine the economic justification of the
six projects tentatively proposed by CAZX and sho how
each of these projects Is justified in terms of this
rationale. All six projects accomplish objectives d)
and e)e almost all aleo achieve objectives a), b) and 
a), though not in equal measure. in the ca" of four
of the proposed road projectso the opening up of nw 
agricultural area Is the primary objective, while theAmprovement or expansion of the major road network Iis a scorfry consideration. Zn the remaining t cases.the order Is reversed as the siain Jtastftoation Uis 
in the reconstruction and Improvementof major sWctons 
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of thegxisting intraregional highway system.
 

The construction of roads toe Underdeveloped
areas.'A . agriulc the u lieso ano i ng ise nlTo 
with the emphasis placed in the Fy 1974entel ericDeveloMer t Assistance Program on the objective ofiraising the incomelevel of the lower income group and
with the closely related objective of developing the prora sect. withp obvious that rural developmentcannot proceed very far withon 
 anetwork of

penetration roads feeding into the major trunk-lines.
 

U 
 srual'Stor
Over the Past decade# substantial progress has been
It withoutd aes o
network 
 rra
made in developing the urban light manufacturing sectors
of the CA countries* 
Now begins the infinitely more
difficult process of integrating the rural economies,first with the rest of their respective national economies and then with the regional econbmy. The con
struction of a road network providing access to rural
areasis an essential element in any rural development

program and will help to ensure that economic development
isregionally balanced within and between countries.
 

The second objective is almost equally important.
Many of the major roads linking the Central Americancountries were built 20 to 25 years ago, 
They are not
adapted te today's needs, let alone future requirements.
The present road system is not 
uniformly adequate for
the demands placed on it. The geometric and metricaldesign criteria used for the older sectiens, combinedwith heavier than expected traffic densities, have
led to deteriorated road surfaces which in turn havenecessitated high maintenance outlays and have occasioned high user costs. Moreover, the kication ofcertain roads has not always led to the most efficientmovement of passengers and goods, and the lack ofalteornotivo routes has had the effet of unnecessrilycohngestiny traffic flows through and around major cities.
 



43 	 UNCLASSIFIE
 

The inadequacy and state-of disrepair of the iitrare
gional highway network was emphasized in the 1964-65 

--- ,.-.--...----.--.-.TSC-Consor-tium-Sudyon-Central-Amnercan'Trainsp-or-tation '> 

Needs, by the .various Central Aerican governents in 
filing pzoject proposals with CABEI, as ,ell-asiithe . 
various feasibility, studies that we have exmndi 

; :, 	 connection with the proposed utilization of the pro
posed loan. 

:: 

t There can be little doubt that the demands placed 

on the ragional highway system will continue to expand 

rapidly in future years. We have already noted that 
intrareg±onal trade increased at an average annual 
compound rate of 21.4% since 1960, and that total, 

visitors arrivals over 1966-71 in Costa Rica and Gua
temala increased at an average annual rate of 11.5%. 

Moreover, 	there is already evidence of congestion on
 
the major 	roads in and near the capital cities and
 
major urban areas.
 

2. Project Rationale 

CABEI has 	submitted a list of six projects,with
alternat.*vos,for financing under the loan. The feasi
bility studies for all projects will be subject to a
 

thorough review prior to final approval of the projects
 
by AID. This section examines in a preliminary fashion,
 
the rationale for selecting each project for further
 
consideration. We shall discuss first the two projects
 
whose major justification is their contribution to the
 
continued 	development of the major road network linking
 
to C.A. countries: the San Salvador-Rio Lempa road
 
in 21 Salvador; and the Las Mercedes-San Benito road
 
in Nicaragua. Both of these involve the reconstruction,
 
realignmant and repaving of key sections of the Pan Ame
rican Highway. The other four projects are justified
 
primarily 	in terms of opening up new lands and of pro
viding the basis for the exploitation of undeveloped 
resources, 

-4 , . . 46. 

-4'" 4. 6>?.:
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a. El Salvador: 
 The San Salvador - Rio Lempa Project
 

The project involves the reconstruction and

paving of a vital stretch of the Pan American Highway

which connects the capital of San Salvador to the im
portant cities of San Vicente, San Miguel, and Sirama
 
(near the major port of La Uni6n). The bases for our

analysis is the Central American Transportation Study

and a prefeasibility study issued by the GOES in May
 
of 1970,
 

The study of the GOES noted the inadequacy and poor

condition of the road. 
 It was built 25 years ago to
 
specifications which are no 
longer adequate for today's

traffic. 
 The road was found inadequate with respect

to width, thickness of pavement, minimum distance bet
ween horizontal curves and minimum horizontal clear
ance on bridges. Moreover, it is 
in an advanced conditon
 
of disrepair which entails high maintenance costs. The
 
reconst-uction of this road entails the construction
 
of a new stretch extending from Km. 3 East of San Sal
vador to Km. 
15 and from Km. 45 passing 2 Kms. South
 
of San Vicente and rejoining thepresent road at Km. 80

after traversing an important irrigated area. 
 The
 
pre-feasibility study of the GOES indicates that this
 
new rcad would promote the development of an important

agricultural area 
and would also result in user savings

owing to 
flatter terrain and to substantial improvement
 
in alignment.
 

The G0ES s;tudy estimates the benefit-cost ratio for 
the Cojutepeque - San Vicente - Jucuapa road reconstruc
tion pro-ect (of which the proposed project is part)
at 2.88 on the basis of an assumed twenty year lifetime
 
and -n annual discount rate of 8%. These are conser
vative a ssumptions since the calculation of the benefits 
considered only savings in user costs, ignoring in
tangible benefits such 
as impact on output in the zone

of influenco, )r value of time saved. This benefit-cost 
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ratio is very close 
to the ratio arrived at by the

TSC Consortium study for the 166 Km. section connecting

San Salvador and Sirama.
 

b. Nicaragua: The Las Mercedes - San Benito Project
 

The Las Mercedes-San Benito road is part of the
Pan American Highway. The reconstruction of this road
 
was given high priority by the TSC Consortium which
 
noted in 1965 that the road was in a bad state of disrepair. 
The feasibility study for the Mercedes-San Be
nito Section undertaken for the Ministry of Public
Works by an engineering consulting firm-r/ 
 in June of
 
1972 reached the same conclusion, noting the narrowness

of the road, its bad condition, the high incidence of
accidents and the high current costs of vehicle op
eration. 
While the road was adequate for the traffic
requirements at the time of its construction (about

25 years ago), 
it does not meet current needs.
 

The rajor points of the justification of this pro
ject can be summarized as follows:
 

a) The road section is a vital part of the Pan Ame
rican Highway.
 

b) The road is in a bad state of disrepair7 its design, alignment and construction are not adequate for
 
today's needs.
 

c) The road falls far short of the standards for
the Pan Anerican Highway and acts as a bottleneck to
 
Central American traffic.
 

6_/Lamarre Valois International Limited and Cisneros
 
and Conrado Co., Ltda.
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d) The alternative selected (a new road to the north
 
of the present highway close to the Lake of Managua) will
 
provide better access to the Lake and is expected to
 
promote tourism.
 

e) The benefit-cost and rate of return calculations
 
are favorable. On the assumption of a twenty-year life
 
time ot the road and a discount rate of 8% a year, the
 
benefit-cost ratio is estimated at 1.23, while the
 
internal rate of return was estimated at 10.4%. These
 
estimates are probably conservative, since only savings

in user costs were considered in estimating the benefits.
 
Moreover, the estimation of benefits assigns no residual
 
value to any of the construction elements (grading,
 
drainage, etc.) at the end of the road's "useful life",
 
and assigns no value to thesavings in time, operating
 
costs and accidents resulting from the fact that the
 
proposed alternate road by-passes the city of Tipitapa.
 

c. Guatemala: The Modesto M6ndez-Morales Project
 

T he project calls for the paving of a 69 kilo
meters dirt road already in existence. Major consi
derations justifying the project are:
 

(1) The road will contribute significantly to
 
opening up the Pet6n area. The continuation of the
 
road to the north leads directly to Flores. The road
 
from Modesto M6ndez to Flores is presently a dirt road
 
which will eventually be paved. The Pet6n has excellent
 
forest resources. Major products with excellent poten
tial include lumber, beef, milk, bananas and rice.
 

(2) it is expected that the Modesto M6ndez-Morales 
road will be a link in a major extension of CA-13, 
eventually extending all the way from F-or:es in North
west Guatemala to Puerto Castilla, Honduras. The road 
would pas iTrough Modesto M(ndez, Morales, Puerto Cort6s,
 
Tela arid La Ceiba. The construction of the Entre Rfos-

Frontera portion in Guatemala is slated to begin shortly.
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The La Ceiba-Elixir portion in Honduras, listed as d.
 
below, will complete the last link.
 

(3) It is anticipated that the project will also
 
contri.bute to the promotion of tourism to Tikal.
 

d. Honduras: The La Ceiba - Elixir Project
 

This project involves the reconstruction and
 
paving of the road linking La Ceiba and Jutiapa, and
 
a new road from Jutiapa to Elixir. At Elixir, the
 
road will feed into the Sabl-Elixir bridge crossing
 
the Rio Aguln and link up with the Aguan valley road.
 

A feasibility study for a road linking La Ceiba
 
and Puerto Castilla (through Jutiapa, Ilamapa and La
 
Brea) which includes, but is considerably longer than,
 
the proposed section, was 2dertaken by a firm of
 
consulting engineers (MKE)- for the Government of
 
Honduras in 1969. While the location of the road
 
studied in the feasibility study differs somewhat from
 
the one that the government now proposes to build, the
 
analysis in the study is still considered relevant to
 
the justification of the reconstruction of the La Ceiba-

Elixir Road.
 

The major considerations justifying the project are
 
as follows:
 

(1) The road will cut through to the middle of
 
the Aguan Valley which is one of Honduras' most fertile
 
agriculttral areas. The area offers excellent potential
 
for the growing of bananas, rice and African palm, and
 

for cattle raising and it is expected that a substantial
 

proportion of the area's agricultural production can be
 

exrorted. The project is considered critical to the
 

2/ McCreary - Koretsky Engineers.
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development of the Northeast zone of Honduras, which
 
is also the site of a major IDB colonization project.
 

(2) The road will constitute an important link
 
of the coastal highway connecting San Pedro Sula to
 
Puerto Castilla. 
As such, the road should be considered
 
part of an Atlantic Highway which would eventually
 
serve the Atlantic Coast of Guatemala and Honduras, just
 
as tha Litoral Highway will serve the Pacific Coast.
 

(3) The project is also expected to result in

substantial savings in user transport costs, estimated
 
at 30% in the case of passengers and of at least 25%
 
for merchandise.
 

A benefit-cost calculation relating to the full
 
length of the road linking La Ceiba to Puerto Castilla
 
was undertaken by McCreary-Koretsky Engineers. A
 
separate benefit-cost ratio for the La Ceiba-Elixir
 
road is not yet availabe. The MKE feasibility study

estimates the benefit-cost ratio for the La Ceiba-

Puerto Castilla road at 1.23 on 
the basis of a projection

of benefits and costs over a 15-year period, and discount
ing them to 1974 
(assume to be the first year following

completion of construction) at an annual rate of 6%. 
 In
 
calculating Lhe benefits, the study estimated that the
 
project would raise the average annual growth rate of
 
value added by agriculture from an historical 3.0% to
 
6.4%. Thus, the project is expected to more than
 
double the growth rate of the area's GDP. 
However, the
 
arbitrary cut off of the benefit cost calcdation after
 
only 15 years from the time of completion of construc
tion causes the 1.23 B-C ratio obtained to appear rather
 
conservative.
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e. Costa Rica: The Costanera Sur Project (Agujas-

Loma Section)
 

This project involves the construction of an
unpaved 47 kilometers road section along the Pacific
Coast that will open up the coastal areas and eventually
provide an alternate route to the Pan American Highway

connecting Esparta and Palmar Sur. 
At present, there
is onlit 
a dirt road running from Esparta to Dominical
which needs to be reconstructed, realigned, widened

and eventually paved. 
The present project covers
only the Agujas - Loma stretch of that road, though it
is expected that eventually the road will extend all

the way from Esparta to Palmar Sur.
 

The road's major justification is that it will
open up the southern coastal area of Costa Rica which
produces 
- and has excellent potential for the additional
production of - bananas, sugar, cattle and lumber. 
 There
is at present no convenient way of bringing this output to market. The proposed road will greatly facilitate the shipment of the area's export products to
Puerto Gclfito in theEast and to Puntarenas in the West
while products dpstined for the domestic market would
 
go to San Jos4 and the Central plateau through the Pan
American Highway which would link up with the Costanera
 
Sur Highway at Esparta.
 

A seond basic justification of this road is the
substantial saving in user costs resulting from: 
(a)
the fact that the Costanera Sur road will be significantly shorter, when completed, than the Esparta 
-
Palmar Sur section of the present Pan American Highway;
the distcance from Esparta to Palmar Sur along to Costanera Highway will be only 222 kilometers on the new
road, as against 335 kilometers for the Pan American
Highway, a saving of 113 kilometers; and (b) the road
will tiaverse far less mountainous terrain than the Pan
 
American Highway.
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The feasibility study for this road was recently
 
(1062) undertaken by the Ministry of Transportation
 
and Public Works of the Government of Costa Rica.
 

The study estimated the internal rate of return
 
on the reconstruction of Esparta-Loma stretch (which
 
includes the proposed Agujas-Loma section), at 12.9%.
 
The rate of return on the reconstruction of the whole
 
Costanera Sur road was estimated at 10.8%.
 

f. Nicaragua: The Acoyapa Road Project
 

This project calls for the construction of a new
 
unpaved road starting at Acoyapa and continuing south
 
for 60 kilometers along the east shore of Nicaragua
 
almost halfway to San Carlos near the Nicaragua-Costa
 
Rica bor:der. It is expected that the road will be
 
extended to San Carlos sometime in the future and
 
eventually link up with a new road in Costa Rica
 
between Muelle San Carlos and the Nicaraguan border.
 

The proposed project would facilitate the develop
ment of a large area now almost completely without 
means of transportation--the Rio San Juan Department. 
It will ailso eventually serve as an alternate route 
to the _;icaraguan border. At the present moment, 
there is only one highway connection between Nicaragua 
and Coste. Rica across the 300 kilometers of common 
boundary, and that one is at the extreme western end. 

lhe area's current agricultural production and
 
population density are low. However, the region is
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endowed with rich timber resources and good lands and
 
is a good potential producer of wood, cattle and basic
 
grains (including rice, corn and ipecac, 
a medicinal
 
root). The economic feasibility of the project hinges

mostly orn the area's agricultural potential and on
 
its ability to attract settlers once the road is
 
built, rather than on savings in user costs. A fea
sibility study conducted for the Department of Public
 
Roads of the Government of Nicaragua by Consulint
 
America indicated that the project enjoys a favorable
 
benefit cost ratio of 1.26, 
on the basis of a 20-year

life and an annual discount rate of 10%. 
 The project's

internal rate of return was estimated at 12%. In cal
culating these rates, the cost of the road as well as
 
the priva.te investment required in the region were
 
considered.
 

The calculation of benefits based on the develop
ment of new natural resources is admittedly subject

to 
a wide margin of error and to the procedure used
 
to estimate such benefits will be critically examined
 
prior to AID approval of subloan.
 

E. LABOR ASPECTS
 

1. Impact on Employment
 

The feasibility studies for the various projects to 
be financed by CABEI contain no estimate of the impact
 

http:priva.te
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of these projects on the level of employment. To
 

the relation between annual expenditures on road proj
ects aid the direct employment effects in the case of 
five road projects recently completed in Central Amne
rica for which data were available. The projects are
 
the Nueva Ocotepeque-Frontera road in Honduras, the
 
Santa E1.6na-Coban road .in Guatemala, tb'-.,Tela-La
 
Ceiba road in Honduras, the Santa Ana-M, pan-Anguiatu road 
in El Salvador and thl.Choluteca-Frontera road in Honduras.
 
Our objective was to arrive at an expenditure/employment

coefficient.
 

The procedure used was as follows: we estimated
 
first tne total annual expenditure for each of the
 
various projects. The year chosen was one of peak

construction activity. We then calculated average

employment during that year for each project by averag
ing monthly employment figures. Thus the average

employmont figures avoid the distortion associated with
 
seasonal peaks and troughs in construction activity.

The results are presented in Table 111-5. Note that
 
the variation in;expenditure per worker is not too wide
ranging, from $3,305 in the case of Nueva Ocotepeque-

Frontera road to $5,685 for the Tela-La Ceiba road,

with the average at $4,273 and a median of $4,113 for
 
the five road projects. Admittedly, the sample is too
 
small for these to be statistically reliable indicators.
 
To be on the conservative side, we will assume in our
 
employment estimate of the proposed loan that one direct
 
job in ccnstruction will be generated by each $5,000 in
 
total annual project expenditure.
 

In estimating the indirect employment effect, we have
 
taken account only of the employment impact of the project
 
on the production of construction materials (cement, pipes,

etc.) manufactured off-sit, and have neglected the mul
tiplier effects in other industries..@/ In estimating the
 

8/ Increased incomes and expenditures by construction workers
 
will generate additional income in other sectors of the
 
economy which will be associated with additional employment.

