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INSTITUTO SALVADORENO DE FOMENTO INDUSTRIAL 
(INSAFI) 

SECOND LOAN 
SUMMAR Y AND RECOMMENDA TIONS 

1. BORROWER: Instituto Salvadoreiio de Fomento Industrial 
(INSAFI), an autonomous industrial development corporation 
of the Government of El Salvador (GOES), located in San 
~alvador, El Salvador, C. A. 

Z. GUARANTOR: The Government of El Salvador or the Central 
Reserve Bank of El Salvador. 

3. AMOUNT: Not to exceed $4,8 million. To be used over a 
- three-year period for procurement of U. S. source/origin good, 

and services except as provided in Covenant 6 of the Summary. 
Not less than $4. 5 mHlion will be used for sub-loans. Not to 
exceed $300,000 will be used for procurement of technical' 
services. 

4. PURPOSES: To enable ail. existing governmr;mt-sponsored 
development bank to continue its program of making Joans 
to various private sector projects for the creation, expansion, 
and effective operation of i,Jrivate industrial enterprise in 
El Salvador to encourage export-oriented industries, and to 
finance t(!chnical assistance related to the improvement of 
INSAFI and private enterprise operations, and the appraisal 
of sub-loans by INSAFI:s staff. 

5. BACKGROUND: In early 1963 the GOES, with the assistance 
of the Natha!1 Group, presented an application to A. I. D. for 
a loan of $4. 5 million, which provided for the use of $4. 3 
million for the extension of short, medium, and long-term 
credit [or the creation and ~xpansion of productive enterprise 
and $200,000 for the financing of 1he costs of technical 
assistance to be provided by U. S. experts who would assist 
INSAFI in improving its loan app"l"aisal and operational 
capabilities. After intensive rev:ew of this application, a 
$4. 5 million loan to INSAFI wa s <J uthorized in June 1963 and 
signed in September 1963. On th; basis of its satisfactory" 
performa nce in implementing this loan (5l9-L- 005) and the 
need for additional capital to cont:.nue and expand the program, 
INSAFI is applying for a second l:an of $5.6 million. 
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6. DESCRIPTION OF THE PROJECT: The loan project will 
help to achieve the purposes of the project by enabling 
INSAFI, over the next ten to twenty years, acl..c.9...uate);y._to 
fund its developmental and p~omotional activities, including 
the funding of new high-risk .rlrivate industrial (including 
agro-industrial) enterprises. and,at the same time, to build 
its capital assets to a point where INSAFI can ultimately 
continue such activities without benefit of concessional 
lending or government subsidy. The loan project will cause 
INSAFI to extend a line of credit, from its own resources 
to finance a Supervised Small Industry Credit Program. 

7. SOURCES OF FINANCING: The AID loan will form part 
of an overall buildup of the industrial development capability 
of INSAFI. The following table shows the sources and 
amounts of capital inputs for loan and equity financing for 
the period 1969-71. 

Sources of Millions of US$ 
Funds or equivalent % of Total 

Inte rnal Source s 18. 8 73. 5 

INSAFI (1) 10.4 40. 6 
GOES Subsidies O. 4 1.6 
Othe r (2) 8. 0 31. 3 

Exte rnal Source s 6. 8 26. 5 ---
Second AID Loan 4. 8 18. 7 
Proposed Second IDB 
Loan(s} O. 9 3. 5 
Proposed Second 
CABEI Loan(s) 1. 1 4. 3 

E:6' 100. 0 

(l) Includes roll over of I~SAFPs and other funds. 
(2) Includes GOES Economic Development Fund and re

discount facilities of the Central Reserve Bank, short
term loans from First National City Bank, and the 
emission of bonds by INSAFI. 

8. ALTERNA TIVE SOURCES OF FINANCING: The IDB and 
IBRD have expressed no interest in making this loan. The 
Export-Import Bank has expres8ed an interest in making 
a loan but its terms tire unsuitable to INSAFI. Other 
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international lending agencies have not expressed an 
interest in this loan at satisfactory terms and conditions. 
(See Section I-E). 

9. VIEWS OF THE COUNTRY TEAM: The Country Team 
and the GOES assign a high priority to this project and 
recommend that the loan be made. 

10. STATUTORY CRITERIA: All statutory criteria have been 
met. (See Annex A) 

11. ISSUES: Issues raised in LA/DR staff review and CAEC 
meeting in May of 1968 have considered in this Capital 
Assistance Paper. 

a} Alternative Sources of Financing -(See Section I-E) 

b) DcscriEtion of Mineral Deposits Activity and Lending to 
Sm.all Business: Sec: Section lI-B-l and Section II-B-3. 

c) Self-Ed":} A:m(';cts: Sec Section II-B-3 and Section III. 
Also, GOES h.:n; agrc\.!d to additionality benefits to U. S. 
exporters in the recent AID Loan S19-L-Ol2 to the National 
Housing Fin<::r;ce Agcncy. 

d) "Last R,·.",~':" Lcndb.L>:: INSAFI will extend a line of 
credit, ":1'\.)111 its own resou:;:ces, to finance a Supervised 
Small Industry Credit Program (Sec item 6 above). 

e) Relationshin ::0 Priv<1te DcvclolJffient Bank: FDI, the 
private d~lopnlCnt entity is ncg<)tiating additional funding 
from Eximbank. The Mission believes that the INSAFI 
project proposed in this Capital As sistance Paper will be 
the last development loan funding required directly from 
A. I. D. for ind us trial development in EI Salvador. 

f) Local Co~;t Financinp:: No local cost financing is 
lndudc"(;-in this :)roJect except as provided in Covenant 6, 
of this Summ<1ry. 

12. RECOMMENDATIONS: Authorization of a loan to INSAFI 
in 'an amount not. to exceed U. S. $4, 800, 000 subject to the 
following terms and conditions: 
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A. Interest and Terms of Repayment 

(I) The Borrower shall repay the loan to A. I. D. in 
United States dollars within twenty-five (2S) 
years including a grace period of not to exceed 
seven (7) years. The Borrower shall pay to 
A. I. D. in United States dollars on the disbursed 
balance of the loan interest of five percent (S%) 
per annum. 

(2) The GOES, at its option, may elect the two- step 
repayment procedure. Ii the two-step procedure 
is elected, the GOES will accept payments in 
Colones from the Borrower and will make pay
ments in dollars to A. L D. under the following 
terms: 

(i) Principal within forty (40) years including a 
grace period of not to exceed ten (IO) years; 

(ii) Interest at two percent (2%) per annum during 
the grace period and three percent (3%) there
after. 

B. Major CO'/ena.nts and conditions 

(1 ) 

(2) 

Earnings on the interest spread between the rate 
charrred in the A. I. D. loan and that charged on sub
loan: of INSAFI shall remain in the industrial 
program of INSAFI. 

A. I. D. fund s shall not be used for financing 
working capital needs of INSAFI~s sub-borrowers 
unless A. I. D. shall otherwise agree in writing, and 
it can be demonstrated that such use of A. L D. 
funds will add significantly to production, jobs 
created, or total production of the enterprise, and 
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where such financing is matched by increased 
equity of the owners. The total amount of such 
funds shall not exceed $1. 0 million. 

No equity investments shall be made in whole ol" 
in part from the A. I. D. loan. 

The GOES shall, within one year from the date 
of signing of the loan agreement, present to 
A. I. D. satisfactory evidence that steps have 
been taken to assure that any ploofits realized by 
INSAFI for 20 years from the effective date of 
this aCfreement will not revert to the GOES. b 

except as A. I. D. may otherwise agree in 
writing. 

Prior to financing technical assistance required 
by INSAFI, A. I. D. shall approve the contracts and 
the contractors. 

Bonoowelo sub-loa.i.s shall be made under standards 
and procedures satisfactory to A. L D. and shall 
include a requirement that sub-loans not be made 
when other satisfactory sources of financing are 
available for the sub-project. 

Prior to and disbursement of the loan. other than for 
}echnical assisb.ncc, Borrower shall have established 
rom its own resources a Supervised Small Industry 

Credit Prog:..-am satisfactory to A. L D. 

{Inasmuch as the originally proposed amount of the loan 
was reduced and the originally proposed interest rate 
was increased during 1968 CAEC review, the narrative 
part of this paper has been revised to reflect the 
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resultant changes. Annex D, Exhibit 2, 5 
and 7 will subsequently be adjusted to these 
changes~ 

13. PROJECT COMMITTEE 

Development Resources Officer 

Private Enterprise Dev. Officer 

Program Officer 

Legal Counsel 

- Theodore T. Foley, 
USAID/ES 

- Joseph Pincus, 
USAID/ES 

- Ronald A. Witherell, 
USAID/ES 

- Kent Knowles, ROCAP 

Drafted by: Theodore T. Foley/Joseph Pincus 
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SECTION I - HISTORY AND BACKGROUND June.16, 1969 

A. THE BORROWER 

1. Description 

The Salvadoran Industrial Development Institute 
(Instituto Salvadorcfio de Fomento Industrial -- INSAFI) is an 
autonomous industrial development agency of the Government of 
El Salvador, established in its present form on December Z6, 
1961. Its primary mission is to accelerate the industrial 

'development of El Salvador. The loan will be guaranteed by the 
GOES, or the Central Reserve Bank. 

In 1955, the GOES established an Instituto Salvadoreflo 
De Fomento de la Producci6n -- INSAFOP, charged with "increasing, 
diversifying and rationalizing agropecuarial, fishing, mining, 
industrial and any other kind of production in the country, to meet 
donmestic needs as well as for export". Experience acquired in 
the six years of INSAFOP~s operations demonstrated that its 
scope of activities was too great for the amount of technical and 
financial resorrccs at its disposal. It therefore was spread too 
thin to functlua effectively. 

In 1961, in accordance with recommendations made by 
Robert Nathan Associates, Inc. , INSAFOP was reorganized and 
converted into INSAFI by Executive Decree No. 497. From that 
time on, INSAFIPs activities have been confined to the industrial 
sector. The results of the foregoing reorganization were sub
stantial. The volune of loans increased from $1, 48 million in 
1962 to a peak of $5. 84 million in 1965; declines occurred during 
1966-68 for reasons given elsewhere in this paper. Nevertheless, 
in 1968, loans made amounted to $4. 27 million (equivalent). 

Since its transfornmation into INSAF.I, the Institute, which 
during the preceding six years had suffered chronic sizeable 
operating deficits, has been producing only modest operating 
deficits as discussed elsewhere in this paper. 

INSAFIPs principal means of developing industry is to 
offer short-, medium-, and long-term credit along lines laid out 
in its annual implementation plans, and in accordance with the 
technical and economic feasibility of the projects and their 
contribution to the national economy. The guaranties accepted by 
INSAFI are such as are not accepted normally by the Salvadoran 
banking system. 
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INSAFI. from tim 4 otire alsonmakes direct ive at
mentsi,l in , projects, of nationtsint etfor 4 ich i...ffi. nt
private capital'isavallable,However, ,such direct intmnts 
are meant to be of a temporary nature as INAFI bfits statuteSequrdt selloff its interestt private investors whn 

°enterprises involved are earning reasonable profits..., 

Y .The basic criterion appie SA 1..... rioe 
financing is that the projects contribute to th nO a 
mert of El Salvador, taking into account (1) effects onthebalance of payments; (2) strengthening the CACM; (3) utilizationi 
of national or Central American raw materials; (4) increased 
employment; (5) basic needs of the population; (6) value added 
in the productive process; and (7) the forward and backward 

linkage effects. 
To carry out is activities, INSAFI divides its financial 

resources into two funds: 

7 r > 

a) The Circulating Capital Fund, comprised of the 
former circulating capital of iNSAFOP; loans obtained domestically,
rediscounts with the Central R8eserve Bank, and proceeds of bond 
issues; external credits; a minimum of 80% of the GOES annual 
subsidy; and recoveries of capital from Its loans and investments.
These funds are used for its lending and investment program and 
for whatever other purpose that assures reasonable recovery of 
the invested capital. 

* 

* 

b) The Service Fund, composed of the former service
fund of INSAFOP; interest and dividends from loans and invest
ments; income fromn services rendered; and 20% (maximumn) of 
the annual GOES subsidy, prior to 1968, when the subsidy was
discontinued. This fund is utilized to cover INIAI'. operatins 
expenses and other activities having no - or no Immediate.
financial return. 

INSAFVa operations a r &overned by its Law of
Mont which provides that the Institute shouldt 

a) Develop, increase, dieafoand rationalie I~tnd alr 
production, Jn the country, for domestle consumptios as well as 
for export; 

b) improve existing national distrIbutlonss temse so
that the benefits of the countrys industrial prodiian~s ar. mmds 
available to the largest number of it& nts;,avA 

c) Promote related aectiles desigrad to ItwNgUMA
national economy and proaWs Pernt a$/&,&a4
employment to th Salvadoran abor;tW6i". 

-M
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4Arc*- Annial Reports of INSAFI. 

1/ 	 ]fI2 was the first year in which INSAFI devoted its fu l 
bfforts to industrial development. 

Those with assets not exceeding $40, 000.
 

Tho ,c w th assets exceeding $40, 000.
 

'T7' overall sharp -ize in INSAFI 2 s lending activities since
 

bar6 c. possible by an inflow of foreign credits, ashat :...de 
ca en in Tab, 2. Thus, whereas 92% of its funds was derived 

Pt'.: dor cl . ources during its first year of operation, onlyo 

0}n1%cn local sources in 1968.
 

TABLE 2 

INSAFI: Origin of Funds for Sublending_ 

1962 - 1968 

(In Millions of US dollars) 

From From Foreign 

Y Total Domestic Sources % Sources % 

84 -jV . 5 1.4 92 0. 1 

1 3, 1.3 39 2.0 61 

Q 4 5; 1.6 	 35 3.0 65 

2. 1 	 36 3.7 64ZTh5 5.8 

44 z.6 56i6 4.7 Z. 1 

35 659.4" 1.5 	 2.8 

30 	 3.0 70% a '. 

Aldi]ugh INSAFI's lending operations declined in 1966, 

.i, dUrect inve("trncnts increased $440, 000 to a total of $1. 2 
ar£on., in , iition, its guarantees (avales) of industrial loans 

over the 1965 level, reaching'$1j0,000 or -n'ore than 50%, 
', 64. ior in 1966. New direct investments made by INSAFI 

;1(A1 plans for 1969 are discussed on page 42. 
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As shown in Table 3, the major loans by INSAFI
 
in 1967 went for the construction of transportation equipment;
 
basic metal products; textile products; and food products (except
 
beverages). This pattern of lending represents a departure from
 
prior years in that the two principal categories of loans are in
 
non-traditional fields. The new fields of prospective investment
 
by INSAFI in the proximate future, as mentioned above, indicate
 
that it is strongly interested in new product development and
 
industrial diversification.
 

INSAFIs loar-are classified as short-, medium-, 
z.ad long-term. According to its statute, these designations 
refer to loans made for periods up to 2 years, up to 6 years, and 
more than 6 years, respectively. As shown in Table 4, the most 
notable trend during the period 1962-1968 has been the predominant' 
absolute and relative position of medium-term loans and the 
erratic movements of short-and long-term loans in INSAFI's 
portfolio. The total amount of lending has been declining annually 
since 1965, although at decreasing rates each year. 

TABLE 3
 

INSAFI: 	 Credits Granted to Small and
 
Medium Enterpri es, 1967
 

(Inthousands of US dollar equivalents)
 

Small Medium 
Activity CateZory Enterprises Enterprises Total 

1. 	 Aviculture 21 30 51 
2. 	 Shoes, clothing, and 

other articles made 
of textile products 73 58 131 

3. Food 	products (except 
beverages) 	 25 364 389
 

4. 	 Beverages ...... 
5. Textile products 	 9 679 688 
6. 	 Wood and cork products, 

except furniture 25 36 61 
7. 	 Furniture and accesories 11 158 169 
8. Paper and paper products --	 264 264 
9. 	 Printing & Publishing 40 64 104 
10. Tanning and leather 

products 	(except shoes and
 
clothing) 	 8 23 31
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Table 3 (continued) 

Small Medium 
Activity Category Enterprises Enterprises Total 

11. 	 Rubber products 0.8 83 84 
12. 	 Chemicals and chemical 

products -- 9 9 
13. 	 Nonmetallic mineral 

products (except those 
derived from coal and 
petroleum) 24 225 249 

14. 	 Basic metal products 17 686 703 
15. 	 Metal products (except 

machinery and trans
portation equip't. ) i49 249 

16. 	 Construction machinery 
(except electrical 
machinery) 17 221 238 

17. 	 Construction of electrical 
machinery, apparati, and 
accessories -- Z4 Z4 

18. 	 Construction of trans
portation equipmernt -- 816 816 

19. 	 Miscellaneous manufactures 0. 1 59 60 
20. 	 Personal services --- 49 49 

TOTAL 273 	 4, 088 4, 361 

TABLE 4 

Term 1962 

INSAFI: 

1963 

Terms of Loans, 

1964 1965 

1962-1968 

1966 1967 1968 

Short 53 

Number of Loans 

100 97 124 94 120 71 

Medium 63 

Long 5 

102 

12 

140 

23 

143 100 

27 15 

118 

21 

.151 

22 

TOTAL 121 214 260 294 109 259 244 
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TABLE 4 (continued) 

PERCENT 

1962 1963 1964 1965 1966 1967 1968 

Short 44 44 37 4Z 45 46 29 

Medium 52 48 54 49 48 46 6Z 

Long 4 5 5 9 7 8 9 
100 100 100 100 100 100 100 

Term 196Z 1963 1964 1965 1966 1967 1968 

Value of loans ($1000) 

Short 60 84 130 208 652 343 577 

Medium I, 165 2,256 1,564 2,694 2,398 2,186 2,554 

Long 254 931 2,827 2, 938 1,670 1,832 1,139 

TOTAL 1,479 3, 271 4, 521 5, 840 4,720 4, 361 4, 270 

PERCENT 

Short 4 3 2 4 14 8 13 

Medium 79 69 35 46 51 50 60 

Long 17 28 63 50 35 42 27 
TOTAL 100 100 100 100 100 100 100 

The end uses of INSAFI2 s loans during 1962-1968, have been 
(1) the purchase of machinery and equipment, tZ) operating capital, 
and (3) financing plant construction and expansion, and (4) refinancing 
operations (see table 5). The drop in lending for machinery 
purchases and for construction arose out of a shortage of foreign 
credits and constituted an important factor in reducing the level 
of economic activity in El Salvador during 1966-1968 (see Section 
III - ECONOMIC ANALYSIS). The accompanying tightening of 
credit to the industrial sector by the very conservative commercial 
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banking system, combined with and growth in construction and
 
expansion activities,, probably occasioned the increased resort
 
to INSAFI for working capital loans on the part of its clients.
 

