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EVALUATION REPORT

CABEI-AID Loan 596-L-013
$15 Million Tourism Infrastructure

X. SUMMARY .
A, BStatement of the Problem

This report and the recommendations contained herein
are the result of joint efforts by the staffs of the Central
American Bank for Economic Integration (CABEI) and the A.I.D.
Regional Office for Central American Programs (ROCAP).

' These efforts were directed at identifying the reasons

for slow performance under the Loan and recommending certain
revisions so as to pursue the original objectives of the Pro-
gram. This is consistent with the strategy statement in the .
FY 1974 Development Assistance Program agreed to by all Central
A.I.D. Mission Directors as follows: (a) A.r.D. will support
tourism and tourism infrastructure, and (b) that this support
will be primarily through regional organizations.

This paper will evaluate the current status of the Loan,
its relevance to Central America at the present time and the
desirability of moving forward on a revised course of action.
The evaluation points to the following conclusions:

v 1. From an economic point of view e.g. employment
opportunities, foreign exchange earnings, etc. - tourism is
of growing importance to the region.

2. As foreseen in the CAP, the regionality of tourism
development in Central America continues to be important and is
being pursued by the ccllaborative efforts of all five Cencral
American countries.

3. The competitiveness of the region with other tourism
locales is Becoming increasingly more evident.

4. The need and justification for this loan remain
valld and important to both Central America and AID, especially
in terms of its regional impact.
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The principa]_;mnblem_has_been—the—dela¥s+—unfg£§§292_iﬁw,
the CAP, in completi ibility studies. The need for stud-
ies to. adequately substantiate the disbursement of funds under
the Loan was recognized. However, the time frame, within which
it was anticipated that the studies would be completed, turned:
out to be extremely short. The loan paper did not take into
account potential legal problems, changes in tourism management
in the countries, legislative delays, difficulties in ordering
priorities, and other time consuming obstacles all of.which
prevented the feasibility studies from being started and exe-
cuteld according to the original schedule. While it was antici-

. pated that all feasibility studies would be completed by the
7Z?K/Qt737beginning of calendar year 1974, in fact, the first study
(Hpnduras) will not be finished until September 1975. This has
( ‘cost the project a_loss of nearly two years. ROCAP believed,
on the basis of information available at the time the CAP was
written, that the countries were prepared to move much faster
than they actually did.

, o~

In retrospect, the time frame stated in the CAP for dis-
bursement was unrealistic. The CAP stated that the Loan would
be disbursed within four years.from the time the initial CPs
were mect and March 31, 1977 was set as the TDD. However, CPs
were not actually met until October 1973, which should have
meant that Loan funds would be fully disbursed by October 1577. .
The CAP also projected that feasibility study and design work
would be completed by the end of CY 1973. Considering the date
‘the Loan was authorized (February 1973), the normal time re-
quired for CPs to be met, and the time consuming process of
inviting bids and contracting consultants for both feasibility
and design work, the time projections were much too short. Our:
experience to date indicates that this process (excluding the
time needed to meet CPs) takes approximately 2 years.

The original projection of a three year bidding, contract-
ing and construction period was and remains valid. This is dem-
onstrated in the attached PERT which revised the implementation -
schedulc consistent with ROCAP's recommendations. What is var-
-7 ranted now is an extension to_make up for time lost during
feasibility study phase. Only those projects that can be com-
pleted by the new propmsed TDD will be approved for financing.



Loan funds set aside, but unused, for Promotion, and Tech-
nical Assistance and Training present different problems. For

‘@ variety of reasons, activities anticipated in the CAP to be =

financed under the Loan did not materialize. As explained in
détail in the body of this paper, funds allocated in these

two areas have not been tapped. Promotion efforts were carried
out independently of AID loan financing by the countries. It
has been so successful that tourism traffic to Central America
grew by 18.4% over the 1970-73 period. :

Training and Technical Assistance also have been achieved
without the need for AID loan financing. 1In fact, graduates
from tourism related schools in Central Anerica have had dif-
ficulty in finding employment simply beczuse,for the most part,
training and technical assistance are carried out by individual
hotels and other tourism industr.es. -—_ T

In sum, through the combined efforts of AID and CAREI in
CA tourism, the countries began to think about the economic
value of the tourism industry and began to plan tourism develop-
ment. The region has mobilized itself to the point where it is
ready for infrastructure investments and at the present time,

‘this loan is the only source of funding available in Central

America for this purpose. 1/

B. Recommendations

The recommendations set forth below are based on the
pPremise that proqugﬁ_will ;gggive_ﬁigancigg_from AID loan funds
on a firt-come-first-serve basis. Hence, therec may be sizeable

\

1/ In June 1975, representatives of the Inspector General's
Office concluded a review of Loan 013. At an Exit Confer-
ence with ROCAP's officials cn July 3, the Inspectors made
the followinyg comments:

l. That the Loan was approved prematurely, and prior to

the prepération of sub-project feasibility studies:

2. That since the five Central American governments have

now mobilized themselves to use the resources provided under
the Loan, a deobligation would not be recommended;

3. That regional develorment banks tend to be more serious
and effective than many national institutions, and that their
use as recipients of AID loan funds should be supported.
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investments in a few countries, rather than an equal alloca-
tion for each. However, the regional integrity of thé program
wiTl be maintained since CABEI has agreed to provide the fi- l,
nancing needed for those projects not covered with AID loan
funds.