These indirect employment effects were not considered in our
 
estimate.
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emp 
 n.efect,..n.,the -construction -material -ndustry------we have applied lhe rule of thumb that one indirect job

will be created for every three direct jobsin road con
struction. The calculation based on thes assumption&
is as follows: these assumptions
 

Total expenditures under Highway Infrastructure Loan
(inclting non-AID financing) 
 $31.8 million
 

Expenditures per year

(Assuming a three-year average

construction period) 
 $10.6 million 

Direct employment effect 
I~0,600 ,00 

5,000 
 - 2,120 full time construction jobs over
three-year construction period.
 

Direct plus indirect jobs in construction industryt
 

2,120 x 1,J3 a 2,820 full time jobs per year over three
yonr construction period, or 6,460 man
yoars of employmoet gonoratod by the
 
proposed loan. 

TABLE 11l-5. Annual Expenditures per Worker in Road
 
Constguotion in C.).
 

Expenditures txpenditures
I ear (us$) 2MployjMftt InwM ggleruff)Nueva Ocotepeque-F(Hond.) 1, 219,718 369 

Sta.Elena-coban(0uat.) 1,562, 947 
 463 3#376Tela-La Ceiba(Hond.)./ 20,70, 837 505 
 5,685Sta.Ana-Motapsn-Anguiatu/ 
 976, 233 206 
 4,739
Choluteca-rron'. (Hond.) 
 _92. 348 225 
 41

The 5 Projects 
 7*555t 083 
 1768 4,273
 

Based on 11 months.
 
Based on 8 months.
 

SOURC t Progress reports sent to ROCAP by the conatruotion
 
contraiftors. 

+ + + + + ++++-+I~...4~ 
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lAbor Intensity is a relative thinq. To~ 4etetiS
the extent to vhich labor intensive methods areeUNd
the constriction Industry in Centrel America ceared 

in 

with the U.S., we have examined the payrolls of entraotors on four different road projects, averal treuls andriOmared thesN With a typiAl'*payrll
of a contractor operating in the U.s. The rtsult, ato
suarLled in abIS ZUZ4, 

-e methodoly Us..isfollowe t 

(I) he Work Staff WAS pouped in the e en dttfemtcategories hown In the table. tch iqure represee
the average number of workers employed during the fellov
ing four monthes January* April, Augus and Devep6r.

The year selected was 
 the year of pak conastructiom 
activity for each projct. 

(ii he oure of the Central Aferiean 4aM were

the monthly reports of the gonstructio conetaor to
RMOCP. In the coe of the Wnited Stateas w od athe basi$ of our estimate the labor schdue contained 
in AIL. Peurifoy*s textbook on allntretiN M 

Since that schedule was designed for the rlocation of a highway stretch only S.A RLe in lengthe
the AOCP engineer felt thathe esmted mAnpover requireset were unduly love and raised them by M tomake them vomparable with the Central Amerlean roads
in the tab., The schedule appearing in the last *otn
of the ta0re 1ncorporateS this adkjutment. thMle Wehave attesed to be objective and onservmtve in thepreuentatL n of data, the reader should nonthelee be4r 

1/ N Orw Hill look, Ina., 154, Page 17. 
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in mind that the figures for the U.S. are estimates A4rather than hard data. 
 • ..
 

The analysis suggests that the labor intensity
of construction projects in Central America in, on the
average, atout 2.3 times that of the United States. 
 The
coefficient ranges from 1,6:1 for the Santa Ana-Metapan

road in El Salvador to 3.1tl for the Nueva Ocotepeque-

Frontera road.
 

The question is often raised an to what can
be done to induce contractors to employ more labor-in
tensive construction methods in order to come to qrips
with the unemployment problem. 
The Mission's Economic

Advisor has discussed this question wiih the Chief

Engineer of a road building contractor, as well as with
engineers on the AMD staff. 
The answers generally given
weret (1) construction methods employed in Central Americaalready are considerably more labor-intensive than in theUnited States, a view confirmed by the data presented intablo 111-6. Most of the operations that can be doneby hAnd (without raising costs substantially) are beingdono hy hnnd alreadyl (2) construction oporations present
ly hi.dl.d Ihy oquipment could not be executed manually
without greatly increasing costs, reducing quality orsignificantly expanding the duration of the construction 
period. It was pointed out that operations that could
 
not be done manually except at substantially increased
costs include major excavation, crushing, hauling, placing
and finidhing the subbase, paving, sealing and drilling.
Consistency in meeting standards would be difficult with
in a gretater 
 range of labor intensity.
 

Q/The tMinsion would welcome a review by AXD/W Engineers
of the labor utilization estimate for similar projects 
in the U.S. 

.ello
L. Tear International, Inc.
 



labor in road projectsmay -bemuchmo
 

often assume yeooiss ssgete narcn
 
' :study of-alterniative maintenance method in Central)i 

..... mer'ica.12/ The -study examined the cost of using .;both: !
 
labor intensive and'caita intensive methods in-various
 
phases of maintenance work, including"clearig and cutting

brush :and grass', routine surface mintenance, !sealing':of
paved roads, and reshaping of ditches and :shbulders;
 
Two interesting :conclusions emerged from;-the study. The
 
first is:that maintenance operations in El1avdr(n

presumably in the rest of Central America')are highly !,,
labor intensive by U.S. standards. Thesecond is that
 
for all the maintenance operations described, the cost
 

of doing the operations by hand was significantly ihigher !
Robert N.

than the cost of performing the same operations by me-

4 - -
}

chanized means, given the actual costs and p~roductivity '
 
of labor and capital in the area. The results are shown 
 ,
in Table XII-7. 


i
 

it should be remembered that this study deals with ii:
 
maintenanco, not road construction; but maintenance is
laboorintensivSand 
a talrNtvensie mehos7n1a.ou
phse ~tmineanewok icudn clerin cttn
precisely the area where we would expect to: findanthat :i:
brushand gass,..ut.n sufc aneace eln f< i
 
labor intensive methods are most likely to be competitive ,

with mechanized methods. The factdichesthat.andithey :do not appear :L
44pve.oas.adrehpigo 
 to be competitive.is indeeddisappointing.abdrs. 

:'::i:T i"nterer"- :
:Y: (: o -:Lticonclusions emerged from the study. Ther.,:,.i!{t!i!: ,
::.1.,i;

We do not consider this study conclusive. However, ,i'i
 

we think that considerably more empirical information
 
should be collected on the feasibility of substituting i{
 

12Labor..intensive Versus .Mechanized Highwa -Maintenance
Operations, bf R bti o
Panfil, Bartkus and Associates
 

http:competitive.is
http:gass,..ut
http:mehos7n1a.ou
http:mer'ica.12
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TABLE 111-7. Cost of Various Maintenance Operations
 

Cost Per Km. or Hectare 
Labor Intensive Capital Inten- Cost 

Method sive Method Ratio 
Operation (i) (2) (l):(2) 

Clearing and Cutting
 
Brush and Grain $12.80/Hect. $ 5.81/Hect. 2.20
 

Routine Surface
 
Maintenance $76.00/Km. $ 21.00/Km. 3.62
 

Sealing of Paved
 
Roads $1,020.00/Km $768.00/Km. 1.33
 

Reshaping of Ditches
 
and Shoulders $130.00/Km $ 42.00/Km. 3.10
 

labor for capital on construction jobs in Central America
 
before we can insist that contractors employ more labor
 
intensive techniques. In particular, it would be necessary
 
to determiie which phases of construction
 
work could be made more labor-intensive without raising
 
costs, lowering quality or lengthening the construction
 
period to an unacceptable degree. These three considera
tion all translate into using more resources to do a
 
given job, that is, fewer roads can be built with a given
 
amount of money. The required research should explore the
 
feasibility of capital-labor substitutability--but should
 
keep in wind that there is a trade off, in effect, between
 
roads and employment. 

F. IMPACT ON U.S. ECONOMY/CONSISTENCY WITH CIAP 

The proposed loan will have a favorable impact on the
 
U.S. economy. Bidding on all consultant and construction
 
contracts under the loan will be open to U.S., 
selected
 
less developed country, and CACM country firms either
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individually or as members of joint ventures. CABEI has
 
financed in the past 4 years, either individually or U.S.
 
members of joint ventures, consultant contracts with 6
 
different U.S. firms and construction contracts with
 
14 U.S. contractors--several working on more than one
 
job. In addition, it is expected that a significant
 
portion of loan funds will go directly towards financing
 
U.S. construction equipment regardless of the nationality
 
of the contractor.
 

The proposed loan program is not in conflict with
 
CIAP. Although CIAP does not publish a regional study,
 
the CIAP representative in attendance at the DAEC meeting
 
in which the IRR was presented supported the proposal on
 
the grounds that it would stimulate economic integration
 
and assist in alleviating unemployment in the region.
 

G. SUPPORT OF REGIONAL INSTITUTION
 

The proposed loan will also continue to support one
 
of the most important and dynamic regional institutions--

CABEI. CABEI has developed a system of planning, eval
uating, financing and administering infrastructure
 
projects on the basis of regional rather than individual
 
country needs. Such a system requires a significant
 
relinquishment of national in favor of regional interest,
 
in terms of money and of sovereignity. It also offers
 
assurance that a real effort will be made to achieve
 
balanced development in Central America. In spite of
 
the many problems which have beset the Common Market
 
in general, CABEI has continued to function effectively
 
and has become one of the most important cohesive forces
 
in the market.
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SECTION IV - ENGINEERING ANALYSIS
 

A. TECHNICAL 	DESCRIPTION OF PROJECT
 

Illustrative List of Road Projects
 
to be Financed Under Integration Fund
 

Amount 

Country Description Subloan 


1. 	Guatemala Morales/Modesto M4ndez $ 3.50 

CA-13, Paving, 68 Kms 


2. 	El Salvador San Salvador/Rfo Lempa 6.30 

CA-I - Reconstr. 82 Kms 


3. Honduras 	 La Ceiba/Ellxir 8.50 

CA-13, Reconstr., and new 

construction, 75 Kms 


4. 	Nicaragua Las Mercedcs/San Benito 3.00 

CA-i, New, 22 Kms 


5. 	Nicaragua Acoyapa/Kn 6o 4.00 
New, Unpaved, 65 Kms 

6. 	Costa Rica Costanera Sur - Agujas/Loma 5.95 


New - Unpaved - 47 Kms 


Total $ 31.25
 

Note: See Anney 	VI for Location Maps
 

S t a t u s 
Feas. Final 
Studies Plans 

Completed Est. 8/73
 
(1970)
 

Est. 7/73 Est. 12/73
 
(Pre-Feasi

bility 1970)
 

Est. 5/73 Est. 10/73
 
(Pre-Feasi
bility 1969)
 

Completed Est. 3/73
 
(1971)
 

Completed Est. 3/73
 
(1971)
 

Completed Est. 4/73
 

(1969)
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PROJECT DESCRIPTIONS
 

1. GUATENALA - MORALES/MODESTO MENDEZ, CA-13 

The project highway extends 68.3 Kms from the
 
Atlantic Highway, CA-9, near Morales to the port of
 
Modesto M6ndez on the Sarstin River. 
 The project
 
consists of 1) placing base material and 2) asphalt 

paving of the two-lane
 
existing dirt road, which was completed in 1970 by
 
the Highway Department in cooperation with the 
Guatemalan Army Engineering Corps. In addition to the
 
construction of the road the GOG purchased 
a ferry
 
boat to enable traffic to cross 
the Dulce River at
 
San Felipe. Eventually a bridge will be needed at
 
this point, but until such time 
as traffic densities
 
indicate one is necessary the existing ferry service
 
is considered adequate. 
The highway has been designed
 
to regional highway staridards and will be constructed using Guatemala 
Highway Dept. conatruction specifications.
 

A feaaibility study and design review was com-
pleted in 
1969 by F. R. Harris - Consultores Asociados
 
de Centroam6rica. Plans and specifications have not 
yet beer. started by the Highway Department but CABEI 
estimates they can be completed within 0 months. 

The project highway is an important link in 
Highway CA-13 which was designated as an integration 
road in 1963. The region i1 characteristics of this 
highway w'h.ich will eventu ]ly extend 900 lOns from 
Flores in Guatemaflj to Puerto Castilla in Honduras, 
and interconnect highwalys CA-9 in Guatemla and CA-5 
and CA-4 in Honduras are readily discernible. 

L.C. F.C. Total 
Estimated Cost: $1.75 =
$1,75 $3.50 Million
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2. EL SALVADOR - SAr SALVADOR/RIO LEMPA (CA-i) 

The project highway extends 82 Kms from Km 3 East
of San Salvador to the Lempa River. 
 The project
consists of the reconstruction and improvement of 40
Kmns 
of existing two-lane highway and the relocation
and construction of 42 Kms of new highway.
will be Included
a) widening of the right-of-way 
b) improvement of thn horizontal and vertical alignment
c) widening and reinforcing of drainage structures
and 
d) construction of new earthwork, drainage

structur-es and pavement.
 

The Inter American Highway in El Salvador was one
of the 
first sections of that highway to be built.
The original surfacing and base are 
not' adequate for
present day traffic demands and the pavement has long
been showing signs of increasing degrees of failure.
The recon3tructed and new highway will be designed to

Regional Highway Standards
constructed using Fedtf 
 Highway Administration
(FP-69) standard speciications and will be adequate
to 
support traffic volumes for the next 
20 years.
 

A pre-feasibility 
study which was 
completed in
1970 by/ the Highway Department recommended the relocat-.o of 30 1qns of road between Kmsreco'mcidcd 45 and 80 andfurther studies. CABEI$380,000 has already putat the disposal of COES to completefeasibility studies, plans and specifications.
is estimated itthat study and plans can be completed
by December 1973. 
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3. HONDURAS - LA CEIBA/ELIXIR (CA-13) 

The project highway extends 75 lros from La Ceiba 
on the Atlantic Coast, thn%7gh Jutiapa to Elixir which 
is located just North of the river in the Aguan River 
Valley. The project consists of the reconstruction
 
and improvement of 38 Kms of existing dirt road from
 
La Ceiba to Jutiapa and the construction of 37 Kns
 
of new paved road from Jutiapa to Elixir. Included
 
will be a) improvement of herizontal and vertical
 
alignment b) widening and reinforcing of drainage
 
structures c) construction of new earthwork, drainage
 
structures and pavement. The highway will be designed
 

to Regional Highway Standards and
 
will be constructed using Honduras Higi-way Dept.
 
construr.tion specifications.
 

A pre-feasibility study which was completed in
 
1969 by mcCreary/Koretsky Engrs. recommended the
 
construction of roads 
from La Ceiba to Puerto Castilla
 
and La Ceiba to Olanchito. Approximately $200,000
 
are needed in order to complete feasibility studies,
 
design and plans. The GOH has IDB funds to do this
 
work. It is estimated that study and plans can be
 
completed by October 1973.
 

The project highway is an important link in
 
Highway CA-13 which was designated as one of thirteen
 
C.A. integration roads in 1963. The highway will
 
connect tc the USAID/Honduras Aguan Valley Road
 
project which is presently under construction from
 
Sav6 to Ccrocito. The construction of this road will
 
give HondLras a 500-FMr all-weather road from the
 
Guatemalan border to Puerto Castilla and is another 
step toward an Atlantic Coast Highway which would link
 

four of the five C.A. countries.
 

L.C. F.C. Total
 
Estimated Cost: $4.25 $4.25 $8.50 Million
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4. NICARAGUA - LAS MERCEDES/SAN BENITO (CA-i) 

Thu project highway extends 22 Ims from Las
 
Mercedes Airport Northeast to San Benito. The
 
project consists of the construction of a new two
lane highway located parallel to the existing highway,
 
between the shores of Lake Managua and the existing
 
road. The new road will also require the construction
 
of a bridge over the Tipitapa River. 

The existing highway is part of the original Inter
 
American Highway which was constructed some twenty
 
years ago. Traffic has increased to about 3,000 V.P.D.
 
and will continue to increase at an average rate of
 
6%. The existing surface and base are showing signs
 
of failur2 because of this volume of traffic. The
 
new highaay will be designed to Regional Highway Standards and 
will be designed to carry a traffic volume of 12,000
 
V.P.D. in 1997. It will be constructed to Federal
 
Highway Administration (FP-69) standard specifications.
 

The feasibility study, design, plans and
 
specifications are being completed at this time by the
 
joint ventare of Llamane Valois International Ltua. y
 
Cisneros/Conrado Cia. Ltda. With the situation in
 
Managua being what it is, it is impossible at the time
 
this is being written to predict precisely when these
 
plans will be completed but we do expect them by the
 
end of March 1973. 

The projoct highway is an important link in
 
Highway CA-i which was designated as an integration
 
road in 1963. The reconstruction of this section of
 
the Int:r American Highway is part of an overall plan 
to improve CA-i frm the Honduras border to Costa 
Rican border.
 