TABLE 5 

INSAFI: End Use of Credits Granted. 

1962 - 1968 

End Use 1962 1963 1964 1965 1966 1967 1968 

(In millions of US dollars) 

Construction and
 
Expansion 0.3 0.4 0.7 1. 1 0.7 0.6 0.8
 
Industrial refinanc
ing 0.2 0.2 0. 3 0.2 ... 0. 5 
Machinery & Equip-. 
ment 0.4 1.3 3.0 3.2 1.9 1.9 1.3 
Operating capital 0. 4 0. 9 0o 6 1. 3 1. 9 1. 9 1. 7 

TOTAL 1. 5 3. 3 4. 5 5.8 4.7 4.4 4. 3 

(In percent of total' 

Construction and 
Expansion 21 13 16 19 15 13 18 
Industrial re
financing 22 6 4 5 5 .. 12 
Machinery & 
Equipment 27 54 66 54 39 44 29 
Operating capital 30 27 13 22 41 43 47 

TOTAL 100 100 100 100 100 100 100 

In recent years, INSAFI has attempted to become more selective 
in its lending activities. it has concentrated on carefully selected 
medium-sized Droioects and on those small-sized enterprises susceptible 
of sustained orderly growth. Its success in selecting the latter type 
of project has been limited, and it is anticipated that the proposed 
supervised Small Industry Credit program will contribute materially 
toward achieving this objective. INSAFI perhaps has been overly 
concerned with making sound loans, but certainly it has not attempted 
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to earn large profits. The profit and loss statement of INSAFI
for the years 1962 - 1968 (see Annex Table 1) shows modest
operating losses through 1967, and a small surplus in 1968 
(equivalent to $132, 307). 

Until 1961, all GOES contributions for administrative 
costs and operating capital were capitalized. From 1962 on,however, only the subsidies for operating capital were capitalized,
and the subsidies for administrative costs were used for those 
purposes. The GOES subsidies to INSAFI during the years 19611967 have been as shown in Table 6; the subsidies were discontinued 
in 1968. 

TABLE 6 

GOES Subsidies to INSAFI 1961 - 1968 

(In 0007s of U. S. dollar equivalents) 

For For 

Year 
Administrative 

Costs 
Operating 

Capital Total 

1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 

Total 

$ 

5. 

251. 2 
126.7 
168.0 
120. 0 
160.0 
160.0 

76. 1 
- -

$ 2, 422. 8 $ 
5G6. 9 
632. 0 
600. 0 
640.0 
320.0 
731.9 

0-
o65OV-5, U--

2, 674. 0 
633.6 
800. 0 
720. 0 
800.0 
480. 0 
808. 0 
-0-

In spite of a slowing down of its loan activities during the 
past few years, INSAFI's loans and investments outstanding at
the close of 1968 amounted to $17. 2 million, or 3. 8 times the levelof 1962. During the same period, iN'A)AFIs indebtedness rose from
$1. 84 million to $10. 3 million, and its capital and reserves 
increased from $3. 2 million to $6. 4 million. Comparative datafor the years 1962-1968 are given in Table 7. The rising indebtedness
is a reflection of INSAFIs increasing reliance upon foreign credits 
for financing its lending operations. 
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TABLE 7
 

INSAFI: Outstanding Loans and Investments 
Debts, and Capital and Reserves, 
1962- 1968 

Outstanding Capital 
End of Loans and and 
Year Investments Debts Reserves 

(In millions of US dollars) 

1962' 4.5 1.8 3.2 
1963 5.1 1.8 3.8 
1964 7.7 3.6 4.4 
1965 10. 0 5. 1 5.0 
1966 13. 0 7. 8 5.4 
1967 15.4 3. 8 6. 1 
1968 17. 2 10. 3 6.41 

_ Capital "6. 3 million; reserves $0. 1 mnillion. 

1. INSAFl~s Systenm of Project Analyszis 

All loan recuests submitted to INSAFI are made on special 
forms prepared for this purpose. These forms are designed 
according to the needs of the applicant, and sufficient information 
concerning the enteZrise and its plans is required to permit an 
evaluation of the project. 

Evaluation of loan applications is carricd out by the Credit 
Section of the Financial Sub-Manager (see Organization Chart of 
INSAFI), composed of 10 financial analysts who arc all graduates 
of the Faculty of Econornics of the National University. Many of 
them have received additional training abroad in project evaluation 
and related fields. 

The applications aro reviewed for technicz-l, economic, and 
financial feasibility, and for the contribution of the enterprise to 
the national economy (employment generated; value added; savings 
or earnings of foreign exchange; etc. ); plant capacity; market for 
output; profitability; ability to repay the loan; and any other 
pertinent factors. Emphasis is given to projects that conform with 
the objectives of the Second Five Year Plan (1968-1972) of the 
GOES. 
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After the project analyst has completed his review, thefindings are discussed with the section chief and the Financial 
Sub-Manager. Upon their approval the application is submitted
to the Governing Board of INSAFI for final approval, including

approval of the section's recommendations concerning the
 
project.
 

Supervision and collection of sub-loans authorized byINSAFI are the responsibility of its Section of Supervision and
Collections which also comes under the Financial Sub-Manager.
Supervision is performed during the construction and installation

phase of the project, and disbursements are mad.e according to

the recommendations 
of the supervisor. Further supzervision isprovided to assure the proper implementation of the project. This 
same section also controls the guaranties offered for the sub-loan 
by the borrower. 

In accordance With the credit agreenment bet-ween INSAFIand its client, the borrower is chiie!d to mhake amortization 
payments at the main office of INSJI. This mechanism has 
worked well in the past and no change is contemplated in the 
foreseeable future. 

C. PPEVIOUS TA.D. -SSISTA'N TO -NS:l7i -- In June, 1963,A. I. D. authorizeci a loan (519-L-0C5) nTo to exceed $4. 5 million 
to the Central Reserve ]Bank of El Salvador, which assumed the
exchange rate riskc and relonned tothe funds iNSAFI for sub-lending.
INSAFI, as the executing agency, made short-, medium-, and long
term loans and eQuit'i investnents for the creation and exoansion
of productive enteroprises in El Salvador, and provided studies and
services to Salvadoran industries with the assistance of consulting
firms contracted in the United States. Such technical assistance 
:Ilso served to improve INS.AFIs own operations and to support
it in carrying out certain specific appraisals of sub-loans. The 
;erms of thb loan provided for rollover of the A. L D.some use funds. 

In the sub.ss:ion aD roval of A. I. Doa- Loan 519-L-005.he followini factors were tak'en into conjideration: 'I) That El
3alvadcor, although the smallest country in Central America
,he least endowud with natural resources, appears to have the 

and
most

killed neua group in the region and the best potential
abor force; and'2 the country is land poor, being densely
)opulated and having virtually all of its arable land under cultivation.
'onsequently, an intensive industrialization program was deemed
if very high priority by the GOES and its advisors, Robert R. Nathan
ssociates. Hence, to provide credit on adequate terms for industry, 
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thereby giving significant impetus to the development of this 
sector, the abovementioned loan was presented to A. L D. in 
March, 1963, and signed on September 18, 1963. 

The basic argumentation is valid for the second loan.
 
(See Section III, B, below. )
 

D. EVALUATION OF A. I. D. LOAN 519-L-005 -- A. I. D. Audit 
Report No. 81-1 ISZ of November 6, 1967, includes the inspection
and review. of records and official data from the inception of the program
through May 31, 1967. A full review was made of compliance
with all covenants of the loan agreement; and end-use checks were 
made on twelve of the thirty-six A. I. D. financed sub-loans. The 
contribution of the GOES to the project was verified. The Auditors 
found the project operating in a satisfactory manner, with the 
exception of a few administrative and operating items which have 
since been corrected. Preliminary review of the ongdng INSAFI 
lending and investment program further confirms that INSAFI is 
technically sound, well administered, contributes to GOES and 
Mission objectives, and will continue to make maximum effective 
use of its resources by virtue of coordinating its loan and invest
ment policies with the Ministries of Economy and Finance, the 
Central Reserve Bank, and the National ?lanning Council. All 
audit recornn-mndations h-ave been reasonably met. 

As of Decenber 31, 1937, IN -A'2-Fs assets totalled $16. 1 
million equ~ivalent, against liabilities of $10. 0 million and capital,
surplus, and of 0 Loansreserves "'. million. and discounts 
amounted to $14. 2 million and equities held in private enterprise
projects aggregated $I. 2 million. Accumulated reserves totalled 
$0. 3 million as con-pared with a paid-in capital of $5. 9 million. 
Comparative balances for the period 1962-196S are shown in 
Annex Table 2. 

INSAIF has committed all of A. I. D. loan 519-L-005. 

The first com-ntmnent of the $4, 500, 000 .. D. loan was made in
June, I96-i, and a total of $4, 490, 505 had been committed as of 
December 31, 19"7. The small unutilized balance was deobligated
in Febr;uazy-March, 19C9. INSY:_IPs commitments of A. I. D. 
funds have been made for financing, through 41 sub-loans, the 
acquisition of machinery and equipment; building and facility
construction; working capital and technical services. As of 
December 31, 196U, the distribution of such commitments by 
purpose, was as follows: 
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,1Acquisition of machineryand .7
 
e quipmie nt 2, 456 5
 

~4Y'.'Building and facility
 

Working Capital ~876' 1
 
Technical Services19 ; 4" >
 

TOTAL 	 4,491 100 

In the 41 projects financed with these funds, the size of 
loans' ranged from $5, 683 to $620, 011. A distribution of these.
 

sub-loans by size is shown below. 
Distribution of INSAFI~s 41 Sub-Loans Under 

AID Loan 519-L-005 

By Size of Sub-Loan 

No. of Value1~-Size of Sub-Loan Sub-Loans % ($1, 000~ 

Less than $20, 000 13 31 167' 4 
From $20, 000 to'$50, 000 6 15 171 4 
Over $50, 000 to $100, 000 12 z9 885 21 
Over $100, 000 to $500, 000 7 17 1,440 33 . 

Over $500, 000 3 8 1,636 38 

-TOTAL 	 41 100 4,299' 100

Industrial activities financed with the first A. LD. loan have * 

been as follows: 

Amount 
Industrial Activity 	 (,$l,000. of total .
 

Food products (except beverages) 165 4 
Textiles 895 21 -
Shoes and clothing -,717 .17 
Paper and paper products 797 19 . 

Printing 	and publishing 3Z5.8 
V 	 Non-metallic mineral products Z63 6
 

Metal products 183-4
 
Electrical articles and accessories 596
 
Transportation equipment 86 a2 
Mis cellaneous 271 .,6 

TOTAL 	 4, 299 To 0 
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A list of the projects is contained in the previous table. 
The list shows 41 loans to 36 industrial enterprises. Some 59%
 
of the total value of these loans went to new enterprises and 41%
 
for expansion purposes. Credits granted for periods longer than
 
6 years represented 65% of the total, and credits from 2 to 6
 
years, 35/,in terms of value.
 

Data available on the 36 enterprises financed with A. I. D.
 
funds show that, in their first year of operation, they produced a
 
value added of $7. 0 million, exports of $5. U million, savings in
 
foreign exchange of $5. 9 million, and jobs for 1, 017 persons.
 

E. ALTERNATIVE SOURCES OF FINANC!N"'G-- As shown in Annex
 
D-2, INSAFI has obtained sone *7. 0 million in loans from other
 
public and private foreign and domestic lending institutions. About
 
$3. 4 million of such loans was outstanding at the end of 1967.
 
Creditors include the GOES Central 
Reserve Bank, Eximbank,
 
IDB, CABEI, ard First National City Bank of New York.
 

INSAF , as a miembne:r of the band-nrf has aiso resortedto financing from thu Central Reserve Lank in the form of rediscounts 
on a small scale, and direct loans for the purpose of financing short
term credits. In Scptenbar, 1963, a loan of y'4. 5 nillion from
 
A. I. D. was placed at the disposition of INSA7I. In December, 1966,
INSAFI borrower $1. 0 -nillionfron C.i and, in Ja:j;,.vry, 1967,
$3. 0 million fron the ]3LL.Both of Jhe.sc loans were negotiated
directly by INSATI. In zdition, _IsATI 1oted $,300, 000 (equivalent)
of 7% bonds in June, 1967; thc issue was taken up within the month by 
CABEI and Salvadoran investors. A further $1, 200, 000 (equivalent)
of bonds may be issued under the initial authorization according to

INSAZTIs needs for thuese funds as counterpart to foreign loans.
 

In spite of the foregoing recourse to numerous sources of
 
financing, both internal and external, funCs 
to be available during

the period 1969-i972 will still be inadequate to meet IN<SAFIs
 
expected requirermernts unless the A. I. D. loan is forthcoming.
 

IBRD is advired A.I.D. that it is not interested in financing 
this project.
 

Other financial institutions in the United States (including 
EXIMBANK) and Europe have been investigated, but the terms of 
the loans which these entities could offer - use, interest, 
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Cl The proposed second A.I.I). loan is to financelthie .procure
moitk source/origin goods adservices relating to 3INSAFI 1s 

I& a4,-acti ts. These sub-lending activities~include a 
'conbiia o(?-Paoilties financed under A.I.D. Loan 519-L-0051
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SA lit ~projects that may be financed under this -loan
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TABLE 3
 

List 	of Illustrative 

Type of Project 

I. Chemical Products 

1. Polyvinnyl chloride (Ist phase) 
2. Castor Oil 
3. Barbasco steroids 
4. Me nthol 
5. Ethylene 
6. Polyethylene & compounds 
7. Canned pineapple 
8. 	 Soybean oil and cake 

Sub-total 

II. Textile Products 

9. Poplins and stamped goods 
10. 	 Womenus clothing 
11. 	 Sheets and tablecloths 
12. 	 Handkerchiefs 
13. 	 Kenaf 


Sub-total 


III. 	 Gases, Metal Products, and 
Construction Materials 

14. 	 Gases* 
15. 	 Iron and steel tubes, wire, 

nates, etc. 
16. 	 Wire screens 

17. Flashlights and 	batteries 
18. 	 Ceramic sanitaryware 
19. 	 Hydrated lime 
20. 	 Bagasse board 
21. 	 Steel laminates 
22. 	 Shipbuilding and repairing 

Sub-total 

TOTAL 

UNCLASSIFIED
 

Projects 

Total 
Investment 

($1, 000) 

2, 	504 

281 

220 

130 


2,975 

7, 200 


478 

546 


14, 334 


4, 599 

296 


1, 561 

894 


96 

7, 447
 

14 


Employment 

(Number) 

43
 
19
 
30
 
30
 

n.a. 
n. 	a.
 

19
 
18
 

-59-+
 

403
 
35
 

200
 
70
 
28
 

7
 
lami

305 266
 
278 16
 
153 63
 

1,804 183
 
330 42
 

1,750 65
 
7,000 37
 
2, 600 200
 

14, 233 879
 

36, 014 1,174 + 

* 	Expansion of existing plant. 
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The Project Committee recommends that an amount of 
$4. 8 million be riade available for these purposes, including 
up to $4. 5 million for procurement of goods in the United States 
and $0.3 million for contracting technical services from the
 
United States.
 

This proposed A. I. D. loan is to be repaid over 25 years, 
including a 7-year grace period on repayments of principal.
 
The loan is to carryan interest rate of 5% a year during the
 
grace period and during the remaining period of amortization.
 
INSAFI loans to individual sub-borrowers under this loan may 
not exceed $100, 000 without prior A. L D. permission. It is 
expected that, for larger projects, A. L D. funds will be combined 
with those of CABEI (for projects of regional significance) and 
other lenders. Minimum amortization periods for sub-loans 
financed with the A. I. D. loan will be three years, and they will 
bear interest rates no greater than 9100 a year. The 7-year 
grace period is related to the average teram of sub-loans made with 
A.I.D. funds, permitting one completed cycle of sub-loans to
 
strengthen further the D\,WSAFI financial structure before amortiza
tion would begin. USAID's review of several second tranche loans
 
to Into rmediate Credit institutions (ICI's) has shobn this length
 
of grace period to be tyimical. 