ROCAP's recommendations are:

l. Extend the ICD to March 31, 1979, and the TDD_to
-June 30, 1979. Follow the attached PERT schedule
" requiring feasibility studies be completed on each
project with enough time to allow for constructlon
(to qualify for AID financing under the Loan).
Projects will be financed on a first-come-first-serve
basis. Those whose feasibility justification depends
upon private investments will need commitments from
the investors per the loan agreement prior to being
eligible for AID financing.

2. Make funds currently under Promotion, and Training
and Technical Assistance ($1,000,000) ayiilgple for
financing infrastructure.™ -

II. LOAN PURPOSE AND OBJECTIVES

Borrower CABEI

Loan Agreement Signed 2/28/73
Amount of Loan $15 million
foLL Amount of Project $20 million
T.C.D. 12/31/7¢
T.C.D. 3/31/77
Commitments $225,000
% Committed 1.5
Disbursements None

The purposes of the Lnan were to further stimulate tourism
developmeat in Central America by: (1) providing CABEI with funds
for financing public infrastructure projects and related tech-
nical assistance in direct support of the Regional Tourism De-
velopmont Program; (2) increasing the involvement of CABEI, the
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leading development finance institution of the area, in the
field of promoting regional tourism development and, thereby,
permitting CABEI to assume the leadership in handling and co-
ordirating regional tourism programs; and (3) strengthening
the Central American Integration movement. The overall pro-—
gram amounts to $20 million: the $15 million A.I.D. loan, a
.$£;25 million contribution from CABEI which is committed and
available, and a $750,000 contribution from each of the five
Central American countries, all of which are committed.

The Loan supports the Regional Tourism Development Program
unanimously approved by the five Member Countries at the First

Regional Tourism Conference held in Guatemala in September 1972.

At this meeting CABEI was appointed the Financial Agent by the
Member Countries for the purpose of Channeling the necessary
resources to implement the Resolutions of the Conference (the
Acta) .

The Central American Tourism Development Program endorsed
the proposition that the most effective approach to tourism de-
velopment throughout Central America is a regional one. The
Acta proposes developing over a ten-yéar period, five tourism
primary zones, one in each country, with a complementary number
of secondary zones.l/ Thus, it was the purpose of this Loan
to allocate the $20 million to those projects specified in the
Acta, whether primary or secondary zones, which could most rap-
idly be constructed over a four- -year period, as initially en-
visioned. The Acta of this Conference was included as Annex V
of the CAP. '

1/ Selection of primary and secondary zones in the region was
based largely on the findings of four studies:
A Req1onal Tourism Study in Central America, Porter
International, 1965 _
A Market Analysis, Compton Advertising, Inc., 1969
A Five-Year Tourijsm Development Plan, SITCA, 1969
A Long Range Promotlonal and Financial Procram Tecniberia,
1972

.
<

e
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. .In order to accomplish the purpos., ROCAP was to provide
funds to CABEI to support sub-loans to_the Central American
countries for the purpose of developing infrastructure in

areas outside the capital cities designated as the tourism
zones to be developed. In addition, to support and increase
the capacity of each country to attract tourists, ROCAP proposed
to support both training/technical assistance and promotional
activities. The Loan made available $375,000 (plus a $125,000
counterpart contribution) for financing tourism-relatéd train-
ing and technical assistance, and $375,000 (plus a $125,000
counterpart contribution) for tourism promotion, to the Central
American governments in response to the need for such financing
stated by the five Member Countries in the Acta. Finally, the
Loan provided $300,000 for financing infrastructure feasibility
studies (74% of this has been committed).

The strategy attempted to address five major constraints
to increased tourism in Central America. These were (1) lack
of public infrastructure and resultlng reluctance of private
sector to invest in hotels and related tourism facilities in
the outlying areas of each country where the rrimary tourism
attractions are located; (2) lack of adequate financing in these
areas; (3) the relative inconvenience of travel to the most at-
tractive tourist attractions in the region; (4) the substantial
competition for tourist dollars from Mexico and the Caribhean;
and (5) the tourist market's relative 1gnorance of the attractions

of the area.
III. PROBLEM ANALYSIS

A. Infrastructure (93% of the Project) and Feasibility
Studies (2% of the Project).

1. Chronology of Events

~ The Loan called for making allocations to specific
projects in each country in areas of regional tourism promotion
which could be complected over a four-year period. Specific
regional public infrastructure activities supported by proposals
from the private sector for tourism facilities construction were
to have been selected. A country-by-country analysis of the prog-
ress to date is described below.
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Honduras - Tornasal/Copan/Roatén

The CAP and Loan Agreement identified fela as the EEETEEY
tourism zone with Roatdn and Copén as’ secondary zones. Out of
the—£ive CABEI member countries, Honduras has moved forward the.
fastest. . _ -

In November 1972, Honduras preparcd'terms of reference for
a feasibility study and requested a loan from CABEI to fund the
study. CABEI approved the loan in December 1972 (not AID fi-
nanced). Plans were made to advertise for engineering proposals
in March 1973. Proposals were opened on August 25, 1973; 15
firms showed interest. Robert Nathan was chosen to do the stucdy
in October 1973, but the GOH and the Cdénsultant didn't come to
an agreement on price until March 1974. The study ‘began in
June 1974 and was supposed to take 12 months

Part of the final negotlated agreement was a large support
input by the GOH. Unfortunately, this never came about because
of Hurricane Fifi which hit Honduras in September 1974. The
hurricane set the study back about 3 months and additional fund-
ing was provided by CABEI to make up fox. the lost GOH input.
The siudy is now expected to be completcd in September 1975.