L.C. F.C. Total 
Estimated Cost: $1.40 $1.60 = $3.00 Million 



- 65 - UNCLASSIFIED
 

5. NICARAGUA - ACOYAPA/KM 60
 

The project highway extends 65 Kmns from the Rama
 
Road, CA-16 at Lovaga through Acoyapa and then South
east, parallel to the shores of Lake Nicaragua to Km
 
60. The project consists of the construction of the
 
first section of the Acoyapa/San Carlos Road. In
cluded will be a) right-of-way delineation b) earth
work c) drainage structures and d) subbase. The
 
highway will not be paved during this phase but will
 
be designed to Regional Highway standards. 

Construction will be governed by Federal
 
Highway Administration (FP-69) standard Epecifications.
 

A ieasibility study was completed in 1971 by
 
Consulin America S.R. Ltda. in cooperation with the
 
Highway Department. Final design, plans and
 
specifications are expected to be completed in March
 
by the same firm. 

The project highway when completed will connect
 
to the planned Costa Rican highway from Tlerr6n Colorado
 
to Los Chiles and will provide an alternate route
 
between Managua, Nicaragua and San Jose, Costa Rica
 
and a hy-pass for traffic not wishing to pass through
 
Managua.
 

L.C. F.C. Total
 
Estimated Cost: 
 $1,20 $2.80 = $4.00 Million 
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6. COSTA RICA - COSTANERA SUR - AGUJAS/LONA
 

The project highway extends 47 Kms along the
 
Pacific Coast, from the Agujas River Southeast to
 
Loma. 
 The project consists of the construction of
 
the first ohase of the Costanera Sur highway.
 
Included will be a) right-of-way delineation
 
b) earthwork c) drainage structures and d) subbase. 
The highway will not be paved during this phase but
 
will be designed to Regional Highway standards. 

It will be constructed under Federal
 
Highway Administration (FP-69) construction speci
fications.
 

A feasibility study was completed in 1969 by the
 
Highway Department. Final design, plans and speci
fications are expected to be completed in April by
 
the same gjroup.
 

The project highway is the first section to be 
constructed of a highway along the Pacific Coast 
which will eventually extend 222 KIns from Esparta 
(located on CA-l, 15 Kns East of Puntarenas) South
east to Palmar Norte (Located on CA-l, 5 Kms East of 
Puerto Cortes). When completed it will provide an 
alternate route for Interamerican Highway traffic 
wishing to by-pass San Jose. This route will be 
113 Kms shorter than existing highway CA-l. 

L.C. F.C. Total
 
Estimated Cost: $3.35 $5.95$2.60 Millions 
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B. TECHNICAL FEASIBILITY OF THE PROJECT 

1. Caacjtz of CABEI 

The general capacity of CABEI to administer theloan has been reviewed in Section I.B. 
 The technical
staff of che Infrastructure Department has had 
extensive experience administering the execution of
highway p-ojects and has proven to be well qualified
to regu.ate and monitor the expenditure of loan funds.
The Infrastructure Department now consists of eleven
professional engineers, 
an economist, an 
auditor and
a sub-professional staff of draftsman and secretaries.All personnel are considered to be of the highest
professional caliber in their respective fields.
 

CABEI has, dur 
n; the past years made excellent
progress in standardizing procedures and developing
uniform policy for 
the administration and supervision
of loan projects. 
A 
listing of these guidelines appears in Annex VI Item 0.
 

2. Capacity of the Sub-Borrowers
 

In Nicaragua and Costa Rica, 
the Federal Highway
Administration has been providing technical assistance
to the Hiuhway Departments 
as a result of the
struction .f the Pan American Highway. 
con--


In addition,
the international lending institutions such 
as Inter-
American Development Bank (IDB),

(IBRD) have and the World Bankgiven technical assistance through special
training courses 
and financial assistance for procurement of equipment to increase

various the capacity of thehighway departments. 
are Both CABEI andassisting all SIECAmember countries in the organization
and staffing of their respective Highway Departments
in order to 
improve the present technical status.
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All highway departments have the capabilities of
 
negotiatiog contracts for engineering services, select
ing contractors and supervising projects with the
 
assistance of consulting engineers. Should any
 
weaknesses develop in the future, CABEI's loan agree
ment require subborrowers to strengthen whenever
 
necessary the capability of their highway departments.
 
Program implementation will be in accordance with
 
procedures now established to carry out the present
 
loan program.
 

3. Standard Road Classification and Design Criteria
 

Each of the five member countries has adopted road
 
classification and design standards f9r new highway
 
construction. Under a CABEI-SIECA agreement CABEZ has
 
published "Recommended Geometric Standards", for the
 
Central American Regional Road Program, (based on
 
AASHO standards) which is enjoying wide use among the
 
member countries. In addition, CABEI, SIECA and CEPAL
 
are presently coordinating a study which will propose
 
a standard road classification system and design
 
criteria for Central America.
 

4. Construction Standards
 

Costa Rica, Nicaragua and El Salvador use the
 
Federal Highway Administration (PP-69) standard
 
specifications and Guatemala and Honduras use their
 
own specitications which in the main are patterned

after and 3imilar to FP-69. Each of the countries
 
write special provisions for each job which modifies
 
the standard provisions to meet the requirements of
 
the particular project. CABEI however stipulates
 
that all specifications used are within the standards
 
requireO by FP-69.
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5. Highway Maintenance
 

The strong growth of the Central American highway
 

system during the past few years has forced the five
 

countries to give the highest priorities to the ex

pansion an'd improvement of their highway maintenance
 

Technical and financial assistance for
departments. 

operating
the improvement of the physical as well as 


efficiency of the respective highway maintenance
 

departments haz been received from AID, EXIM, IDB,
 
a listing
IBRD and CABEI. (See ANNEX VI, Item P for 


of Loans for the Financing of Highway Maintenance in
 
are relatively
Central America). Most of these loans 


in the early stages of implementation.
recent and are 


Guatemala and Nicaragua have good Highway Maintenance
 

Departments and should make good use of new equipment
 

and machinery. Costa Rica is in the process of a
 

complete reorganization of the Highway Maintenance
 

Department, which along with new equipment and shops
 

of the best in Central America when
will make it one 


it is completed this year. El Salvador has recently
 

completed a study which recommended an investment
 

program for the purchase of new highway maintenance
 

equipment and to provide guidelines for a new mainte

nance program. This study along with loans from EXIM
 
a
and IDB for equipment should provide the basis for 


well equipped and effective maintenance program.
 

Honduras while recently having negotiated a loan with
 

IDB for mnaintenance equipment, needs technical
 
effective mainteassistance in order to set up an 


nance program. CABEI will urge the use of these funds
 

to engage long term consultants to provide the neces

sary expertise to assist in this program.
 

In order- to ensure that maintenance is given the
 

high priority required AID included a covenant in the
 

AID 596-L.-OO8 Loan Agreement which requires CABEI to
 

"strengthen its subloan covenants concerning Member
 

Country Maintenance programs and budgeting". In
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response, CABEI has included the covenants listed
 
below in all subloans. This loan will maintain these
 
subloan covenants through an appropriate covenant in
 
the new ican agreement.
 

i) "Allocate, every year, the funds necessary for
 
adequate maintenance for the highway to be constructed
 
and for regional highways already constructed". See
 
Annex VI - Item N which is included as a typical
 
example of a five-year Highway investment plan which
 
includes yearly allocations for highway maintenance.
 
Exhibit A i3/ is an example of an annual maintenance
 
plan with maintenance allocations spelled out on a
 
road by road basis.
 

ii) "Submit, during the 12 months following the exe
cution of the contract the maintenance plan for the 
projected highway indicating the funds to be utilized. 
It is understood that this plan will become effective 
for inmediate execution after the highway construction 
is completed and before final disbursement is made". 
Exhibit A is an example of a typical maintenance plan
 
in which Guatemala spells out, road by road, detailed
 
estimates of maintenance expenditures, quantity and
 
condition of equipment, financial status and its
 
program of weight controls and highway marking.
 
Another e:cample of a maintenance plan is included in
 
Exhibit B 1/ Volume 1 Page 40 of a CABEI "Project
 
Paper" on a road in Nicaragua.
 

iii) "Submit during the six months following the
 
execution of this project a 5-year maintenance plan
 
for the entire operating national highway system,
 
to the benk's satisfaction. The borrower shall make
 
pertinent revisions and make them known to the bank
 
each year". The Bank has accepted Annex VI Item N and
 
Exhibit A, (updated each year) as sufficient evidence
 
that such a plan exists and is being followed.
 

J 	 Exhibits A and B will be available for examination
 
at Loan Review Meetings.
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iv) "The Borrower shall cooperate closely with the
 
Bank in the appraisal that the latter will undertake
 
to evaluate the technical and managing capacity of
 
the departments in charge of the Borrowers highway

projects". Exhibit "B" which i. a CABEI Project

Paper, analyzing and evaluating all aspects connected
 
with a request for a highway construction loan,

addresses itself to the capability and capacity of the
 
bo.rower to manage the project on Page 66 Volume 1.
 
This Paper is 
a good example of the thorough review to
 
which CADB:I subjects all loan requests.
 

On a regional basis highway maintenance has received
 
consideraole attention. 
The meeting of the Ministers
 
of Finance and Public Works of Central America, cele
brated in Guatemala in August of 1963, requested CABNI
 
and SIECA to prepare a study on Highway Maintenance in
 
Central America which was subsequently published in
 
1965, under the title "Regional Maintenance for Central
 
American Highwayz". SIECA later revised the study in
 
order to establish a reference for joint activities to
 
be undertaken by the five countries. 
 In 1971, SIECA
 
published the documents entitled "Some Considerations
 
on Highway Maintenance in Central America" and "Bases
 
for the Development of a Work Plan for Highway Mainte
nance." 
 The first document includes an analysis of
 
the technical, economical and administration problems,
 
as well as general recommendations. 
The second document
 
proposes the execution of joint work programs, to analyze

and resolve highway maintenance problems in the area.
 

The First Meeting of Central American Highway

General Directors took place in September of 1971.
 
During this meeting, the documents published by SIECA
 
were reviewed and several recommendations for the
 
highway regional system were approved. A Work Plan
 
proposed by SIECA at 
this meeting was also approved

and the First Phase of the Plan was put into execution.
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In December of 1971, the Board of Directors of
 
CABEI authorized $40,800 for the financing of the
 
Bank's participation in the Central American Highway
 
Maintenance Plan. This participation consists in
 
contracting two regional experts: one for mainte
nance and the other one for highway signaling, who
 
together with SIECA technicians form a working team
 
in charge of accomplishing the First Phase of the
 
Work Plan approved in Managua. The aforementioned
 
experts began their activities in Guatemala in May
 
of 1972. The work team collaborates closely with the
 
highway departments in the Central American countries,
 
which at the same time have assigned local coordinators.
 
Meetings between the regional and national groups take
 
place periodically, the last of which was in December
 
of 1972. One of the main objectives of the Plan is
 
the publication of the Central American Highway Mainte
nance Manual, which was recently completed in its first
 
version and has been discussed on a preliminary basis
 
with the national coordinators during the December
 
meeting. It is expected that the final version of the
 
Manual, ircluding observations and recommendations
 
formulatod by each country, will be completed early
 
this yeer.
 

C. ENGTNEERING PLAN FOR EXECUTION OF PROJECTS
 

1. Proje-:t Selection
 

The six projects selected to be included in this
 
loan are meant to be illustrative of the type of roads
 
which are considered eligible to be financed under the
 
Highway Infrastructure Loan. Each road listed will be
 
subjected to a thorough economic and technical soundness
 
analysis by both CABEI and ROCAP prior to approval for
 
financing. Should any of the projects not meet the
 
Bank's ir ROCAP standards an alternative project will
 
be chosen.
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2. Engineering Services 

Code 941 and Member Country private engineering
 
firms proposed by the subborrowers and approved by
 
both CABEI and AID will be used for the review and
 
final preparation of plans, specifications, and bid
 
documents for the specific projects, together with
 
recommendations to subborrowers for award of
 
contracts, supervision o' construction, certification
 
of payments for subborrowers, and recommendations for 
final acceptance of projects. However, for some of
 
the proposed highway projects the technical staff of
 
the ministry or department responsible for such
 
projects will continue to carry out some aspects of
 
the engineering work attendant to subprojects when its
 
capability can be clearly established by CABEI and
 
agreed to by AID. In all cases, it would be the
 
policy that a private engineering firm would certify
 
to the sobborrowers for construction payments and
 
final acceptance of the projects. In the case where
 
a country prepares the plans and specifications with
 
its own regular staff, then the consultant will review
 
such plans and attest to their adequacy.
 

3. Project Construction 

Construction contracts for the specific projects
 
would be based on competitive bids, and would be open
 
to Code 941 and Member Country contractors, or joint
 
ventures of both. AID will encourage continued pre
qualification of bidders for construction contracts.
 
Contracts, contractors and key personnel of all
 
contractors will be subject to approval by CABEI and
 
AID.
 

The proposed work is within the present capability
 
of Central American engineering consultants and con
struction contractors. However, the volume, is large
 
enough to interest a sufficient number of U.S. firms
 
to provide healthy and cost reducing competition.
 
Since there are no significant limiting factors, there
 
should be no undue delay in construction.
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4. Supervision
 

All construction will be supervised by independent

consultants, preferably by the same engineering firm
 
that prepares final plans and specifications, or in
 
the case where a country prepares its own plans and
 
specifications by the firm who reviews and approves
 
such documents. In countries where local highway

department inspection is'-required by law the consultant
 
will advise and assist the highway department to carry

out this function. The consultant will however continue
 
to be responsible for certification, reporting and
 
other 
duties required under the supervision contract.
 

5. Project Administration 

Administraticn of project will be under control of
 
the respective highway department with the assistance
 
and guidance of the Consultant. 
 CABEI will schedule
 
the submission of progress reports of subborrowers,
 
review them and make appropriate recommendations. AID
 
review and approval of CABEI operations and of contracts,
 
firms and individuals will continue to be necessary to
 
assure that CABEI is implenenting the suhprojects in 
a
 
satisfactory manner. 
 A detailed implementation letter
 
will provide CABEI with AID's requirements and CABEI
 
would continue to upgrade its operating standards and
 
procedures. The Operations Department of CABEI assisted
 
by the £nfrastructure Department, Treasury-Accountinq
 
and Legal Offices, 's responsible for financial super
vipion and disbursement operations.
 

Guidance to CABEI in conforming with AID requirements

and necessary AID approval would be performed by person
nel of ROCAP. ROCAP engineers will continue to make
 
regular visits to CABEI to advise on 
implementation of
 
the subprojects together with field review of subprojects
 
as determined necessary to satisfy AID that CABEI is
 
discharging its responsibilities satisfactorily.
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6. Environmental Considerations
 

The inclusion of Environmental Considerations in
 
all feasibility studies will be.required. In those
 
cases where feasibility studies have already been
 
completed, the consulting engineer who is contracted
 
to review plans and specifications will be required
 
to conduct the review with environmental considerations
 
as one of the criteria for approval. Also a condition
 
precedent to the signing of each subloan agreement will
 
require that each subproject be supported by a statement
 
that environmental aspects shall be taken into
 
consideration prior to and during the implementation
 
of each project and that AID, CABEI, and the member
 
country shall cooperate to minimize any detrimental
 
impact upon the natural environment. 
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Section V. FINANCIAL ANALYSIS
 

A. FINANCIAL PLAN 

1. Total Funding
 

The cost of the program will total $31.25 million
 
to be financed as follows:
 

U.S.$ Local Total
 
(Millions of U.S. $ Equivalents)
 

CABEI Members 6.25 
 6.25
 
AID Loan 16.80 8.20 25.00
 

16.80 14.45, 31.25
 

CABEI's contribution to the project will be the
 
equivalent of $6.25 million to be provided by Member
 
Countries through a new call for capital. 
 The presently
 
suscribed capital of $40 million will be increased to
 
$50.0 million ($6.25 million for the proposed program
 
and $3.75 million for the new tourism infrastructure
 
loan) divided evenly among all five countries. Each
 
Member Country will then meet its pledged amount in
 
accordance with a schedule established by CABEI, AID
 
funds, together with the CABEI contribution, will
 
finance the total cost of each subproject on a four to
 
one ratio. In ord2r to assure the integrity of the con
tribution procedure, the new loan agreement will maintain
 
two conditions found in the last AID infrastructure loan,
 
namely (i) prior to any sub-loan commitment, CABEI shall
 
demonstrate evidence of having called an additional 
a
mount of not less than $6,250,000 of authorized capital

and (ii) loan funds and local contribution shall be a
llocated to, and disbursed for, each subproject on a
 
ratio of four to one.
 

2. Loan Amount and Terms 

In determining the amount of the program, several
 
factors were taken into consideration. First, the
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demand, in terms of highway projects ready for financing
 

exceeds the resources that CABEI has now and can reasonably
 
expect to have in the inmediate future. Second, momentum
 
has been built up over a five-year span in the Central
 
American highway program in terms of the capacity of CABEI
 

government highway departments, and the Central American
 

construction industry to elaborate, supervise and execute
 
highway projects. This loan provides the range of finan

cing which will maintain this capacity. Third, AID
 

funding availabilities limits the amount that can be
 

devoted to any one project. Although the proposal as
 

originally conceived called for a larger loan, AID budg
etary limitations have dictated that the amount of the
 

loan be reduced.
 