Refinancing op:erations of U. S. equipment purchases are 
to be allowed in rare and exzceptional cases and wili require prior 
A. I. D. approval. Such refinancing conceivable might be required 
in a package sub-loan for expansion and/or modernization of 
existing facilities to imrnoove the conpetitive position of a particular 
sub-borrower. Debt incurred for procurement outside the United 
States and the Central American Common Market (CACM) countries 
in no case may be refinanced with A. I. D. funds. 

While INSA I will be given a relatively large-degree of 
Sflexibility in utilizing the A. I. D. loan funds, it will be prohibited 
specifically froma financing projects which (1) clearly would 
contribute to the: increased production of agricultural products 
in world surplus, and (2' would be in violation of A. I. D. us statutory 
criteria (see Annex A., 

Although the funds of the proposed A. I. D. loan will not be 
used by INSA.L for equity investments, that organization presumably 
will utilize its other financial resources for such purposes as it 
deems desireablc. INSAFIes equity portfolio at the end of CY- l968 
consisted of loans valued at nearly $1. 4 million (equivalent). The 
profitability of these enterprises is demonstrated by the fact that 
INSAFI earned dividends equal to $200, 000 from its private sector 
shares in 1968. It is INSAFI"s stated policy to dispose of equity 
holdings as soon as possible. In no case may INSAFI hold more 
than 30% of the equity in any enterprise. 
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(2) Technical Assistance Operations -- The proposed loan
 
provides T300, U. S. technical assistance to
000 for financing 
complement that available directly from INSAFI. In the case 
of the Supervised Small Industry Credit Program, no sub-loan 
will be made without its embodying some such assistance. The 
degree and kind of assistance will vary with the enterprise;
however, the following kinds are expected to be required for the 
program as a whole; feasibility studies; organization and manage
ment; plant layout and design; quality control; cost accounting;
product design and packaging; marketing (domestic and export);
financial management; and product promotion. 

INSAFI itself will require advisory assistance in establishing
and operating its self-financed Supervised Small Industry Credit 
Program and in training a staff to provide technical assistance to 
sub-borrowers. Such assistance will be contracted for with U. S. 
firms and/or individuals for the time covering the disbursement 
period of the loan. 

(31 Self-h Commitm4et. 7NS-i 

a) As a condition of receiving tae proposed second loan 
from A. I. D. , INS.A7f has committed itself to allocate the equivalent 
of $0. 7 million of its own resources to finance a Supervised Small 
Industry Credit Program and approximately US$300, 000 for an input
output study of the countl-y~s industrial sector and related statistics. 
It is estimated that, of this amount, about $0. 2 nmillion "equivalent)
will be in the fo:-rm of technical service& (development of/)roduction
plans; project supervisioni to be provided by INSAFI an(/ or other 
knowledgeable sour-ces, domestic or foreign. 

INSAI7 is .ornng with the National Planning Council 
(CONAPLAN) and other GOES agencies toward establishing a system
of credit guaranties for snmall enterprises. This system is to be 
aimed at resolving effectively and simply the problem common to 
small enterprises of having insufficient collateral for obtaining 
bank credits. 

T- guar'anties system is to comprise (1) a Guaranty
Fund with an initii capital of some $200, 000 equivalent, to be 
administered by an autonomous institution (perhaps INSAFI); (Z)
credit insurance; (3) a Savings Cooperative, that will obtain 
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deposits from its members and will feed the Guaranty Fund*; 
(4) lending institutions, that will extend credits to small 
enterprises that have received a prior guaranty from the Savings 
Cooperative; and the enterprises themselves that will associate 
with the Cooperative. In brief the system is to operate as 
follows: 

1. The borrower must be a member of the Savings 
Cooperative and be current in his monthly payments; 

2. The borrower must request a loan from a bank, 
and, at the same time, request qualification by the Cooperative 
for that part of the loan to be guarantied; 

3. The Cooperative acts on the borrower's request; 

4. The Bank acts on the credit application; 

5. The borrower receives the credit and pays the 
Cooperative a commission for the guaranty. Ho must continue 
making his monthly membership contributions to the Cooperative; 

6. The Cooperative, in turn, contributes a percentage 
of its funds to the Guaranty Tund; 

7. The LL.:.k insurcs the credit under a Credit 
Insurance Progran ;o. qf is insurance serves to compensate the 
Bank foi" any default in repayment of the credit, when t,,c borrowerls 
own collateral -- wihcn licuidated -- is less than the amount of the 
loan that has been guarantied under this prograrn. The Credit 
Insurance Agency ;makes up the difference in such cases. 

Detils concerning the 1;ize of t'e Guaranty Fund, 
how it will be adinistered, how much of a loan will be guaranteed, 
etc. , have yet to be worked out. If the guaranties system is 
operated swiftly and efficiently, it should help materially in promoting 
small industry and in assisting existing firns to develop into sound 
enterprises. 

It is possible that the recently created Cooperativa de Ahorro 
y Credito de Empresarios Salvadorel1ou (CACES) will serve 
as the Savings Cooperative. 

** It has not yet been decided whether thc Credit Insurance Agency 
will be a part of the Guaranty Fund or a separate autonomous 
entity. 
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1) Supervised Credit to Small Enterprise -- "Small 
enterprise" is defined for credit and incentive benefit purposes 
as an enterprise whose assets do not exceed $40, 000 (equivalent) 
and for census purposes as an enterprise havingles s than five 
persons employed. The census classification represents artisan 
and household production, as contrasted to factory production. 

No global data are available for small enterprises 
according to the credit definition. However, INSAFI reports its 
lending activities in a manner that permits identification of 
the role of small enterprises in the economy; INSAFI undoubtedly 
accounts for the bulk of this type of lending in El Salvador. The 
importance of INSAFIs credit transactions with small enterprises 
during 1962-1967 was analyzed in Section I, B, above. 

According to the census definition o' small enterprise, 
this segment accounted for over "'0 million (equivalent) or some 
30% of the value of total industrial output in 1964, the latest year 
for which such data are available. As would be expected, the vast 
majority of small enterprises are o-erated by individual owners and 
members of their familiis (see Table 9, below',, the latter usually 
receiving no mroncta ry remuneration. Consequently, the access 
to normal credit sources by such eaternrises is virtually nil. The 
activities of small enterprises were largely concentrated (75%) in the 
traditional industries producing cor.surner -ooc:Lsfood, clothing, 
shoes, leather items, furniture, wood procucts, etc. Productivity 
in these enterprises is low, probably less tizi n half that in factory 
production, and substantial underennployment exists in artisan 
industries. The industrial census of 1961 (see table 10) showed that 
small enterprises accounted for S5.5' of the total number of 
establishment,: enumcratcd, but generated on-ly 11. 5% of the value 
of industrial product and 14.4% of the industrial value added. 

Tn A. I. . oan 19-L-0e to th rivte Pinanciera de 

I), :Desarrollo E nversion, 8. A l. a L;- o , 000 was 
identified for tne establlshnent of a Pcclfiuea I2nanciera within the 
FDI. All the;se und have been utilized, usuakly for loans to 
persons or enti:-,2L; kno to' he PCI oar' of Dkrectors. It is 
doubtful that the 1FI will continue this type of lending fro- its own 
resources, as overnead cos;ts of such loans are high and the risks 
are much higher than those preferred by tie private financiera. For 
lack of education or lack of knowledge as to sources, technical 
assistance also is not forthcoming for these numerous but unsophis
ticated busine ssmen. 
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TABLE 9 

El Salvador; Structure of the 
Industrial Labor Force, 
Industrial Census, 1961 

Enterprises with 
5 or more Less than 

Class of employee person-s 5 2e.sons Total 

Owners who work 2, 608 14, 360 16,968
Unpaid family workers 2, 366 3, 382 10,748
Workers & apprentices 46, 037 8, 322 54, 359 
White collar workers / 4, 350 4,350 

Total 55, 361 06431, 86,425 

j_/ Administrative, technical, tc. 

INSAFI, with GOES ap)roval!, i; committed to a program of
offering financial and technical a iLtance to small industries and 
artisan activities. Z:xecutivc Decree No. 2 of January 10, 1968,
which approved LNSATI'zL budget for CY 1968, also approved its 
plan of action for the ycar which tranjiatcs as follows: 

"1. Objectives of the plan 

z'2. The S lvadora Iffst ia! Dewcio;nent institute shall 
direct its activities towvaj achieving the foliowing objectives: 

"a) - To increa.s :nauatri ! production and productivity, giving
preference to ;ho., in e. which 

"1. ui:itize i rmcdjate products::aw and pnaiu-ia2. 
producec lcaC iy, eJpecial1y twc of aigriculture
a..& livestock, fisheries, and the subsoil; 

li. en.kloy thQ 'catc;t amnoun of local labor; and 

"III. uute for i iorts and increa e exports.
11,1) -F a cii at t ',. .. .. t f J " 

asnA e 
aof in-u.;trio S in tax-fuc zones,

that may utilize Sulvawdoran labor and that nay be oriented toward 
the total exportation of their output; 
"c) - Attain the exp.:an:sion and diversification of exports of 

manufactured products; 
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"d) - Promote industries dedicated to the production of inter
mediate and capital goods;
 

fie) - Increase the level of investment in the industrial sector;
 
and
 

"f) - Attain a greater development of small industries and artisanactivities, offering them technical, financial, and marketing
 
assistance.
 

INSAFI is to pay special attention to the small industrysegment of the industrial sector through studies to identify new
prdjects; searches for resources suitable for industrialization;
establishment of new artisan centers; expanding technical,
financial, and marketing assistance to new areas of the country;

creating better market conditions in El Salvador, the CACM,

and abroad 
for locally made*goods; and collaborating in the formation
of small industry and artisan associations as deemed necessary. 

Thus this self-help commnitment in return for the
proposed loan isdes d sLecifically to "-sist INSAFI in carrying

out its mandate from the GOE.S. Probably for the first time in
El Salvador, niedium- and long-term credit and technical assistance

will be combined in conrac-Lual .
.and .ade available 
to small industrialiss on li.be -al terms regarding collateral and
 
interest (inthe C c: 
. ......
 

Tt is;d .:i1,ui: ,o;.:certain tho i z of ,:-,is n:w p:rogram
 
as, in the ' .;t, ,i0;ually o att';;nt was made to seek out and

develop snall c;c';'r :u uct'suitable ' Moreover,
for financng. 

INSAFI has 
not L. d to nrovidinrg extensive technical
as.istance to zn;... n' . Tils capability will have to be

developed in INS v,"t U. S. technical 
backstopping. tHowever,

the program shou : rCesu t -- a jubstantialiy increased level of

employment 
and income ia thC interior of the country; in the
develonment ol^ betti,n uality p .oductsat lower prices for consumption
within El Salvado-, in of distinctive prod uctsexport; thc devclo2nc.ntthob ..and, . . oicn iaiec rou for 

ent lae- lUoa idustr1'ie ujiing oducts, in the encourage
m-nt of cindusLrie; u
l- g;uch intermediate goods. 

(a) ...,-;..:ii oi th,:x .:b- orowJ-

To be eligible for a su-ervised _snall business sub-loan, the
sub-borrowers are to be members of a Salvadoran Businessmenst 
Savings and Loan Cooperative. Additional requirei :nts are proposed 
to be as follows: 
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(1) For Small Industries: Enterprises with from 5 to 
15 employees producing goods under the direction of owner
managers and whose total assets do not exceed $40, 000: equivalent; 

(2) Artisans: Entrepreneurs themselves engaged in the 
production of goods and employing no more than 4 persons in 
addition to unpaid family members; and 

(3) Other cooperatives: Those legally established as 
such by either of the above types of eligible sub-borrower-s and 
affiliated with FEDECACES. 

(b! Types of Sub-Loans 

(1) Production Loans -- For the acquisition of capital 
goods related to initiating, expanding, or improving production. 

(2) o Loans - To purchase%.rp.tal raw materials, 
establish appropriate inventories of merchandise, pay salary and 
operating cos~ts, ecnag. in oronotional efforts, and, 
in the case of atisans, to finance iarniy ivinr, expenses during 
the time elapsin bewen the production and sale of the output. 

(3 r- -,a c Loans - ss part of a package arrange
ment, a single i naacinh Gocratioas May bo pcrn-itted to 
any sub-borrowL: that can denos'rtat thie essentiality of such
refinancing in 1-,-1oject4Loreng thea viabl. 

(c second comnitnent Ly INSAT in return for the 
second tranchc from A. I. D. is to finance, Vith its own funds, 
an inout-outia2 'stud" of th: industrial sector and other statistical 
studies5 related to industrial developnent in El Salvador. Such 
studies may rcc:u: r an outlay of some $00, 000 'equivalent) and 
may invclve r.inJ :;a-nnents for technical services obtained in the 
United States. The inve ;tigaticns will be carried out in 
cooperation with the National Planning Council and the Central 
Reserve Bank. 
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TABLE 10 

SUMMARY OF TIlE INDUSTRIAL CENSUS 

OF 196] 

Number of establishments 
Persons employed 
Remuneration paid 
Raw materials used 
Fuels and lubricants 
Packaging materials 
Electric energy bought*', 
Payments to 3rd parties 
Value of Product 
Value added 

With 5 

Total 

18, 69"h 
86,425 
53, 505 

416, 740 
7, 543 

1i, 874 
5, 320 

14, 275 
701, 512 
259, 378 

'oore persons 

Va]ue 

2, 7],: 
55, 361 
47, 99G 

376, 326 
5, 537 

12, 652 
4, 956 
1, 378 

621, 04S 
22],. 922 

% 

14. 5 
64. 1 
89. 7 
90. 3 
73.4 
9S. 3 
93. 2 

9. 7 
88. 5 
85. 6 

With less than 5 persons 

Value 

15, 985:: 85. 5 
31, 064 35. 9 

5, 507 10. 3 
40, 415 9. 7 

2, 006 26. 6 
222 1. 7 
364 6. 8 

12, 897 90. 3 
80, 463 11. 5 
37, 456 14.4 

N 
00 

* 

': 

Number of units 

In terms of quantity, the data wverc as follows: 

1, 000 KWH 

Consumed 
Self-generated 
Purchased 

83, 609 
12, 596 
70, 653 (Valued at 5, 320, 012) 

MnC', 
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SECTION III. ECONOMIC ANALYSIS 

A. Place of Industry in the Salvadoran Economy 

The industrial sector has been the major dynamic force inthe Salvadoran econmy since 1950. From 1950 to 1958, the value
added in manufacturing increased from $54. 0 million (equivalent)
to $75. 4 million, for a compound annual growth rate of 4. 3%.
During the ensuing decade, this rate of growth rose to 9. 7% a year, and manufacturing activities increased in importance
from 13. 5% of the Gross Domestic Product (GDP) in 1958 to19. 6% in 1967. GDP grew at a rate of 5. 4% a year during
this period. * The growth of Salvadoran manufacturing during
this decade was the highest in the Central American Common 
Market. Maintaining an industrial growth rate of at least 10%a year is essential if El Salvador is to recover its 6% growth in
 
GDP enjoyed during 19%2 - 1964.
 

Manufacturing ranks third in in-portance in El SalvadorsGDP, as shown i Table 11; only i.griculure including livestock)
and Commerce still exceed it in i~portance. 

Mining and cua '"ia activiti.C "rave e .:'-,itdC largely
to the production of construction aec-i&.is, ceramic clays, and
salt. As previously indicated, new vlornnt are expected
to increase the i.v-.1*oztr,..ce of thiL :ector and to provide the basis
for new processing 'ie. a. well. 

The growth of e industrial ;ctcor zl.o is illustrated by theincrease in e'nort of -ai facturc and "other productsl, from7.6% of total Salvadoran exports in 1961 to about 22% in 1967.
These products are exported principally to the other countries of 
the CACM. 

* Basic data in this discussion are in current market prices. 
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TABLEI I 

Sactoral, Contributions to the Gross 
It 

Domestic Product, 167?4/
In Millions of, Us& dolaehquuvaZings
(at current market prices) 

Value 
Added ofDActivitX 

Agriculture and Livestock Z35.4 26.4Commerce 23.4 243Manufacturing M. 1 190
 
Public Administration 
 66.4 7. 5

Transportation, warehousing and
 
communications 
 38.1 43H*ousing ranta,s 34.2 38Construction vicera 28.h6 t 16aPeso e public and private) 6eere6a.0RvitMrh 3.27.4u~ :..Finance 16.8 1.9
Electricity, water, and sanitation 13.r2 1. 5

Mining and quarrying 1.2 0.1
 

Total 890.4 100 

Source: Central Reserve Blank, Revlata hMonsual. March, 1968,
p. 177. 