During a visit to the consultants‘ offices on May 21, 1975,
ROCAP Project Managers were shown a proposed master plan for
Tornasal which called for $3 million in external infrastructure
IEading to the actual site, $22 million in internai infras Lructur
at the site and $65 mllllon in private investment in hotels and
condominiums.

Nicaragqua

San Juan del Sur was identified as the primary tourism.zone
with secondary zones at Masachapa, Granada and Corn Island. In
February 1973, CABEI reported that the Tourism Institute had
prepared a request for feasibility study funding but had not yet
submitted it. In August 1973, CABEI reported that the recuest
for funding had become bogged down in the M1n1stry of Flnance



because of "legal problems". CABEI visited Tourism again in
September and November 1973, and February 1974 to try to move.
the project along, but was not successful,’

In April 1974, ROCAP requested USAID/Nicaragua's help in
obtaining- information on the status of the feasibility study
request. It reported that the request was in the Ministry of
Finance and that no action had been taken. (The Nicaraguan
Tourism Institute is a Direccidn Ganeral under the Ministry of
Finance and was unable to act independently in representing the
GON in arranging for a sub-loan from CABEI) .- ST

In May 1974, CABEI reported that the Tourism Institute
wanted to move its primary-zone to Managua. After several
months delay, during which CABEI tried fo convince them not to
choose Managua as the primary zone, the GON decided that the
zones to be studied would be the same as those in the loan papar.

In September 1974, CABEI received a request from the GON
for a loan for $500,00Q for a feasibility study. The loan was
signed and approvéd in December 1974 .

One of the stipulations that CABEI requires of the borro>wing- -
governments is that they appoint a Project Coordinator. The.
Nicaragua Coordinator was considerved ungualified by CABEI. 1Ip
March 1975, ROCAP's Chief Regional Engineer met with the Project
Coordinator to make sure (L) he understood how to rate study
proposals, and(2) to question whether or not an evaiuvation com— -
mittee had been set up. The Project Coordinator said that the
committee consisted of a United Nations Underground Water In- -
vestigator, a former president of the Bank of Nicaragua, a pro-
fessor of biology, and the President of the Chamber of Commerce.
ROCAP reported imrediately to CABEI on the unusual make-up of
the evaluation committee stating its misgivings about the cbjec-
tivity of the group.

On April 14, the Tourism Institute requested and received
18 or 19 proposals. On May 11, 1975, a notice was published
in a local paper which stated that the Tourism Institute was
voiding the previous invitations and asking for new invitations.
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from any and all firms. The Tourism Institute declared that
it was in the best interest of the country to give each firm
an opportunity. .to review and revise .its proposal if it so de-
sired and to give other firms an opportunity to submit proposals. .
Both CABEI and ROCAP objected to this irregqular procedure. In
EBIEE—SE—EEEiEgEE‘EEEt this action:by the Tourism Institute was
highly unusual, CABEI's legal staff said that the GON was within
its legal rights tc call for new proposals. This will have to
be watched carefully to make sure an eligible and qualified firm
is chosen. 7The new date for submitting proposals is August 19.
CABEI has reported that one result of all this was the
firing of the Project Coordinator in June and the agreement by
the GON to choose a new Coordinator in accordance with CABEI
requirements. CABEI has also suggested tnat the Institute hire
a qualified advisor to help the evaluation committee, hut to

date has had no response.

ROCAP does 1ot feecl that the circumstances and reasons for
voiding the IFP (Invitation for Proposals) have been satisfactori-
ly explained. We have requested CsBEI to initiate an investiga-
tion of the facts surrounding the case and advise ROCAP whether
or not, in the opinion of CABEI, the Nicaraguan Tou_ism Institute
has acted in accordance with the governing CABEI and ROCAP regula-
tions in this matter. '

v ema es

Guatemala

On the basis of the Tikal National Park Study, completed
by the U.S. National Park Service in 1971, the GOG named TIKAL
. as its primary tourism attraction and designated TIKAL as its
priority project for financing under Loan 596-L-013. 1In keeping
with GOG development priorities and requirements, works tn be
financed at TIKAL are ruins restoration, airport improvement,
and road renovation. These are included in the CAP and Loan
Agreement.

Early in~1972, the Planning Council determined that an
economic/feasibility analysis should be made in order to pro-
vide a plan for public and private investment in the TIKAL area.
The decision to do the study "in house" rather than by consultant
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was made over some strong objections by ROCAP in January 1973.
The study was headed by a representative from_the OAS whose
work group consisted of people from the GOG,(E?b and other
U.S. agencies. The study was completed in Fe ruary 1974. It
was reviewed by both ROCAP and CABEI and was determined in-
adequate as an economic justification for airport and road
construction. The Planning Council agreed and said that the
economic justification would be strengthened. )

In April 1974, the GOG presented a request for a sub-loan
under 013 for $7.0 million for a new airport, road construction,
ruins restoration and complimentary services. In May 1975, the
Planning Council named a committee, made up of seven different
agencies, which was to be responsible for the TIKAL Project.
CABEI agreed in principle to the make-up of the loan committee
in July 1974, but insisted that economic justification studies
and design work had to be completed before the sub-loan would
be considered.

