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CENTRAL AMERICAN FUND FOR ECONOMIC

HIGHWAY INFRASTRUCTURFE

PART ONE - SUMMARY AND RE COMMENDATIONS

1. BORROWER:

The Borrower will be the Central American Bank
for Ecoriomic Integration (CABEI), a multinational
public development banking institution created by
the governments of Costa Rica, E1 Salvador, Guate-
mala, 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 public sector in order to promote and strengthen
the economic integration and the balanced development
of Central America.

2. LOAN:
Amount: 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 2% per annum during the grace period and 3%
bper anmum thereafter,

3. PURPOSE: The purpose of the Program is to sti-
mulate 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 integra-
tion and a stimulus to further integration. The
Program provides for improving the existing
regional highways and the construction of regional
highways 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 t» permit it to continue financing
the Central American Regional Highway System. CABEI
would ucilize 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 econowmy of each C. A. country was bhased on
agricultural production geared to markets outside
the region. As a result, the economic infra-
structure. including the rcad system, was oriented
to supporting the exploitation of a few rich
agricultural areas and to facilitating commerce
abroad. With the advent of the Common Merket, intra-
regional trade developed and boomed, from $33 million
in 1960 to %299 million in 1970. 1In the process, the
lack of an adequate regional road network was high-
lightea. 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 IDB loans which, together with complementary
internal financing, CABEI has used to finance 38
pProjects. All available funds are now committed.
Although much has been done, many high priority

road projects remain to be done. The proposed loan
will 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 tntal program funding is as follows:

U.s. Local Total
(Millions'of uUs$ 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
1l 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 cdnsidering 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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2) Menber 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 (1) 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 highway standards 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 the
conditicns to initial disbursement and annually thereafter until
the Loan 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 A.I.D, such evaluations of the economic
impact ol highways constructed with A.I.D. Loan Funds as A,I.D.
may request during a five-year perioc after final disbursement
under the Loan.

7) With o view toward achieving maximum employment in road
construction in Central America, Borrower covenants that it shall,
using funds other than loan funds or its contribution to the program,
undertase 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 Americs
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

undertakiw%~a pilot project to test the research results and
implementation proposals if such a pilot project is agreed by
the parties to be feasible.

ggpital Assistance Committee

Engineer: Robert Davis, ROCAP
Economists: Robert Maushammer, USAID/H
Clark Joel, ROCAP

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

Drafted by: Davis/Maushammer/Joel /Molff/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

l. Legal Status

CABEI is an autonomous international public develop-
ment bank initially created in December 1960, by the
governments of Guatemala, E1 Salvador, Honduras and Nica-
ragua, Subsequently, in July 1962, the Government of
Costa Rica became a member of the Bank,

2. Purpcse

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
developmert of its member countries, To accomplish its
purpose CTABEI is undertaking and promoting investments
in public infrastructure projects and in private indus-
tries that are regional in nature. Tts 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 provisions of its Charter
and By-Laws which establish its oisanizational functions.
Its principal office is in Tegucigalpa, 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 II1.)
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a) Board of Governors

The highest authority of CABEI rests with its
Board of Governors and consists of two representativesg
from each of the five member countries -- one, the
Minister of Economic Affairs and the other the pPresident
Or 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,

¢) The President

The Board of Governors elects one Director to

Sérve as President, He is the organization's legal re-
presentative 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 1963 Dr. Ortez had served the
Bank as Vice-President and Hondur an 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
Villagrén, Guatemalan Director,
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(ii) Industrial Department

Lmaluates 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 preparing loan applications,

(iiil) Agricultural Department

Evaluates, promotes and supervises projects
designed to hasten agricultural development of the region.
Encourages the development of production, transport and
storage. GSeeks to stimulate agricultural trade within
the member countries, exports outside the region and
production of raw materials for CACM agro-industries.

{iv) Housing Department

Serves 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 regiox. 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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|

and/or industry studies, Maintainsg Statistical data on
the various industrial activitiesg jin Central America and

(iid) Agricultural Department

Evaluateg, Promotes ang Supervises Projects
designed to hasten agricultural development of the region,
Encourages the development of pProduction, transport ang

the member countriesg, exports outside the region and
Production of Taw materials for CACM agro-industries.

(v) Economic Research and Development Department

Ccmpiles, collects ang interpretsgs basic Central
Amer ican trade, €conomic ang financial data, Responsible
for maintaining Connections with national Planning insti-
tutions, development banks, financial institutions,
chambers of Commerce ang industry, and other groups engaged
in financial and economic affairs jn the region. In order
to promote regional €conomic activities; identifjes and
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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,

(v1) Infrastructure Department

Reyponsible 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 develcoping the proposed loan and will have prinary res-
ponsability 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.

(11) 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 CABETI.

(v) Internal Audit

This unit reports to the Board of Directors
and to the O0ffices 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
investmeni: needs of the public sector which tend to
promote and strengthen the economic integration and
balancecd development of Central America, According
to the statute 2stablishing 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 hooks (financial statements) from CABEI's
other operations,

The Bank is authorized to adninister 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:

Transportation,
Telecommunications,

Electric power generation and distribution and
transmission lines interconnections,

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

Installations for technological education centers.

Natural resources investigation and evaluation,
including cadastral surveys.

Storage of grain and other food products.

Soil irrigation, drainage and conservation,
including reforestation.

Prevention and control of pests in agricultural
ana forestry production.

Agricultural development, including colonization
and settlement,

Tourism development, and
Other development fields agreed to by the member

country governments, which tend to fulfill the
ok jectives 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

(i) Tourism infrastructure and highways: 5-1/4%,

(ii) Electrification, telecommunications, silos,
ports, international airports and higher education: 5-3/4%, or 1%
above CABEI's cost of borrowed funds, whichever is higher.

b. Amortizations Terms

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

(ii) Electrification: 15 vyears including a four-
year grace period,

(i1i1) Telecommunications and silos: 12 years
including a three-year grace period,

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

The Infrastructure Department determines project
elegibility and examines and evaluates all loan applica-
tions in zollaboration with other technical CABET 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. Negotiation and signing of the subloan agreenent

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

f. Selection of consultants to review plans and
specifications and to supervise construction: prequali-
fications of contractors. Both of these steps are nor-
mally taken simultaneously and have to be approved by
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 cquipment and
preparaticn before start of construction,

As a result of past delays in Member Country processing
and implementation of infrastructure loans, CABET now
provides technical assistance to the Membcr Countries
to accelerate the preparation of loan applications, bid
documen’s and technical submissions, etc. This has
actuvally 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 I-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 52% 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 VIIT, Item A for the present and future composition
of Fund resources),

At the rresent 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 1/
amounting to $138.6 million, 2 airport loans for $2.1
million, ) 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 1IDB loans to the Bank is given
in Table T-4.