Industrial development in El Salvador thus far basproceeded. in the mains along sound lines. This Is demonstratedby the sizeable growth in the countryss Industrial eports to the
CACM and# recently, by initial to U.s& and Ztepeap marketsthe increasing inflows of foreign private capitall and the m1rate of business failures in the manufacturinS sector In recent 
years, El Salvador has sought to esablish assembly Idustriesto a lesser extent than any other member of the CAMthrust has been in the airection of Inareasa manufactures,

U 
especially those that have a high value-added characteristic a4/er1
utilize substantial local raw materials andor labor. W ethcountry has not avoided the competition for 10utatusW industries,,**external economies that El Salvador has to *Her probably ane more numerous and batter developed than eleewhir. toMin short, El Salvador appears to come. cloe eolAS Ike,

C M 
tofavorable criteria discussed Inthe Industrial strate per forCentral America than any otar co"nryL the atea. is so. 
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4' '.2$: tr4n ,~*x 'ro,-. : withfDcebra h4 ? 1 inco4 amondV-( !'i:.,i,,,,a coule 
,k -4,,-1967) .f ubltiveltn trinn roresam

1 	 , a-rla 

.... 4.. . foro&" necang aports iodifedtte i 

't .. ;:ig rr 00.%advnad, e depornaltbal 
;rso , 	 ndgh 

atthGeS 
.... inips. e.GOES alsoientrlysdutOnegotiated an IM q,.:~' !'i.nyu;Th&'"tpia" 	 cte 66nti 4 ! 

1967, for $10 million and drew217;A~&Tt;.r~crrer5, 
-t -I- .a of-December 31, 1967, amountedvs; 

;- .F. c: rnllion from the previous year.-v ...... 1 CouS;; 	 i::h
Itt
4- ' -;kl v~,th~e'1967 year-end reserves 
u"'? CL ver Central Reserve Bank excpecta-

Q. -. .,4 v ..:u~rojs.967), almost entirely due to, 	 4I lu.;<.. .> . --.	 tports resulting from the restrictive 
4 

2 ermrcial credit policy of the Central 
7~.rvt' 4 ~tmSwerescesu in bringing about an

4 ~ ~~ ~ -<c v V-4ii to. $42..2 million by the end of 1968*. 

as"maue by its Gross DomesticI~I 4. 

......,. rtricos, 	 grew at an annual compound
--- L)V~-'W;.4.9% urng1958-62, and 6. 0% during4 

cz- I ... zn--g Council, In its second 5-year plan 
~ .7:,projects a continuation of the 6. 0%6 

- .w ~-'1 .. ;.ntwthis rate of growth, the industrial 
r. tt !value added) at a compound rate of 
. 74. imillion in 1967 to a projected $277.9 

t#..nt is to be-fi industrialization process 
I .	 1 .i hvalue-added commodities,* 

ittio taig domestic raw materials, and 
2 r iQxf external economies and improve 

... .. - ,. respect toforeign goods. Mining and I 

Sofimports. 	 V 
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fishing activities also are to receive greater attention. Increase& 
in industrial productivity and in the quality of local manufactures 
are considered indispensable, especially for the purpose of 
increasing exports to markets outside the CACM. 

TABLE 13 

External Debt Service Payments and Relation 
To Export Levels, 1963-1968 
(In Millions of U. S. dollar equivalent) 

Ratio of Debt 
Exports of Service to Export 
Goods and of Goods and 

Year External Debt Service Services Services 

Principal Interest Total 

1963 2. 9 1.4 4. 3 165. 5 Z. 6% 

1964 3. 1 1. 8 4.9 192. 8 2. 5% 

1965 3. 9 Z. 1 6. 0 214.4 2. 8% 

1966 4. 0 Z.3 6.3 211.8 3.0% 

1967 2. 4 2. 5 4. 9 230. 7 2. 1% 

Sources: Ministry of Finance (for debt service payments); 
Central Reserve Bank (for exports of goods and 
services. ) 
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TABLE 14 

El Salvador; Gross Domestic Product, 1958-1968 
(In Current and Constant Market Prices) 

In Current Market Prices In 1962 Market Prices 

Year ,1, 000,000 $1,000,000 Chang ,1, 000, 000 $1, 000, 000 Change 

1958 1,389 556 --- 1,272 509 --

1959 1,350 540 -2.8 1,329 532 4. 5 

1960 1,4Z0 568 5. 2 1,383 553 4. 1 

1961 1,444 578 1.7 1,431 572 3. 5 

1962 1,603 641 11. 0 1,603 641 1Z. 0 

1963 1,694 678 5. 7 1,672 669 .4.3 

1964 1,867 747 10. 2 1,827 731 9.3 

1965 1,992 797 6. 7 1,926 770 5.4 

1966 2,110 844 5. 9 2,064 826 7. 2 

19 6 7 (p) 2, ZZ6 890 5. 5 n. a. n. a. n. a. 

1968(E) 2,326 930 4. 5 n. a. n. a. n. a. 

Source: Central Reserve Bank of El Salvador, Revista Mensual, December, 
1968, pp. 956-960, and unpublished data for i968. 

(p) Preliminary. 
(E) Estimated by Central Reserve Bank. 
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TABLE 15 

El Salvador's Net Foreign Exchange Reserves and their 
Relation to Imports of Goods and Services, End years

1961 - 1968 

(In Millions of U. S. Dollars) 

Net Imports of Ratio of Reserves 

Year 
Foreign 
Reserves 

Goods and 
Services 

to Imports of 
Goods and Services 

1961 16. 1 133. 5 12. 1% 
1962 22.5 152. 8 14.7% 
1963 37.4 182. 8 20. 5% 
1964 40.4 224.9 18.0% 
1965 51. 0 240.5 21. 2% 
1966 39.6 262. 3 15. 1% 
1967 36. 9 266.0 13. 9% 
1968 42.2 317.2 13. 3% 

Source: Central Reserve Bank, Ruvista Mensual, March, 1968. 
p. 14/0, and similar reports in previous years. 

3. Debt Repy-mnent Capacity 

Public foreign debt payments of interest and principal on 
loans generally rose in recent years, reaching a peak of 3% 
of export earnings in 1966 'see Table 13). However, completion
of amortization payments on a loan to the World Bank in that 
year reduced service payn--ents in 1967 to only some 2% of 
export earnings. Thus, foreign debt service has not been a 
serious burden on the coun- zy-s balance o paym'ents. 

The tread towyard sharply increased public external 
indebtedness has been characterized by the contracting of long
term loans at concessional or conventional rates of interest, 
with liberal grace periods. Short- and mediun-term high
interest supplier credits largely has been avoided up to the 
present; however, there are signs of a new willingness to 
contract supplier credit-type debt. If exports rise as projected
and new additional debt continues to be contracted on average 
terms no more onerous than the past 1.962 average, it is obvious 
that additional debt burden can be assumed without exceeding 
reasonable prudent debt servicing limits. 
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The development goals outlined in the 1965-1969 and 19681972 development plans of the GOES 
are quite modest in
 
relation to needs, 
 though ambitious in terms of financial and
 
managerial resources 
likely to be available. The minimum
investment required cannot be met by domestic revenues, which 
at best only increase arithmetically, while capital input require
ments and increased operating expenses associated with rapid
development increase geometrically. Thus, El Salvador has no 
choice but to assume greatly increased foreign indebtedness if
development goals are to be achieved to any significant extent.
 
The favorable side of this picture is 
 that the prudent fiscal and 
monetary management of the past and present permits the 
assumption of increased debt without violating the canons accepted 
by foreign lenders. 

E. Justification of Local Currency ?inanc'nfg 

Inasnuch as this loan is to go for the procurement of U. S. 
goods and service s, exce;)t as providec;d ia Covenant 6 of Summary, 
no local currency financing is in--ved. 

F. CIA?'- vl.u, ono.l 85. S Dcen-ber 1967; 

In its recent review of the Salvadoran economy, the CIAP
expressed special concern over Lhe aeteriorazing fiscal and balance 
of paynments situations,. it stressed needthe for fiscal reforms,
 
export diversification and irnort controls. The CIAP called
 
upon the international financial con-nunity to increase its role
 
in Salvadoran deveiopn-ent in order to reduce urirther drain on
 
the country-s international rescrves. Firstpriority \was 
 given
by CLAP to increasing tax r-evenues and irnproving the allocation 
of public sector funds. Next to this, CIA? emnphasized the need 
to regain previous 'uvels of cotton production and exportation,
and the diversification of agricultural and industrial production 
to develop newv export piaoducts for shipent to the CACM and 
world markets. 

The CLAiZ po'-td out that, given the unfavorablc prospects
in the iinrnediac fuiture for El 8alvador s traditional exports,
economic gow'I ciupends upon agricultural and industrial develop
ment and the accorupanying diversification of exports. These, in 
turn, depend uponi a continuing inflow and inproved utilization of 
external loans. 

In its estimates of El Salvador~s external capital requirements
for the years 1968-1970, CIA? arrived at tio figures shown in 
Table 16, i. e. $58 6 million for 1968; $59. 1 million for 1969; and 
$55. 3 million for 1970. 
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TABLE 16 

Required Capital Inflows in El Salvadorus 
Balance of Payments, 1968-1970 

(In Millions of U. S. Dollar equivalents) 

1968 1969 1970
 

Net private capital 16. 0 18.4 20.8 
Official loans negotiated as 

of June 30, 1967 10. 0 8. 0 3.0 
Foreign grants 4.. 4 4.8 4.8 

30.4 31. 2 ?8.6 
New capital requirements 208.2 2 7. 9 26.7 

Total capital requirement 5 .o 59. 1 55.3 

*To be negotiated. 

Source: CLAP/15, Concilu;iones r econendaciones delSubcom ci, CA? Sbre i SLlvalor,e December 

4-6, p. irx 

G. Inpact on t U. S. 7conorrn, 

inasmuch a_- s loan :6 'Co) be virtually 100c%,, for procurement 
of U. S. goods and services, its effect on the U. S. balance of pay
ment is favorable. Not only will interest be earned on the loan, 
but a narket for U. S. nachinery and cqui-Dent, sparc parts, and 
services wili bD esabished widely as a resuilt of this loan. More
over, inasmiuch as thu es(;tablishnent of a Su )crvised Snall Industr) 
Credit Program is a concition of this loan, one may expect an 
increased d_,n for U. S. as the beneficiaries of this' nroducts 
progran increae in ;ize and importance. 

The greatest zact of the loan will be ;or U .S. goods and 
services additional Lo tiose that would have been exoorted to 
El Salvador in its absence. A major reason is the fact that under 
import contr'ol proceCurus in eZect (including the recently agreed 
upon additionality incentives, Salvadoran iinmorters are not 
peri-ltted to receive U. S. suppliers credits 3n excess of 18 
months for the -;urchase of machinery and conponent and 12 
months to import raw materials and seni-finished products. 
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AID-DLC/P-749
 
June 6,1969
 

SECTION IV - FINANCIAL ANALYSIS 

A. INSAFIrs Financial Situation 

1. Since its establishment, INSAFI has shown small
 
Dperating losses (See Annex D-1), as might be expected of a
 
government development institution. These operating losses
 
aave been more than offset by GOES subsidies to INSAFIs
 
Services Fund. During 1962-1964, INSAFIus operational ex
penses represented, on the average, 96% of its income. As
 
[NSAFI gained experience and benefitted by the technical
 
services financed under the first A. I. D. loan, this ratio turned
 
sharply downward, being 78% in 1965, 76% in 1966, and 63%
 
in 1967. INSAFI, in 1968, no longer required a GOES subsidy
 
to cover administrative costs. The cuniulative net loss during
 
1962-1967 amounted to $560, 742 or only Z. 2% on a volume of
 
loans and equities a grCegti, to -4millon ei 

In 1968, an operating surplus equivalent to $13Z, 100 was obtained. 

Fron 1963 on, iNSAI ex:;ects to produce operating
 

orofits in splce of substant~iiy expanedi activities, as shown
 
in Annex D-2. M!odest increases in operational expenses, re
pay-n-ents of interest on foreign borrowings, payinents of and
 
dividends on bonds is sued, will be nuore tan orfset by its income
 
from interest on loans, dividends on equity holdings, interest
 
on bank deposits, and srvice charges. Thus, net profits are
 
projected to rise Iron $"'), 800 in 196' to $I,0,1, 000 by 1977.
 
Interest pav1n"ents oi- teC proposed A. I. D. loan will be covered
 

, easily by iNSAFI, rojected carning. 

2. Co1 ____,_ LcI :ce s 9- 967 - - iNSAFI began
 

operations on Dcrinubci'"., 1'. as succCssor to a previous
 
GOES agency, INSV-0P As of icccnber 31, 1968, INSAFIrs
 
assets totalled $1. 0 (eCquivalent, a&,inst liabilities ofCillion 


$11. 6 million an cn-pit'tl and reserves o. $6.4 million (of which
 
paid-in capital "va: ., 3 nillion). Loans outstanding amounted to
 
'15.8 nillion, anc quities held in various enterprises, $1, 4
 

million. The doui of capital and reserves that occurred
 
between 1962 a l967 resulted capitalization
1' largely from tile 

of the GOES wor]Ki,ag capital subsidies during these years.
 

Corn y'vebalances sheets for the period 1962-1968 are
 
shown in Annex D-3.
 

INSAF1 has miade six equity investments to date, aggregating 
the equivalent of $1, 386, 830. These investments are as follows: 
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Amount Invested 
Name of Enterprise In U. S. Dollar Equivalents 

Industrias Inte'ticas, S. A. (INSINCA) 449,800 
Industrias Plisticas, S. A. (IPSA) 96, 000 
Distribuidora de Falbricas, S. A. 

(DIFASA) 400 
linplementos Agrrcolas de Centro America, 

S. A. (IMACASA) 40, 000 
Phelps Dodge de Centro Am6rica, S. A. 799, 910 
ANTEL (6 bonds) 720 

1, 386, 830Total 

The only equity investment made since 1966 has been an 
increase in INSAIFI-'s participation in Phelps Dodge of $200, 000 
equivalent. However, during 1969, the following changes are 
contemplated by INSAFI in its equity portfolio: 

1] A sale of 30, 000 shares of helis Dodge stock to 
Siernens Akticigcseischaft, thereby reducing INSAFIs holding 
to $499, 910 equivalent; 

21 An additional investment ecuivalent to $300, 000 will 
be made to incrcase the capital of iNSINCA, raising INSAFI~s 
participation to $749, 800 equivaient; and 

3', A participation equivalent to $675, 000 in a polivynil 
chloride plant to c ectablished with the B. F. Coodrich Co. 
(Qu:mLnica B. F. Goodrich de Centro Anerica, S. A.) 

The 1969 yuar-endC equity portfolio of INSAFI therefore 
is expected to be as follows: 

U. S. $ equivalent 

1. INTSINCA 749, 800 
2. IPSA 96, 000 
3. DIFAS A 400 
4. IMACASA 40, 000 
5. Phelps Dodge 499,910 
6. ANTEL 720 
7. Qufinica B. F. Goodrich 675, 000 

Z,061,830 
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On the liability side, INSAFI~s local currency indebted
ness appears to have reached a peak in 1966 and then declined 
in 1967. In view of IMF-imposed restrictions on Central Reserve 
Bank Credit Activities, it is expected that INSAFI borrowings
in the next few years will be chiefly from external sources and, 
to a small extent, from bond issues. 

Throughout its past seven years of operations, INSAFI
 
has maintained a satisfactory working capital ration and its cash
 
position has been satisfactory. The amount of available working
 
capital more than quadrupled between 1962 and 1968, shown
as 

in Table 17.
 

TABLE 17 

INSAFI^s Working Capital ("Current" Ratio, 
1962-1963 

(Amounts in $1,000 equivalents) 

Vrking 
Currunt Curr-ot Capital Net Working

Year zssets Lia)lities Ratio" Canital 

1962 5,013 1 075 2. 7 3, 138 
196 
 3.1 3,825

1964 8, 034 ,36 2.3 4,598 
1965 10, 4, 77 1222 . 5,447


9o 13, 349 5,350 . 3 7,499
 
1967 15, 872 2. 7 078
5, 79- 10, 
1968 17, 631 3.6
4,916 12,715
 

*Ratio of current assets to current liabilities. 

Source: Based on data in Annex D-3 

TeI,: X o." INSAls n;t wor'.th to its total liabilities 
has declined sharply ove- the past seven years as that institution 
has matured and -xmandedits activities; it fell from 167% in 
1962 to 55. 5% in 196, as shown in Table 18. This ratio reflects 
INSAFIs capital risk as compared with that of outsiders. Thus 
even at the 1968 ratio, iNSAFI is in a favorable position to 
acquire additional indebtedness. 
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TABLE 18 

Ratio of INSAFI~s Net Worth to Its Total 
Liabilities, 196Z - 1968 

(Amounts in $1, 000 equivalent) 

Net Total Ratio of Net Worth

Year Worth Liabilities To Total Liabilities
 

1962 3, 181 1,900 1,674
1963 3,813 1,935 1,970 
1964 4,413 3,727 1, 184 
1965 5, 053 5, 323 0. 949 
1966 5,373 8, 123 0. 661 
1967 6, 105 10, 007 6100. 

1968 6,410 11, 553 0. 555
 

3. Loans Made by IN'SAFI, 1962-i967 and 1968-1977 --
During 196--i-9-6-7, ISAI made 1, 354 loans aggregating
$24, 193, 600 (equivalent). By function, these loans were 
distributed as follows: 

Anm1o unt
Function (SI, 000 equivalent Percent 

Machinery and equipnent
purchases 
 12, 095 50.0% 
Working capital 7,006 28. 9%
Building and facility 
construction 3, 838 15. 9%
Refinancing 1, 254 5. 2% 
Other uses 


Total 24, 19-1 100. 0% 
% 

Disburseent on thc firs' A. I. D. loan began in June,1964. As of th- end of 1967, disburseement had been made of 
$4, Z99; 073 and an additional $191, 432 had been committed, 
for a total of 4190, 505. Of the funds earnarked for sub
lending, the functcional distribution was as follows: 

Building and facility construction $ 967, 200 (23%) 

Machinery and equipment purchases 2, 456, 000 (57%)
Working capital 876, 000 (20%) 

$ 4, 299, 200 (100%) 

UNCLASSIFIED 
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The A.I.D. audit performed on aNSAFI at the end of 1967 did not 
reveal any arrears or delinquencies in 2NSAFI sub-lending made with A.I.D. 
funds. INSAFI is currently (and has maintained itself) up to date on 
interest payments to A.I.D. 