We are proposing maximum development terms to CABEI, 

calling for repayment within 40 years including a 10 year 

grace period with an interest rate of 2% p.a. during the 

grace period and 3% p.a. thereafter. The 'ank in turn 
will lenc for 20 years, including a grace period of 5 
years, at in annual interest rate of 5-1/4% p.a. The long 

rcpayment p(vriod is required because of the nature of the 
subprojnr tq to be financed. Infrastructure projects re
quire ].rqo imnunts of financing and have a long economic 
life (20 years for roads). The differential generated by
 

the spread in interests rates covers the Fund's adminis
trative expenses, including technical and advisory serv

ices, and capitalizes the Fund. (All earnings remain in
 

the Fund as CABEI, a public entity, does not pay dividends.)
 

In order to allow CABEI to capitalize itself, the member
 

governments agreed to allow the Bank to charge them 5-1/4%
 

rather than pass on any softer terms that CABEI might be
 

able to negotiate to the member governments. This is
 

another contribution towards building-up the Bank by the
 

governments which ROCAr would like to continue to support.
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3. Local Contribution
 

Under the proposed loan CABEI is contributing $1
 
for every $4 of AID funds. This maintains the 1:4
 
ratio existing under the last two AID loans and the
 
most recent IDB Integration Fund loan. 
Member Countries
 
will be called upon to 
pay in $8.0 million equivalent

in outstanding subscribed capital-
 counterpart to exist
ing external financing -- in two installments in April

1973 and April 1974. The 
two new AID loans (tourism
 
and highway infrastructure) call 
for another $10.0
 
million in 
new capital contributions. 
 In all, CABEI

will be calling on member countries to provide $18.0
 
million in 
new capital over the relatively short 
term.
 
In addition, the countries are 
contributing through the
 
interest rate diferential mentioned above 
on external
 
financing and again when paying the 
interest on their
 
contribution when it is loaned to 
them. Additional
 
requirements for member contributions will 
only result
 
in reductions of already inadequate current account
 
surpluses financing internal 
investment budgets.
 

Another potential source of local 
contribution con
sidered were the accumulated earnings of the Fund.
 
However, the Fund's accumulated earnings are limited
 
($4.0 million in 1972), 
and increasing its contribution
 
limits the 
Bank's ability to attract external financing

into the region. CABEI is 
presently attempting to diver
sify the Fund from its present concentration on highways

and has been building up its retained earnings in order
 
to 
furnish the counterpart for the external 
financirg

that they will be seeking. For example, CABEI is dis
cussing a grain storage project (estimated loan of $10.0
 
million) with the IDB in which the local contribution
 
will come cut of accumulated earnings; part of the con
tribution for 
the AID tourism project will come 
from
 
accumulated earnings, 
etc.
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4. Local Cost Financing
 

CABEI estimates that $14.45 million or about 44%
 
of a total program cost of $31.25 million will be needed
 
to cover local costs. The member's contribution will
 
finance $6.25 million of this requirement leaving an
 
estimated $8.2 million to be financed by the proposed
 
loan. An analysis of the Fund's local currency availa
bilities clearly shows that the Fund is not generating
 
sufficient local currency to meet its needs and must be
 
able to finance local costs with external funds. As can
 
be seen in Table V-i, a Source and Application of Funds
 
Statement covering a five year period, the Fund will
 
generate a total of $32.6 million in local currency from
 
income, retoveries, and paid-in capital and will convert
 
another $54.0 million from AID and IDB loans to cover its
 
costs under their programs. In addition the Fund will
 
have to convert another $18.4 million to allow it to fi
nance new or expanded future programs. it is clear that
 
increased contributions (paid-in capital) from member
 
countries in the above magnitudes is impossible and con
sequently local currency requirmnents must be met torD c;h 
conversion of external credits.
 

5. A rn vecuresof Fin>-.n i nq 

The international financial agencies are not preoared
 
to consider this loan proposal. Written inquiry was made
 
of the Ex-Im Bank and the IBRD to determine their interest
 
in the proposed project. Neither the Ex-Im Bank nor the
 
IBRD were prepared to consider a loan for this purpose.
 
The loan has been discussed extensively with IDB represen
tatives because the Bank is currently extending a loan to 
CABEI to finance the first phase of a Iiighway program (set_ 
Section II.A.). It was necessary to clarify and confirm 
the Bank's decision not to proceed with its second :hase 
until several conditions regarding the first phase ad neen 
met. The 2onditions are such (see Section II.A.) that the 
IDB does not expect that they will be met prior to 1975 
therefore the IDB has no objection to AID proceeding in
 
the interim. Finally, the long term nature and amounts
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contemplated in the program precludes financing from
 
private sources.
 

TABLE V-I
 

INTEGRATION FUND: SOURCE AND APPLICATION FUNDS 
(Fiscal Years Ending 6/30/73 to 6/30/77)
 

(Millions of U.S.$)
 

BEGINNING CASH 

SOURCES OF FUNDS
 

Proposed AID loan 

Other External Credits 

Recoveri.es 

Income from Interest Fees 

Other Income 

Paid-in Capital 


Total Sources 


FUNDS AVAILABLE DURING PERIOD 


APPLICATIONS OF FUNDS 

Disbursements to Infrastructure
 
Sub-P,iojects proposed loan 


Infrastiucture Sub-Projects-CABEI
 
Contribution 


Disbursements to other Sub-Projects 

Debt Service and Operating Costs 

Increase in Other Assets 


To ja 1 

ENDING A 

Local
 

Dollars Currency Total
 

1.4 5.0 6.4 

16.8 8.2 25.0
 
54.1 45.6 99.7
 
17.3 4.5 21.8
 
33.7 9.0 42.7
 
6.2 1.6 7.8 
--- 17.5 17.5 

128.1 86.4 214.5 

129.5 91.4 220.9
 

16.8 8.2 25.0
 

---- 6.3 6.3 
65.6 80.9 146.5
 
12.8 12.5 25.3
 
7.6 	 1.9 9.5
 

102.8 109.8 212.6
 

26.9 (18.6) 8.3 

Note: 	 L,, !t decimal place not significant due to rounding
off procedure. 

Source: CAf3EI
 

http:Recoveri.es


A-i7 4 -
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1. Captal Structure
 

Authorized Capital: $60 million
 
Subscribed Capital: $40 million
 

Capital: $32 million
 

The current remaining unpaid $8 million in subscribed
 
capital. is expected to be paid in by the Member Countries 
by Spring of 1974 in two installments: $5 million by
 
April 9, 1973 and $3 million by April 9, 1974, as obli
gations (promissory notes) under previous calls of capi
tal. To assure the extra $6.25 million Member Country
 
contribu%'ion for this program and a $3.75 million con
tribution for the new AID Tourism Loan, CABEI will re
quest e.new call of capital of $10 million, thereby
 
bringing the Bank's total paid-in capital to $50 million.
 

In addition to the above, the Bank's Board of Gover
nors has authorized a guarantee capital of $40 million
 
designed specifically to support future bond issues of
 
the Bank in international capital markets. This guaran
tee authority will become effective upon approval by the
 
five member governments. 

The guarantee capital is independent of the Bank's 
ordinary capital: each member country will subscribe $8 
million which will be payable in calls which can be made 
only at the time and in the amount necessary to meet 
obligations arising from bond issues made by the Bank. 
The $40 million bond issue guarantee capital together 
with the Dank's authorized capital of $60 million will 
give CAM, in effecto a total authorized capital of 
$100 million. 

CAME's financial statements are shown in detail in 
Annex III. These ares 



yers 

St 
196/6 to 
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:and 

... ib)- Comparative individuall b'alance sheets and p[rofit 
loss statements fo h cnmi nerto Fund 

for the past four fiscal years, 1968/69Ito191/72; 

K -c) Projected consolidated balance sheets and profit 

S.. 
i and loss statements as wlaspoecte~d individualrobalance sheets statements for the 

.

~Integration Fund 
yr 166to1976/772; 

for the next five fiscal years:, 1972/73 ' ' 

d) Consolidated cash flow projectin an individual 

cash flow projection for the Integration Fund. The-Fund's 

cash flow is broken down into dollar and local currenciesto support the need f inancing local costs, and all 

iiproposed sub-projects were analyzed with,each included 
in the projections, also broken down into dollar and 

local currency costs. 

2. Financial Analysis 

a. Statements 

An analysis of CABEI's most recent consolidated state
ments (covering all three Funds)- as of June 30, 1972 
shows that: 

d) The debt-to-equity ratio of the Bank is 3:1 which 

is very favorable. This ratio will increase to about 5:1
by FY 77 as the Bank takes on more external loans in the 
future to finance itsexpanding programs. While this i 
willredu e the favorable ratio now existing, this ratio
is still within bounds and in lyne with the development 

functions that CABEIwas created to perform. 

ment (cvrn4lltreFns)-a fJne3,17 
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'71 

2) ,Loans outstanding million)<are' well($156 5 ..
 

secured mortgages,,, pledges orguaranties. ;In,,:line
 
with CABEIpolicy, all infrastructure loans are dolar 
*obligations of the borrowing CACM 'Member Country ,-Govern
ment, and all private sector ,loans'areisecured,150% by

mortgages or 100% by commercial bank guaranties.
 

3)VNet income was $3.4 million for FY72,,represent
ing a7.4% return oncapital. This compares with $2.'8
 
million for FY 71 and$2.4 million for FY 70. Surplus,
 
general reserves and retained earnings totalled $13.6
 
million in FY 72, compared with $10 million and $7.3
 
million for FYs 71 and 70 respectively.
 

4) CABEI maintains a substantial working capital
 
ratio (current assets to current liabilities). Currently
 
it is 25:1. It is the Bank's experience that a ratio of
 
18:1 is needed to effect its subloan disbursements on
 
schedule and to service promptly the loans from its own
 
creditors. Current liquid assets in the form of cash
 
and short term investments are about $7 million more
 
than what the Bank estimates is normally required. This
 
will level off to the estimated required level for the
 
following reasons:
 

i) Advance payments of new capital were made by 
the Menber Countries for $4.5 million during FY 72 as 
the Bank's contribution to finance infrastructure projects 
under the Integration Fund; however, these funds were not 
disbursed on schedule as projects in Costa Rica and El 
Salvador were not completed in FY 72 as initially planned. 
On the other hand, disbursements under all three Funds 
are expected to rise sharply to some $449,2 million over the 
next five years, as contrasted to $150.3 million actually 
disbursvd during the past five years. The effect of this 
will be tc reduce the Bank's liquid assets-by around $3 
million during the next five years. 

': .... ::: :: ': ,:: 


1']iI!1 i" 

-' ' 

II 
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ii) The Bank intends to establish a new Fund for
 
Social Development, and has purposely been building up
 
its liquid assets in order to capitalize the new Fund
 
by initially transferring $2.5 million from these
 
assets to the new Fund furing the current FY.
 

iii) The Bank's Agricultural Department will under
take specific promotional studies and pilot projects
 
totalling around $3 million, reflecting Bank policy
 
to give high priority to the region's agricultural
 
needs.
 

5) As of September 30, 1972, the status of CABEI's
 
delinquent loans is recapped below (figures are in
 
thousands US$):
 

Between Between
 
30-90 91-180 Over
 

Fund Amount % days days 180 days
 

Ordinary $4,523 87 263 540 3,716
 
Integration 699 13 195 212 292
 
Housing ....
 

$5,222 458 756 4,008
 
100% 9% 14% 77%
 

On the above date, loans outstanding totalled $158
 
million and delinquencies 113.2 million. This results in
 
a loan delinquency percent of 3.3% which is well within
 
acceptable limits for a development bank with inherently
 
high risks. Most of the above delinquent loans will be
 
collected. In all cases they are amply secured by mort
gages, bank or personal guaranties or, in the case of
 
the Integration Fund, by the governments themselves. In
 
addition, during the past year CABEI increased its General
 
Reserve (to cover possible loan losses) by $2.8 million,
 
bringing the Reserve to $8 million. This represents 5.2%
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of all outstanding loans, well above the amount of
 
current delinquent loans. CABEI is giving special
 
attention to its delinquencies in the Ordinary Fund
 
(private sector) and is increasing its staff in order
 
to enforca speedier collections and, even more import
ant to give immediate technical assistance to borrowers
 
whose loans become delinquent.
 

3. Financial Projections
 

The projected financial statements and cash flows
 
for the next five years reflect a substantially higher
 
rate of growth and activity in all areas than occurred
 
during the past five years. Examples of this growth
 
are shown in the following financial indicators:
 

FY 72 FY 77 

Actual Projected % 
(Millions $US) Increase 

Loans outstanding 156.5 510.5 235 
Long term debt 142.0 447.4 208 
Paid-in capital 32.0 50.0 59 
Reserves, retained 
earnings, etc. 11.4 44.5 290 

Net profit 3.4 9.7 185 
Operating income 10.3 32.4 214 
Opera.ting expense 2.7 5.7 i1 
Disbursements 42.5 115.0 171 

4. Repayment Prospects 

CABET is the largest and most important Central Amer
ican banking institution, and has received substantial
 
financial and political support from the Central American
 
governments. Reflecting the Member Countries' confidence
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in the Bank, Dr. Enrique Ortez Colindres, CABEI's
 
President, was unanimously elected in November 1972
 
to serve for a five-year term. At the same
 
time the Bank received high praise by its Board of
Governors for its impressive accomplishments over the
 
past eleven years and for the rising position of pres
tige that the Bank is giving to Central America.
 

The Bank is financially strong with substantial
 
assets and possesses a technically competent, well
trained and dedicated staff. 
It is and will continue
 
to be responsive to the region's development needs
 
and has demonstrated particular initiative in securing

funds from private and public external resources in
 
financing these needs.
 

All subloans financed by the Integration Fund and

from other resources of the Bank are thoroughly analyzed

before approval. 
 To protect itself against devaluation
 
risks when financing infrastructure projects under the
 
Fund, siich as proposed inthis loan program, CABEI re
quires i.n its subloan agreements with the Member Countries

that disbursements in dollars be repaid in dollars and
 
that disbursements of local currency generated by dollars
 
be denominated and repaid in dollars. 
Further, all Fund
 
sub-l-ans made to Central American governments become a
 
dollar obligation of the governments, and AID has the
 
right to demand repayment directly from the government

in the event of a default to CABEI. 
 Thus, the Central
 
American governments have a very real stake in the con
tinued success of CABEI. Any inability on the part of
 
CABEI 
o pay would not only undermine the development

of the CACM, but damage each government's own credit
 
standing through default on an internatioil obligation.
 

In the final analysis, AID's security cannot be in

legal protection or in collateral. 
 It lies in the abil
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ity and good faith of CABEI and its Member Countries
 
and in the quality of the projects that the Bank
 
finances. 
 CABEI has demonstrated in its administration
 
of the $142.5 million in AID loans already approved

that it appraises and manages its projects with com
petence, and ROCAP will continue to monitor CABEI's
 
activities carefully to confirm that the institution's
 
standards are maintained at a high level. The demons
trated ability of the Central American governments
 
through CABEI to make proper investment decisions for
 
the Fund is AID's best security. ROCAP therefore
 
concludes that the repayment prospects of the proposed
 
loan are excellent.
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VI. LOAN ADMINISTRATION 

A. IMPLEMENTATION PLAN
 

The execution schedule of the proposed loan
 
program is given below.
 

- Authorization of Loan: February 1973. 
- Presentation of draft Loan Agreement and 

Implementation Letter No. 1 to CABEI: April 
1973. 

- Negotiations and Signing of the Loan 
Agreement: May 1973. 

- Terminal Date for Initial Conditions Precedent 
to Disbursement: June 1973. 

- Project Execution Schedule (See Annex VI, 
Item C): August 1973 to December 1976. 

- Project Disbursement Schedule (See Annex VII, 
Item B): August 1973 to June 1977. (We have 
added 6 months to accommodate unforseen 
processing delays). 

- Terminal date for the issuance of commitment
 
documents: December 1976. 

- Terminal date for final disbursement: 
June 1977. 

B. CONTROL, MONITORING, AND REPORTING
 

1. ROCAP
 

The Assistant Director for Operations will have
 
general managerial responsibility for loan implemen
tation. The Capital Development Officer will be
 
resnonsib.e for monitoring loan activities, for
 
assuring compliance with the requirements of the Loan
 
Agreement, for the evaluation of reports from CABEI
 
and for reporting on a continuing basis to AID/W.
 
The Chief Engineer will have primary responsibility
 
for the technical monitoring of the loan. Particular
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attention will be given to assure compliance by

sub-borrowers with CABEI's standards for project

design, execution, maintenance and environmental
 
control. Fiscal control of loan funds will be
 
responsibility of the Controller.
 

The responsibility of ROCAP for the implemen
tation of the project will include, but is not
 
necessarily limited to, the following:
 

a. The monitoring of project activity and of
 
the management by CABEI of the various 
sub-projects; 

b. Exercising the various approval authorities 
of ROCAP over sub-projects, consultants,
 
contractors, contracts, changes, etc.; 
and
 

c. Financial control of loan funds. 