1/ CABEI has approved a total of 67 highway loans
(Table I-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 under 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 even more significant
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
$16 million over the previous 4 years, Consequently, the
bulk of its approved loans have or are just entering their
full disbursement phase. This lead time is also an im-
portart consideration in CABEI planning because it means
that the Bank, once it has an assured source of lending
resources, must plan its construction program at least 1
year ahead, Secondly, public infrastructure projects
require long construction periods in comparison to housing
or industrial projects and disbursements are tied to pr ogress
payments under construction contracts. Thirdly, the
existing loans will have been significantly drawn down in
the next 18 months just when the proposed loan will enter
into full disbursement. Fourthly, the disbursements rate
has increased significantly over the last 4 years as
follows (million of USS$):

Cumulative to Annual Annual Annual Annual
June 1958 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

TABLE I-4. STATyS OF AID I1D3 LOANS - As of October 31, 1972 - (In Millions of Us$)

Auth: rized Committed Uncommitted Disbursedi/ Undisbursed
Anoo-t Amt, _E Amt, % Amt. % Amt, %
AID/CABEI: Integration Fund Loans
006 Infrastructure & 3z $ 35.0 100 S -— $34.0 97 $1.0 3
007 Infrastructure 2%, 20.0 1009, _— - 13.1 66 6.9 34
008 Infrastructure i 30.0 100= ___ —_ 7.0 23 23.0 77
Total Integration Fund RN $ 85.0 100 —— - $54.17 64y $30.0 36%
AID, CABEI: Other Loans
001 1Industriaj Relending § z.- - $& 5.0 100 —— -_— $ 5.0 100 _— —_—
002 Feasibility Studies 2.3 2.5 100 —-—— —— 2.5 100 —_— -
003 Housing RN 10.0 100 —-— —— 10.0 100 -— —-—
004 Industrial Relending 10.0 10.0 100 — — 10.0 100 —_— -
010 Export and Tourism 30.0 14.3 48 $15.7 52 2.9 10 $27.1 90
- Total AID/CABEI Toans $142.5 P126.8 T89% $15.7 117 §8L= 59% $58.0 a1y
IDB/CABET: Integration Fund Loans
8/CD Infrastructure $ 2.6 $ 2.6 100 N —_— $ .1 4 $ 2.5 96
132/sF Infrastructure 11.3 11.5 100 e —_— 8.8 77 2.6 13
284/SF Infrastructure 20.0 19.7 098 .3 2 1.0 5 19.0 95
Total Integration Fund S 34. S 33.8 99y s .3 1% 10.0 293 24,1 71%
IDB/CABLI: Other Loans
33/SF Industrial Credit $ 6.0 $6.0 100 -— -— $ 6.0 100 - —
50/SF  Industrial Credit 8.2 8.2 100 —— — 8.2 190 - -—
93/SF Feasibility Studies 3.0 3.0 100 - - 3.0 100 —_—— —_—
152{OC Industrial Credit 10.0 10.0 100 —— —— 7.2 72 2.8 28
Total IDB/CABEI Loans S 61.3 $61.0 99% $ .3 1% $34.4 567 $26.9 44y

1/ As of September 30, 1972.
2/ $2.6 million has not been formally approved by CABEI Board, but Projects have been
"~ selected and for practical purposes Loan is 100 committed.
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given the nature of the projects and the lead times
involved, 1t 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. Capacity of CABET

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 $11,4 million, and
an outstanding loan portfolio of $156.5 million. The
Bank, and more specifically the Infrastructure Depart-
ment 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 ciearly gained the confidence of its member govern-
ments as demonstrated by the not insubstantial financial
support they have provided to the Bank., In FY 1972 aAID
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 per-
formed aderuately 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 countries $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.iectric 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 plarning, design and supervision of infrastructure
projects, Three technical advisors, who report directly
to the President of CABEI, are primarily char ged with the
planning of future infrastructure programs for CARCM coun-
tries. The Infrastructure Department maintains a continuous
surveillance of on-going projects through engineers from the
headquarters office in Tegucigalpa and frem the Branch
Office in El Saivador. On gite supervisory and monitoring
inspections of infrastructure projects average about ten
visits per year. The technical ascistance 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 alli of which were responded to and satisfactorily
cleared. The responses are contained in ROCAP's report
dated July 25, 1972,

CABET has averaged an anntal 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
economigt 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
regources to maintain the 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 actiVvity, $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
comnitted 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. loans,

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 eccnomists, two engineers, a chemist and various sub-professional
assistants. CABEI is adding two new positions to this staff, a Project
Development Officer and & Tourism Specialist, to take on the additional
work load of the Tourism Loan, CABEI has also established a Tourism
Ixecutive Committee, consisting of the Executive Vice President, the
Legal Counsel and llcads of the Infrastructurc and Jconomic lZesearch
end Development DNepartments, The Committee will focus on all aspects
of this new activity 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 CABEI 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 haz 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, fThis last IDB
loan had been negotiated with an informal under-
standing “hat 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 progran, the Bank had had expectations that

1/ 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 CABET informally
in meevings. Summarized they are:

(1) 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. Transportaticen 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 IRR 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 constiuction and improvement of eligible highways.
The AID .oan would finance dollar and local costs of
engireering 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-19€0's an intensive program of project identifi-
cation, study and elaboration, coupled with nromotionr
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 loar 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 proj-
ects or segments of road Projects recommended in the
C. A. Transportation Study 1964-1965, Prefeasibility
or feasibility studies have been carried out on 211
pProjects. They are:

Cost (Millions SUS)

Country Project Total Local Foreign
GUATEMALA Morales/san Felipe/Modesto 3.50 1.75 1.75
Méndez

EL SAL'VADOR San salvador/Rio Lempa 6.30 2.50 3.80
HONDURAS La Ceiba/Elixir 8.50 4.25 4.35
NICARAGUA Las Mercedes/San Benito 3.00 1.40 1.60
NICARAGUA Acoyapa/Km. 60 4.00 1,20 2.80
COSTA RICA  Costanera Sur: Agujas/Loma 5.95 3,35 2.60

TOTAL 31.25 14.45 16.80

- Morales/San Felipe/Modesto Méndez - Guatemala - CA-13
The project consists in paving 68,3 kilometers of a
two lanc highway linking Ssan Felipe and the river port

of Modesto M&ndez with CA-9 at Morales.

~ San Salvador/Rfo Lempa - El Salvador - CA-1l. The
Project consists of the relocation, improvement and
paving of 82 kilometers of a two lane segment of the
Interamerican Highway,

- La Ceiba/Elixir - Honduras - CA-13. The project
consists of reconstruction of 38 kilometers, new con-
Struction of 37 kilometers and pPaving of all 75 kilo-
meters of the regional highway ca-13 linking Elfxir
with La Ceiba,

- Las Mercedes/San Benito - Nicaragua - CA-1. The
pProject 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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~ Acoyapa/Km. 60 - Nicaragua. The Project consists of
the constrruction of 65 kilometers of a new all-weather
road frcm 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 ty AID, and the Bank. In addition CABET is
requesting specific endorsement of each subloan proj-
ect by the Member Country involved, Any 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, Final ap-
proval by AID of a project for financing under the
loan will be a condition precedent to commitment of
loan funds utilizing the same pProcedure now employed
under Loar 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 tran-
sportation 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 Ame-
rica 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 criginal thirteen. 1In addition, CABEI examines
proposals from member governments and from SIECA., 1In
determining the eligibility of these last projects for
financing as regional highways, CABEI has established
the following criteria:

1) 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 Amer ican 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 judgmént 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., 1In 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 in
Table II, all of CABEI's highway construction projects
have been selected from among those in the C.A. Trans-
bortation Study. 1In 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. T» 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 5,195
kilometers or 71% are considered "in service" (all-
weather road). Some 202 kilometers were heing improved
with another 711 kilometers requiring improvement .
Under construction were another 985 kilomecters 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 IT.2. The
Bank has financed 31 projects 3/ costing $136.7 million
and involving 1,296 kilometers, Twelv. 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 ohase, It is interesting to note that in FY
1966, CABEI had one active project (construction and
preconstruction) of 11 kilometers., The Bank gradually