An informal Mission examination of TlSAFI's accounts in May 1969 
indicated that (probably due to INSAFI's relatively conservative lending 
policies) INSAFI's loss experience (delinquencies) on sub-loans made from 
other than A.I.D. funds was less than one percent. INSAFI's small reserves 
for bad debts appear to be adequate for at least the short-term future. 

The projected smcal enternrise I.ending program, caused by the A.I.D. 
loan., but funded by INSAFi local currency sources, will undoubtedly be 
subject to a higher delinquency rate than is TSAi's nornal development 
sub-lmding. It is anticipated that adequate reserves for this contingency 
will be established by !NSIFI as a restult of the recoimendations which 

ill be made by the loa-n funded U.S. technicia-ns who will assist INSAFI 
in setting up the operational procedures of this small business window. 
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aj4 . aa*nVatmenproect -otepated..o t~ period 19817i: -: 

INSAFI' lending activities increasedfrom an anual 
average of $951, 600 during,1957 1962 to $4,$42,960 d i196319O67# as a result of increased borrowings fromtho'contral 
Reserve Bank and the availabity of the first AFIL Do loan for
industrial development. noleown 1 and the and of 1960,

,,'aINSAF1 obtained almost $9, 0 million (equivalent) of credits from
domestic and foreignsources (see Annex D-4)to cartrhyepon|ta.ttoioa~~ tot the period
1968-1977 (see Annex D-5) shown that average annual landing
activities of INSAFI will rise to $6. 7 million during 1968-1972#and to $7. 1 million during 1973-1977. The proposed second
A. L. D. loan will finance 27. 47o of INSAFI's lendinug activities
during the 3-year disbursement period, 1969-1971. Illustrative
investment projects contemplated for the period 1968-1972s
totalling more than $37. 0 million, are shown In Annex D-6. 

. 

4. GOES Contribution to INSAFI's Capitaland OperationsThe GOES has made substantil nnual contributions to the
administrative and working capital funds of INSAFI and its 
predecessor agency, as shown in Table 17. Prior to 1962, the
entireGOES subsidy was, capitalized by the development institution.
From 1962 on, however, only the circulating capital subsidy has 
been integrated into INSAFIls capital and reserves. 

TABLE 18 

GOES Subsidies to INSAFI and 
Predecessor Agency, Through 1967* 

(In $1, 000 equivalents) 

Year 
Services 
Fund 

Circulating Capital
Fund 

Total 
Subsidy 

Prior to 1962 
1962 
1963 
1964 
1965 

251 
17 
168 
120 
160 

2,423 
507 
632 
600 
640 

2o674 
634 
800 
720 
800 

1966 
1967 

160 
76 

320 
732 

480 

Total 1, 062 5,854 6,016 

Subsidies discontinued in 1968. -

,a. ', ,a if f I a a, a.'a aP *

e a- . 
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SECTION V.4 .2'i 4T '{ 

SCAPABILITY FOR MAINTAININGV 
_7AND-UTIILIZING-THE-PROJECT 

INSAFI, as such, has existed sinceDembr2,16when under new management and'revised organization -- 7it 
replaced the Instituto Salvadorefia de Fomento de la Produccidn(INSAFOP). The new institution has carried out. an: effectivelending program of small - and medium-scale industrialdevelopment loans. It has developed technical skill in processing loans and has benefitted from the contracted technicalservices of Sanderson and Porter, Inc. a well know U. S. 
engineering firm, in the preparation of feasibility studies andin the provision of technical. backstopping to INSAFI's lending

F activities. INSAFI has indicated its intention to continue to'utilize the services of this consulting firm. Additional trained
staff probably will be required to deal with the development
of mineral processing industries and the supervised smallindustry credit program. 

INSAFI's record of accomplishments during the years1962-1966 was reported to AID/W in TOAID. A-209 of November15, 1967. The Regional Auditor 2s report (No. 68-11-S. of
November 6, 1967) on the operations of INSAFI found no violations of the Loan Agreement that would constitute default.' 
Improvements in reporting and in publicity to A. I. D. financed 
projects were roquired. 

I. Policy Problemsof the Borrower -- INSAFI has tendedto follow a rather conservative lending policy in spite of itsposition as a government development institution. It provides
only 60% of project financing as a rule, and requires that itsloans be guaranteed by collateral worth 1. 67 times the amount
of the loan. These practices are required by INSAFI's statuteand have prevented that institution from being an effective source of financial assistance to small industrialists. For this .. reason, a condition of this loan is to be that INSAFI develop
a special system for sub-lending to small industrialists and 
craftsmen. 

2. Relationship to PrivateDevelopmentBank - The. .,,mission a pcts that the Financiera de Desarrollo e ersion,S. A. (MD), the private Salvadoran deovelopment. instittio'i,~willhave exhausted its $5. 2 million A."I. D. loan(51-L 006)bybthe
and of CY 1968. This loan was authoriz d in AprilV,9640' The: 

UNCLASSIIIED. 
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FDI has just increased its capital and has made an informal 
request to A. I. D. for a second loan in an amount of $3. 0
million. During the USAID~s discussions of the informal 
request with FDI officials, the latter indicated that Eximbank 
financing would be satisfactory to them. The funds would be
used entirely for financing the importation of U. S. goods. 
Accordingly, the formal application received from the FDI, 
has been submitted to the Eximbank for financing. 

The Mission believes that the INSAFI project proposed
in the IRR will be the last A. I. D. loan required for the
industrial development of El Salvador. Viable and self
sustaining intermediate credit institutions for dealing with the 
technical and financial needs of small-, medium, and large
sized borrowers will have been created. These institutions 
will continue to require credits for the importation of U. S.
machinery and equipment, at a level of perhaps $3. 0 to $4. 0 mil
lion a year, after the disbursement of the proposed A. I. D.
loan to INSAF'I and a possible Exinbank loan to the FDI. This 
funding would be obtained most suitably from the Eximbank, IDB,
and/or private lending institutions. 21. i. D. -s participation in
this later funding would be confined appropidately to granting
Investment guaranties to U. S. -rivate institutions making loans 
to Salvadoran industrial development entities. 

UNCLASSIFIED
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SECTION VI. COVENANTS AND CONDITIONS 

In addition to the usual covenants and conditions, the Loan
 
Committee recommends that the Loan Agreement contain the
 
following requirements:
 

1. 	 The repayment of principal and interest on the loan

shall be guaranteed by the Government of El Salvador or by the
 
Central Reserve Bank of El Salvador,
 

2. The Dollar costs of the project shall be financed
 
through the regular A. I. D. Letter of Co-mnmitment procedure

f6r procurement in the United States. (Except as noted in item
 
B (6) page v)
 

3. Any goods and services procured under the loan by
INSAFI or its sub-borrowers for tile Project shall have their 
source and origin in the United S tcs. 

The GOES, at it s otion, may elect the two-step
repayment procedu:-e. if the two-s teT procedure is elected,
the GOES will accep pay-nents In coioncs fronm the Borrower 
and will make paymnents in dollars to A. . D. under the following 
terms: 

(A) 	 Interest in United States Doll'ars on the disbursed 
balance of the loan at the rate of two percent%/ 
per annum during a ,_race period(i0) years )'Gvernrncnnt not to exceed tenGrace Peid"... arid thre(..... Gr, and three 
percent ( %?or annun thereafter; 

(B. 	 The principal, in the United States Dollars, within 
forty yars, the- UC including Governiment Grace 
p(e riod. 

5 IIf GOES -i~c tCwo-ste option, USAID/ES will
explore reaching an agruement wit' GOES that any payment
made by the Borrower to the Government undur the terms of 
this loan and the twvo-stcp procedure, whici is in excess of the 
GOESO payment o)ligation to A. L D. under"this loan during thefirst ten (10" years shall be returned to INcSAIito increase 
its capitalization. 

6. The GOES shall, within one year from the date of 
signing of the Loan Agreement, present to A. L D. satisfactory 

UNCLASSIFIED 
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evidence that steps have been taken to assure th,:. any profitsrealized by INSAFI for 20 years from the effective date ofthis agreement will not revert to the GOES, except as A. L D.may otherwise agree in writing. 

7. Earnings on the interest spread between the rate
charged in the A. L D. 
 loan and that charged on sub-loans ofINSAFI shall remain in the industrial program of INSAFI. 

8. A. I. D. funds shall not be used for financing workingcapital needs of LNTSAFIPs sub-borrowers unless A. I. D. shallotherwise agree in writing, and it can be denonstrated thatsuch use of A. I. D. funds will add significantly to production,jobs created or total production of the enterprise, and wheresuch financing is mnatched by increased equity of the owners.
The total amount of such financing- rom loan funds shall notexceed $1. 0 million. 

9. No cquity investments shali be aude in whole inpart from the A. I. D. 
or 

Loan. 

10. No sub-loas Sall be iai n whole or in part forrefinancing, from-- loan i-oceeds, without prior 2- 1. D. approval
in writing. 

11. No contractua coi:itnlnt for larofessionalservices financed udr.- Ioal 1)_- made byhe NSAFI untilA. I. D. shall have given its approvaZio Lce contractor and the
 
contract.
 

12.fro-,1Sub-loans- 6. a0 of . 1. ID.IN bU]o k) ko.. ;..; ( borowers:C ) o io erfrou iNSAi shall bI -. c io= varv- "ocis to be determinedby INSI..FI hut iii no case for lus, than th-'c (3) years nor formore than fiften (15' ycazs, aryin -ncruacneperiodswhose duration shall be detczni:-ed 
r 

by I s:.p7; however, loansof longer duraLiun m aly wlowc in Cxce)tio nal cases with
prior A. I. ID. 'piov;l.
 

13. 9rier A. I. D.approval shall hu ohained witl respectto the tcInical 10oi asiility o 1-ty project financedunder this loan in an anlount exceeding one hundred thousand
dollars ($100, 000). 

14. It is understood and agreed that of the Four MillionEight hundred thousand dollars ( 84,500, 000) loaned to INSAFIby A. I. D. , not less than four million five hundred thousand 
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($4,500,000) are to be used for the procurementnot of goods, andto exceed three hundred thousand dollarsprocurement ($300,000) for theof technical services, both goods and services beingof United States origin.
 
15. No sub-loans shall be made directly by INSAFI whichwould cause the ratio of its sub-borrower-!s outstandingto the sun of its unimpaired capital, debts 

pluses, free reserves, and surdetermined in accordance with generally acceptedaccounting principles, to be greater than seventy to thirty(70 : 30) without prior written approval of A. I.D.16. It is understood and a-rrced that prior toburseIent o* 2-nor ,he dishn jbnoI$. .....
0 nillion of A. 

o c 
I. D. loan fund,INSAFI or GOES shall e: tend aresources, 1lnl of credit, from itsan alunount upL own seven. ,cdred thousand($700, 000) equivalen, ji to dollarsfCi upervised Small IndustryCredit Crogram. OGthis auou,earmarked 000o0,ecuivalent shall beto pay oi, techiical siservices 

f-' 
to this Pro'-ra n,to be p'ovidC .1 such 

, oa rI- Salvadoran.A ric... . or Central ... or Uni:.ed States sources.teh.c...~aCc The . r - etweenleiding suchanst iUtiuo1-6 .d uL -orow o inc):
progranl lene thisshIall alsoShall rcc":Un.... theCi'ior- -- ...shal eOwno rj..our1.CU.. ' ' - . ..- L D. IXSA'FIIof thle Z' "n.')ut-outputcoun-try. study. .' vector$300, 000 equivaiL.cj. 

(co tin; a-),&ox:lnately U. S.1.1 aUdition to tcrequirern0 
standard re')ortingn 5 und.ur the oan,

facory to 
INS.AFI v'a' i nake reports, satis-A. . DO, o its uif-financeC Supervised Smtall Industry

Credit ProUraA. 

UNCLASSIFIED
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SECTION VII. IMPLEMENTATION PLAN 

The Salvadoran Industrial Development Institute (INSAFI)
will have the primary responsibility for inplementation of the 
Loan. The Loan will be guaranteed either by the Government 
of El Salvador or by the Central Reserve Bank of El Salvador. 
The primary responsibility for fulfilling A. I. D. Us part of the 
implementation function rests with USALD/EI Salvador, assisted 
by ROCAP, and AID/W 	personnel as appropriate. 

The Loan -reenent and basic ImOplementation Letter No. 
1 will state the conditions which irnust be fulfilled by the Borrower 
prior to any disbursement of A. I. D. funds. USAID/El Salvador, 
assisted by IROCAP, AID/W, and contract personnel, as may be 
required will ensure that the loan procedures considered 
acceptable as conditions precedent and the covenants contained 
in the Loan Agreicrnn. are in fact eing.foliowed, and that both 
INSAFI'S sub-loans and the Supcrvised Smill Industry Credit 
Program are operatng Xisfacto-:y. 

On th1 a t-e0tha Lo;n-C r:rc.ent \il he guaranteed 
by the Central 2serve Lank and sinet, by September S0, 1969, 
the following scheduie of implementation appears realistic: 

june '69 	 Agreement Authorized 

FY 1970 

July ^69 	 Draft 2' -reernornt and IL 

No. 1 Subm-ittCd to GGES 
August u69 	 'ini.tries of Jutice and 

Finance and -N tion.i Plan
ning Counsel review drafts. 

November "69 Borrower, Guarantor and 
A.I.D. exccute agreement. 
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January 070 C. 
D 

ions Precedent to 
rsement met; INSAFI 
12-fements for line of 

.t and to Supervised 
S'. ilIndustry Credit 
Program completed. 

February 070 Zo-rnmitrnents begin and 
First disbursement made. 

FY 1970 

January 971 $1. 8 million disbursed. 

FY 1971
 

January "72 Additional $2. 0 million 
disbursed.
 

April '72 Loan fully committed. 

FY 197-z 

April 1973 Loan fully disbursed. 

The -Loan Co mi-ittee sees no prcobicm in implementing this 
loan. INSAFI has ully committed and disbursed virtually all 
of the first A. 1. D. loan; suitahie technical services have been 
obtained from the U. S. cn'ihng firml- of Sanderson and Porter, 
Inc. , and it is expected that this cont.'actual arrangement will 
be continucd under the newv loan; and the MLis sion has obtained 
INSAFI's agreement to thle establishrenz of the Supervised 
Snall Industry Credit Program and the 'inancing of certain 
industrial investigations in the manner described earlier in this 
CAP. All standard A. I. D. procedures for procurement will 
apply. 
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AID 1240-2 (1-69) 
ANT1X A, Page 1 
Exhibit 1, Page 

of 20 
1 of 19 

INSAFI II June 16, 1969 
CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress)
 

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

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, as 
amended by the Foreign Assistance
 
Act of 1968.
 

App. - Foreign Assistance and Related Agencies Appropriations Act, 1969.
 

COU!NTRily Pg1RIMR12-!A N"CE 

Progr,.?'s Toaards Countrz Goals 

1. gAA . .203: 5.251(b). 

A. Describe extent to which 
country is: 

(1) Making apprpriateefforts 1. A.() El Salvador is making 
to increase food produc-ion appropriate efforts through its 
and improve mear.s for food Supervised Agricultural Credit, 
storage and distribution. Livestock imrrovement Agencies, 

Agricultural price Stabilization 
Institute, and the Agrarian Reform 
Program implemented through its 
Rural Colonization institute. 

(2) Creating a favorable climate l.A.(2) El Salvador is creating
for foreign and domestic private such climate by 1. common market 
enterprise and investment, efforts, 2. investment protection 

laws, 3. investment guarantees,

4. free exchange, 5. tax incentives 
to new industries. 
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AID 1240-2 (1-69) Exhibit 1, Page 2 of 19
 

(3)Inoreasing the pubtio' 1A.(3) The public's role in the 
role in the developmenta developmental process in El Salvador 
proces8. is increasing through the Savings 

and Loan Associations, Rural Credit
 
Cooperatives, the Demographic
 
Society, private industrial develop
ment bank, and other private
 
institutions.
 

(4) (a)Allocating availcbol l.A(4)(a) El Salvador is allocating
budgetarj resourceo to substantial budgetary resources to 
development, development. 

(b) Diverting SZh', .A.(4)(b) El Salvador is not
 
resources for nnCsCa'&diverting such resources 
 for 
milita.r expenditzrJ (Se ruaneccssary military expenditures and is 
also Itemrr No. ".) a; not intervening in other free 
intervention in affairs c- countries' affairs.
 
other free axcd independent
 
nations. (See also Itc,; No. 1?.)
 

(5) Willing to cont i-nute fWods to 1.A.(5) GOES and fLSAFI will 
the project or program. 	 contribute substantial funds to the 

project amounting to over $18.8 million. 
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(6)Maki?,Ag economic, 8ocialj 
 1. A. (6) El Salvador is makingand poitical reform.3 such as effortz'to accomplish these tax collection improvements and reforms. Progress is being made 
changes in land tenure arrangecmntsan%recognitionof the importanee ofand making progress toward respect individual freedom, initiative, andfor the rule of Za. frCedom of private enterprise, and freedom of 
expression and of the preca., and expression of the press exists. 
recognizing the imortance of
 
individual freedom, initiative,
 
and private enterprise.
 