The TIKAL Project Committee decided to go ahead with the
advertisement for proposals on the basis of a promise of
$200,000 from the Ministry to do the study, even though pre-
liminavy estimates of engineering costs by ROCAP/CABEI engineers
indicated a cost of over $750,000. Invitations for proposals
from engineering firms to do final design of the highway and
airport were advertised in December 1974, and opened in January
" 1975. Firms for both projects were chosen in March and a letter,
with copies of the proposals was sent to CABEI in April. The
submission hinted that CABEI financing might be needed to fund
the shortfall. The design contracts are expected to be approved
at any time, and will take about five months to complete. If
the present schedule is met, the sub-loan should be signed by
February 1976 for construction to start in April 1976.

Costa Rica

. The Acta and CAP identified Bahia de Culebra as the primary
tourism zone with Pdas Volcano, Irazii Volcano, Quepos, and the
Liberia Airport as secondary zones. Costa Rica immediately took
the initiative and started preparing terms of reference for the

feasibility study. In August 1973, Costa Rica submitted a re-
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quest for the feasibility study loan to CABEIX. The CABEI
Board of Directors did not approve the loan until April 1974.
Reasons for this-delay are not known.

In June 1974, Costa Rica had national elections. A new
president was - elected, new ministers appointed, and four of
the seven members of the Tourism Institute Board of Directors
were changed:--In-August 1974, the Director of Tourism went
to Tegucigalpa to discuss the loan and the appointment of a
Project Coordinator. The feasibility study loan was signed in
December 1974, and was sent to the Legislature for approval.
It has remained there to date. CABEI is hopeful that it will
be approved by December 1975. ' :

In April 1975, the GOCR came in with a request for fi-
‘nmnancing improvements to Volcé&n Pbas Park. The feasibility
study has been completed and calls for 7 kilometers of road
improvements, shelters, a visitors center. parking lots, view-
ing platforms, etc. The project is estimaved at close to
$1.2 million and is now being reviewed by CABEI,

-~ -

El Salvador vvgfyl.;y

ICACAL-was identified as the tourism zone to be developed
in El Salvadc~. In February 1973, El Salvador informed CABEI
that it would probably use IDB funds to finance a country wide
feasibility study which would focus on ICACAL as the primary
tourism zone. However, in September 19737 the GOES decided to
do the feasibility study and design documents wilh its own re-
sources. CABEI advised against it and pointed out that if the
study were rejected by either ROCAP or CABEI, a whole year would

be lost.

Despite repeated trips to El Salvador by CABEI and ROCAP
to urge that something be started, there was little activity
between September 1973 and Mey 1974. During the latter month,
. Bl Salvador reported that it had received assurances from the
IDB that funds for tourism infrastructure development would be
available.
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In September 1974, the GOES signed a contract with Robert
Nathan & Associates for a country-wide feasibility situ3y with-
IDB funding. The study is to be completed in September 1975 ..
Recent conversations with SITCA indicate that El Salvador is
shifting its primary tourism zone from ICACAL to Costa del Sol.
The study is still on schedule. B C

2. BAnalysis

The attached construction and- disbursement sched-
ules (Attachments,I and II) taken from the CAP indicate that
construction on q}} projects should be well underway and that..
disbursements should be in the range of-40% -~ 45%. However,-
as the above descriptions of accomplishments indicate, this is
- not the case. For a variety of reasons, CABEI has not been able
to achieve the level of loan disbursements contemplated. As
indicated in the "Statement of the Problem", for a variety of.
reasons our initial planning for the loan may have been un-
Ezgiisﬁit;’ggg4_the_loan itself appears to have been premature.
Problems unforeseen at the outset, in addition to &n unrealistic
time frame in the preliminary stages, contributed to the long
delays. The Central American countries have:been very slow in.:
contracting and completing feasibility studies and final design.
Factors contributing to this inactivity include; a) a basic un- -
familiarity, on the part of all the C.A. countries, with the
project and its purpose, and b) a lack of -authority on the part --
of the Tourism Institutes to develop and execute tourism policies
and projects on their own. Of the five Tourism Institutes, Costa
Rica, Guatemala, and El Salvador are autonomous organizations.
The Honduras Institute is a Direccién General under the President.
A commission appointed by the President sets the Institute's
policies. The Nicaraguan Institute is a Direccién General under
the Ministry of Finance. 1In addition, the countries have been
indecisive on their tourism zon:s, priorities, and terms of
reference for feasibility studies;: the Tourism Institutes have
not been able to get feasibility study loans- approved by their
respective legislative bodies; and there have peen chenges in

governments.