3/ 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 ircluded, Consequently, there will be a dif-

ference here with number of projects and amounts
indicated in other sections.
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Section III - ECONOMIC ANALYSIS

A. CENTRAL AMERICAN ECONOMY$/

l. 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
a8 manufacturing industry in Central America, the stimulus
to foreign and domestic investment provided by the for-
matior. of the Common 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 1860-66. The
average annual compound growth rate, measured in terms
of constant 1960 prices, declined from 6.0% during
1960-66 to 5.4% over 1966-71., The grow:h 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, ranges from
a very low of 0,2%.in El1 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

e e et b e et L e e

4/ Bece 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 tha 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, valye added by manufac-
turing has increased much more rapidly than GDP (8.3%
versus 5.7% a year). 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. 'Here again, there
has been a deceleration in the growthmte in recent
Yyears. Value added by manufacturing increased at an
average annual rate of 9.3% over 1960-66 ani fell back
to 7.9% over 1966-69 and 5.9% over 1969-71,

The agricultural sector shows no clear trend. The
average aanual growth rate dropped from 4.6% over 1960-66
to 3.7% over 1966-69, then rose to 5,4% over 1969-71.

Investment, both public ang private, received a
substantial stimulus from the development of the CACM.
In recent yYears, however, private investment hasg slackened
owing to the Salvador-Honduras war and the uncertainties
denerated by the de facto withdrawal of Honduras from
the free trade aspects of the CACM and the resulting
disrup*tion in the flow of intrareqgional 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 ualikely 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
migration 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. Inlraregional Trade

Intraregional exports increased dramatically over
1960-77. oOver 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 manuvfacturing indus-
try and investment provided by the Common Market, and
to the substantial expansion of the regicnal infrastructure,
particularly its highway network.

Intraregional trade consists mostly of manufactured
goods. In 1971, CA$210 million out of a total intra-
regional tradec 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 El1 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 fulil Honduran partici--
pation, 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
@ country-by-country basis indicates that the deterio-
ration in the current account deficit between 1966 and
1971 was due in large part to Costa Rica's difficulties,
Its prohlem calls for the implementation of a compre-
hensive stabilization brogram.. For the rest of Central
America, there appears to have been no significant de-
terioraticn 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

All Central American countries are collecting suf-
ficient ravenuos to cover their current expenditures and
leave a modest surplus to help finance their investment
expendituregd/ 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 CAS131 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. 1In 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 5] n

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 em nomic 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, ceveral of the Central American countries have
enacted general sales and excise taxes and raised income
taxes and property valuations to increase tax collections.

6. Extarnal Debt Service Charges

Public foreign borrowing for developrnent 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
acceleratzd 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. 1In 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 IiI-1 Central American Road Network: 1960 and 1971
(in kilometers)

1360
All Weather Roads Unim-
Country Paved Gravel Earth proved Total Percent
Costa Rica 1,040 2,192 - X/ 15,3601/ 18,592 38
El Salvador 1,035 389 3,499 3,544 8,467 17
Guatemala 1,278 5,074 - 5,648 12,000 25
Honduracs 160 2,240 720 200 3,320 7
Nicaragua 830 702 1,054 3,578 6,164 13
Total 4,343 10,597 5,273 28,230 48,543 100
1271
Costa Rica 1,485 5,112 - 14,500 21,097 33
El Salvadcr 1,207 1,544 1,539 4,405 8,695 13
Guatemala 2,333 6,653 1,382 1,850 12,218 19
Honduras 949 1,991 4136 5,140 8,566 13
Nicaragua 1,260 1,210 4,050 7,550 14,070 22
Total 7,234 16,510 7,457 33,445 64,646 100

1/ Source shows these as 10,720 km. for all weather earth
roads and 4,640 km. for unimproved roads,which, being in-
consistent 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
progyxam 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 fereign trade
evident in GNP and export-import date Presented above
and in Annex V was made possible by significant im-

period. The transportation network--like telecommunj-
cations--has undergone a thorough transformation wherein
the length of the overall road network (regional ang
national) has increased by a third and all-weather roads
have grown by over 50 percent (see Table III-1). The
upgrading and expansion of the network are evident in
these date.

From 1964 to 1970, the percentage of intra-CAcmM
foreign trade going by land increased from 6% prercent
of total trade to 94 percent, and thé 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
III-2, Exports to and imports from outside the region
are still almost entirely by sea, however, but even
these resach their internal destination mainly by recad,

The international movement of passengers is a second
indicator of the growth of use of lang Eransportation 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 rats of 11.5% in Costa Rica and
11.4% in Guatemala. Visitor arrivals by land accounted
for 62% of all arrivals to Guatemala in 1971 and 54% of
all arrivals to Costa Rica. (See Table III-3.) While
there are no direct estimates of cargo or passengers
involved :in 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 II1-4,
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TABLE IIX-2, TRANSPORT OF CENTRAL AMERICAN TRADE: 1964-70
(Thousands of metric tens)

Road Sea Otherl/  Total
Year  Tons % _  Tons % Tons %  Tons
1964  475.€¢ 65 243,3 33 6.3 2 735,2
1965 592,6 79 142,11 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, ac published in its Programa de Integra-
cibn Ffsica, Volume 5 of El Desarrollo Integrado de
Centroamérica en la Present Decada:; October, 1972,

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

TABLE I1I-3. Total Visitor Arrivals in Costa Rica
and Guatemala: 1966 and 1971

1966 1971 Average Annual
Compound Growth
Rate
Costa Rica, Total 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)




- 36 - UNCLASSIFIED

TABLE III-4. Total Annual Average Daily Traffic Counts
Around Principal C. a. Cities

Compound
City 1964 1970 Growth Rate
San Jose, Costa Rica 15,500 56,898 24%
San Salvador, E1 Salvador 16,800 40,794 16%
Guatemala, Guatemala 5,500 17,859 22%
San Pedro Sula, Hondurasg 1,000 3,300i/ 27%
Tegucigalpa, Honduras 1,800 2,600l/ 139%
Managua, Nicaragua 3,900 27,866 39%

1/ Estimated 1969

Source: 1964: date estimated from C.A. 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

tegration. The mosgt important use of the Fund's re-
sources 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 Ssummary of the status of these loans
i1s presented in Table II-2, Section II. The highway
construction portion of the Fund's portfolio is ana-
lyzed below,

Map-II11-1 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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however, the system had grown into an impressive net-
work--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 III-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 1: 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
completad with financing from the Fund. Another 571
kilometers are presently under construction, and
construction of 184 kilometers will begin shortly,

Table II-2 gives a listing of the individual pProjects,
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 targetvariables,
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 1s clear that the addi-
tions to the system financed through the Fund and other sources
have given the following major benefitg 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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a. Ei 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-
portanc cities of San Vicente, San Miguel, and Sirama
(near the major port of La Unibén). 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 GOPS 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 kridges. Moreover, it is in an advanced conditon
of disrepair which entails high maintenance costs. The
reconstruction 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
agricuitural area and would also result in user savings
owing to flatter terrain and to substantial improvement
in alignment.