2. CABEI 

The principal operational responsibility for
 
implementation in CABEI will be vested in the
 
Infrastructure Department. 
 Considering the managerial

capacity of CABEI and its impressive record over the
 
past eleven years, the implementation of this loan
 
is clearly within the capabilities of CABEI. 
 In the

judgment of ROCAP, the objectives of the project have
 
a high probability of being successfully achieved.
 

C. PROCUREMENT AND DISBURSEMENT
 

Procurement under the loan program will involve 
contracting for consultant engineering services and
construction services. All contracting will be
 
carried out by subborrowers in accordance with
 
standard AID Capital Projects Guidelines under CABEI
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monitorship. Source and origin of all goods and
 
services will be authorized from selected Free
 
World Countries (Code 941) and the borrower country
 
(CACM countries).
 

All contract costs will be broken down into
 
dollar and local costs. Disbursements for doLar
 
costs will take place under standard AID letter of
 
commitment procedures. Disbursements for local
 
costs financed under the loan will be made in local
 
currency in accordance with standard ROCAP procedures.
 
In addition, CABEI will disburse its own local
 
currency directly to the subborrower for these local
 
costs that it will finance from member contributions.
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SECTION VII. ISSUES
 

A. BORDER CROSSINGS
 

There are at present two border crossings both
 
along the Honduras/Nicaragua border involving CABEI
 
financed highways which do not permit the free flow
 
of tourist and commercial traffic between the two
 
countries. Consequently, the benefits (both regional
 
and local) anticipated in building the roads cannot
 
be obtained. The two roads involved are CA-3 which
 
runs sotuth from highway CA-l at Choluteca in Honduras,
 
crosses the border into Nicaragua at Somotillo and
 
proceeds on through Chinandega, Leon and ends in
 
Managua, and CA-6 which begins in Tegucigalpa, Honduras,
 
runs east to Danli, then south across the border into
 
Nicaragua at Las Manos and connects with highway CA-I
 
at Yalaguina, Nicaragua.
 

The N:caraguan input into the reconstruction of
 
approximately 50 kilometers of CA-3 and 21 kilometers
 
of CA-6 was $6,843,000 which was partially financed
 
from AID Loan 596-L-006. The work on CA-3 was
 
finished in October 1969; the work on CA-6 was
 
finished in January 1972. The Honduran input into the
 
reconstruction of approximately 45 kilometers of CA-3
 
was $3,433,000 which was partially financed under AID
 
Loans 596-L-006, 007 and 008, and was finished in May
 
1972. The input into the reconstruction of approxi
mately 37 kilometers of CA-6 from DanlU to Las Manos
 
was $2,900,000, financed under AID Loans 596-L-007
 
and 008, and was finished in September 1972. The
 
input iito the reconstruction of approximately 107
 
kilometers of CA-6 from Tegucigalpa to DanlU is
 
$6,600,000, partially financed under AID Loan 596-L-008,
 
and is scheduled to be completed about the end of 1976.
 
This will make the total Honduran input of close to
 
$13,000, 000. 
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At the CA-3 crossing the border is open to tourist 
traffic and empty trucks. No commercial vehicle 
carrying cargo or passengers are allowed through this 
crossing. Both countries have the same restrictions. 
At the CA-6 crossing Nicaragua will permit tourists 
to pass only when carrying a special permit signed 
by the Director General de Aduanas in Managua. 
Honduras will pass any tourist vehicles which Nicaragua 
allows to pass. No commercial vehicles are allowed 
to cross at this point. 

Both countries claim that they do not yet have ap
propriate physical facilities to house customs and
 
immigration personnel nor the appropriate legislation
 
to designate the crossings as official points of entry.
 
Both Nicaragua and Honduras have only rudimentary
 
facilities at the crossings at the present time. CABEI
 
offered to finance a joint customs facility, but the
 
idea of a joint administration was rejected by both 
countries. Design work for separate facilities has
 
been initiated. CABEI believes that the main problem
 
is that the two governments have not faced-up to the
 
border crossing situation.
 

It is therefore recommended that several conditions
 
be included in the new loan agreement regarding border
 
crossings. The first condition is addressed to the
 
past problem.
 

"Unless AID otherwise agrees in writing, for any
 
sub-borrower who, having received previous financing
 
from Borrower for a highway project directly leading
 
to or from a national border, is not maintaining an
 
operational border point of entry/exit, Borrower shall
 
not approve any sub-loans for financing under this
 
Loan until evidence satisfactory to Borrower and AID
 
that steps necessary to establish an operational
 
point of entry/exit have been initiated."
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The second condition is addressed to future sub
loans. "Prior to signing of any sub-loan agreement
 
for a highway project leading directly to or from a
 
national border, Borrower shall submit evidence,
 
satisfactory to AID, that (a) appropriate arrangements
 
have been made to finance any required customs and
 
immigration facility, and (b) the subborrower has
 
initiated any other steps necessary, including legis
lative approval, to ensure the establishment of an
 
operational border point of entry/exit upon completion
 
of the sub-project.
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AID 1240-2 (4-7-2)
 

CHECKLIST OF STATUTORY CRITERIA
 

(Alliance for Progress)
 

In the right-hand margin, for each itemowrlte answer or, as appropriate, a 
summary of required discussion. As necessary, reference the section(s) of the 
Capital Assistance Paper, or other clearly identified and available document, 
in which the matter is further discussed. This form may be made a part of the 
Capital Assistance Paper.
 

The folloiing abbroviations are used:
 

FAA - Foreign Assitance Act of 1961, as amended.
 

App. - Foreign Assistance and Related Agencies Appropriations Act, 1972. 

M4A - Merchant Marine Act of 1936, as ameded. 

COUNTRY PEJOPJAYC 

Progrea Tow mw Counti Goal. 

j. FAA§ 2) .W 

A. Duaorlbe .Omt Oo WUh 

(2) atking ap[propriate effort The C.A. countries are making 
to i aorwe food proibwzion increased and.appropriate ef
and Lmprovi meow for food forts in this area through
 
*torap and diet-0bStion. agriculture projects which will
 

help increare food production
 
and means for storage and
 
distribution.
 

(2)Cvatinq n fa) OaZ OlimttM Through the CAC14 and other means 
for foreign and domeetio private the C.A. countries are making
enteprie and i.'o t. positive efforts to create a 

favorable climate for private 
investment both on a national
 
and regional basis.
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Q3) Increasing the public' 
role in the deveiop'intal 
Frocess. 

ANNEX I 
Page 2 of 18 

The C.A. countries have been 
working individually and 
through the CACM to increase 
the public's role in the 
development process. 

(4) (a) Allocating a 
budgetmv ruron 
deve opment. 

ZibW 
s to 

The C.A. countries have been 
allocating considerable avail
able budgetary resources to 
both national and regional 
development. 

(b) Diverting such 
reeouroee for &AnneoesaarlV 
military expanditure (See
also Iteun c. 16 and 
intervention in affairs 
of other free and 
independent nations.) 
(See also Item No. 24.) 

NO C.A. country is diverting 
resources for unnecessary 
military expenditures, nor is 
any C.A., country intervening 
in other countries' affairs. 

(5) Willing to xotribute fusn& 
to the project or pograG. 

CABEI will make a substantial 
contribution of funds to the 
project. 

(6) Making Gooneaio, soial, 
and poZitical refors 8uch as 
tax collection ip..vvmante
and chwve in land reP~N 
pronges ,adraepet0
the rule of Lau, mreeot of
epresion and of he pfree, 
and recognizing the importance
of individual freedom, 
initiative, and private 
anterprise. 

All C.A. countries are making 
progress toward respect for 
the rule of law, freedom of 
expression and of the press, 

and recognition of the impor
tance of individual freedom,
initiative, and private enter
prise as is witnessed by the 
absence of press and other 
censorship and the encourage
ment of initiative and private 
enterprise in agriculture, 
industry and housing. Some 
progress is being made in 
political reforms such as tax 
collection improvements and 
land tenure arrangements. 
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AID) 1240-2 (4-72). 

(7) 	 Aherito,_'th~ r~cpe The :C.;A countries. have 
of, the'At -of B'ota . been. aherinoth 
Cahttr oatnta denZ Este. princfrlecanf+he:Att _f 

nBogota an the Charterheof Pu a te , Further-.d..1. ance of the CACHhis in accordancedith' the goal AJ 
therein stated. e jv e" 

(8) Atta'rpting to repatriate A major.purpose 'of C.A.' 
erpitaZ invested in other int+egration" is to' make 

r -fcountries8 by its Ownm Oitiens. the C'omrmon' Market more' 

. -7 

Zttractive to Central-American' capital, "establish
ment of more viable exportindustries and the 
encouragement of; tourism should aid in en
couraging the return of capital invested elsewhere.
 

(d) Otherwise responding to C.A. integration, is antherntaZeoncnia plst~ot 1 effective response to- the 
andooia~cocene f tDvital economic, political

Peop l, and demonstr.ating a and social concerns of the
,!"ear deterom ination to take people in the region and 1'
effective aeZf-h*;p meaeuoe. . in the rgo and 

to its problems of development+,, and this loan in 
particular 'W1i.provideopport inities for self
help.
 

,J..Are above o 	 Yes.ftore taken into 

12.-nunt :.n the Thnieshing of the
 

14bjrort aoistamoe?
 

Treatmnent of U.S. Citizens 

2. 	 FAA 620(c). If ausiatance is There is no evidence of 
to gove~rn#nt, io the governmont any such debt owed to a '-Ai!! 
liable a debtor or~ un2-ofditionl U.S. citizen by a C.A.f~iarantor on anyi debt to a U.S. gvrmi.i 

.~tznfor qo.,db or aerm,'oes 4Dif~'inibhed or'4*'orvderad whore (a)	 4',4 
,~ 

'~'~1'' 

eo citizen hazn cxhaua ted . . .'--'--" "- 4 ) 
w'u' Zcbti. legal. i'ginedie and (b) 44.',', ' A'4'A..U...,--4i 4 . . *1. 	 J'j"''4'A'4-'4. I'Aue~e: - '*'Thereis~ ,-noei"F+ neodibt-is not de'zicd or oontee ted
 

i,!4 aliah i(vaurnmrntIo h ' n u
.goerin, go# 	 aY hdbt'Oedo4 

1 
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J. 	 FAA § 820(e)(1.. If abeisance
.3 to a. govermnt has it 

or 	 uov ermtoe) 
action which has the effect of
"ati°"aliing, dzprop,.iatina,.
or otheyuis. aejaing owner hip
or control of property of U.S.itizensor entities benefici4ZZ
owned by them wlithout takingateps to discharge ite obligations
toward auoh ci timan or entities? 

4. 	 FAA 5 20(o)2 Wa'wimen' 
r-MWCVZVM AeOt. %AIf -OXmntOhav , Or 1poed any penaZt 
or sa(notion against, apW U.S.fishing vesael on aoount of it*fishing activities in intrnationazl 
watere, 

a. 	 has any de" ton rdquirdby
Fiaheayenl' Protective Aot been 
'ade? 

b. ha. omplate d ,ial of

aaeistanebeen oonidered bN
A.I.D. Ad}ninieatto ? 
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There is no evidence that 
any such action has been 
taken by any C.A. govern
ments or their agencies. 

No 	 C.A. country hastaken any such action. 

N/A. 

/A.
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Re ationo with U.S. Govement and
 
Other Niatio,,
 

5. FA4 620(d). If aaeiatanoe ie This assistance is not
for any poduotive enterprise a productive enterprise.
for 

whioh oil. oompete in.the United However, if a problemStates u~th Unitd State enter- arises with respect to any
priee, is there an a? ent by proposed sub-project, itthe maipient oowntz to pevent will be dealt with in acempo to e Unit tt.n of cordanc- with policies inmor, tha 202 of th. en 'rrae'e
 
annua prodotion dwna lfe effect at that time.
 
of the loan?
 

6. F 4 16620(J). &w w oounty No Central American

pemit r failed to take country has permitted

adequate 'waourea to p'event, such action. 
the da,ea or duetmuotion,by
mob aoo, of U.S. property? 

7. MA 8'Z). If the oountpd All Central American
 
_ 
h fat.Ko tt the countries have signedinvetent ou W m2O9eltbi investment guaranty
 

eor t iOn, inrism o- agreements with the U.S.
 
ibiZit or oonfisoatiO, 
h= and have instituted the
the A.I.D. akiniseration Within program.

the pavt year coneide d dvine 
aeisto e to ouch gooesnment
 
for this raeon?
 

8. 480) . is the govez nt No Central American
of the rep'itlt; y in country is in default for
default on intere t or przinpaZ payments due under anyof nyw A.Z.DA Zom theto A.I.D. loan. 
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AID 1240-2 (4-7;)
 

9. 	 FAA § 620(t). Has the oounotryz No Central American
 
severed dploatio relationa country has severed
 
ith the United 'States? If so, diplomatic relations
 
have they been resed and with the U.S.
 
have new bitateraZ aseistanae
 
agreements been iegoti'4td end
 
entered into since euah
 
resumption?
 

20. 	 FAA § 620(u). What is the All Central American 
paygment status of the Wountry'6 countries are current 
U.N. 	 obligations? If the in their U.N. obli
o ut y ia in arrears wereasuc gations.
 
arrearqeo taken into aooount by gt
 
the A.]T.D. Adirinistrutorin
 
determining the ourrnt A.I.D.
 
aperationaZ Year Budget?
 

12. 	 FAA j 6L). Do" recipient No Central American 
oountry fWuniah asfaept" to country trades with or 
Cuba o fi tO tak 43ro- assists Cuba in any way
piate astap to prevent hips nor permits ships or 
or aiz orft u i aircrafts under its flag 
fom Cuba? 	 to carry cargoes to or
 

from Cuba.
 

22. 	 FAA § 620(b). If #i tmo. The Secretary of State 
/s to a gotw F.-ist, hat the has determined that each 
Seoatary of State deterined Central American country
that it 1a not ootZd by is not controlled by the 
the interaonatl CmufiCt international Communist 
moieveen t? 

movement.
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15. 	 FAA § 690(f). Is Mipifnt ountV No. 
a Cotm.ist oountry?
 

14. 	 FAA 5 80(i). 10 P0apient ooufntT1 No Central American

in1 wUJ wd i'wo~ved in (a) subve. country is involved in
 
82.1On 0 r'I NiZi aggression or is planning such sub
against, the United Stat.s or any
ountry reosiv U.S. assstanog,, version or aggression.
 
or (5)the pZanning of suoh
 
subvreion or aggr"ion?
 

15. 	 FAA J O(n). Dou recipient No Central American
 
cuntry fu $hgoo& to North country furnishes goods,

Vi t-N. ?' o permits ships or
opermit ships or 

airoraft under its t 
 aircrafts under its 
crry argoe to or fr North flag to carry goods, 

Via t-Nw'i? 
to North Vietnam.
 

16. 	FAA, 61. Has the government of No Central American
 
reT Pin country failed to take country has failed to
 
adequate stepa to Prevent narcotic take appr'opriate steps

drugs and other controlled substanc-S trespecting 	 the sale and
stances (as defined by the
 
Comprehensive Drug Abuse Prevention transport 
 of narcotic 
and Control Act of 1970) produced drugs and other controlled 
or processed, inwhole or in part, substances. 
in such country, or transported 
through such country, frcm being 
sold illegally within the Juris
diction o such country to-U.S.
 
Goverment permnnel or their
 
dependente, or from entering the

U.S. 	 unlab-AMYT 



UNCLASSIFIED 

ANNEX I 
Page 8 of 18 

Militay E;p;nditUft. 

17. FAA § 820(a), What percentage ofcountry budget No Central American countryis for military
expenditures? spends an excess amount ofHow much of foreign its country' s budget orexchange resources spent on
military equipment? How much 
spent purchase 

foreign exchange reservesfor the of sophis- forticated weapons military equipment. Nosystems? -'(Consid. Central American countryeration of these points is to be has purchased sophisticatedcoordinated with the Bureau for weapon systems.Program and Policy Coordination,

Regional Coordinators and Military

Assistance Staff (PPC/RC).)
 

CONDITIONS OF2TE LOAN 

GeneralSawcbwaa 

18. F 8 Informationconclusion on reasonablenessand The proposed terms andconditions of the loan areand legality (under laws of legal under Central 
country and the United States)of lending and relending terms American and U.S. lawsof t he l oan . reasonable for Central and 

r a o a l oAmerica e t a 
at this time.
 

19. F. j 261(b)(2); §252(s).
fnfor4 tion CABEI has submitted anBad conclusion on applicationactivity's economic and for this loan 

to AID containing strong
technical soundness. If loan assurances that the fundsis not made pursuant to a ass u e thd a sundmultilateral pln, and the wl be used in a soundamount of the loan exceeds manner.
$100,000, has country submitted 
to A.I.D. an application for
 
such funds together with
 
assurances to indicate that
 
funds will be used ILn an econom
ically and technically sound
 
manner?
 