Nevertheless, the region is now geared up to begin the
Tourism-related infrastructure investments, .and is ready to
initiate the bidding, contracting and construction. The three-
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year period proposed in the AP for this construction phase’
appears to remain valid. The attached PERT indicates the

time frame currently anticipated for. each progect and pages

one and two of Attachment III, "Infrastructure Cost Comparison"
clearly demonstrate that progect costs, which have increased

-by nearly 100% since the original estimates, will absorb the

. entire AID loan. To maintain the regional integrity of the
project, CABEI has .agreed to finance those projects not eligible
for AID financing under the Loan.

Eligibility will be determined on a first-come-first-serve
hasis. The requirements c¢.%:lined in-Section 5.0l of the Loan
Agreement must be met before any project 'will be approved for
financing. Page three of Attachment IIT gives a breakdown of
all projects under the Lnan. Those projects which will require
private investments, in addition to AID loan flnanc1ng, in orde:
to accommodate tourist traffic are sovidentified. Before any
loan funds are disbursed for one of these projects, private
investor commitments, as indicated in Section 5.01(v) of the
Loan Agreement and outlined on the attached PERT, will have to
be for hcomlng

iL.les Ledliey e
At the outset no progect will be excluded the opportunity
of rece1v1ng Loan:financing. ~Howcver; i ‘order to receive fi-
nancing, a feasibility study on any given project will have to
be completed leaving sufficient timé "for cénstruction (see PERT) .
In addition, for any project that requires private investments,
'commltments will have to be forthcowing before financing will be
approved. It should be noted that in the event private investors
do not come forth thereby, making ineligible for AID funding
those projects requiring such investment, there will still be
sufficient project costs (see page 3 of Attachment III, column
entitled, "No Restrictions on Financing") to absorb all loan

funds. o

B. Training-and Technical Assistance (2.5% of the Project).

One of the resolutions of the Acta dealt with the n2ed
for personnel training for tourism services, and proposed that
CABEI make a survey.of regional needs,.to.be.followed by plan-
ning for future regional and national training centers by SITCA
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and the five Tourism Institutes. As g response to this. resolu-
tion, the Loan set aside $500,000 ($275,000 from the AID con-
tribution) for re-lending to CABEI's Member Countries for train-
ing and technical assistance. :

Responding to a condition precedent in the Loan Agreement
(Section 3.01 (4d)) CABEI, after consulting with SITCA, submitted
a plan which was accepted by ROCAP. This plan set forth the
criteria, procedures, terms and conditions, and arrangements
for financing the training program and related technical assist-
ance. While private sector tourism industry employees were to
be trained, the plan also called for funds to be used in the
Central American public sector primarily to finance the training
of Central American Tourism Institutes' personnel. Additionally,
funds were to be utilized to finance the training of National
Planning Council and Central Bank personnel if and when required.
Training was to cover the following areas: :

a. Tourism programming and planning;
b. Tourism statistics; and
¢. Tourism promotion.

Funds allocated for the financing of technical assistance
were to be utilized in the Central American public sector, prima-~.
rily by the Tourism Institutes. It was to concentrate on four
major, topics: ;

a. Tourism statistics:

b. Production of promotional literature;

¢. Package tours promotion: and

d. Institutional tourism organization and management.

To date, no lending has taken place for either technical
assistance or training under the Loan. However, this in itself
ddééﬁﬁégwmggg_Ehg‘"bggg;ggs_ggﬁg;d_meeting~the~LQaﬁ:§§i§§E§Ves
has not been made. .

. In the public sector little, if any, training or technical
assistance has been given. Unfortunately, the Tourism Institutes

are not authorized to borrow money. They are dlocated money in
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each national budget, and must rely on their allocations to-
conduct business. While there is a need for training in the
public sector, at the present time CABEI feels, and ROCAP
concurs, that the probability of re-lending for this purpose

is non-existent. However, considerable grant technical assist-
ance has been made available from the OAS and IDB as follows
(Ref STATE 175601, dated July 25, 1975)f ———
Totaldreqionaf assistance available - $150,700

Guatemala: $26,500

-Outlining national tourism development and re-
structuring National Tourism Institute (INGUAT) $12,500

-1972-1974 - Tikal Progoct Development 7,500

-1974-1976 - INGUAT, evaluation and promotion .
of tourism pr03ects 6,500

Costa Rica: $15,000

-1972-1974 - Formulating guidelines for
national tourism plan 5,000

-Study of legal aspects of land use in beach areas
and class of hotels and other tourism facilities 2,500

-Preparation of guidelines for regional *tourism
" development plans 7,500

El Salvador: $11.000

-Restructuring national tourism office and

training of personnel 5,500
—Improvement of tourism statistics 2,500
-Tourism promotion 1,500

-1974-1976 - second stage, tourism promotion 1,500
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Honduras: $50,000

-Organization of tourist services - . 17,000

-Institutional development and implementation
of national development plan : 30,000

-Preliminary staze feasibility of Copén *+ 3,000

Nicaragua: $20,500

-1972;1974 - Development of tourism policy ' - 7,500
-Follow~up implementation on tourist areas

identified in Tecniberia study 5,000
=1974-1976 - Tourism statiétics 6,500
-Selection of CABEI feasibility study 1,500

SITCA (Regional Tourism Institute): $30,000

~r6mqtion of tourism 30,000
/

(I ' /) .
_ADB: ' Total regional assistance available: $1,043,000

—_— ‘ El Salvador: $303,000

—Preparation of national tourism plan 303,000

Guatemala: $340,000

~Development of Lake Izabal feasibility study
Phase I - 140,000
Implementation study 200,000