The GOES study estimates the benefit-cost ratio for
the Cojutepeque - San Vicente - Jucuapa road reconstruc-
tion wroject (of which the proposed project is part)
at 2.88 on the basis of an assumed twenty year lifetime
and an annual discount rate of 8%. These are conser-
vative assumptions since the calculation of the benefits
congidered only savings in user costs, ignoring in-
tangible benefits such as impact on output in the zone
of 1nfluence or 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

Trhe 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 dis-
repair, The feasibility study for the Mercedes-San Be-
nito Section undertaken for the Ministry of Public
Works by an engineering consulting £irm®/ 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 major 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) Tre road is in a bad state of disrepair; its de-
sign, alignment and construction are not adequate for
today's reeds.

c) The road falls far short of the standards for
the Pan American 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 mslements (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 Mé&ndez-Morales Project

The 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 Petén area. The continuation of the
road to the north leads directly to Flores., The road
from Modesto M&ndez to Flores is presently a dirt road
which will eventually be paved. The Pet&n has excellent
forest resources. Major products with excellent poten-
tial include lumber, beef, milk, bananas and rice.

(2) It is cxpected that the Modesto M&ndez-Morales
road will be a link in a major extension of CA-13,
eventually extending all the way from Flores in North-
west Guatemala to Puerto Castilla, Honduras. The road
would pass through Modesto Méndez, Morales, Puerto Cortés,
Tela and La Ceiba. The construction of the Entre Rfos-
Frontera portion in Guatemala is slated to begin shortly.
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The Ia Ceiba-Elixir portion in Honduras, listed as d.
below, will complete the last link.

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

d. Honduras: The Ia 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 Sab&-Elixir bridge crossing
the Ric Agu&n 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 gydertaken by a firm of
consulting engineers (MKE)-~ for the Government of
Honduras ain 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 Rnad,

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
agricultiral 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 agricultura.l production can be
exported. The project is considered critical to the

7/ McCreary - Koretsky Engineers.



- 48 - UNCLASSIFIED

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 ccastal 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 ths 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 berefit-cost calculation relating to the full
length of the road linking La Ceiba to Puerto Castilla
was undextaken by McCreary-Koretsky Engineers. A
separate benefit-cost ratio for the La Ceiba-Blixir
road is not yet available. 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
completicn of construction) at an annual rate of 6%. 1In
calculating the benefits, the study estimated that the
project would raise the average annual growth rate of
value adcded 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,



- 49 - UNCLASSIFIFED

€. Costa Rica: The Costanera Sur Project (Aguijas-
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 only 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 - ILoma 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 out-
put to market., The proposed road will greatly facili-
tate the shipment of the area's export products to
Puerto Gelfito in thekast and to Puntarenas in the West
while prcducts destined for the domestic market would
go to San José and the Central plateau through the Ppan
American Highway which would 1ink up with the Costanera
Sur Highway at Esparta,

A se7ond basic justification of this road is the
substantial saving in user costs resulting from: (a)
the fact that the Costanera Sur road will be signifi-
cantly shorter, when completed, than the Esparta -
Palmar Sur section of the bPresent Pan American Highway;
the discance from Esparta to Palmar Sur along to Cos-
tanera 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 traverse 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 border. 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 also eventually serve as an alternate route
to the Nicaraguan border. At the present moment,
there is only one highway connection between Nicaragua
and Costz Rica across the 300 kilometers of common
boundary, and that one is at the extreme western end.

The 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). Theeconomic feasibility of the project hinges
mostly on 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~vear
life and an annual discount rate of 10%. The project's
internal rate of return was estimated at 12%. 1In cal-
culating these rates, the cost of the road as well as
the private investment required in the region were
considered,

The calculation of benefits based on the develop-
ment cf 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
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TABLE III-7. Cost of Various Maintenance Operations

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

Method sive Method Ratio
Operation (1) (2) (1):(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, 1In particular, it would be necessary
to determiae which phases of construction
work couléd be made more labor-intensive without raising
costs, lowering quality or lengthening the construction
period to an unacceptable degree. These three considera-
tions ail 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 rind that there is a trade off, in effect, between
ro2ds and employment.

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

The proposed loan will have a favorable impact on the
U.S5. econcmy. 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



- 59 - UNCLASSIFIED

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.S5. 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-
uvating, financing and administering infrastructure
projects cn the basis of regional rather than individual
country needs. Such a system requires a significant
relinguishment 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 devel opment in Central America. In spite of
the many problems which have beset the Common Market
in genecral, CABEI has continued to function effectively
and has Lecome one of the most important cohesive forces
in the market.
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A. TECHNICAL DESCRIPTION OF PROJECT

Illustrative List of Road Projects

to be Financed Under Inteqration Fund

Country

l. Guatemala

2., El Galvador

3. Honduras

L, Nicaragua

5. Nicarague

6. Costa Rica

Note: See Anner VI for Location Maps

Tescription

Morales/Modesto Méndez
Ca-13, Paving, 68 Kms

San Salvador/R{o Lempa
CA-1 - Reconstr. 82 Kms

La Ceiba/Elixir

CA-13, Reconstr., and new
construction, T5 Kms

Las Mercedes/San Benito
CA-1, New, 22 Kms

Acoyapa/Km 50

New, Unpaved, 65 Kms

Costanera Sur - AguJas/Loma
New - Unpaved - 47 Kms

Total

Amount
Subloan

$ 3.50

6.30

8.50

3.00

L.00

2:95

$ 31.25

S t a
Feas.
Studies

ot

Completed EFst,

(1970)

Est. 7/73 Est.

(Pre-Feasi-
bility 1970)

Est. 5/73 Est.

(Pre-Feasi-
bility 1969)

Completed Est.

(1971)

Completed Est.

(1971)

Completed Est.

(1969)

U s
Final

Plans

8/73

12/73

10/73

3/13

3/73

L/73
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PROJECT DESCRIPTIONS

1. GUATEMALA - 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 Méndez on the Sarst@Gn 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 timc as traffic densities
indicate one is necessary the existing ferry service
is considered adequate., The highway has been designed

to regional highway standards and will be constructed using Guatemala
Highway Dept. construction specifications.

A feasibility study and desiugn review was com-
pleted in 1969 by F. R, Harris - Consultores Asociados
de Centroamérica. Plans and apecifications have not
yet beer. started by the Highway Department but CABET
estimates they can be completed within 6 months.

The project highway is an important link in
Highway CA-13 which was designated as an integration

road in 1963, The regiona)l characteristics of this
highway 'which will eventually extend 900 Ins from
Floresz in Guatemala to Puerto Castilla in Honduras,

and interconnect Highways CA-9 in Guatemela 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 - SAN SALVADOR/RIO LEMPA (CA-1)

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
Kms of eXisting two-lane highway and the relocation
and construction of 42 Kms of new highway, Tncluded
will be aj widening of the right-of-way b) improve-
ment of tha horizontal ang vertical alignment
c) widening and reinforcing of drainage structures
and dq) construction of new earthwork, drainage
structures and pavement,

Regional Highway Standards
constructed using Fed.; Highway Adminigtration

(FP-69) standard Speciiications and wil] be adequate
to support traffic volumes for the next 20 years.