(7) AcLering to the principles of 1. A. (7) El Salvador is adhering to
the Act of Bogota and Charter of the principles of the Act of BogotaPwnta del Este. 
 and Charter of Punta del Este. 

(C) Attomptin.7 to rZoa:-te caoial 2. ;.. ( iI) Salvador has consist
invested in other countries by iS cntly folowek ;olicies thatown citizens. 
 encourage the repatriation of 

capital invested in other countries
by its citizens. 

(9) O:ewiae roe'pending to the v al . 217(9)Jlvador is respond
economic, political; and 3ocial to thec-:-' concerns and concer-ac of ' , a-d d rcz-r1j ....ron...ating a clear determi 
a clecr doter n.tdon to take effcCt.vj nation to take effective selfself-help meauree. hel measures as shown by 

its recent increase in real 
property taxes, and contribu
tions from its own resources 

B. Are above fac-o_- ae into account in oric ural and educa
the lm"igi of " s aseitanci? 	 tional'or~n, and other 

devclopment projects. 

1. B. - The abo i factors have 	been 
taken into account in the furnishing
of subject assistance. 

3
 

http:effcCt.vj


UNCJLASSIFLED 
ANNEX A, Paea4 off20 
Exhibit 1, Page of 19 

AID 	1240-2 (1-69)
 

Treatment of U.S. Citizens 

2. 	 FAA 9.620(c). If assistance i . According to the best information 
to govornment, is the goverrnent available, no such indebtedness is 
liabZe as debtor or uncoriditional owed to U. S. citizens. 
guarantoron any debt to a U.S.
 
citizon for goods or services
 
furnished or ordered where (a)
 
such citizen has ehazat2 ted
 
available legal remedies and
 
(b) debt is not denied or
 
oontested by such gover~r,ent?
 

3. 	F..A .620 (e)(). If aOsiStance 3. El Salvador has not taken any 
to aasgovcr'ralnt' ha i of the actions proscribed herein. 

(includirgjo'sgonzr:nt c'c& or
 
sobdivisiow) taken any s-tion
 
which has t..tffcc of
 

io a or 	otherwise
sizing-owncrs-rip or o ;rol of 

properyj of U.S. c or
 
entitiso benof'-ia7Zy ownod by
 
them without tacn'. eo. y
 
dischanye its obZ"a'"ion
 
toward ouch citizacn; or ontjti3a?
 

•~
4. 	 2rIt a s . It appears to be reasonably certain 
VO cra - ctm 	 that GOLS wili not attempt to create 
of t 	 r race or ri ligion a:7o' 2 dis;tinction3 because of their or"" 3 race 
Ame2-cans in ZC7.izk? y-'onl religion among Americans in granting 
or comrnercial-a o-7 or access0~ personal commercial or 
;ga ts oyI2,'wiX2 aiio1O to other rights otherwise available to 
U.S. citizc-r gan72a2y, wh..t U.S. citizenS generally. GOES does 
steps (wi7l be) (avo bc>a) no n o 

not 	now so iscriminate.taken dua-ing loan 

to in"lucmca elimination of such
 
d i tinotizn ?
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5.FAA 0. eioeo)i, Jee af PrOteo, 5 Accordqto th&e beet Idom 
a Yt. .If a.d ton available, seizureofTgO5. , oourzy n 

f.£, ve.se on,a0o0 of 6aActo pnnslie a t .. 
its ferohing aotrNiee in intra*io nl have beenmade by M aI,d eOw 
kwato'oh 

a~, has any deduction raquis.dby5,a 
Fishemren 'a Pr'otective Act boon Mhad? ~ 

b. has oompZoto dniaZ Of asOriUt=tO 5. b.N/A
 
bean onsidored by/ A.T.D. Adniniatrator7
 

ReZatione w1ith US. ovornmont and Other 

6. F pditIfo eerpris io fo 6. Asaigittknce planned under this 
any productive onto."pries whicho w Z1 loan is for infr.astructure and not 
COMpate its~tho U.S. with U.S. enar- for a productive enterprise which 
prise, is there amn agreomant by the could compote with Uo Be enterprises 
reci~pi.ent counptry to previent. "Tport 
to the U.S. of more than 20% of the 
entxvp2iaeO 'B nuaZ production during 

,tho Zi4fe of the Zoan? 

7. FAA 0.620(d). nas the country 7. Suc actions have not been 
po;Rtlaor feZod totk permitted and adequate measures
 
adaquate moeure to prevent, the have been taken toprevent themr
 
donage or doo tXuot2.on by, mob action,
 
of U.S. proportyj? 
 .. . 

P 1+..... .........7
r;7 4o a7o*o' - 7 

117 iiZ p : 41 11!1 

7 7" ' . .... 77' .. .. 

http:tXuot2.on
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UN7g 7 
4, 	 A rV 

by the itr atioal omuis wien. C~n oeet 

U4. FAA 0.6f), ARP.29. Dona 
raoiisnt oowtry h&aea oonmniit 

25. 	 FAA 9.690W. lo r'acipiant countrd 
i~n any tXcy invo~vod in (a) subversaion
of, 0or mit4" aggreovion against, the 
U.S. or any oountryj receiving V.S. 
aajotanoa, or (b) the ptanning of ouch 
subversion or aggreaoion. 

M6. 	FAA 8.620(n), Apv. 107(b) a2nd 116. 
Does rcipient country f .rnich L7oo48 
to North Viat-Ncrn or permit oh.y 0o' 

aircraftunder its flag to carry 
oargooo to or from N1orth Viet-Nam? 

yi.trExpanditurea 

I. 	 FAA 0.620(s). Whlat poroentage of 
4;zor 4a is f'or ?Jiz42' 
0xpanditurasi? How much of foraign 
oxahange resourcs spenlt on flf42t'ijr 
eq!,apment? So U.S. P.L. 400 O? 
davaZopment assistance uoed for 
Mititary pwrpoa..o? Are country to 
resources devoted touneosy
miZitary expanditures to a-degroo 
which materiaZV interfares wAith 

4~4~I7 

14. 	El Salvador does not have 
a Ccamunist Government. 

15. 	 El Salvador is not in any way 
so involved.flI 

16. According to the best informa
tion available, no El Salvador 
ships or aircraft traffic with 
North Vietnam. 

17. GOES' 1969 military budget 
represents an estimated 7. 976 of 
its national budgetorO0. 97o of 
GNP. Foreign exchange resurces 
of approximately US$2OO,000 arej 
anticipated to be spent in 19691 on,\
UG'S. eqimn nsaeprs
NO.U.S. PL8"uis r sdi 
'El Salvador for military puroses 
Th GOSi o dvtn o 
iilary'urp aIasa pe ice htagae 6 

its reores hcimI 

interfere witA 'd" - -I4n 

B", eve- 6 

I 
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its development? (Cornidoration 
of the,,o pointa to be coordinated 

with PPC/'!/. ) 

18. ,>P. Ro,,.. ;mt'.1X9.C.23:,). Hocw 
3_nt by countr-y d:' c.i".n U.S. 
].cazZ year fbr co hiti.at.Xd militar 

Tpurhased aince JcfL_=ry 2,
D3d ? iicas corr. r:,,o... j xo ,t bewcn 

'd~xwudfvon ar,:O' ; , o.- i'c 'no 

acanor; purchase c ; ;Lsee b I tile 
P',icc .t o be irrpo;"t . :2 U.S. 

.,. . ': -'.j. -'o 

,nr..-.. ,, 

9 , ... ,.,''. 
n.d 

&, ... y......"laws.
U.S;.) o." ,- czr2 relenting terms 

20. . (: ." • 
i: j:.::.ion ;~ , .; 

' £Lo- i C;,: C 3C}h;:'cal 

... ....l .. 
a ffii !tilCt.2iC~ 

of "3/W; !oa-' c~Cit 

:.,:L ,::,;: 'w'od :,;c:" 

Va n U at 
! :')/a-,:ar.d amountua 

$&' O0O haCs coL :tr d 

i - ation fo2'r tz aa; u.:,ances 10 

ir~dica~c t-",at fw:anCZ z bo uied in an 
econorcaZly and tec~hnicalZy sound 

it;oncnr. 

UNCLASSIFIED 
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18. GOES has not purchased and 
does not intend to purchase 
sophisticated military equipment. 

19. Loan terms dre consistent 
with United States and El Salvador 

The lending and relending 
terms arc considered reasonable 
in comparison with other sources 
of financing available. 

20. The activity is concluded to be 
ecoaonriically and technically sound. 
An aplication has been received 
for this loar, which gives sufficient 
information and assurance that the 

funds will be used in an economical 

ly and technically sound manner. 

http:hiti.at.Xd
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21. 	 FAA §. 251(b). Infomation and 21. It appears to be reasonably
conclusion on capacit-y of th certain that El Salvador will becoZutry to repay the toan,of1illing 
 to, and has excellent
inoudij reaonabieness of prospects of being able to repay
repayment prospects, the loan.
 

22. 	 FAAi J.C11(a)(1). Prior to i,; 22. 	A reasonably firm estimate of
of loan wi7l there be (a) cnjiner- the cost to the United States has
ing, 	 financial, and oth-'ar p1 cr been prepared, along with satis
necessary to C Y ou~t the a cane factory financial plans.

and (b) a r,:aonabl? firm esti,rat3 
of the co.;t to vhe U.S. of t;, 

23. 	 23. 7o legislative action -willbe1§Ji !ativ0 actiona i:'q:~r'rd z.thin required for accomplishment

racya nt co:t" what 	" ba_.i, for of the purposes of the loan.raonab, cpo!tation Nue,c :at orinal legislative approval of theaction will Za colat, in ti;; to loan agreement will be required. 
pe m?. ordariy .... " O,-ofifL w"-" 
purpocas of loan? 

24. ',.Gra). i oan i" foz. czpital 24. The M[ission Director hasab'0iZ -anCcandall U.S. a &n-ct c cortified this compliance.
 
-;:o 	 'ct -ow $ r.,x~liion, ac&dhas 

,sionDircto., ctifid t;; county 's 
ca X3il.Z e '-;"awcly o"0 main-tain andusili~a .hc projact? 

25. FAA 251(b).:'. 
 a.d 25. Other Free World sources
concla ion on; avi lcLbilicj of financing of financing are not interested infrom 	othar frca-world sozc,osa includina financing this project at satisprivate sourcos within the United State.factory terms and conditions. 
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26. :. 
whic]h 

(1-69) 

c..%). Ex~..:t to 
asstancceflctos 

w.prop .ate e?'mphasis on; (a) 
ern ac,. j'. devc.omer of d.3,T -

ocrati Ccoo'ic0, poZiticaZ, cod 
soc-iazl in*?. -I* (;) Selfi ,0:.-,; 
aZevzn n 5Z I,'e CjtYdI. ontY '5dfood needs; (c) imptnw avai-

i': 0-o tra-iedm7:powdcr in'Ino., 
'tie co0r0'n-, (i) proorp-" cs'oed-Ir , o;: ,. 

ccon ,,ic, :. 
develo;,',e, 
fr ee Zabor 

and )ol. 

- -.... 

2'. ':sub26.y ; u l ;" ;, O-dt~s, 
S ara o 

" 'o a
inL!: din:g " 'improve 

uinion , o p r t e , 

.Vz-rntj. 

." " as ....:.. .or 

,D;. . lr-0 P 5'Z' - n"i 

27 -,. P c...... " 
So ... ,+-'' ,-:. r,-.rt of r' "Z 

- o w:J: i,: " oject ", 
o ato 

2o. •,... .... . .and 
n ....,.c: au,: ',",. relation-

• '!.:•, and 
ov:e0:. 
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26. (a) The assistance will
 
contribute towards these
 
developments by providing
 
credit at reasonable terms and
 
conditions to private industry.
 

26. (b) This loan will have a
direct effect on meeting the 
country's food needs through 
-ub
-coans to agro-industry. 

. (c) The assistance ,rill 

this availability by
froviding, more jobs with on-the 
Job training for industrial 

2.. (d) This loan will have little 
. -. ; at:d "(:ode2'i;:ation 

'ctin- thecc;.ry's health needs. 

i .hance will con
t.'ribue towa-d achievement of 
Zae country and regional ,oals todeveop privatc industry by helpingencoura e new industrial 

x lon Und irnprovinlg planning 

27. c, ~r occ) is not susceptible 
:xe cuJ.aoioa a s a iapart. of regional

"O Ajc. 
ut. The activityr is consistent with

vcohezando: ctv. of the CountryAs :elstnc, i -olram _ Development 
ol ankin- and Industry. By
sticnte-icnir- the financial re
sources of INSAFI. it will con
tributce to realizeable long-range 
objectives and stimulate small, 
medium, and large industry. 



"ID'1,2 0- -6)NXA 

h 
~ d~ te~otvit-vt~sustainedgrowth 

- 'w c'montribute to th e nachievement 

.f .. .....ng grow....... 


not 	ile .. .., -iivto'. be 

30 	 FAA -. 281(a). Describe extent 
tC ' 1 i ch t C?oA 7ill contribute 
to the objective of assuring 
maximuM participationin the task 
of -onomia dpv(iZopment on the part 
of the people of' the countr, through
the encouragoment11 of democratic, 
privr-e, rai:d 7local qovern-entaZ 

part c~la annees, dsire,

nctut i s. t outeyconoiic 

31. 	 FAA O.281(b). Describe extant to 
por31. 


particularneedo, desires, and 
capa itieas of -.he people of the. 
counary; utiies te ount."ry 's 
inte~llectuaZ resources. to encourage 

suppurts civi,. education and 
training in skills required for 
dffective parti'cipationin 
governmental and political processes 
essential to ol-o.o'~t 

Page, 1 cC'0 

EXJ;ib: t P e .J. o 

Zt9 	 The c wilY a sub
throu'1 ~ 

' .te 	 chncl.. " nc as "itanceahd fia ia1 

to o ral rateean lop

onsnip-to~ed u i t's
 

30. 	 The activity has a basicrelationship to eventual develop
men nE
Salvador,ment and encouragement of
 
democratic private and local
 
gover ena an wll
Wntttos 
represent a strong contribution to
the objective of assuring maximuM 
participation by the people in the 
neesrn esnresl intituctis and i;i!

develpmn- tf El
 
Salvado r.
 

The program support these
 
needs, desires, and capacities,
 

adveloptiv fistttoa
 

gavirdI A 
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32. 	 F4.A F. -,5I(a). Information 32. The loan will make a definite 
nd c,~ Lo,,hether and sabstantial contribution to 

l,; : wiZi ,co:'rlap Offorts improve technical efficiency of
 
, t;:" co;tr' -o: (a) industry, acriculture, and coin

"ncrcdac th f!lew~ of' merce through increasing private
 
:t...t'.c,;.Z trade; (b) enterprise and hence private institutions 

f'osi.cp rriwacte initiative and competition. 

cc:002rc d0've1o5mCat and 

ise of cooperativo, credit 
unionsand azings and 

loco" ;,,o . .o?.c, (d)
di.; Co) ra,7~;'O2) Zono4;litic
 

~ k 	 o)irm)rovet~c0:~; 
: :ahniaal -,cxcencof 

i -ts 	 c," ci,7;btvr2,a ; and 
corrteo~; 	 ad (')otrengthen 

3 ... 3, $3,33. EI Salvador is not a newly 
or.c''. ,, cowntry; independent country. 

r,...:,ia.,a!a o c.za v: c ns or 

'L~~z:-; 	 --r *a'. ~ m't 

34. 	 .- '' ) . -, .'w2,, ciand . m. -P merican Committee
 
. , ;on Lhe Alliance for Progress sub

a.... .omEtee review of El Salvador's
 
, . . Ou duveloonent c1.:orts, held in
 

;-vv . for ;.rn-hinLon in December 1963,
 
J 	 :ai in 7.t lir.Llcd out fi-,e specific initiatives 

a- VCze z:; e1 cia.ly important, including 
:-.,." tablis:".na 

fo:d tri.,ai production. " 
;"0 ona 35. ;... is not directly 

o .... 	 "the of new incentivea 

o, 


3::0 f !o a: - related to the development of 
. .; ', t, oo cooperativea. 

r:',.,:mO, i .r "-'./, cra. 

12
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36. 	 FAA E. 209; .251()(8). 

I.fo2ya,0tion a:d concliu.sion 
w;ether assistance will 
encourage regional develorment 
progrars, and con bto th 
ecoromiX and oZitical 
integration of Latli'" 

Lo an ':-'," E rct on U.S. a : _. 

Pr rarl 

1 	 03?. 	 FA,. 2 
,~o'.~ (cO' Oi onl 

of 
"... 

X..... " L"1a.o . an ti,,i s 

c: mc?.' -T:..8O.... ,..rjOV 

iz-7,; '"", U.U ,La.a. of a;c~-; 

38. 	 :.,.:....' :-) . I" .. a 


Con f..Y. ": , will 


.... 

t. 
a2s ' -'. 

,• .- S. rsvate 
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36. Through INSAFI's collaboration 

with CABEI and liaison with other 

development banks in the CACM, 
this' assistance will contribute to these 
objectives. 