SITCA: $400,000

-Central American tourism circuit study 400,000
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Yo date in the private sector, the tourism industry has,
for the most part, trained its own personnel either through
special training programs or on-the-job. El Szlvador does .
have 2 hotel tr2ining school and Costa Rica is currently ex-
ploring the possibility of establishing nne. However, recent
events have strengthened the concept of a regional center. On
May 20, 1975, the CEPAL Committes on Economic Cooperation of
the Centrel American Isthmus epproved a Tourism Develorment
resolution which was subseqguently ratified by the Centreal
Arericen prezidents at "Mi Flor" on July 12, 1975. The resolu-
tion calls fnr giving the hi ghest priority to the develorment
of human ressurces for the tourism industry (see Attachment IV).
To this end, the fezcibility of establishing a Central America.
school for botel operations is to be studied. (Guatemzla was
c¢hosen dS tre site for this reginonal tourism training. cenbcr).
The IDB/ HDE will supporb CEPAL in carrying this out.

Lastly, CABEI iteelf provides valueble technical assist-
ance to the Central Zmerican tourism industry through its invest-
ments in forty-one private tourism projects totalling $33.3 mil-
lion, virtually all approved since 1970. Technical assistance
is provided during both the feasibility stage and implementation,..
encouraging training to insure proper management and operations.

CAP projcctions indicate that approximately $175,000 (out
of the¢ $500,000 allocated) should have been disbursed for train-
ing and technical assistance activities by mid-1375 (calendar

year) . : . ,

While no one would question the desirability of additional
training and technical assistancc, 't is CABEI's judgement that
few, if any, rcauests will be forthcoming during the life of
the Loan. Tourism in Central Americz has grown dramatically
over the past secveral years (see statistics under C. Promotion) .
and, apparently, both the public and private sectors have suc-

essfully monaged to hire and train personnel without the need --
of additional loan resources.

C. Promotion (2.5% of the Project).

Another resolution of the Acta stressed the importance T
of an ajqressive program of prcmotion. This became an essential
part of the program. A Joint Promotion Program (JPP) was being

——
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designed at the time the CAP was approved and the intent was
to implement it in conjunction with or parallel to the con-

struction of public infrastructure and private 1nvestments.

The JPP was to have consisted of the following:

a. Publicity and Advertising - This was to be
directed toward both tourists and the travel
industry stressing presentations in carefully
selected markets.

"b.  Public Relations - This was to consist of (1) train-
ing seminars for travel agents, airline personnel
and others in the industry, (2) providing Central
American representation at travel industry con-
ventions and in internat ional travel organizations,
and (3) sponsoring visits to Central America by
influential representatiwves of the travel industry.

c¢. Tourist Information Offices in the U.S. - These
offices were to prepare and distribute pamphlets,
posters, guidebooks, maps and other literature to
potential visitors and to the travel industry.
Also, they were to provide travel information
about Central America to publishers, editors and
writers.

d. The final element in this promotibn program was to
stimulate the use of the Group Inclusive Tour (G.I.T.)
air fares to Central America.

These promotion activities were to be undertaken on a re-
glonal ba51s and the immediate efforts were to be aimed mainly
at prov1d1ng backstopping to tour operators and tourist whole-
salers that were already conducting tours in Central America.
This effort, to the maximum extent possible, was to provide the
basis for a,balanced growth of tourism in Central Amecrica, giving:
each country a fair share of the new tourist inflow into the

area.

TthE_hgyg_not"yetnbeenwany\d1sbursements for promoticn
activities under the Loan. Nevertheleas, promotion of Central
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America as a tourist attraction has been so successful that
tourism has been growing impressively for the past several
years and shows no signs of subsiding. Additional hotel
space, with all the accompanying facilities, are in high de-
mand. An indication of that demand is the growth of tourism
traffic. The CAP stated that a 14.9% annual growth rate in
tourism was optimistic. In fact, the actual growthrate in
tourism for Central America over the years 1970-73 was 18.4%
(Guatemala 32%, El Salvador 19.6%, Costa Rica 18.6%, Honduras
10.7%, and Nicaragua 5%). The figures are not yet in for 1974,
but estimates have the growth rate escalating significantly
during 1974 and the first half of 1975.
The Robert Nathan tourism studies in both Honduras and
El Salvador project an annual growth rate for Central American
tourist arrivals at 9.6% over the years 1971-1990. Translated
into figures, Nathan says that there were 350,000 arrivals in
1971, and projects 800,000 for 1980, 1,260,000 for 1985, and
2,000,000 for 19290. These projections do not assume any AID
financing per se but clearly depend on an adequate infrastructure
base being set.