A pre-feasibility study which wag completed in
1970 by the Highway Department recommended the re-
locat o of 30 ®ms of road between Kms 45 and 80 and
recomrmended further studies, CABET has already put
$380,000 at the disposal of GOES to complete
feasibility studies, plans ang specifications, Tt
is estimated that 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 Kms from La Ceiba
on the Atlantic Coast, thmugh 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 Kms
of new paved road from Jutiapa to Elixir. Included
will be &) improvement of hurizontal 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 Regionel Highway Standards and
will be constructed using Honduras Higtway Dept.
construrtion 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 Ceiha 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
Savl to Ccrocito., The construction of this road will
give Honduras a 500-Km 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-1)

The project highway extends 22 Kms 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 bridye 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 failur~= because of this volume of traffic, The
new highway will be designed to Regional Highway Standards and
will be designed to carry a traffic volume of 12,000
V.P,D., in 1997, 1It 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 venture of Llamane Valois International Ltua, y
Cisneros/Conrado Cfa. 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 project highway is an important link in
Highway CA-1 which was designated as an integration
road in 1963, The reconstruction of this section of
the Inter American Highway is part of an overall plan
to improve CA-1 from the Honduras border to Costa
Rican bordler,

L.C, F.C. Total
Estimated Cost: $1.40 $1.60 = 3$3.00 Million
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5. NICARAGUA - ACOYAPA/KM 60

The project highway extends 65 Kms 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 wroject 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 cpecifications,

A feasibility study was completed in 1971 by
Consulin 2merica S,R. Ltda. in cooperation with the
Highway Department., Final design, plans and
specifications are expected to be completed in March
by the sane firm.,

The prcject highway when completed will connect
to the planned Costa Rican highway from Terrén Colorado
to Los Chiles and will provide an alternate route
between Managua, Nicaragua and San Jose, Costa Rica
and a ky-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 /LOMA

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 nhase of the Costanera Sur highway,
Included w:1l be a) right-of-way delineation
b) earthwork «c¢) drainage structures and d) subbase.
The highwsy will not be paved during this phase but
will be designed to Regional Highway standarcs.

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 expzcted to be completed in April by
the same qroup.

The project highway is the first section to be
constructed of a highway along the Pacific Coast
which will eventually extend 222 Kms from Esparta
(located on CA-1, 15 Kms East of Puntarenas) South-
cast tc Palmar Norte (Located on CA-1, 5 Kms East of
Puerto Cortés). 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-1.

L.C. F.C. Total
Estimated Cost: $3,35 $§2.60 = $5,95 Millions
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B. TECHNICAL FEASIBILITY OF THE PROJECT

l. Capacity of CABET

The general capacity of CABEI to administer the
loan has heen reviewed in Section I.B. The technical
staff of che Infrastructure Department has had ex-
tensive experierice administering the execution of
highway projects and has proven to be well qualified
to regulate and monitor the expenditure of loan funds.
The Infrastructure Department now consists of eleven
professional engineers, an economist, an auditor and
2 sub~professional staff of draftsman and secretaries,
All personnel are considered to be of the highest
professioral caliber in their respective fields,

CABEI has, dur ‘nqg the past vyears made excellent
progress in standardizing procedures and developing
uniform policy for the administration and supervision
of loan vrojects. A listing of these guidelinesg ap-
pPears in Annex VI Iten 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 con-
struction «f the pan American Highway, 1n addition,
the international lending institutions guch as Inter-
American Development Bank (IDB), and the World pank
(IBRD) fLave given technical assistance through special
training courses ang financial assistance for pro-
curement. of equipment to increase the capacity of the
various highway departments. Both CABEI and SIECA
are assisting all member countries in the organization
and staffing of their respective Highway Departments
in order tu improve the present technical status,
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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 ard improvement of their highway maintenance
departments. Technical and financial assistance for
the improvement of the physical as well as operating
efficiency of the respective highway maintenance
department.s haz been received from AID, EXIM, IDB,
IBRD and CABEI. (See ANNEX VI, Item P for a listing
of Loans for the Financing of Highway Maintenance in
Central America). Most of these loans are relatively
recent and are in the early stages of implementation.
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
will make it one of the best in Central America when
it is completed this year. El Salvador has recently
completed a study which recommended an investment
program for thé purchase of new highway maintenance
equipment and to provide guidelines for a new mainte-
nance program. This study along with loans from EXIM
and IDB for equipment should provide the basis for a
well equipped and effective maintenance program,
Honduras while recently having negotiated a loan wit
IDB for mzintenance equipment, needs technical
assistance in order to set up an effective mainte-
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 o ensure that maintenance is given the
high prinrity required AID included a covenant in the
AID 596-1--008 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 lcan 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 13/ 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 follbwing the exe-
cution of the contract the maintenance plan for the
proje~ted highway indicating the funds to be utilized.
It is understood that this plan will become effective
for immediate 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 cxample of a maintenance plan is included in
Exhibit B 13/ 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 &, (updated each year) as sufficient evidence
that such a plan exists and is being followed.

13/ 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 CABET Project
Paper, analyzing and evaluatiny 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 CABXI 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 CABL
and SIECA to prepare a study on Highway Maintenance in
Central Aamerica which was subsequently published in
1965, under the title "Regional Maintenance for Central
American Highways". SIECA later revised the study in
order to establish a reference for joint activities to
be undertaken by the five countries, 1In 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
Generzl 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
Maintensance Plan. Thisg 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
formulatcd by cach country, will be completed early
this yeer,

C. ENGINEERING PLAN FOR EXECUTION OF PROJECTS

1. Proije~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 >r KOCAP 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 CABREI 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, supcrvision ol 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
capabilityv 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 suabborrowers for construction payments and
final acceptance of the projects. 1In the case where
a country prepares the plans and specifications with
its own r=gular staff, then the consultant will review
such plans and attest to their adeguacy.

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 vhere a country prepares its own plans and
specifications by the firm who reviews and approves
such documents. 1In 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. CABET will schedule
the srbmission 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 implementing the subprojects 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 CABET assisted
by the (nfrastructure Department, Treasury-Accounting
and Legal Offices, ‘s responsible for financial super -
vierion and disbursement cperations,

Guidarnce to CABEI in conforming with AID requirements
and necessary AID approval would be per formed by person-
nel of ROCAP. ROCAP engineers will continue to make
regular visits to CABEI to advise on implementation of
the subprajects together with field review of subprojects
as determined necessary to satisfy AID that CABEI is
discharqging its responsibilities satisfactorily.
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6. Environmental Considerations

The inclusion of Environmental Considerations in
all feasilbility studies will be.required. 1In 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 PILAN

1. Total Funding

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

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

CAREI 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
suscriked 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 irnfrastructure
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 ordar 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 cf 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, 1in 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,
calliny 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 lend for 20 years, including a grace period of 5
years, at an annual interest rate of 5-1/4% p.a. The long
repayment period is required because of the nature of the
subprojncts to be financed. Infrastructure projects re-
quire large amounts 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, ard 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 1is
another cecntribution towards building-up the Bank by the
governments which ROCAI 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 ke 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 ir new capital over the relatively short term.
In addition, the countries are contr:ibuting 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 financing
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 lc~al 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 lncal 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 tc finance local costs with external funds. As can
be seen in Table V-1, 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, recoveries, 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
nave to corvert 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 1is impoussible and con-
secquently local currency reguirements must e met throogh
conversior of external credits.

5. Alternative Sources of Finincing

The international financial agencies are not prewared
to consider this loan proposal. Written ingquiry 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 purposc.
The loan has been discussed extensively with IDB represen-
tatives because the Bank 1s currently extending a loan to
CABEI to finance the first phase of a hiighway program (sece
Section II.A.). It was necessary to clarify and conrfirm
the Bank's decision not to proceed with its second phasec
until several conditions regarding the first phase nad been
met. The conditions 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



- 80 - UNCLASSIFIED

contemplated in the program precludes financing from
private sources.