37. The loan will have no adverse
 
effect on the U. S. economy. U.S.
 
comamodities and assistance will be
 

ocured by loan funds so as to aid
 
the U.S. bala, cc of payments.
 

i.-corne re-, I.ing from newly 
c expanded, and modernized 
..... -a. .a-ents will create a 

L,,.."ad for aciJtiorijl U. S. imports to 
Sava'or and c,,cou, ge the use 

of-rivate tradc channels and the 

.ervices oZ U. S. private enterprise. 
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39. FAA "".60(d). If a caritaZ 39. Up to $500,000 of loan funds will 
project, ar, c 'inering be used to procure engine3ring and 
and profcsionaZ sarvicas of professional services of U.S. firms. 
U.S. 	 firr,:s and th;ir affil
ats used o :. maxirm,.ci
 

c .. co . ,:t with't, 0
 
'
nationaZ inverts2 

",,on40 .....FAA ... 7fo and ;0. :,o direct procurement of goods
cu,/n er U..2. small is contemplated by Borrower under thewh 

D Sinss w'li rattice 't loan. Technical services w.rill be 
eqwzitaiZl in ';:c Of 'inanced as noted in item 39. 
goods and services finance by ,ecipients of sub-loans will be re
the loan. ,-zired to comply with U.S. small business 

requirements. 

'Section will be compliedproo.... cw, oanwith. ae agreement will pre
aid projcce o: 035 ....... of elude such use of this assistance.
tV;za-, Commz.,ni 3 t-ioceo';rs ?2 

42. .,, ,.-, ' ! 42. Technical assistance will be
", , c contracted from U.S. private 

zoanv an' .on.l 'ion individual and firms.
 
t,) , e' "c, , will be
 

1 	 .0s. onsr 
W; 0.ttO6 

wi; L°555 

wz ~*>ssewt 
... .."-.'".J , o "java') "i,a::/ ,:"'ZOO>5,;,:"qJ;'O7: " insOference14o 

http:maxirm,.ci
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43. FAA 5. 252(a). Total anount of money 43. This loan is being made

wn6cr loan wi. ,7 oirng directly directly to an intermediate credit 
to p" vatc is'c going to institution for sub-loans to the 
int.rc.iatce credit inn;ttutions private sector and for technical 
or othecr boor2,or fo"o s b pI services to Borrower from U.S. 
vate e?:tcrr.isc, is beinj used to private sector. 
finance i,,ports frci p:vratc sources, 
or is ot;,,c 7.sc cin@'j used to 
f.nanc procurcmcnts frcm private 

" '. D Ufl 

*~1 I,).. .~ * ajo : nac cat ate44 . Yes. 

CTa~7 :racc peri.od and at least 

45. F. " 
.... C J.......
0. on 45. 	 w r
The loan agreement will re

., u, .quire consideration of such
 
u.s. 	 ov;n ocs,- personal utilization.
 

,i Zlc> o thi o procure
merit of no a,..
 

46. F.,A ' !.70 '. Will.d0 : 4":: 


".~ 

"m~dar ; o -m U.S. eced 

46 ',Aod" . ........ illned 6. Equipment financed under the
 

-c-	 loan shall have its source and 
zo:aer t;.e 'Loca m U.S. exeO~tby the
aYr~ed origin in and be procured in the
as ident? United States, mterials and
lrcident? services financed under the loan 

shall have their source and 
origin in and be procured from 
the United States or Central 
American 	Common Market countries.
 

15
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4?. 	 :tA 6604(b). WI,at prc-7ision is 
made ro preven-, finanm-g coinoditj 
procurement i buZk at prices 'higher 
thar adjusted U.S. market price? 

48. F.I .. 4(). 7-'t;e ;:,st country3 
~scr e agairst U.S. rcra:a e 

insura?:ce companics, j'l Z.oar agree
mrent :cq, re that mariv; inzsurance 
be placed in to U.S. or c Iu;,ois 
fir.ancd : t.' loa? 

49... . ,. o * t0' ,°cw'e-
mc'r:,,,o *...JCZ.' ~.
 

. . t-cre
 
.),2.
•.$.'0u2Jm 	 n 

50. : : .-
, ,.'.q.. narz.
 

......~ . "-'." . "oconstruction 
CO." 

.	 ~praticabZe, 
C. : 'K ,' j 'o set 

"o,; o "O;- President 

51. -r,',', 	 fo 
:•2~ 	 "W*:no,:ce,

w;;a........... :.. , ta 
Wr~~~~~~2.;,.. taa~ . .m 

baoss o ','......oosnC practicabLe?"'; 

UNCLASSIFIED
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47. No bulk commodity pur
chases are contemplated. 

4. GOES will comply. The loar 
agreement will so provide. 

49. No such procurement Will be 
made under this loan. 

50. 	 T1-- ":oject is not a water 
o" wath-icktcd !and reuource 

project. 

51, No construction contracts 
will be financed under this loan. 

16
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52. 	 ;A ra n .at provision is 52. No loan funds will be used foi 
c Us of: C these purposes. The loan agreeassistance to comvnsate owners 

to ment will preclude such use of 
for expropriated or nationalized 'loan lunds. 
property? 

53. z,,"7.. 1"22)" i .,.(:) DescribC
'a~wato tt, .. 53. GOES will contribute 

rt-. ez;' to se,, t o ,.,o t;ubantially all of the local coats 
maxi;wn osible the oun o the project. There are no U. S. 

sctua 	 owned foreign currencies availabltonhc t ,cr ofad f:,,n currcn-ies for the project..
 
ovr Geru-cean:.cfir<s
 

owned" U .ccoo U.S;.a ..-arco utiliz;edZ to 

mc :; t cos ;of 	 or.zrawtlal and other 

__ _~)a . r 41oNo suce. ynments will be m ade 
.iliard pc7o, 9 tnder this loan. 

M -li por30?2;a-Z 

55. A?. o7;-lia.cco.ac. with 
55. To the extent that they may

eapplcable, theae requirements
clearane U. .ovract 	 ill beperoonn, ?.	 wizjn met. 

http:o7;-lia.cc


AID 1240-2 (1-69) 


56. 	 Am). . 2 If Zoan is for 
capitaL project, is there 
prov.s ioo for A.I.D. approval 
of all contractors and contract 
te ns? 

57. 	Am. .11-4. Will an, loan 
funds be used to pay U.4/. 
as-asnment.9 

"",,-	 !ian
58. 	 'a.vrw-,,-:; 

'9*'2 "" t . ? 
0-." Or,.,c;'. O ws: ofU. S. arcd o a, ; for*':......."r' ,.. .. for
 

Ap i JO, 1534 (:gzion 7). 

5. 	 , ,.an ,.a 
' ..., or:-

ter 	 [., , of ,otor 
. ; C 0 " 

U'nit.d S.:.,,.o d U duiac of 

O. .... . . -fnd 
be 	 o :... 0oor pr.opajanc 

r a w'.,, J.. au: o-rized 
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56. 	All Borrower-contractors
 
nd the terms of the contracts
 

will be approved by USAID.
 

57. The loan agreement will pro
clude such use of funds. 

n z.-r, will 

53. 	The loa ncrccrent will 
reflect this 	requirement. 

59. 	 Loafn £uncds will not be used 
to; .. i:ar.cc non-U.S. manufactured 
notor vehicli. The loan agree

mcnt v.i preclude such use of
 
.oan ,ao
 

,. 	Loan fui.Lj will not be used 
t: or propa.-anda

pu-poics withnin the United States. 

18
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61. FAA 0. 620 Uzh If conitruction 
of productive untcrpri~c, will 
aggrcgate valuc of assistance 
to bc furnishcd by U. S. exceed 
$100 million? 

61. Aggreg.te 
to bo furnished 
will not exceed 

value of anointance 
by United Statos 
$100 million. 



A. ' 4
;777>.7>77.7-7 77.7 , . 

f.tor ia . . . .. ... 

Vd 
, , ,...7-l lrl.77.g' " 

r e a -9.7 

in t C.o pali ' . ..
 

by, th nteIri
 
r- eria A 
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byithe ite a ' 
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DIODATA: LNG. GAIII.L I): 

1. Dita of birth: Ug4 I.1, 

~. Place oi bizth: S, n M:ucI, i2 Svidor 

3. Civil r 

4. Nationaility; Slvac(or-.nsa 

5. Acdenmic l3ckgrou.W: 

a) Secondary: CWIIolic InlStitute of the East, 
z chclor in Science and Letters 

b) University: c ],'vcr,;,.ini ,.,....r, Doctor 

Colovn., ~Ui'u;:/ Nc, Voi.k 

Sa:;t c" , i . and 

, .Vvyux- u IN. 

IL UI)' Aio J :\ a ' , 9 6 

c) Special Studies: A-le1ande:-,,;,,i1o: intitutc, 
Busines s Ad iaitr-tdon (1943-49) 
:.tcrnationaal Labor Office, Courses 

in Per. onncl, M'ode n Admninistration 
Techniues, Programming. 

d) Travel Studies: 
En-la-d, rance, Nozway, Sweden, 
Denmark, 'ur Ge rmany, Holland. 
Studie. o? post-war housing problems 
(1951) 
Puerto Rico and Nicaragua. 
Observation of self-help housing 
projects (1960) 

UNCLASSIFIED 
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Spain, France, Lclgium, England. 
Study of official policies of pruductivity 
promotion (1961) 

Switzeriand, Dennark, Hollana, and 
Scotiand. Study of methodb to promote 
small business and industry (1965) 

6. Languages: Spanizh
English 
French 

7. Technical and Administrative Positions: 

- Prusident of INSAFI (1969) 

-Chief, Tnfrastructure Department, 
Central Arnerican Economic integration 
Secro'taiat Ge ne ra, Guatemala, 

-rof ivt~i.on for Devclopment
fora i ;ment Personncl, lnternational 
Labor Office, Geneva, Switzerland. 
(1962-65) 

- Director, GOES Productivity Center, 
(1960-61) 

- Technical Consultant to the Presidency 
of El Salvador 
(1958-60) 

-Chief of Urban Development Department, 
Deputy Directoz and Director of Urban 
Development Division, Ministry of Public 
Works, GOES (1954-58) 

- Municipal Engineer, City of San Miguel 
(1952-54) 

- Bridge Design Engineer, Department of 
Publfic Roads, Ministry of Public Works 
(1947) 

UNCLASSIFIED 
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- Maintenance Engineer, 
International Railways of 
Central America (1946) 

8. Advisory Positions: 

-Member of Board of Governors, 
University of El Salvador (1951-5Z) 

-Member of Board, Institute of 
Urban Housing (1954-58) 

-Mernber of Board, Rural Coloniza
tion institute (1958-61) 

9. Acedemic Positions: -Professor of Physics, School of 
Engineering, University of El 
Salvador (1948-50) 



El Salvador's Balance of Payments, 1962-1967 
(In nillions of U. S. Dollar equivalents) 

196f 1962 9-6-3 1964 1965 1966 1967 

A. Balance of Goods and Services - Z. 6 - 1.7 - 17. 3 - 32. 1 - 26.0 - 48.4 - 35. 3 

l.a. 
b. 

Exports,
Imports, 

f,o. b. 
f.o, b. 

118.8 
- 98. 1 

138.9 
-113.4 

150.2 
-137. 6 

175.5 
-173. 7 

190.0 
-183. 8 

189.8 
-200. 9 

207.9 
204.9 

Trade Ialance 20. 7 25. 5 12. 6 1.8 + 6.2 - 11. 1 3.0 

2. 
3. 
4. 
5. 
6. 
7. 
8. 

Nonmonotarygold 
Freight and rsurance 
Other transportation 
Travel 
Investlent incon 
Government, n.i.e. 
Other services 

Net Services 

- 0. 8 
- 10. 6 
- 1.0 
-49 
- 4.1 
- 1.2 
+ 0. 3 

-22. 3 

- 0. 1 
- 11.4 
- 1. 5 
- 6. 0-
- 5.1 
- 1.4 
- 0. 2 

-25. 7 

-
-
-

-
-

+ 

-

0. 5 
14. 2 

0. 6 
6. 5 
5.8 
1.3 
0. 8 

32. 6 

- 0.7 
- 17.4 
- 0. 5 
-7. Z-
- 6.3 
- 1.8 
+ 1. 5 

- 32.4 

- 0. 6 
- 18.0 
- 1.4 

8. 2-
- 7. 7 
- 1.1 
+ 4. 8 

-3Z. 

- 0. 5 
- 19. 0 
- I. 6 

8. 6 
- 7. 6 
- 1. 
+ 1. 2 

- 37. 3 

- 0.6 
- 19.0 
- 2. 1 
- 5. 8 
- 8. 5 
- 0. 0 
- 1.4 

-38. 3 

B. Transfer Payments 2. 2 4. 2 7.2 8.8 13. 3 10. 5 11.8 

9. 
10. 

Private 
Official (Central Governnent) 

0. 6 
1. 6 

1.7 
2. 5 

3. 7 
3. 5 

4.6 
4. 2 

9.7 
3. 6 

7.3 
3. 2 

n.a. 
n. a. 

C. Capital and Monc-'ary Gold (Net) 11. 2 8. 1 Z4. 6 31.9 23.4 z8.6 27.8 

11. 
12. 

13. 
14. 
15. 

Private direct investmn 
Other private lon,-term) 

Other private short-term' 
Official long-term 
Official short-term-n 

t) 

-

3. 6 

7. 9 
0. 3 

7. Z 

0. 3 
0. 6 

6. 5 

9. 7 
8.4 

10. 7 

14. 1 
7. 1 

9. 1 

2.8 
11. 5 

-

18.4 

3. 3 
13. 5 

-

-

18. 5 

0.6 
9.2 

0. 6 

z 
t

Co 

D. 

E. 

F. 

Errors and Omissions (Not) 

Charges in International Reserves 
(Netf 

Other Foreign Balances (Net) 

-

+ 

17. 5 
66 
0. 9 

7. 5 

-

+ 

4. 9 
5.7 
6. 5 

0. 8 

- 0. 6 
14.1 

- 49 

+ 0. 3 

-

-

-

4. 5 
4.1 
3. 0 

1. 1 

- 1.2 
9.5 

- 10.6 

- 1. 1 

+ 1.4 
- 10.6 
+ 11.4 

- 0.8 

-
-
+ 

-

4.3 
1.8 

2. 7 

0.9 

CD 

0 
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INSA FI 
STATEMETT OF OPERATIONS, 1962-1968 

INCOME 

Interest on loans 
Interest on bank deposits 
Dividends from equity holdings 
Loan processing fees 
Other income 

Total Income 

EXPENDITURES 

Operating expenses 

Depreciation 

Interest on bonds 

Interest on borrowings 

Other expenditures 


Total Expenditures 

NET OPERATING PROFIT 
OR LOSS (1) 

(IN U.S. DOLLAR EQUIVALENTS) 

1962 1963 1964 1965 1966 1967 1968 

251 
32 

7 
12 

3 

299 
18 

-

23 
2 

428 
10 

-

47 
8 

624 
2 
-

54 
8 

790 
4 
-

25 
11 

973 
4 
10 
52 
18 

1, 175 
9 

200 
32 
33 

305 342 493 688 830 1,057 1,449 

300 
7 

--
12 
--

347 
10 
--
102 

--

445 
11 
--

153 
--

536 
1z 
--

246 
--

629 
13 

-
320 

--

671 
16 
31 

383 
32 

723 
20 
56 

506 
12 

319 459 609 794 962 1, 133 1,317 t'I> 

(14) (117) (116) (106) (132) (76) (1321 
:' 

X 
S: 

o 
-4= 

Net operating losses have been offset by GOES subsidies for administrative expenses CDO(1) 
during 1962-1967. (See Annex D-4.) I. 

0 

0 

UNCLASSIFIED 
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INSAFI 

PROJECTE',D STATEMENT OF OPERATIONS, 1969-1977 

(In 000"s of U. S. Dollar Equivalents) 

Incone 1969 1970 1971 1972 1973 1974 1975 1976 ]977
 

Interest on loans 1492. 8 1698. 0 1887. 6 2056. 8 2215. 6 2379. 2 2572. 0 2684. 8 2816.0 
15. 0 15. 0 15. 0 18. 0 18. 0 18. 0 18. 0 18.0Interest on Bank Deposits 15. 0 


Dividends from equity
 
holdings 85.0 85. 0 85.0 85. 0 102.0 102.0 102.0 102.0 102. 0
 

40.0 40. 0 40.0 40.0 60. 0Other Income 40.0 40. 0 40. 0 40. 0 

Total Income 1632. 8 1838. 0 2027. 6 2196. 8 2375. 6 2539. 2 2732. 0 2844. 8 2996. 0 

Expenditures 

Operational Expenses 860. 0 920. 0 9600. 0 960. 0 980. 0 984. 0 984. 0 984. 0 987. 2
 
Depreciation 16. 0 16. 0 16. 0 16. 0 16. 0 16. 0 16. 0 16. 0 16. 0
 
Interest on Borrowings:
 

Interest on Bonds 56. 0 80. 0 80. 0 80. 0 80. 0 80. 0 80. 0 80. 0 100. 0 
Interest paid to Central M:> 1 

t4Rank 
Z
Central Bank Develop- F4 rj h

ment Fund 2.4 3. 2 3. 2 3.6 4. 0 4.0 4.0 4.0 4. 0 Wd 
IDB Loans 169. 2 130. 0 126.4 122. 8 118. 4 114.8 200. 0 280. 0 340. 0 Fq CQ

En 
First National City 

188.0 184. 0 172.0 172. 0 168.0 164.0 184. 0 'd
Bank Loans 192. 0 192. 0 

0.3 0.3 0.3 p'd4Eximbank Loans 0.6 0.5 0.4 0.4 0.4 0.4 

Interest Paid to Foreign DN 

Agencies 1o 
AID Loan 519-L-005 135. 0 135. 0 135. 0 135. 0 135. 0 126. 7 113.8 101. 0 88. 1 o 
CABEI Loan 3. 7 4.8 4. 0 3. 3 2.-6 1.9 1.2 0.4 
Proposed AID Loan 72. 0 120. 0 120. 0 123. 0 120. 0 120. 0 120.0 162. 1 195.4 

Other Expenditures (1) 40. 0 40. 0 40. 0 40.0 40. 0 40. 0 40. 0 40. 0 40. 0 

Total Expenditures 1546.8 1641. 8 1673. 1 1665. 0 1668. 0 1659.7 1727. 0 1831.8 1955.0 

531.7 707. 2 879. 5 1004. 7 1013. 2 1041.0Net Operating Profit 85. 9 196. 5 354. 5 

NOTE: (1) Other expenditures includes technical assistance to artisans and other technical activities. 