The promotion activities which have contributecd to the -
tremendous increases in tourism over the past several years
can be attributed to a variety of factors: 1) Tourist informa-
tion offices and tour operators in the United States, inde-
pendent of any ac:ions on the part of Central American Tourism
Institutes to publicize or advertise the region, have taken
advantage of GIT air fares to promote and organize tours to
the area. These are most prevalent in California, New York
and Florida. The tour operators advertise heavily in the
newspapers and selected magazincs in these arcas. 2) In ad-
dition to the tour operators themselves, all the Central Amer-
‘ican airlines also promote the region via advertising in foreign
airports. 3) The annual budgets of the Tourism Institutes al-
locate funds for promotion through the publication of pamvhlets,
travel guides and other literature to be sent abroad. 4) SITCA
complements the individual efforts of the countries by promoulng
the T reglon“és a whole Lhrbugh 51m155Edheans At a meeting of
the- Diréétors of the Tourism Institutes of the Latin American
countries (COTAL) in February 1975, it was decided that SITCA

would be restructured and strengthened to better serve and
“‘%\__‘_’_ e
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- promote regional tourism. CFPAL and CABEI will take the lead
in the restructuring, the goal of which is to have better co-
ordinated promotion, training and other tourism related activ-
ities in Central America. :

Under the grant side of ROCAP's program and in ;upport of .
this is loan, funding has been made available to SITCA to finance
a $1OO 000 contract with a consultant firm (Sea Pines. Resort) .
This firm will seek to bring together local and international
investors and educate them with respect to the tourism prospects
for the region. The objective will be to secure that private
sector interest required under the Loan before sub-projects re-
quiring private investment can be financed.

In addition to the activities mentioned above, the hotel
industry in Central America, in conjunction with the airlines,
have jointly sponsored several seminars. These have taken place
in Guatemala, Costa Rica, El Salvador and Panama and were at-—
tended by airline and hotel industry personnel, Tourism Insti-
tutes' personnel and tour operators. The seminars were held to
bring together some of the key-actors in Central American tour-

ism and the results were increased contact among tour operators ..

and agents in other countries and better cooperation among those

in the tourist industry in Central America. To support these Cae

efforts, the IDB is funding a Central American tourism circuit
study, which will identify the best routes to follow through
Central America in organlzlng tours, and attractlons that may
be included on the tours. )

The CAP projected disbursements in the range of $150,000
by mid-1975 (calendar year). This, of course, has not taken
place. The reasons for this, in addition to the lack of any
real need as documented in the preceeding section, are quite
fundamental. In the public sector, national tourism institutes
are not authorized to borrow money for the promotion of tourism
without the’ passage of special legislation. Added to this is
the fact that the tourism institutes allocate money in their
annual budgets to promote tourism. The private sector promotes
tourism nainly because it is in its own self interest to do so.

Y-
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D. Loan Compliance

1. .Section 5.02: Consultation with Tourism Institutes
and .-National Planning Organizations of Member Coun-

tries.

This Section is divided into two pérts, (a) and (b),
the latter having four requirements. Part (a) requires CABEI
to: '

"Sponsor joint periodic meetings with the Tourism Institutes
and National Planning organizations of each Member Country,
in its capacity as Financial Agent of the Regional Tourism
Program, and assume the leadership in arranging for the
financial, promotional and training requirements needed co
implement the Program".

With the exééption of the promotional and training requirements,’
CABEI has complied with this section of the Loan Agreement.

It has met on numerous occasions with Tourism Institutes
and Planning Office personnel. It has attended every formal
Tourism Directors' Annual Meeting since 1971. Those meetings
were held in;Nicaragua (June 1972); no meeting (1973); Panama
(February 1974) and Guatemala (February 1975). The next meet ing
- of the Tourism & Planning Directors will be in September 1975.
- CABEI is expected to,1l) take the leading role with CEPAL in
strengthening SITCA through the latter's restructuring; 2) re-
view and plan future tourism developments, including invest-
ments; and 3) help coordinate C.A. promotion moterials.

Part (b) of this Section states that CABEI will:

"Use its best efforts in working with the Tourism Institutes
and National Planning Organizations of the Member Countries
to implement the Regional Tourism Development Program with

respect to establishing:

(i) Standard tourism legislation, including uniform
incgntivc laws, in order to attract Central American
and Foreign private inves' ent required for the

Program

(O
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(ii) Adequate legislation in the Member Countries for
setting aside land reserves required under the
Program.

(iii)- National Tourism Development Plans by each Member
Country.

(iv) Measures to facilitate the flow of tourist travel
between the Member Countries, such ‘as streamlining
. inspection procedures, facilitating custom and im-
migration processing, and introducing a Central
American Tourist Card."

CABEI, for specific reasons, has performed or tried to per-
form only (ii) and (iii) above. It has not undertaken (i) or
(iv) to any extent because it found that in Central America those
measures more properly fall within the roles of SITCA and the
National Tourism Institutes. It has undertaken (ii) and (iii)
" by working with Honduras and Guatemala to assist them in develop-
ing their national tourism development plans; and by encouraging
the different countries to set ‘aside the land which has been
chosen as their primary and secondary tourism poles. -t

2. Section 5.06: Evaluation

v One year after meeting the Conditions Precedent
(10/23/73) and annually thereafter until the Loan was fully
disbursed, CABEI was to submit "an updated time-phased Imple-
mentation Plan of the entire Program, showing both public in-
frastructure and private investment inputs in each sub-project
area, and an evaluation of actual progress being made to date
under the Program." To date, CABEI has complied with this sec-
tion.