TABLE V-1

INTEGRATION FUND: SOURCE AND APPLICATION FUNDS
(Fiscal Years Ending 6/30/73 to 6/30/77)
(Millions of U.S.$)

Local
Dollars Currency Total

BEGINNING CASH 1.4 5.0 6.4
SOURCES OF FUNDS
Proposed AID loan 16.8 8.2 25.0
Other External Credits 54.1 45.6 99.7
Recoveries 17.3 4.5 21.8
Income from Interest Fees 33.7 9.0 42.7
Other Income 6.2 1.6 7.8
Paid-in Capital -—= 17.5 17.5
Total Sources 128.1 86.4 214.5
FUNDS AVAIIABLE DURING PERIOD 129.5 91.4 220.9
APPLICATIONS OF FUNDS
Disbursements to Infrastructure
Sub-Projects proposed loan 16.8 8.2 25.0
Infrastructure Sub-~Projects-CABEI
Contribution ———— 6.3 6.3
Disbursements to other Sub-Projects 65.6 80.9 146.5
Debt Service and Operating Costs 12.8 12,5 25.3
Increase in Other Asgets 7.6 1.9 9.5
Tocal 102.8 109.8 212.6
ENDING UASH 26,9  (18.6) 8.3
Note: Last decimal place not significant due to rounding-

ot f procedure.
Source: CABFEI


http:Recoveri.es










- 84 - UNCLASSIFIED

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 USS):

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
Hous 1ng ——— - - -
$5,222 458 756 4,008

100% 9% 14% 77%

On the above date, loans outstanding totalled $158
million ard delinquencies §%.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 rigsks. Most of the above delinquent loans will be
collected. 1In 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. 1In

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 delinguencies 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 loa:s become delinguent.

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 S$US) Increase
Loans outstanding 156.5 510.5 235
Long term debt 142.0 447.4 208
Paid-in capital 32.0 £0.0 59
Reserves, retained
earnings, etc. 11.4 44.5 290
Net profit 3.4 9.7 185
Operating income 10.3 32.4 214
Operzting expense 2.7 5.7 111
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
finaneing 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, such as proposed in this loan program, CABEI re-
quires in 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 dennominated and repaid in dollars. Further, all Fund
sub-lnans 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 to pay would not only undermine the development
of the CACM, but damage each government's own credit
standing through default on an internatiodal obligation.

In the final analysis, AID's security cannot be in
legal protection or in collateral. It lies in the abi)-
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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
1373,

- 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, CCNTROL, MONITORING, AND REPORTING

1. ROCAP

The Assistant Director for Operations will have
general mznagerial responsibility for loan implemen-
tation, The Capital Development Officer will be
recponsibie 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 teo 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 inmplemen-
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

¢, Financial control of loan funds,
2, CABEI

The principal operational responsibility for
implementation 'in CABET 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 CAREI. 1In 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
contractirg 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 dalar
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 south from highway CA-1 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 Danlfi, then south across the border into
Nicaragua at Las Manos and connects with highway ca-1
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 Danli to Las Manos
was §2,900,000, financed under AID Loans 596-1-007
and 008, and was finished in September 1972. The
input into the reconstruction of approximately 107
kilometers of CA-6 from Tegucigalpa to Danli 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 tov 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, BRorrower 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
immigraticn 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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CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)

In the right-hand margin, for each item,write answer or, as appropriate, a

sumpary of required discussion. As necessary, reference the section(s) of the
Capital Assistance Paper, or other clearly identified and availsble document,
in which the matter is further discussed. This form may be made a part of the

Capital Assistance Paper.

The folloving abbroviations are used:

FAA - Foreign Assiziance Act of 1961, as amended,

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

MMA - Merchant Merine Act of 1936, as amended.

COUNTRY PERPORMANCE
Progress Towards Country Goale
i. FAA§ 308; §.36:(b).

A. Desoribe ectemt to whioh
oountry ts:

(1) Naking appropriate efforts
to inorewe food produotion
and {mprove means for food
storags and distridution,

(8) Creating a favorable olimate
for foreigm and domestic private
enterprise and investment,

«The C,A, countries are making

increased and.appropriate ef-
forts in this area through
agriculture projects which will
help increase food production
and means for storage and
distribution.

Through the CACM and other means
the C.A. countries are making
positive efforts to create a
favorable climate for private
investment both on a national
and regional basis,
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(3) Increasing the public's
role in the developmental
process.

(4) (a) Allocating available

budgetary resouroes to
development.

(b) Diverting euch
resouroces for unneceesary
military expenditure (See
also Item No, 16 and.
intervention tn affaire
of other free and
independent nations.)
(See also Item No. 14.)

(5) Willing to oontribute funds
to the project ur program.

(6) Making eoonamic, soctal,
and politioal refcrms such as
tax colleotion improvements
and changes in land tenure
arrangementa, and making
progress toward raspeot for
the rule of law, freedom of
expregsion and of the press,
and recognising the tmportanoe
of individual freedom,
inittative, and private
enterprisge.

UNCLASSIFIED

ANNEX T
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.

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

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

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

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-
pPrise as is witnessed by the
absence of cress 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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3. FAA § 620(e)(1), If asetstance

*S to a govemument, has it
(ineluding govermmant agenoies

or subdivistons) taken

action which has the effect of
nationalising, expropriating, -
or otnervise seising ownerehtp

or aontrol of preperty of U.S.
clii3ens or entitigs benefiotally
ned by amvaiﬂwuttakbm
atepe to discharge its obligationg
toward such citisene or entities

FAA_§ 620(0); Piaheymen's
Protective Act. § 6. oountry

8ei3ed, or tmposed any penalty
or sanotion against, ay U.S,
fishing vessel on acoount of ite
fishing activities in intemational
wvaters,

a. has amy deduoty.on required by
Pishermen!y Protective Aot been
made ?

b, hm!aaqﬂctcchnialof
assigtance been ooniidered by
A1, D, Administrator?

UNCLASSIFIED

ANNEX I
Page 4 of 18

There is no evidence that
any such action has been
taken by any C.A, govern-
ments or their agencies,

No C.A. country has
taken any such action,

N/A.

N/Aa.
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Relations with U.S.

Govemment and

Other Nations

50

8.

FAA § 62¢(d). If aseietanoe is
or any productive enterprise
which Will compgte tm.the United
States with United States enter-
priee, is there an agreement by
the reaipient oountry to prevent
export to the United States of
more than 20% of the enterprise's
annual produotion during the life
of the loan?

PAA ﬁ 620(J). Has the oountry
permtted, or failed to take
adequate measures to prevent
the damage or destructiom, by‘
mob astion, of U,3. property?

FAA ; 830:1). If the oountry
‘ed to institute the
trvestment guaranty rom
Jor the specifio risks of
expropriation, in comvert-
1bility or oonfisoation, has
the A.I.D. adwinistration within
the past year considered demying
asetotanoe to such goverrment
for thie reason?

FAA 3 830(q). Is the goverment
o, recipient ocountry in
default on interest op prinotpal
of @y A.I.D. loam to the

oountry?

UNCLASSIFIED

ANNEX I
Page 5 of 18

This assistance is not for
a productive enterprise,
However, if a problem
arises with respect to any
proposed sub-project, it
will be dealt with in ac-
cordanc: with policies in
effect at that time.

No Central American
country has permitted
such action,

All Central American

countries have signed
investment guaranty
agreements with the U.S.
and have instituted the
program,

No Central American
country is in default for
payments due under any
A.I.D, loan,
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3.

10.

11,

18,

PAaA_§ 630(t). Has the country
severed dvplomatic relations
with the United States? If so,
have thay been resumed and
have new bilateral asetetanoce
agreeménts been negotiated and
entered into since suoh
resumption?