20. FAA § 21(b). TforMation and There appears to beconclusion on capacity of the an 
excellent capacity on the
country to repay the loan, 
 part of CABEI to repay
including reasonableness of 
 the loan. Moreover, therepayment prospects, loan is guaranteed by the 

Member Countries. 
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AF 1240-2 (4-72) 	 Financial and other plans necessary 

21. 	 FAA 5 611(a) (). prior to to carry out the project have been 
signing of loan will there be completed. CABEI has the engineering 
(a) engineering, financial, competence-to analyze. the sub
and other plane necessary to projects as they are programmed, and 
carry out the assistance and selection of the projects will be 
(b) a reasoniably firm estimate subject-to AID approval. The cost 
of the cost to the United States to the U.S. is limited to the level 
of the essistance? of support to the Fund. Any CABEI 

commitments to subprojects on which costs exceed loan funds 
will be the responsibility of CABEI.
 

22. 	 FAA § 6121a)(2). If further Existing laws pose no 
legislative action is required obstacle to accomplishing
 
within recipient country, what the purposes of the loan.
 
is basis for reasonable expec
tation that such action will be
 
completed in time to permit
 
orderly accomplishment of
 
purposes of loan?
 

23. 	 FAA I 86212). If loan is for The Mission Director has
 
Capital Assistance, and -al so certified.
 
U.S. assistance to project now
 
exceeds $. million, has Mission
 
Director certified the country's
 
capability effectively to
 
maintain and utilize the project?
 

24. 	 FAA § 252(b). Information and No other free world 
conclusion on availability of financing appears to be 
financing from other free-world available for this 
sources, including private project 
sources within the United States. 
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Loan's ReZationshi p to Ahieoime.nt
 
of Cown'g and ftionaZ Goa,
 

25. 	 FAA § 2O?7j § 261(a). Extent to The loan will support and

which assistance reflects appro-
 further a major institution
priate emphasis on: (a) encour- of Central American regionalaging development of democratic, integration and will provide
economic, pclLtical, and bocial some of the vital physicalinstitutions; (b) self-help in infrastructure linking andmeeting the country's food needs; servicing the region thereby(c) improving availability of encouraiirftj'j-n areas
trained manpower in the country; of economic, political and
(d) programs designed to meet of ecol miv p lit caltn
the country's health needs, socialor 	 development.
(e) other important areas of
 
economic, political, and social
 
development, including industry;
 
free 	labor unions, cooperatives,
 
and Voluntray A~encies; trans
portation and communication; 
planning and public administration;
 
urban development, and
 
modernization of existing laws.
 

26. 	 FAA§ 209.. Is project susceptible The project is regional in
of execution as part of regional 
 nature and is being executed
project? Ir o why Is project not 
 and coordinated on a 
s~o mxecuted? 

regional basis.
 

27. 	 FAA_ 261(b)(3). Information and The activity is closely

conclusion on activity's relation-
 related to and consistent
 
ship 	to, and consistency with, 
 with other development
other development activities, and activities and willits contribution to realizable 
 directly contributelong-range objectives. ietycntiuet to the 

long range objectives of 
h 

the CACM. 

28. 	FAA § 251(b)(7). Information and The development of the physical
conclusion on whether or not the infrastructure of 2cntral
activity to be financed will 
 America is a crucial factor
contribute to the achievement of 
 inthe CACM's effort to 
self-sustaining growth. inhthe sef frt toachieve self-sustaining growth.
 

http:Ahieoime.nt
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29. 	 FAAS 881(a). Describe extent to The loan will directly
which the loan will contribute to contribute to. the assuring
the objective of assuring Mximum of maximum participation
participation in the task of 
economic development on the part d o th ough 
of the people of the country, development through 
through the encouragement.of assisting public sector 
democratic, private, and local institutions and private 
governmental institutions, sector enterprises. 

30. 	 FAA § -82(b). Describe extent The program recognizes 
to which program recognizes clearly th particular
the particular needs, desires, needs, desires ant 
and capacities of the people of dsies and 
the country; utilizes the capacitie: of the peopic
country's intellectual resources of the region and indi
to encourage institutional devel- rectly stupports and 
opment; and supports civic furthers the other goals.
education and training in skills 
required for effective partic
ipation in governmental and 
political processes essential to
 
self-government.
 

31. 	 P 5 SOW-. Information and The loan wil] directly
conclusions whether loan will serve to encourage the 
encourage efforts of the country flow of international 
to: (a) increase the flow of 
international trade; (b) foater ta vanadpivate
private initiative and competition; initiative, and will inch
(c) encourage development sM use rectly further efforts of 
of cooperatives, credit unions, the countries to attain 
and savings and loan associations; the other goals.
(d) discouragc monopolistic 
practices; (e) improve technical
 
efficiency of industry, agriculture,
 
and commerce; and (f) strengthen
 
free 	labor unions.
 

http:encouragement.of
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'4 )''.i< prO n 	 Ia t  	 NNEX:i 

--. FAA §-60 4(a)Wila commodity 

"Joan be f-romthe-United-, States 
txcPl)t ~ao, othlrwisc determined by, -' 

*.. AA § 604(b). Wh~at provision is 
made to prevent financing commodity 
proc'urement Iiibulk at prices higher 

~ jthan adjusteui U.S. market price? 

Y1". FAA § 604(d).. If the cooperating 
country discriminates against U.S. 
.. rin, tnsiwance companies, will loan 
.greitinent requirt that marine 
In.w'anc,, hi, p0laced in the United 
Stat'.. un corodities financed by 
the 	 ioan? 

18. 	 FAA 1 604(W). If offshore procure-
ment of agricultural commodity or 
-

agalnnt,, financed,~~pravin:ionrrlo,,t iI,(:: ho, such procurementis there 
..... ;on a~an~t suh procrement 
when the domestic price of such 
commodity Is less than parity? 

h. 	 FAA §621(bh. 2010. If loan 
finances water or water-related 
land resource construction project 
or program, is there a benefit-cost 
computation made, insofar as 
practicable, in accordance with the 

irecediurer oat forth in the Memorandum 
of the President dated Yly 15, 1962? 

-A!'~ /.: 
~ ~ J~:":-

The 	 loan 'a'greement.,will, 
so provide' 

Yes.
 

There will be no offshore 
procurement of any agri
cultural commodities -.cutrlomo tes, 
financed under the loan. 

will not 
a water or water-related 
land resources con
struction project or 

The 	 loan , finance 

program. 

4 
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FAA § 621o). If contracts for Any construction contracts 
construction are to be financed, financed under the loan 
what provisicn will be made that will be required, through 
they be let on a competitive basis the loan agreement, to be 
to maximum extent practicable? let competitively to the 

maximum txtent possible.
 

FAA § 620(p). What provision is The loan agreement will 
there against use of subject preclude such use of 
assistance to compensate owners funds.
 
for expropriated or nationalized
 
property?
 

5P. 	 FAA § 612(b); § 836(h). Describe CABEI is making a sub
steps taken to assure that, to the stantial contribution 
maximum extent possible, the country of funds to the project. 
is contributing local currencies to No U.S. owned foreign 
meet the ost of contractual and 
other cervices, and foreign currencies 
owned by the United States are utilized for this project.
 

to meet the cost of contractual and
 
other services.
 

3. App. 5104 Will any loan funds be No. 
used to pay pensions, etc., for
 
military personnel?
 

511. 	 AP. § 106. If loan is for capital The loan agreement will 
project, Ls there provision for so provide. 
A.I.D. approval of all contractors
 
and contract terms?
 

). App. S 108. Will any loan funds No. 

be used to pay U.N. assessments?
 



AID 1240-2 (4-72) 

App. S 109. Compliance withregulatiors on empln~nent of U.S. 
and local personnel for fundsobligated after April 30, 1964 
(A.I.D. Reg)lation 7). 

FA .Will any loan fundsb,, used Lo finance purchase, long
term lease, or exchange of motor
vehicle manufactured outside the
United States, or any guaranty of
such a transaction? 

58. & 5. Will any loan funds 
be used for publicity or 
propaganda purposes within the

United States not authorized by

the Congress?
 

59. FAA 5 620(k). If c6nstruction 
of productive enterprise, will 

aggregate value of assistance 
to be furnished by the UnitedStates exceed $100 million? 

60. A. Does the United
States own excess foreign currency
and, if 80, what arrangements have 
been made for its releae? 

UNCLASSIFIED 
ANNEX I 
Page 17 of 18 

The loan agreement willrequire such compliance. 

No. 

No. 

The aggregate value of
assistance to the project
to be furnished by the
to we nish ed 

US. will not exceed$i00 million. 

No excess foreign currency
is owned by the U.S. in
the region at the present 
t ime. 
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61. MWA j 901.b. Compliance with 
requirement that at least 50 
per centun of the gross tonnage
of commodities (computed separately
for dry bulk carriers, dry cargo
liners, and tankers) financed with 
funds made available under this 
loan shall be transported on 
privately owned I.S.-flag 
commercial vessels to thevextent 
that such vessels are available 
at fair and reasonable rates. 

The loan agreement 
so provide. 

will 
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BOARD OF GOVERNORS 

Guatemala 

Lic. Carlos Molina Mencos Accountant Augusto Contreras Godoy
 
Board President, President of the Bank of Guatemala 
Minister of Economy of Guatemala 

Nicaragua 

LUc. Juan Jose Martfnez Dr. Robcrto Incer Barquero
 
Minister of Economy, President of the Central Bank
 
Industry and Commerce of of Nicaragua
 
Nicaragua
 

El Salvador 

Lic. Salvador Sanchez Aguill6n Ing. Edgardo SuL-ez Contreras 
Minister of Economy of President of El Salvador's Central 
El Salvador Reserve Bank 

Costa Rica
 

Lic. Claudio AJ.!izar Ing. Claudio Antonio Volio Guardia
 
Minister of Finance of Manager of the Central Bank of Costa
 
Costa Rica Rica
 

Honduras 

Lic. Rub6n Mondrag6n Lic. Alberto Galeano 
Minister of Economy and President of the Central Bank 
Commerce of Ho.iduras of Honduras 
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BIOGRAPHIC DATA AON, BNK PERSONNE L r,. 

PRESINT
 
VICE PRESIDENT
 

BOARD OF DIRECTORS 

Enrique Ortez Colindres 

POSITION: 
CIVIL STATUS:[1DATE 0OF BIRTH: 
NATIONALITY: 

EDUCATION: 

EXPERIENCE: 

Lq k-i,)63 

1964-1965 


1964-1972 

1966-1968 

1968-1972 

LANGUAGES: 

' 

• < 

President (and Director-Honduras) 
Single
October 29, 1931 
Honduranf 

Lawyer and Notary Public University 
of Honduras r 
Doctor in Jurisprudence - University 
of Paris (The Sorbonne) . 

Special courses in Comarative " j 
Jurisprudence with Professor De Sala 
Canizales, Paris 

Head of Cultural. and Educational
 

Affairs Division, ODECA 

Permanent Secretary to the Cultural 
Council OIECA, consisting of the 
Ministers of Education of the Central 
American countries 

Alternate Governor to the World Bank
 

Director for Honduras to the Central 
American Bank for Economic Integration 

Vice President Central American Bank 
for Economic Integration 

President - Central American Bank for 

Economic. nt- ration 

Spanish, French and' Engl.-sh 
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Edgar -Jimnenez-_______ 

POSITION: 
CIVIL STATUS: 
DAE OF BIRTH{: 
NATIONALITY: 

Executive Vice President 

September 9,1929 
Costa Rican 

NEDUCATION: Economic and Social Sciences graduate 
prwithmajor in Business Administration, 
B.A. degree from the University of 
Costa Rica. 

4 Thesis: The Electric Power 

Industry in Costa Rica 

Novetmber 1966 -

November 1972 Coordinator of regional nnd local 
operations ltor ECLA in Mexico; 
Liaison official between ECLA and 
Central American Governments and 
regional organizations; supervision 
of library, statistical and editorial 
sections.* 

i 

September 1966 
November 1970 

G 
Public Services Advisor and Regional 
Expert of the United Nations Technical 
Assistance office - ECTA/4,4exico. 

AiuemtI..0S60, -
September, 1,)66 General Mnger of' the Costa Rican 

Electrical Institute (Instituto Cos
tarricense de.Electricidad - ICE). 
Highest rnnk oxecutive and adrin
istrative officer, and legal 
representative of ICE. 

March 1954-
September 1966 Professor of Economic and Social 

Sciences) University of Costa Rica. 
Courses included: Bank Organizatior 
and Management; Financial Analysis; 
Cost Accounting; Audit; Intermediate 

General Accounting. 

,4. . 



Th~-~ TJNCASSIFD~ 

SeptemberUAugust 1960 

May1956 -
September 1957 

February 1953-
May 1956 

may 1948 -U 

February 1953 


1414 

4' p * 

A1NNEX TI
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w957 s,; -- 4 - " " 

Auditor General of' the Costa.Rican 
Electrical Institut ICE. 

Deputy Director, Costa RiLcan National 
Electricity Service .(organ~ism in 
charge of regulating porwer, telephone
 
and water service). 

Professional activities.
 

National Btuk of Ccsta Rica employee
 
(various departments).
 

4,4. .. . 4
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POSITION: Director - Vice President Guatemala" 
CIVIL STAToUS: Married 

DAE OF BIRTH: 
NATIONALITY: 

Augu~st 7, 1931. 
Guatemalan 

the Faculty of Economic Sciences
444 University of San Carlos de Guatemala 

1957 Courses on: Petroleum -Econon7r in Ve
nezuela and Colombia; Industrial 
Econon- and Business Administration -
Association Pour L'Organisation des 
Stages en France, (ASTEF)-Paris, France 

EXPERIENCE: 
1951-1955 Fiscal - General Accounting Office of 

Guatemala ("Tribunal y Contralorla 
de Cuentas") 

1955-1962 
Banking: 
- Bank of Guatemala 

1971-l975* - Member of the Guatemalan Monetary 
Board -(* Period for which I was 
elected) 

Industrial: 
1962-1972 - Central American Institute of Research 

and Industrial Technology-(ICAITI) 
1972 - Ex0pert on Industrial Economy of the 

work group BID-CABEI-SIECA--Project 
of Multinational River Basins of C.A. 

Academic: 
1967-1972 Professor at the Faulties of Economy 

of the following Gliatemalan Universities: 
Universidad de Sari Carlos, Universidad 
Rafael Landivar, Universidad Dr. Mariano 
Galvez. 

Member of the following organizations: 
- School of Economists, Public Ac
countants and Auditors of Guatemala 

- International Society for Development 
- Managers Association 

4-. 



.. ,- *, ---~ . , ---- -----... 	 ... UICLSSIF 

-A UIvaLIU -J n U1.gu--ri zuela-

POSITION: Director. El Salvador 
CIVIL STATUS: Married 
NATIONALITY: 	 Salvadorian
 

EDUCATION: 	 Agronomist - Escuela Superior para" 
Estudios Agron6micos de Santa Tecla. 

Won scholarship from the Program of 
the Coordinator of Interamerican 
Affairs for special courses in refor
estation and Water & Soil Conservation 
(Diploma from the U.S. Dept. of agri
culture; Diploma from the Office of 
the Coordinator of Interamerican Af
fairs, Washington, D.C.) 

Studies on Plant Breeding - Univer
sity of California, Los Angeles. 

Studies of Fish Cultu.e - University 
of Cornell - Ithaca, New York. 

Visitor at the University of Maryland;
 
School of Agriculture, Albuquerque,
 

New Mexico; University of Knoxville,
 
Tennessee; University of Dover, Dover,
 
Delaware; University of Rutgers, New
 
Brunswick, New Jersey.
 

Post-Graduate: University of Georgia,
 
Athens, Georgia; School of Post Graduates
 
of the U.S. Department of Agriculture.
 

EXPERIENCE: Chief, Reforestation Department,
 
Ministry of Agriculture.
 

(dates not given)
 
Sub-secretary of Agriculture., Industry
 

and Commerce.
 

Second Secretary, Embarsy of El
 

Salvador in the U.S.
 

jif 

I 
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Minister, of -Econojm-
Minister of Agriculture 

Ambassador to Japan 
Ambassador to the Republic of China 
Ambassador to the Republic~of Korea
 

Executive Secretary of the National 
 A' 
Council of Planning and Economic
 
Coordination of El Salvador.
 

Have received the following awards:
 

Quetzal Award, Official Grade, given
 
by the Goverment of Guatemala;
 

Order for Distinguished Servicesp
 
First Class, Silver Cros;, given
 
by the Republic of Korea;
 

Order of the Rising Swi, First Class,
 
Silver Plaque, from Japan; 

Order of LIX' ShInint! StnL-, First CIf.::, 
Silver Plaque, given by the Re
public of China. 

44 - 4-44. .444! ....44-4.4 
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S1964 


_TA...L 1 


196o 

1961 


1962 


1963 


1965 


1966 


1967 


1968 


1969 193 


1970 


1971 


6Sourc: 

10 


Tra de 

32.7 

36.8 


50.8 


2.1 


1A6.2 


135.5 


74,7 

213.9 


258,3 


249.o
12.1 


297.4 


75.7 


SICA, 

AZIC 

' 


Stt.stic 

Exports 

Wh7.4 

42:7 .I 


462.9 


5170 


5672 


625.7'A 


662.2 

642.6 


693,0 


722.8 dat5an. 