IV. RATIONALE FOR REGIONAIL APPROACH

This loan program was a_direct response to a Central Amer-
ican initiative expressed by the Acta of September 1972. The
Program was somewhat ahead of its time but momentum is now build-
ing and developments over the past several years have made it
increasingly clear that Central America must develop its tourism
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international tourism, 85 _4a group they can fare much better.

The increase in the number of tourists visiting each country

(cited on page 19) is one indication of the mounting interest
among tourists in visiting the region.,:ﬂmﬁ7/a1w¢[ﬁ7

The CEPAL resolution mentioned Previously (Attachment 1v),
ratified by the Central American Presidents, is a strong affirma-
tion of the regional approach to tourism development in Central
America. Rébbgnizing the importance of tourism the recommenda-
tions call for increased Support to regional tourism organiza-
tions: and intensification of CABEI's activities in tourism
iné:aétructure, regional training activities and increased
efforts for regional tourism development.

These developments have caused certain unified actions on
the part of the Central Anericans to‘EakéwaaGEHEEEE“bf“fﬁé in-
Crease in tourism traffic to the region, Recently, re-allocations
were made in AID Loan 596-L~010 to CABEI allowing the bank o '
dé;éié:@g;g_;ggn_ﬁundswtQ,ﬁogrism projects. The Directors of
the Tourism Institutes have been meeting more frequently than
in the past, and, in a February 1975 meeting of all Latin Amer-
ican Directors of Tourism Institutes, resolved torestructure and
strengthen SITCA so that it will be able to more effectively
- Promnte, coordinate and Program regional tourism development .
-CABEI and CEPAL will Play important roles in assuring the ac-

complishment of this resolution.

Joint promotion efforts among Central American countries
are béEoming more and more common. To further this effort the
IDB and OAS have made significant contributions (see pages 15-1¢6).

\
It is worth special note that the largest program, $400,000,
is IDB's grant assistance to SITCA for a Central American tour-
ism circuzz—gtudy to identify the best routes to follow throgh
~the region in organizing tours to the area's attractions. In
addition, hotel chains (e.g. Western International) and airlines
are beginning to promote multiple country visits as are tourist
agencies in the U.S,. and Canada. As g result, sSITCA activity
has made impressive increases, especially in Guatemala, E1
Salvador and Costa Rica,.

~
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In support of these activities, feasibility studies are
under way in all five.of the Central American countries to
support requests for infrastructure financing under this Loan.
Also, under AID funding, SITCA has contracted a consultant to
promote public and private investment in hotels and other
tourist related facilities. A momentum has begun and AID can
have a significant impact on it through contributions made .in
this Loan. : ’

V. ROCAP RECOMMENDATIONS

In view of the foregoing analysis, ROCAP feels it is in
the best interest of both AID and Central America to revise
the Project, while not losing sight of the original objectives,
and proceed. ROCAP's recommendations stated in Section I.B. are:

l. An additional 2-1/4 years to complete the Project
through extensions of the TCD from December 31, 1976, to De-
cember 31, 1978, and of the TDD from March 31, 1977 to June 30,
1979; this will allow sufficient time for all projects (with
the exception of Bahia de Culebra in Costa Rica) to receive
loan financing provided that actions nceded are taken on a
timely basis. The attached PERT has all critical dates indi-
cated. In order to qualify for AID financing under.the, Loan,
feagibilit§\§tudies_willlﬁé}¢“;p_bgugompiéted no later than
the dates indicated to assure_sufficient time for construction
to be completed prior to the revised TDD, A project will not
be eligible for AID financing unless this condition is met.

In addition, as articulated under the "Infrastructure and
Feasibility Studirs" section, projects for which private invest-
ments are required will have to demonstrate that these commit-
ments have been secured per Section 5.01(v) of the Loan Agree-
ment before financing will be 3pproved. CABEI has agreed to
finance, with other funds, those projects not meeting the dead-
lines stipulated in the PERT.

-

Because of inflation, especially in the construction in-
dustry, it is evident from page 2 of the attached "Infrastructure
Cost Comparison" that project costs are expected to exceed the
AID loan. In the event that the funds cannot be fully absorbed
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because of inability to meet the deadline foreach respective
project ROCAP anticipates, at the present time, de-obligating
the remaining funds. e

There have been some changes from the CAP in items to be
financed (see page 1 of the "Infrastructure Cost Comparison").
For example, the feasibility study in El Salvador indicated
that Costa del Sur was a better site than Icacal, so that has
been changed. Volcén Irazh in Costa Rica has been deleted be-
cause somé improvements have already been made on the road by
the government and there is little else that can be done. The
‘Honduras study included ruins restoration so that has been
added as a possibility. In addition, and not inconsistent with
the CAP (see pp. 87 and 104) design and supervision work on all
projects will be financed.

2. To supplement the amount available under the Loan for
engineering, supervision and construction, ROCAP proposes to .
re-allocate the $1 million ($75C,000 AID funds and $250,000
CABEI funds) currently under Promotion and Training/Technical
Assistance to design, supervision and construction The anal-
yses provided undeY the sections on Training and Technical
Assistance, and Promotion,document the reasons why such a re-
allocation is justifiable. Suffice it to say here that because
of -the shortage of construction funds, and the absence of a real
need in promotion and, to a lesser extent, training and technical
assistance, the objectives of the project would be best served
by such a re-allocation.