FAA 5 620(u). What is the

payment status of the oountry's
U.N. otligations? If the
ocowntry 18 in arreare, Were such
arrearagjes taken into acoount by
the A.I,D. Admintstrator in
detemining the cwrrent A,I.D.
Operational Year Budget?

PAA_§ 680(3). Does reoipient
aountry ish aselstanos to
Cuba or fail to take qppro-
priate steps to prevent ships
or atreraft under its flag
from oarrying oargoes to or
from Cuba?

FAA § 830(b). If assiatance
18 to a govermment, has the
Secretayy of State determined
that it 13 not oontrolled by
the intermational Communiet
movement?

UNCLASSIFIED

ANNEX I
Page 6 of 18

No Central American
country has severed

diplomatic relations
with the U,s.

All Central American
countries are current
in their U,N., obli-
gationq.

No Central American
country trades with or
assists Cuba in any way
nor permits ships or
aircrafts under its flag
to carry cargoes to or
from Cuba,

The Secretary of State
has determined that each
Central American country
is not centrolled by the
international Communist
movement,
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1‘.

15.
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FAA ) 620(f). Is recipient oountry
a Comuniat country?

PAA § 630(i). Is reotpient oountry

in oy vay imolved in (a) subver-
sion of, or military aggreseion
against, the United States or any
oountry reoeiving U,S. assistanos,
or (b) the planning of such
subvereton or aggression?

FAA_§ €20(n). Doss reocipient
oountry; jurnish goods to North
Viet-Nar or permit ships or
airoraft under ite flag to
oarry ocargoes to or from North
Viet-Nam?

Has the government of

16. PAA § Wi,
recipient country failed to take

adequate steps to prevent narcotic
drugs and other controlled sub-
stances {as defined by the
Comprenensive Drug Abuse Prevention
and Control Act of 1970) produced
or processed, in whole or in part,
1n such country, or transported
through such country, from being
sold illcgally within the Jjuris-
diction of such country to'U.8,
Government persounel or their
dependents, or from entering the
U.8. unlawfully?

UNCLASSIFIED

ANNEX I
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No.

No Central American
country is involved in
or is planning such sub-
version or aggression,

No Central American
country furnishes goods,
or permits ships or
aircrafts under its

flag to carry goods,

to North Vietnam,

No Central American
country has failed to

take appropriate steps
respecting the sale and
transport of narcotic
drugs and other controlled
substances,



Military Brpendituree

17.

PAA ﬁ 820f8). ymat Percentage of

country budget is for military
expenditures? How much of foreign
exchange resources spent on
military equ:ipment? How much
spent for the purchase of gophis-
ticated weapons systems? - (Consid-
eration of these points is to be
coordinated with the Bureau for
Program and Policy Coordination,
Regional Coordinators and Military
Assistance Staff (PPC/RC).,)

CONDITIONS OF THE LOAN

General Samdnese

18.

19.

PAA § 301(&;: Information and

conclusion on reasonableness
and legality (under laws of
country and the United States)
of lending and relending terms
of the loan.

PAA § 261(b)(2)ii 261(e).
Information and conelusion on
activity's economic and
technical soundness. If loan
is not made pursuant to a
multilateral plan, and the
amount of the loan exceeds
$100,000, has country submitted
to A.I.D. an application for
Such funds together with
assurances tc indicate that
funds will be used n an econom-
ically and technically sound
manner?

FAA_§ 251(b). Tnformation and

conclusion on capacity of the
country to repay the loan,
including reasonableness of
repayment, prospects.

UNCLASSIYIED

ANNEX I
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No Central American country
spends an excess amount of
its country's budget or
foreign exchange reserves
for military equipment. No
Central American country
has purchased sophisticated
weapon systems,

The proposed terms and
conditions of the loan are
legal under cCentral
American and U.S. laws and
reasonable for Central
America at this time,

CABEI has submitted an
application for this loan
to AID containing strong
assurances that the funds
will be used in a sound
manner

There appears to be an
excellent capacity on the
part of CABEI to repay
the loan. Moreover, the
loan is guaranteed by the
Member Countries,
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21, PAA§ 611(a)(1).

22.

23.

2k,

Prior to
signing of loan will there be
(a) engineering, financial,

and other planc necessary to
carry out the assistance and

(b) a reasonably firm estimate
of the coast to the United Btates
of the essistance? )

UNCLASSIFIED

ANNEX T
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Financial and other plans necessary
to carry out the project have been
completed. CABEI has the engineering
competence_to analyze.the sub-
projects as they are programmed, and
gelection of the projects will be
subject to AID approval, The cost
to the U.S., is limited to the level
of support to the Fund. Any CABEI

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

FAA § 611(a)(2). 1f further
legislative action is required
within recipient country, what
is bagis fcr reascnable expec-
tation that such action will be
completed in time to permit
orderly accomplishment of
purposes of loant?

FAA 3 621(¢/. 1If loan is for
Capitel Assistance, and ‘all

U.8. assintance to project now
exceeds $2 million, has Mission
Director certified the country's
capability effectively to
maintain and utilize the project?

FAA 3 351(b). Information and
conclusion on availability of
financing from other free-world
sources, including private
sources within the United States.

Existing laws pose no
obstacle to accomplishing
the purposes of the loan,

The Mission Director has
so certified,

No other free world
financing appears to be
availabie for this
project,
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Loan'e Relatiomehip to Achievement
oZCbunEi é@!ﬂﬁﬁému@ Goagi

25.

28.

FAA_§ 207; § 251(a). Extent to
which assistance reflects appro-
priate emphasis on: (a) encour-
aging develorment of democratic,
economic, pclitical, and -social
instituticns; (b) self-help in
meeting the country's food needs;
(c) improving availability of
trained manpower in the country;
(d) programs designed to meet
the country's health needs, or
(e) other important areas of
economic, potiticasl, and social
development, including industry;
free labor urions, cooperatives,
and Yoluntray Agencies; trans-
portation and communication;
planning and public administration;
urban development, and
modernization of existing laws.

FAA 3 208. 1s project susceptible
of execution as part of regional
project? If so why is project not
80 executed?

PAA § 251(b)(3). Information and
conclusion on activity's relation-
ship to, and consistency with,
other development activities, and
its contribution to realigzable
long-range objectives,

FAA ) 251(5)(?). Information and
conclusion on whether or not the
activity to be financed will
contribute to the achievement of
self-sustaining growth,

UNCLASSIFIED

ANNEX I
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The loan will support and
further a major institution
of Central American regional
integration and will provide
some of the vital physical
infrastructure linking and
servicing the region thereby
encouraging important areas
of economic, political and
social development,

The project is regional in
nature and is being executed
and coordinated on a
regional basisg,

The activity is closely
related to and consistent
with other development
activities and will
directly contribute to the
long range objectives of
the CACHM.

The development of the phvsical

infrastructure of ~entral
America 1s a crucial factor
in ‘the CcACM's effort to

achieve self-sustaining growth,
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3.

30.

31.

PAA 5 881(a). Dpescribe extent to
which the loan will contribute to
the objective of assuring maximum
participation in the task of
econamic development on the part
of the people of the country,
through the encouragement of
democratic, private, and local
governmental institutions.