INSTITUTO SALVADORENRO DE FOMENTO INDUSTRIAL (INSAFI) 

Comaparative Balance Sheets, 1962-1968 
(In 1,000 U. S. Dollar Equivalents) 

1966 1967 19681962 1963 1964 1965ASSETS 


155 290 299
1. Cash and bank deposits 398 449 234 57 

4,811 7,090 9, 284 11, 845 14,207 15,804
2. 	 Loans receivable 4, 220 

1,187 1,187 1,3873. 	 Investments (equity) 306 316 606 737 

4. 	 Interest receivable 88 82 104 144 163 188 142 
80 90 103 101 

5. 	Furniture and fixtures 60 69 78 
6 3 1 51 21 30 160

6. 	 Other assets 
35 107 7018 Z7 227. Deferred assets 	 3 

Total Assets 	 5, 081 5, 748 8, 140 10, 376 13, 496 16, 112 17, 963 

LIABILITIES 

104 138 164
1. Interest Payable 49 43 43 45 

2. 	 Debts in national i, 825 1,790 3, 393 4, 730 5, 764 4, 856 3, 952 

currency c! 
3. Debts in foreign C)

currency: 

-z 	 t>
a) A. I.D. Loan 519-

167 366 2,025 3,177 4,424 	 t n
L-005 


-- --... 	 784 1,942b) Other foreign debts 

-- -- 800 800
4. 	 Bonds outstanding ..-- e252 271
5. 	 Other liabilities 26 101 124 182 229 


8,123 10, 007 11,553

Total Liabilities 1,900 1,934 3,727 5, 323 	 0 

5, 375 6,105 6,410 	 .0 
a. 	 Capital and reserves 3,181 3,813 4,413 5,053 

Total Liabilities and 
5,747 8,140 10,376 13,496 16,112 17,963
Capital 	 5,081 



CREDITS BY INSAFI, 1961-1967USE OF EXTERNAL AND INTERNAL 
(In $1, 000 Equivalents) 

SOURCES OF CREDIT 1961 1962 1963 1964 1965 1966 1967 TOTAL 

EXIMBANK 
Credit granted 
Drawings 
Repayments 
Balances outstanding 

2, 000 
2,000 
--
2, 000 

120 
-

174 
1, 826 

140 
225 
383 

1, 668 

--

30 
439 

1, 258 

--

--

463 
795 

--

--

488 
307 

-

-

285 
22 

2, 260 
2, Z55 
2,233 

22 

IDB (Global line of Credit) 
Credits granted 
Drawings 
Repayments 
Balances outstanding 

A. I. D. 
Credits granted 

Drawings 
Repayments 
Balances outstanding 

--

.... 

.-

.... 

...... 

...... 

.. 
...... 

-- 783 
122 

122 

738 
529 

36 
616 

1,203 

167 
I . 
167 

515 
973 
152 

1,436 

2,046 

598 
.. 
766 

78 
473 
253 

1,656 

918 

1, 371 
.. 

2, 136 

138 
313 
434 

1, 534 

133 

2,141 

4, 277 

2, 252 
2,410 

876 
1, 534 

4, 300.!_/ 

4,277 
. 
4, 277 

IDB (Direct lines of Creditl; 
Credits granted 
Drawings 
Repayments 
Balances outstanding 

CABEI 
Credits granted 
Drawings 
Repayments 
Balances outstanding 

....... 

ZZ 
..... 
........ 

........... 

... 
...... 

-
.. 

-

... 

... 
... 

.. 

-

-

. 

1-I, 28P 
652 

652 

634 
132 

132 

1,288 
652 

652 

634 
132 

132 

I 
xz 

t4 
M-

" x 
U 

t 

i 
Z 

E 

1 
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USE OF EXTERNAL AND INTERNAL CREDITS 
(In $1, 000 Equivalents) 

BY INSAFI, 1961-1967 

SOURCES OF CREDIT 1961 1962 1963 1964 1965 1966 1967 TOTAL 

FIRST NATIONAL CITY 
Credits granted 
Drawings 
Repayments 
Balances outstanding 

BANK 
-
-

-
_ 

-
-
-
-

1,080 
-

-

789 
1,680 

161 
1,519 

758 
522 
362 

1,679 

233 
574 
514 

1,739 

1, 164 
844 
680 

1,904 

4,025 
3,620 
1,717 
1,904 

CENTRAL RESERVE BANK 
a) Rediscounts: 

Credits granted 
Drawings 
Repayments 
Balances outstanding 

.. 

.. 
... 

.. 

.. 
.. 
... 
.. 

420 
420 

420 

1, 200 
1, 040 

420 
1, 040 

164 
134 

1,062 
112 

1, 784 
1, 594 
1,482 

112 

b) Development Fund: 
Credits granted 
Drawings 
Repayments 
Balances outstanding 

.. 

.. 
. 
.. 

.... 

.... 
.... 

.... 
-

Total 

280 
185 

185 

280 
185 

185 

8,817 

X 

td X 

_/ Excluding $200, 000 for technical services. 
CD 

U 

UNCLASSIFIED 
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INSAFI 
PROJECTED CASH FLOW, 1968-1977 

(In 000-s of U. S. Dollar Equivalents) 

CASH RECEIVED FROM 

Net profit 
Depreciation 
Loan repaym-ent fron 

borrowers 
Net operation fron Accts. 
?ayable and Accts. receivable 
5OES contribution for operat
ing capital revolving fund 

ENSAFIbonds 

1968 

39.8 
16.0 

3279. 7 

100. 0 

400. 0 
80CL 0 

1969 

85. 9 
16.0 

3331. 1 

120. 0 

400. 0 
-

1970 1971 1972 1973 1974 1975 1976 1977 

196. 5 354. 5 531. 7 707. 2 879. 5 1004.7 1013.2 1041.0 

16.0 16.0 16.0 16.0 16.0 16.0 16.0 16.0 

3740.4 4120.4 4446. 0 4782.0 5127. 2 5452. 0 5730. 0 5997. 2 

100. 0 100. 0 100. 0 120.0 120. 0 100. 0 100.0 80.0 

400. 0 400. 0 400. 0 - - - -

400.0 800.0 800.0 1200.0 - 1200.0 400.0 -

Drawdowns from local loans: 
Central Bank rediscounts 
Central Bank Developrt 
Fund 

IDB loans 
First Nat~l. City Bank 

600. 0 

186. 6 
1680. 0 

99. 0 

1200. 0 

400. 0 
400. 0 
320. 0 

1200. 0 

40C. 0 
-
-

1400. 0 

600. 0 
400. 0 

-

1600. 0 

800. 0 
400. 0 

-

1600. 0 

800. 0 
400. 0 

-

1800. 0 

600. 0 
-

800.0 

1200. 0 

400. 0 
-

-

1400.0 

800. 0 
-

400.0 

1400. 0 

800. 0 
-

-

From Foreign Lenders: 
AID Loan 519-L-005 
CABEI 
Proposed A. I. D. loan 

Other 

Total cash received 

CASH DISBURSED FOR 

Loans and investments 
Bond amortization 

to Central Bank-C 
Central Bank rediscounts 

140. 4 
440. 0 

-

6. 0 

7787. 2 

6000. 0 
200. 0 

600.0 

.-- - -. 

320. 0 400. 0 - 40C. 0 .. .... 
1800.0 2000.0 1800.0 ... .. -

8. 0 8. 0 8. 0 8. 0 12. 0 12. 0 12. 0 14.0 14. 0 

8401. 0 8860. 9 9998. 9 9501.7 9637. 2 9354. 7 9384.7 9873.2 9348.
2 

6000. 0 6800.0 7600. 0 7200.0 7080.0 6600. 0 7000. 0 7200. 0 7400. 0 

600. 0 - 240. 0 - 560. 0 600. 0 200. 0 400. 0 --

1200. 0 1Z00. 0 1400. 0 1600. 0 1200. 0 1200. 0 1200.0 800.0 800.0 

td 

u 
" 
' m 

1

00 

C) 

UNCLASSIFIED 
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INSAFI 
PROJECTED CASH FLOW, 1968-1977 

(In 000 0 s of U. S. Dollar Equivalents) 

1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
 

Central Bank Develop t 7.12 8.0 11.2 11.2 10.0 10.0 8.0 8.0 7.8 7.8 
32. 2 120. 0 120. 0 1Z0.0 120.0 120.0 120.0 120.0 120.0IDB Loan 29.4 

320.0 280. 0 240. 0 200. 0First National City Bank 662. 8 480. 0 480. 0 480. 0 400. 0 344. 0 

To Foreign Lenders 
290. 3 Z90. 3 290. 3 290. 3AID Loan 519-L-005 ...... 

CABEI - - 142. 9 142. 9 142. 9 142. 9 142. 9 142. 9 142. 9 142. 9 
- - -- - 333.4 333.4Proposed A. I. D. Loan - 

---Other 21.4 21.4 21.4 21.4 

9534.4 9294.4Total Cash Disbursed 7520.7 8341. 6 8775. 5 9935. 5 9416. 9 9432. 9 9241. 2 9241. 2 

113. 5 143. 5 338.8 53. Xo 
Annual Cash Surplus 266. 5 59.4 85.4 63.4 84. 8 204. 3 

204.3 113.5 143.5 338. 8 tV- t-Cash Balance - Beginning of year 288.6 266.6 59.4 85.4 63.4 84.8 
- End of year 266.6 59. 4 85.4 63.4 84.8 Z04.3 113.5 143.5 338.8 53. 8D'XCash Balance 

Increase or Decrease in Cash -22.0 -207.2 + 26.0 - 22.0 + 21.4 +119.5 - 90.8 + :M.0 +195.3 -285. 0F U 

0
H.0 
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INSAFi's INVESTIENT PLANS, 1968-197Z 
(In $1, 000 equivalents) 

NATURE OF PROJECT INVESTME NT 
Working Jobs 

Land Buildings Machinery Capital Total Created 

Polyvinyl chloride conpounds 78 100 1,474 852 2, 504 43 
Castor oil 5 28 29 220 281 19 
Steroids of barbasco 8 22 60 130 220 30 
Men[iol 8 22 50 50 130 30 
Ethylene n.a. n.a. n.a. 200 2,975 n.a. 
Polyethylene and compounds n. a. n. a. n. a. 1,200 7, 200 n. a. 
Gases' - - 5 9 14 7 
Sulphur refining n. a. n. a. 700 n. a. 1, 000 n. a. 
Canned pineapple 14 22 182 260 478 19 
Soybean oil and cake 4 29 225 288 546 18 
Poplins and stamped textiles 40 726 2, 816 1, 020 4, 599 403 
Womenos clothing 3 21 31 241 296 35 
Sheets and tablecloths 26 448 775 312 1, 561 200 
Handke rchiefs 9 149 557 179 894 70 
Kenaf fiber 10 5 85 6 96 28 
Iron and steel shapes, form s, M > 

wire, rails, laminates, etc. 15 16 200 74 305 266 X z 4 
Wire m-esh 
Lanterns and batteries 

12 
8 

60 
40 

160 
70 

46 
35 

278 
153 

16 
63 bx 

00 
t 4 

Ceramic sanitaryware il 609 861 222 1,804 183 
Hydrated line 10 40 200 80 330 42 4-" 

Sugar cane bagasse wallboard 8 92 1, 450 200 1, 750 65 
Steel laminates 
Shipbuilding and repairing 

50 
113 

950 
810 

3,000 
1,117 

3,000 
500 

7,000 
2,600 

37 
200 0Q 

Total 531 4, 190 14, 107 9, 124 37, 014 1, 174 o0 

E

*Expansion of existing plant. 
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POSSIBLE BENEFITS OF TWO STEP 
SPAYMENT AGREEMENT~ K;u 

>~4~~possible INSAFI Capital Benefits 
~Difference Bctweefl INSAFI Pay
ments to GOES, 'andr GOES Pay-

By End ofcCY ments 	 to AID) 

30, 5001971 
51,000~1972 

1973 56, 000 
56, 000 .;.1974 	 > 

56, 0001975 
207,4001976 

1977 435,887 
1978 422, ?266 
1979 316, 822 

Ten year benefits fT,337 5 

1980 	 195,712 
1k 8
1981 
1~ , 3501982 

19C)83 1:, 618 

14, 587198 

1$,524
1936 


1987 	 ~9 

9C,39,
1990 
37
199)1 	 56, C~ 

77,3619 92 
63, 3u19 93 60, 741994 


Benc.i7-c! if continued contribui

t' pa o F Capta1 for life 4 

T oa 	 ~ t -5 
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LOAN AUTHORIZATION (D R A F T) 

Provided FROM: Alliance for Progress Loan Funds 

EL SALVADOR: Instituto Salvadorefio de Fomento 
Industrial IINSAFI) 

Pursuant to the aI:hority vested in the Deputy U. S. 
Coordinator, Alliance for Progress, Agency for International 

Develop-nent (1'A. 1. D. ") by the Foreign *%ssistanceAct of 1961, 

arne nded, and fhc dlelegations of authority is sued thereunder, I 

hereby author'ize the Cs tablishnient of a loan pursuant to Part I, 
Chap:o: i2,Title VI, Alliance for Progress, of said Act, to the 
ns tdutu S;Li \,(i'do reii do F'omento Industrial ("INSAFI") of not 

to ex ccud iour m1iliion eight hundred thousand United States 

dollar:! ,:;,.,OO, 000) to as:i st in financing subloans by INSAFI 
,,i;r , p.njion of productive enterprise in 

El SlVbJ0 :. In ta $30I , 000 of the loan ruay be used to finance 

ttiC.., ."I a:;":.n :o to ll 3orrower. 'ihs loan shall be 
Wuijett Wo 10,.;,i0','. lct' :,a"&d co ditions: 

(. ) '' " , y the loSCn to 
.itv'v.ty-f'iv 

A. I. D. in 
{25 year. 

United
from the 

. of ! ,:Are aFcat under the loan, including 
a 'c. o , to c-ccud seven (7; years. Borrower 

t, . -Unn ed Slate:s dollars on the 

a,i. , of the loan alateret at the rate of 

(b) Th., Juv.25 :, .: !-, o: Central Reserve' 1& v,I., the 
ohall guarantee the 

,y,,,, . ,,. ipy t : of principal underm, , 

. ...... .......... 2a to;, a;at Guarantor makes the 

Ilcc l k-1 1 . k: au Icov,'. 

(Cj hp . . , . .. . 'i.'!,.. , inere at pa'nnent 

(A*, t;, ,.,4,,,W,1:. :, c1 t, , 1,ro\WUZ shall fulfill 
it. uoiii.Or "1qioi n !! ]oaa by paying to the*,r tlh 
Gua A . rloI, C arreacy oIfI Savwdor the equivalent,tiki 
at the =a. tailed [or in th. .,oan Agreement, of the 

UNCLASSIFIED 
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amounts payable. under 1. (a). above, determined at 
the rates of exchange prevailing on the dates of 
disbursement, and in the event of such election 
the Guarantor shall become the primary obligor 
and shall pay to A. L D. : 

(i) Interest in United States dollars on the disbursed 
balance of the loan at the rate of two percent (2%) 
per annum during a grace period of not to exceed 
ten (10) years CGuarantor Grace Period") and 
three percent (3%). per annurii thereafter. 

(ii) Principal in United States dollars within forty (401 

years including the Guarantor Grace Period. 

Z. Other Terms and Conditions 

(a) 	 All goods and services financed under the loan shall 
have their source and origin in the United States of 
America, 	 or the Central American Common Market 
countries. Shipping financed under the loan shall be 
procured from the United States and mnarine insurance 
financed under the loan shall be placed in the United 
States with a company authorized to do a marine 
insurance business in any State of the United States. 

(b) 	 United States dollars utilized under the loan to finance 
local currency costs shall be made available to 
Borrower or its designee through Special Letter of 
Credit procedures and shall be used only for procure
ment inthe United States.
 

(c) Prior to the first disbursement under the loan, the 
Government of El Salvador shall provide for additionality 
incentives in a manner satisfactory to A. L D. 

(d) 	 The loan shall be subject to such other terms and 
conditions as A. I. D. may deem advisable. 

Deputy 	U. S. Coordinator 

Date 
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