79"1.1l 


830.6 

Annex No. 

UNLSSIIF=,T) 

PAGE,'l', of, ,; 

4i . .. . r 

OIN MAECURNTACON 

imports Balance 

$h]. '74.I i
 

459.0 -41.7
 
501-3 38.4
 

580A5 - 63.5
 

66.N3 97.
 

-128.1
 

762. - o.1 

816.4 -173.8
 

787.9 -94. 9
 

8,16.6580blih5 -93.•8 .EEM
by 63.5ie 

9.6.6 -139.5 

1,021.6 -189.2 

113 (Tables 1 and9)and No.4 



A V 

(Million of CA$) 

A7 

Current Account -_7., - .5 -173.4 -1iw;:.4 -179,7 -248.8 : 

Merchandise -i0,8 - -71.6 '6,9 - 0, -i,,I 1.. 7'.0 
0Services 
Transfers 

-200.1 
38. 6 

1202°2 
410-3 

.2, 
4.7 

-203-1 
49.4 

-215.9 
30.3 

-235.9 
63.1 

tl 

Capital Account .iO 19, 1, O i81. 9 212,2 314.2 
~i : i4';.4A,{: 

Private Account 7(0 -7 3326 95.0 1l14.1 117,O 197.4 
Public Account 38.3 61.4 95.0 71.8 95.2 116.8 

Errors & Omissions 17.0 211., 180. 1-i0O 20.5 

Change in Net Reserves -46.3 -12.0 -5.4 21.,L 2o.6 44.9 

Smirch:: Cunt.-"al Amorlean Monetary ",'oicil i 

l 



TABLE 3: CENTRAL AMERICA 
SERVICE PAY?!NTS ON EXEAL PUBLIC DEBT, 1965 

(Millions of CA$) 

Year Service Payments (Inter- Exports of Goodsest and Amortization)* and Services** 

1966 
 55.2 974.6 


1967 
 59.2 
 999.0 

1968 69.3 1,110.5 


1969 
 78.4 1,147.2 

1970 9.3 1,310.6 

Source: * IBRD, Economic and Social Data Division 

• Central Am er can Monet&ry Council 

UNCLASSIFTED 

AIMEX V 
PAGE 3 OF 4 

- 1971 

Debt Service as 
a %of Exports 

5.7 

5.9 

6.2 

6.8 

7.3 



I 

UNCLASSIFIED
 

,0 ~ANN',EX V 
PAGE 4 of 4't 

TABLE 4:. CElTiRAL A.MERICA: 
....V.M
ZNES -AND -Z =101TUITS -OF- CER~iS OV R-N 

(Millions of C.A. Pesos) 

1968 i969 1970 1971 

Operating Budget (Balance) 54.1 65.9 8o.6 73.5 

A. 	Current Revenues 463.1 516.8 580.9 611:5
 
Taxes 17 400.1 5199 -5-.
 
Non-Tax 22.6 26.4 29.5 35.9 
Other 18.1 30.2 32.5 31.8 

B. Expenditunres 	 --409.0, -450.9 -500.3 -538.0 

II Capital Budget (Balance: A - B) -57.9 -54.0 -56.9 -77.5 

A. 	Revenues on Capital Account 73.2 100.1 125.5 166.3 
Direct Loans 39.5 40.7 79.T 5 
- Domestic (0.4) (2.6) (3.7) (22.2) 
- Foreign 0.9.') (38.2) (60.8) (82.4) " 

Government Bonds 31. U , 3 55.0 57.6 
Capital Transfers 2.1 2.c) 1.5 1.4 
Other o.6 !. , 4.6 2.7 

B. Inv-'itrient 	 .31.1 154.! 182.4 243.8 
Roal Investment 517.9 75.5 -149 9.2 
Financial Invrst:m,:nt 44..y2I~4.'( 51.4 55.3 
- Axorti.znt.cn Public Debt ('2.1) (42.9) (48.9) (51.7) 
- 14ans to PrivatT Sector ---. ---.-.. (3,0) 

- te-- ~c 	 (2.) ., 

'firnsf'ri 011' ~ ) 6IP 2,). 3 3 ~ 6. 
Other, 2.4 4.r 7.7 22.0 

*Consists of obligations ( cipromiuos") In te '.,e of El 3al'dor 

Source: SIECA, indicadores Econ6micos, No. 12 and unpublished information 

supplied by SIECA. 

:!i ."-	 / :' -' N"NN:-:' 

_V, 

http:Axorti.znt.cn
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LAGO DE MANAGUA t ( 
CLAS 

S/C 

PROY E CT'O 

MERCEDES -SAN BENITO 
(C A- I) 

A R A G U A 

M 4 N A G UA R4om,o 0 9 Krr 

-'"' "- ::,t" ' %'RCr rr Il 
00 

LAGO DE NICARAGUA o
Tlcuuntepe Nindir' 

R E F E R E N C IAS
," "\-p 
 =- El Proyecto 
0 . c Cfrrefer: Existente 

A .CA-IA f A Ruto do la RedVial de C A. 
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SUDC LASiFrE 

SPAGE lOaf 21)" 

Amount 
~s 

Feas. 
t a. t U S~ 

Final' 

.D r pon Subloan Studies Pans 
7u.. Hondura Escintla/Txisco CA-2 $ 3.50 O.A.T.S. J10 

£ 
R econstruct 
)19 ?:Ms 

- Paving .i 

c, El 
jJ 

Salvador :oralapa/El Play6n CA-2 4.80 C.A.T.S. 'No 

I 
9. El Salvador Rconsruct - PavingMotap~.n/Concepc16n CA-4 4. 8o Yes -1971 No 

aNw- Paving - 56 Kms 

7 10. Honduras Tegucigalpa/JRcaro GalAn 
"CA5 Reconstr Paving 

3.00 NTNo 

9Y Kms 

11. Hiondura~s Potrerillos/Cort~s 2.0OUo! 
CA-5 - Peconstruct 
2aving 85 KMB 

12. Honduras Tegucigaipa/R~o del Hombre 1.00 C.A.T.S. Io 
CA-5 - Reconstruction -

Paving  30 Kms 

13. Handurris T5 
CA-6 

gpa/anfY 
- Rleconstruction

auclg-Yes No 

Daig- 93 Kms 

l~ Uicaragtui TL 'tapa,'MasF~ya/Nandaine 
CA- - e -New55 Kms 

3.50 
Complete 

N8r~a1O 

Total $T ,7 

:ott3: See ANNX VI ITEM K for Location Maps 
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LO,.,A'TICN MAPS OF ALTERNATIVE PROJECTS 

CHPIALTZIIANOO 

ANTIOUA 

c~ A GU MALA 
CIT # 7

Guatemala
 
Escuintla/Taxisco CA-2
 

CUiLAPA 
*v 
 NlOUINULILLA 

.IUTIAPA 

C,, 

f# 8 
El S~.1vador 

Comalapa/El Playorn CA-21 

A 1444..._wpm 

1245 

hOTA 

,AE >,.oO# 
#9 

ANUjci A Metapan/ConcepcionEl Salvador
CA-4 

IAM4rA 29ISMT0pgi" 
WN30MATC 
 WTF( 

ACA.AJrLI.

5A iVADOR 

Li L ".,A1.!cOLL),v CCNTVL
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TEGUCIGALPA 

ASAM # 10 
EL SALVADOR/ Vt]mao.,

HONDUR S 
Honduras 

Tegucigalpa/Jicaro Galn CA-5 

# 11 

"A'LIVION p... . . . .. . o " " " 

MATLAS BARIS 

Potrerillos/Cortez CA-5 - PRGRS 

AANTAROSA 

IAIBARA 

\ 

SANTAMIA 

ESPFRANZ 

/0 

LACOM.Y&GUA 

0 TEGUC11GALPA 

# 12 
Honduras 

Tegucigalpa/Rio del Hombre CA-5 

f 
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TE(GC ' # 13 

OANL I Honduras 

Tegucigalpa/an1{f CA-6 

.r 
! ANAGO A 

JUIGAL PlA 

RIVA 

LIBERIA 
_N CAFL0 

....~~A I.....- -d Ovz 'i'er, Colorado/ks'l:T hle 
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Illustrative Benefit Cost Ratios
 

for Projects Under Proposed Loan
 

Annual
 
Benefit Discount Internal
 
Cost Rate Rate of
 

Ratioi/ Used Return
 

Country Project
 

A. Projects Tpntatively Selected:
 

1. Guatemala Morales-Modesto Mendez: 
a) Modesto Mendez-San 

Felipe Section 31? 8% -

552 2% -

b) San Felipe--Morales 
1.30 12% 15.3%
Section 


2. El Salvador San Salvador-Rio
 
Lempa: 2.88 8%
 

3. Honduras La Ceiba-Elixir 1.23 6% 


4. Nicaragua Las Mercedes-San Benito i.23 8% 10.4%
 

5. Nicaragua Acoyapa/Km 60 1.26 10% 12%
 

.... 10.8%
6. Costa Rica Costanera Sur 


Esparta-Loma Section
 
12.9%
of Costanera Sur Road --

B. Alternative poje.c ta: 

7. Guatemala Escuintla-Taxisco 8.01 5% 

8. El Salvador Ccmapala-El Playon 12.69 5%
 

9. El Sa-IN-id'r l:tapan-Concepcion NA 




--- ----- '---'- - ---- _- -

UNCLASSIFIED 
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Illustrative Benefit eost Ratios i I 
for Projects Under Proposed Loan (Continued)
 

Annual
 
Benefit Discount Internal 
Cost Rate Rate of 
Ral'l,/ Used Return 

10. Honduras Tegucigalpa-Jicaro Galan NA ....
 

11. Honduras Potrerillos-Puerto Cortes NA .

12. Honduras Tegucigalpa-Rio El Hombre 1.11 5% -

13. Honduras Tegucigalpa-Danli 1.15 5% -

14. Nicaragua Tipitapa-Masaya-Nandaime 1.99 5% -

_/ Benefit-cost ratios for items 1-6 are from recently
 
completed pre-feasibility and feasibility studies. Benefit
cost ratios for items 7-14 are from Table IV-N2, page 230,
 
of the Central American Transportation Study, 1964-65.
 

2_/ The benefit-cost ratio for paving the Modesto-San
 
Felipe section of the road is so low because the feasibility
 
study did not take into account the increase in value added
 
of the agricultural production of the area of influence in
 
calculating the ratio. Only savings in user costs were con
sidered. The justification given by the consultant for that
 
omission is that the increase in value added by agricultural
 
production was considered when the original road was construc
ted, and should not again be counted when paving it. The
 
implication is that improving and paving a road only affects
 
user costs and contributes nothing to the increase of productior
 
in the area of influence. We find this reasoning unpersuasivo
 

and feel that the benefit-cost calculus should be revised
 

to reflect the increase in agricultural production*
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PAG 17of 

(Million US dollas) 

.1974 .1975lztv1 1972 l1973 1976 1976 

integ.ration floao 1.3.:5 3.88 t. 41 8,.42 9.97 9.86 31.35 

lzproVemeflt & 
Maintenance 4.05 2.87 2.85 0.57 

Road$ &~BridgsO
 
Provincial Deve1, - 1413 0.90 0-90 0.40 0.140 0,40 

Control Vehicle Sizes 
&Wdights 0.07 0.07' 0.07 Q.07 

ieonntruletic', & 
00,5 0.05 0.05 0.05 0-05Emergency 1.17 0.05 

- 0.46 3.59 6.35 5,16 3.4o 3.11Penetration Roads II 

- .5 0.05 1.00 3.00 6. 20 

OtL urnk,,,,,to 0 01,00.' C , . _ -OL. 


TOTAL 30.82 15.63 17.76 i6.46 16J0 o , 

g/llilii~illlllilllall~ilta tatt MJg. "a
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ai "Gu.hpa l~a infomai6n quo dabs ener e nlai oI 
A....*--++; . .. ++Saie Enmia y Caia Tinc do lox7Proyac:tosd apt 

~~(Oulde for th nformtion necessary ti the Analysis of ~thei?:; ! 