FAA 3 381(b). pescribe extent

to which program recognizes

the particular needs, deaires,
and capacitliea of the people of
the country; utilires the
country's intellectual resources
to encourage institutional devel-
opment; and supports civice
education and training in skills
required for effective partic-
ipation in govermoental and
political processes easential to
self-govermmert. '

PAA § 801(a). Information and
conclusions whether loan will
encourage efforts of the country
to: (a) increase the flow of
international trade; (b) foater
private inftiative and competition;
(c) encourage davelopment mnd use
of cooperatives, credit waions,
and savings and loan associations;
(d) discouragc monopolistic
practicea; {e) improve technical

efficiency of irdustry, agriculture,

and commerce; and (f) strengthen
free labor unionms.

UNCLASSIFIED

ANNEX I
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The loan will directly
contribute to. the assuring
of maximum participation
in the task of economic
development through
assisting public sector
institutions and private
sector enterprises,

The program recognizes
clearly the particular
needs, desires anq
capacitiez of the pcople
of the region and indi-
rectly supports and
furthers the other goals,

The loan will directly
serve to encourage the
flow of international
trade and aid private
initiative, and will indi-
rectly further efforts of
the countries to attain
the other goals,
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PAA § 611(a). 1If contracts for Any construction contracts
construction are to be financed, financed under the loan

what provisicn will be made that
they be let on a competitive basis
to maximum extent practicable?

will be required, through
the loan agreement, to be
let competitively to the
maximum eztent possible,

1. PAA 5 620(g). Wwhat provision is The loan agreement will
there against use of subject preclude such use of
assistance tu compensate owners funds
for expropriated or nationalized °
property?

s5n. PAA § 612(b); § 638(h). Describe CABEI is making a sub-
steps taken to assure that, to the stantigl contribution
maximum extent possible, the country of funds to the project,
is contributing local currencies to No U.S. owned foreign

meet the cost of contractual and

other cervices, and foreign currencies
owned by tne United States are utilized
to meet the cost of contractual and
other services.

currency is available
for this project,

5. App. 5 104, Will any loan funds be No.
used to pay pensions, etc., for
military personnel?

5l . 422__}_12_", If loan is for capital The loan agreement will

project, is there provision for so provide,
A.I.D. approval of all contractors
and contract terms?

)%, App. 3 108, Will any loan funds No.
be used to pay U.N. assessments?
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-

60.

App. § 109. Compliance with

remulations on employment of U.3.
and local personnel for funds
vbligated af'ter April 30, 1964
(A.1.D. Regulation 7).

FAA ) 636(1). win any loan funds
be used to finance purchase, long-
term lease, or exchange of motor
vehicle manufactured outside the
United States, or any guaranty of
such a transaction?

App. § 22l Will any loan funds
be used for publicity or
propaganda purposes within the
United States not authcrized by
the Congress?

FAR ) 620(k). 1p conatruction
of productive enterprise, will
aggregate value of assistance
to be furnished by the United
States excesd $100 milljion?

FAA s 818(d). poesg the United

States own excesg foreign currency
and, 1f so, what arrangements have
been made for {tg releage?

UNCLASSIFIED

ANNEX I
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The loan agreement will
require such compliance,

No,.

No.

The aggregate value of
assistance to the project
to be furnished by the
U.S. will not exceed
$100 million,

No excess foreign currency
is owned by the U.S. in
the region at the present

time.
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61,

MMA § 901.b. Compliance with
requirement that at ieast 50

per centun of the gross tonnage

of commodities (computed separately
for dry bulk carriers, dry cargo
liners, and tankers) financed with
funds made evailable under this
loan shall be transported on
privately owned U.S.-flag
commercial vessels to the-extent
that such vessels are available

at fair and recasonable rates,

UNCLASSIFIED
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The loan agreement will
so provide,
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BOARD OF GOVERNORS
Guatemale
Idc, Carlos Molina Mencos Accountant Augusto Contreras Godoy

Boerd President,

President of the Bank of Guatemala

Minister of Economy of Guatemsala

Lic. Juan Jose Mortinez
Minister of Econony,

Nicersgun

Dr. Rotcrtic Incer Barguero
Preesident of the (‘entral Bank

Industry and Commerce of of Nicaregus

Niceragua

El Salvador

Lic. Salvedor Sénchez Aguilldn Ing. Edgardo Suarez Contreras

Minister of Economy of
Fl Salvedor

Lic. Claudio Alpizar
Minister of Finance of
Coste Ricsa

Lic. Rubén Mondragdn
Minister of Economy and
Commerce ot Hoaduras

Presideut of El1 Salvador's Central
Reserve Bank

Costa Rica

Ing. Cleudio Antonio Volio Guardia
Manager of the Central Bank of Coste

Rice

Honduras

Lic. Alberto Galeanc
President of the Central Bank
of Hondurss
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TABLE 3: CENTRAL AMERICA
SERVICE PAYMENTS ON EXTERNAL PURLIC DEBT, 1965 - 1971

(Millions of CA$)

Year  Service Payments (Inter- Exports of Goods  Debt Service as
es8t and Amortization)* and Services*+ a % of Exports

1966 55.1 9746 5.7

1967 59.2 9%9.0 2.9

1968 69.3 1,110.5 6.2

1969 76,4 1,1k47.2 6.8

1970 9.3 1,310.6 7.3

Source: * IBRD, Economic and Social Deta Divieion

** Centrsl American Monetary Council
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LOVATICN MAPS OF ALTERNATIVE PROJECTS
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Illustrative Benefit Cost Ratios
_for Projects Under Proposed Loan

Annual
Benefit piscount Internal
Cost Rate Rate of

Ratioi/ Used Return

Country Project

Projects Tentatively Selected:

1. Guatemala Morales-Modesto Mendez:
a) Modesto Mendez-8an

Felipe Section 313/ 8% -
552/ 2% -
b) 5an Felipe-Morales
Secticn 1.30 12% 15.3%
2. El Salvador San Salvador-Rio
Lempa: 2.88 8% --
3. Honduras La Ceiba-Elixir 1.23 6% --
4. Nicaragua Las Mercedes-San Benito 1.23 8% 10.4%
5. Nicaragua Acoyapa/Km 60 1.26 10% 12%
6. Costa Rica Costanera Sur - —~— 10.8%
Esparta-Loma Section
of Costanera Sur Road - - 12.9%

Alternative Projects:

7. Guatemala Escuintla-Taxisco 8.01 5% -
8. El salvadnv Ccmapala-El Playon 12.69 5% --

9. E1l Salvador Matapan-Concepcion NA - -~
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JUAL ke 1aOlNAY INVESTMENT FLAN - 1971 - 1976

-

lntegration loads
Ponotiation Reaus |

Imarovement &
Maintenance

Ropds & Bridges
Provincial Devel,

feconstructio. %

Lmergancy
Penctration Reads Il

i}l T 7Y

Miinteneneo 11
Intoreat & OLLors

A A
LOTAL

(Mi1llion US dollars)

1971 1972 1973 197k 1975 1976 1976
13.53 3.688 T4 8.L2 9.97 9,86 37.35
l._.O? ',’..‘.2 2.79 - - - .
+.05 | 2.4T 2,85 0.57 - - -
= 4013 0.90 0,50 0,40 0,40 0.4%0
- 0.07 0,07 .07 U, 0T . -
1,17 0.03 0,05 0,00 0.0¢ 2.0 .05
- 0,46 3,59 6.35 P 3,40 3,11
- - 0.05 0.09 1.00 D0 2]
- 0.0y 0,09 )+ 0 0,0% ). 05 1,09
0,82 15, j 17, { 15,46 ‘
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