Ths gluide pr'epared by¥ CABE:is used for all finalnced project$$: i+? 

~~~b.: Proem~durorll forI~rilteriinig Requirements for Consultant: Services!. m:j~] 

CABEl I has piublish~ed +its Proledureo Memorandlum,- MIPP 30-1 "Pro,:e. + 

dirmlentoz 
poartila Obtenci~n do Servicios de lngenierfe y otros
 

Serviclop Poresionales por Part* de Prestatario". ("Picadtires 
. Obtaininga Engineering and otG er ro.eot oner Bervice on the 

pat of te norrower".) 
This MPF 30-1 has already beCAd by mose of the Central rerican 

Higlhway tepartmonts.
 
. Principc and Procedures 
 coveri n tnub- for Iolcart ert and 

contautD', ulisand CAMi's Review and Approval.
d. MIP 30-2 - "ProcedimientosiPan o . 

a Obteni n de Serviior der 

onntrucotean parte delpoo Pre(tatarPo", 
(Proenuri for Obtaining Construction Serviesi on the partof .h 

aro orrover".)
3O.~ai.n do~ stamfode i~ndom
a-isMp 303 paa IsObtenai4n do Borvicios GlProcedmoniol u del Bnco
rse o+2!++++ ++to+'O+" + + t m ++ ] ++' pCentrala erica+i +++++++++ +++. +]+ ++ ++0'+[12+
i~i:; i:::+i: do onorc.6n) Inorar P(Prdeoct$re, tor btaningde Costuci, rstarlorfeinao"o n+iBorvice+on hepato 

the orrovsr'.)511 77 

http:onorc.6n
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(B* .1w 'he Processing of Loans Intended for the
 

obtulinln6 Ql' Construe tion) Engineering) and other Professional
 

-Sol-vices. U 

f. ZeP 3o-4 para la obtene16n por parte de Gobier*"Procedimiento 

nlos, IntituioflO5 Autdnomas o Empresas Privadas, de bienes tales 

como maquinxia; matoriales, equipos, repue~too, accesorios, etc." 

("Proceduire3 for obtaining byr the Governments, Autonomous Insti

tutions, or private rompanies, goods such as: machinery) materials, 

cquipment) ipaire paxz'4,maacceoories, etc."
 

g, mnP 40-4 I'vmetcon Libros y Registros que deben mantener 

lou Vr-satrw'L s - n ralac16r. a iProyectos do Infraetructura fi

(Documentation, BookA and Registers necesery for Borrowers to
 

Maintain relative t;)Infrastructure projects financed by the
 

Bank~.
 

h. 	rovinion ft-:r Invecetions.
 

CABEI has issued on January, 1968, the general requirements for
 

th~i su-crvie ion, by CABEI, of engineering itudies a.nd construo

ilon projw.,tu ri'wnced by CAM3ft. This documenta is entitled
 

"Atspo'taun r;oernlew lei aupervisi6n por parte del Banco Centro-.
 

nnnrtrnn, d~ o a Econ~mica (Br.E) en Estudion y Pro

yatius ).'lnanc~cdos por ol i.satmno".)
 

S 	 :~ 

-*'l "Ir'y 
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Loans for the Finacing of Highway Maintenance in Central America 

J Guateznala 

Rleceived, in 1970, a loan in the amount of' $6.6 million from 1DB 

destined for highway improvements and maintenance programs, including
 

the purchasing of machinery and equipment, technical assistance and 
other aspects. Tais loanwas complemented by a local grant, in the 

amount of $3.7 million, giving a total of $lC.3 million. Of this 

amount, 7.4 million are specifically destined for the purchase of 

maintenance equipment and highway improvement. 

El Salvador 

Has a direct Icay available from EXIMBAW of the Urited States of 

America in the amount of $2.8 million for the purchase of highway main

tenance equipment. T"his country has also received a loan from IDB in 

the amount of $10.0 miflion, executed at the end of 3971, destined for 

maintenance equipment, technical assistance and other aspects. It 

must be noted that the entire highway maintenance study wap prepared
 

by the consulting firm Bartkus & Associates and Louis Berger Inc., 

completed In January of 1971. 

Honduras 

Received a loan from IDB in the amount of $6.3 million, executed 

inMay Of 1971, which includes the sum of $2.5 million destined for 

maintenance eq ipment, This same loan will be partially for maintenance 

technical assistance. . . 



4.'AGE .=',V,,,
21of,2.1'> 

e a o n o 3 5 m l io r mI B e'xecutedReceived: a 4nt 

in f 1971; desbined ifor the.purchase of maintenance equipmentNvemer 


whchat present
: ,=improvement of workshops and technical assistancej 


Costa Rica
 

..

Received a direct loan in the amount of $7.1 million from AID, 


-P4.4Lmiion, for a
complemented with a local grant in the amounat of 


total of $11.5 million) destined for the countryts maintenance program.
 

However, the actual inv,3stment program to this effect, will be $9.5 

million) according to sat'table information. The purchase of the, 

equipment will be completed in the next few months.
 

T,:
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4Page
: - .PROJECTS FINANCED UNDER AID LOANS 006, 

AND C. A. CONTRIBUTIONS 
(US$000) 

No. 	 Project andCountry AID-006 
GUATEMALA" 8.200 

FCI 2 El Rancho-Santa Elena 4.200 
FCIE 7 Santa Elena-Cob6n 4.000 
FCIE 7A Santa Elena-Cobdn --
FCIE 23 El Rancbo-Sta.Elena-Salamd .... 
FCIE 23A El Rancho-Cob~n .... 
POlE 23A 	 El Rancho-Cobdn " .. 

EL SALVADOR 4.750 
FCIE 3 La Cuchilla-Km.35/La Uni6n-F. 
FOlE 15 Gotera-Perquin --

FCIE 21 	 Santa Ana-Anguiati --

FOIE 3A 	 La Cuchilla-Km.35 .... 
FCIE 1SA 	 Gotera-Perquin .... 


HONDURAS 9.507 
FCIE 4 Tela.-La Ceiba/Choluteca-Front. 9.507 
FCIE 13 Danli-Las Manos --

FCIE 14 	 Choluteca-ront,.rc Nicaragua --
FCIE 16 	 Ocotepeque-Fronrera Guatemala --
FOIE 24 	 Tela-La Ceiba .... 

FCIE 26 	 Teguciga]pa-Danli .... 

FCIE 14A Choluteca-Frontera Nicaragua .... 

FCIE 16A Ocotepeque-Frontera Guatemala .... 

FCIE 30 Control y Senalamiento Vial ,-

FCIE 13A Danlf-Las Manos ... 

FCIE 16A 	 Ocotepeque-Frontera Guatemala .... 


FCIE 24A 	 Tela-La Ceiba .... 

NICARAGUA 9.043 
FCILE Pte.Real7-'Front./Ocotal-L.Manos 4.5 
FOXE 5 Pte.Real-Front./Ocotal-L .Manos 2.343 
FCIE 8 San Benito-Rama 2.200 
PCIE 8A San Benito-Rama --
FOIE 8A San Benito-Rami .... 
FCIE 5A Ocotal.-Lac Hanos .... 
FO 246 Control y Sealiamiento Vial ... 

COSTA RIC " 10.500 
FOIE 6 El 0oo-a Ram6n 4 

, OlE 9 El Coco-San Ram6n 5,800 
rciE 17 Aeropuarto de _1Coco --
FOE 18 Arizona-Po.U D.wncas 
FC19 17A Aeropueoto do U o. . --
FCIE 18A 	 Arizona-Peias B~tcas, --

FOXE 9A 	 El Coco-inn Ramdio de 
 -3.556 


FOXE 22 	 Oanalizaoi~n Laguna el Atl. . 

POIB.,, 18A.Arizona-Pftah -lnca. 

pmt 87 f CRano.ArJ260 


~'-~4:'A4 TOTAL CETRALAERICA ~ ,,424QO0;" 
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007 AND 008 

AID-007 AID-O08 TOTAL 
4.700 7.900 	 20.800 
--	 4. ,20 

.. .. 4,000 
4.700 -- 4.700 

2.300 	 2.300
 
4.200 	 4.200
 
1.400 	 1.400
 

5.600 	 3.550 13.900 
-- _0 7.750 

3.300 -- 3.300 
2.300 	 1.700 4.000
 

600 600
 
1.250 	 1.250
 

6.300 1I.800 27.607
 
9,507
 

2.500 -- 2.500 
2.200 -- 2.200 
1.600 -- 1.600 

2.000 	 2.000
 

6.600 	 6.600
 
500 500
 

1.000 	 1.000
 
-- 475 475 
.. 400 400 

122 	 122
 

703 	 703 

4.000 	 3.118 16.161
 
... 4.500
 
.... 2.343
 
.... 	 2.200 

4.000 -- 4.000 
2.250 	 2.250
 

733 733
 
135 135
 

4.400 	 8.506 23.406
 
.70
 
5,800
 

1.00 1.500
 
1, 1'800
 

600 	 600 
00 1.100 1.600
 

.3,56W
 
m 1.500 	 11500...
 

900
 
1 4$0 14W 

264000 84,67 

http:Choluteca-ront,.rc
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AIDAC
 
GUJATEMALA FOR ROCAP F(IF ~Tc~.USO"- FOP 10f0 

ArI.PICA INTESPATION FUNDSUR.Jt fAEC-JRR-OCr-.F2E,'1L 
11:DAEC REVIEV-'r T2nC s. IPT? (0 NO\?EMBEF 3(0 THE 
IS APPFPIVED S rM.YT, FoLLovj.mr CONSIDF11TOS:IRR 

(A) THE PPOJECT VI,ULr! ~I DFVELOPMof*NT VITH CABEI ON THF 
U N ZR ,TAI fr THRAT 1 T 1-tJ1-E 7HF LAST SUCH All) L06P. FUTUPE 

WdflLD M~OPE APPPOPPI't-TELY SFHI6 H,-'AY FNPASTPL*Tt,1 L'11' 
C:)EY IPIF'PPt I V!NL FIVANC!PL AI3ENCIr.Z'NF 1 BX OTlir"-
(~ ?W~.,LL ~vT; TFEAT THE DEFIN4ITION~ 0F 

"1KtI orA I-N PC(A'S I J N,., Ch? EI 'S CPITEPIA FC'R T HF 
OFr PPc0..;"C1' 7(-k F FINACE!), THEPE IS A SUPPOSITIcP"I5E-;G7CI' 

SW'JLI' 1I'CLUnF. ECONOMI(C CRITERIt [APOADEIRTh 1'L THIS DEFIIIJ.' 1 IVLFVD 4GTHAN BEFFIT-CC.S1 AMPLvS1S. *fTW* EFFECTS OF PPEV1IC)TS 
I VFU TH VI&rFTrP9TOV PtUP(CSFS OF THE FUND SHOULD~LJT~Pr1"VVE 

F ~~ PPOJECT COSTS TO 9F. FINAtVCFD BY()THE PROPOflTION 

AID SHOULD S~E FULI.Y JUSTIFIED.
 
(P) A STATFMFNT ON THE: ECOLOGSICAL IMPACT OF ThE Pr;4-,t7CT 
SV~LD BE: INCLUr1".D 10 T' XIAN PAER 
Cr1 PURSUANT TO THE DPrCtS('t MEMORANDUM ON THE FY 74 
PP2CPAM PEVIEW' FOP POf'!,I% 71W LOAN PAPER SHOULD DISCUSS THE 
0 E)T 10 f, OF LABORF It47LThVITY It' THE CONSTPUCTION OF POAPS 

UNFf THIS LOAN. 
THE INSTITUITIONALCr) 1NTFNS!\'F PE)IEIJ ;cttLD EXAMINE 

OF CABFI TO COP71VUE EFFECTIVE, PDMINIFTPATION OFCAFPABIL.TY 
C!'IF-	 THE PROJECTED INTEOPATIONT HE INTCGFPrTI0! F(1011)t 

EXPFCTEP1 TOANDI ft>FUN~D PlPEL11:Z (7V TIEF CABEI I.0 
THFE LIE OF THE PROPOSED PROJECT.UNPTP.-E DUP5 

I0TO ACCOUNT AS APPPOPRIATE,(A) INTENSIVE RE'V'XrY S141U1.) TAKE 
ECOSOC SPEOM~ STUD,1'YTHE PVAILASLE V'OP "~117 THE IA -

GPOUP 011 THEI: NTE-AMP,PICAN HIGHW'AYs SINCE TV'O OF THE Po~pnS 
PAPT OF TVE INTrY.O71F TEN2'ATIVE Ll,#.T APF, APPAPEP'TLY 

ttFpI.AV HIGH;.'PY SYut MUHor THE WORK is Brimo DOoF,sY 

-THE 3DD OV CEPTAIN isSuL,VILL COTpA~WITH-AIDA' 

PPOJECTS yVIrc11 HAIIrf,"LUDItm( THE LIST 01 .01?ATIVE PCIAt 
rI NNIN0 BY CABET UNDER THF PPOP05F1OBREN IDENTIFIED FOP A10i 

LOAN, THE PESULTS OF TH(IS COMOPATION WILL BF INOLUDED V'-

THE LOAN PAPER.
 

-. ----------. h I
ROGERS 

CPossI~tati 

http:ttFpI.AV
http:CAFPABIL.TY
http:BEFFIT-CC.S1
http:FoLLovj.mr
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CERTIFICATION PURSUANT TO SECTION 611 
(e) OF THE
 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

I, Oliver L. Sause, the principal officer of the Regional

Office for Central America and Panama ("ROCAP"), having
taken into consideration among other things, the satisfactory
record of the Central American Bank for Economic Integration
("CABEI") in the Plaintenance and utilization of the funds
 
previously made availabie to CABEI under previous loans, do
 
hereby certify that 
in my judgment CABEI has the financial,

.ecbnical and human resource capabilities to effectively
maintain and utilize the funds to be pi"ovided to CABEI by
the United State: o- America under the term s.. tie proposed
loan for the Central American Fund for Economi . integrationto be use-d for Highway Infrastructure. 

This judgment is based u,%n the implementation record of 
other CABEI ioans and the planning which has gcne into this 
new loan. CABEI can be expected to prcvide the necessary
technical and humai! resources to effecrively administer 
the subloans and utilize the funds to be pr,~v).&h/ hereunder,
and will also provide substantial funds for h Project. 
CABEI demostrates full awareness of its ongoirg responsi
bilities for loan administration. 

Oliver L. Sause
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DRAFT' LOAN AUTHORIZATION 

?rovided from: Alliance for Progress Loan Fund 
CABEI: Integration Fund 

Highway Infrastructure 

Pursuant to the authority vested in the Administrator of the Agency

for Internation&AL Development (A.I.D.) by the Foreign Assistance Actof 1961, as amended, and the delegetions of authority issued there
under, I hereby autborize the establishment of a loan pursuant toPart I Chapter 2, Tiii.e VI, Alliance fr 2rogress, of said Act, tothe Central American Bank for Economic Integration ("Borrower") ofnot to exceed twenty five million United States dollars ( 00, 000)025 
to provide continuing support to the Central Amer±r Fund forEconomic Integration (". nd") established by Resolution: of "Che B"- rdof Governors, of the Rorrower on April 10, 1965, order toin a- tEs
in financing t.o Uniteie States dollar and local currency costs of a prograr, of regional highway construction and improvmment ("Prograrm"),so ae to promote tne further development of Central American regional
economic integration. The loan shall be subject to the following
 
terms and conditions:
 

1. Interest and Te ms of Repayment:
 

Borrower shall repay the loan in United States dollrz. to tLe

Agency for intornational Development ("A.I.D.,,) within for' y(40) yea-s from date of firstthe the disbursement under theloan, including a grace period of not to exceed ten (io) years.
Borrower sh,.ll pay to A.I.D. in United States dolle-s on the
disbursed balance of the Loan interest at the rate of twocent (2%,) per annum during the grace period 

per
sad th .ee percent

(3%) per annurm thereafter. 

2. Source and Orig~np 

Goods and services (except for ocean shipping and marine insurance) finan d under the Loan shall have their source Pnd 
origin in countries of Central Amer ca or countries included

,in Code 941 of the A.I.D. Geographic Coda Book. Marine Insurance may be financed under the Loan only if it is obtained 
aoni co.m, 'it. sndA any claims thereunder are a 

ti 
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in freely conveimtible currencies. Ocean shipping financed
 
under the Loan shall be procured in any country included inCode 941 of the A.I.D. Geographic Code Book, excluding the 
countries of Central America. 

3. Local rrency: 

United States dollars utilized under the Loan to finance 
local currency costs shall be made available pursuait to 
procedures natiefactory to A.I.D. 

4. Other Terms and Conditions:
 

a. Prior to the first disbursement or issuance of any commit
ment documents rnder the loan, except as A.I.D. 4ay otherwise 
agree in writing, the Borrower shall firnish to A.I.D. in form 
=_d stfstaice satisfactory to A.I.D.: 

(i) Evidence that Borrower has called an additional amnount
 
of authorized capital from the member countries of Porrower
 
("Member Countries") to contribute to the Fund not less than
 
a total of the equivalent of six million two hundred fifty
thousand U.S. dollars ($6125OoOO) to be utilized in carrying 
out tho Program ("Member Country Contribution"). 

(1i) Evidence that arrangements have been made bntween 
Borrower and Member Countries to pay their rospective contribu
tion to the. Pund. 

(iii) A rcviscd and current detailed statement of any

changes in the standards, policies and procedures presented
 
pursuant to AID Loan Agreement 596-L-008 Section 3.01 (c)

to be follov.ed by Borrower in the administration of -he Fund. 

(iv) 
A detailed outline, developed in consultation .'ith 
the Central ive.rican Common Market Secretariat ("SIECA',) and 
approved by Bortower's Board of Directors, indicating the 
individual sub-prolects that have priority for financing with 
the proceida of this Loan.
 

b. BForrower ;ial., in form and substance satisfactory to 
A.I.D. AM prior to the signing of each subloan agreement 
or modit7icoio thereof, submit each sub-project to A.I.D. 
for prox.. * .:penied by: 

(i) A f.ation that Borrower has foud the project 
to be e ~cn,'v.:y ,'%tificdand technically sound and fea
sIble aftor .rnobjectivo and ccirohonsive sp ',:-aial of the 

http:follov.ed
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subproject and that the Board of Directors of Borrower has
 
approved the subloan; and
 

(ii) A subproject execution plan and country maintenance 
program to be prepared by each sub-borrower. 

(iii) For all subprojects leading directly to or from a
 
national border evidence that (a)appropriate arrangements
 
have been made to provide adequate customs and immigration
 
facilities) and (b)the sub-borrower has initiated any other
 
steps necessary, including legislative approval, to ensure the
 
establishment of an operational border point of entry/exit
 
upon completion of the subproject.
 

(iv) A statement that the subloan agreement will include
 
a covenant that the effect of the subproject upon the natural
 
environment shall be taken into consideration prior to, during,
 
and after the Impjlementation of the project, and that Borrower
 
and the Member Qountry shall cooperate to minimize any harmful
 
effects upon the environment.
 

c. Except as A.I.D. may otherwise agree in writing the ratiu 
of A.I.D. funds to Member Country Contributions which are 
allocated -to and disbursed for each subprojecI shall be at the 
rate of four (4)to one (1). 

d. Member Country Contributions to the Fund shall be freely
 
available for all aspects of the Program.
 

e. Borrower shall continue to work in coordination with other
 
regional institutions (i)to strengthen Member Country highiray
 
maintenance programs, (ii)to improve border crossing procedures)
 
including effective measures which will reduce the time and costs
 
of such crossings) and (iii) for the adoption of regional highway
 
standards and weight controls.
 

f. Borrower shall maintain in each subloan agreement covenants
 
satisfactory to A.I.D. concerning Member Country higviay mrain
tenance programas) budgeting and execution calabilities of High
way Departments including acceptance of Borrower financed con
sultation services if required.
 

. 4144l.-+1-!1 
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9. onless A4D. otherwise agrees in writing, CABE $hall notapprove anY smbloans to any, sub-borrower who, having received 
Previous financing from Borrower for A highway project dirotyleading to or from a national border, does noat raintain bordoirpoint of entrt./exit on such hIghvSy until 
teps necessary to
establish an operational border point of entry/exit have been
 
initiated.
 

h. Borrower will sybmit to A.*.D., 
one year after meating the
 
conditions to initial disbursement and annually thereafter until
 
the Lodn is fully disbursed, a report on .the actual progress of
 
the program and an-evaluation of its economic impact, borrower

also agrees to furnish to AsI.D. such evaluations of tht economic
 
impact of highways constructed with A..o, Loan Funds as A.ID.
 
may request during a five year period after final disbutsernt
 
under the Loan.
 

i. Except as A.I.D. may otherwise agree in writing, all initial
 
subloans agreements for highways to be financed under this Loan
 
shall be signed within 18 months from the date of aigntig of
 
this Loan Agreement. The time limitation of this condition does
 
not affect amendments to aublouns under this Loan or previous

AID. Integration loans.
 

j. 
With a view toward achieving maximum employmeAt in road
 
construction in Central America, Borrower 4oveannr 
 iiit t: shall,
using funds other than loan funds or its contributt" t?) tht 
program, undertake a research project to determine t- crcun. 
stances under which increased degrees of 
labor input relstive to
 
capital 
can be practically achieved in road construction in
 
Central America consistent with sound technical csritpr3 ond

acceptable costs. 
Borrower further covenants to submit the t-ssulti
 
of its findings to A.I.D, within one year from the date of VitnLng
of the Loan Agreement and, thereafter, to consult with , on 
ways and mdans of undertaking a pilot project to test tba ras.jarch
results and implementation proposals if such a pilot project is
 
igroed by the parties to be feasible.
 

..."+r.. .... .. .... .:J ... ....
. . . .
 ... ...{+1+:" : + + "++............. +q++:+#* S+
+ +....... 


+ +++ +++
++ ++ : + + + , + ++ + + +r + + +++ :+ +++ #G+/ >+ +++ +++C
 

;
+ +++ ++ +++ ++ ++ +++++; + ++ +++++:>+++++++ +++ 
+ + ' "
 + +a 
 +++ . ... .... .... + + .. 
 . +' 





