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LA-CAEC/p-72/4g 
Project Activity 
No. 596-22-995-045 

:·!E:·IORANDUM FOR THE L. A. CAPITAL ASSISTANCE EXECUl'IVE COMMITTEE 

FRCl1: ROCAP / Guatemala 

SUBJECT: IRR - CABEI: Tourism Infrastructure 

I. The Borrower 

The Borrower is the Central American Bank for Economic 
Integration (CABEI), i1 rrrultinationaJ public development banking 
institution. Membership in CABEI is the same as that of the Central 
.4merican Common Market: The Governments of Costa Rica, El Salvador, 
Guatemala, Hondura[~ and Nicaraguo.. 

II. Amount of Proposed Loan: $15.0 Million 

Terms: 1/,:) years including a ten-year grace period on amortization 
of prinCipal - \·:i th interest at 2''/u during the grace period and 3% during 
tr,e 30-year repayment period. CABEI ,.Jill relend the AID funds to the 
Central American Governments at reasonable terms (to be established 
during the intc·nsive review) commensurate with their ability to repay 
and the economic return of the financed project. 

III. Borrower Contribution: :PS.U Million 

CABEl pnJp0i:;/:::; to contribute :.l minimum of $5.0 million, $2.5 
million from HE' five CACM GoverrW!'.'ttt,s ($500,000 each) which will be 
added tG the L:wk' G capi 1,0.1, and :1',2. ') million in cash from CABEI' sown 
rc::ourCE:s. 

IV. Purposes 

The purposes of the proposed AID loan are (i) to stimulate 
. tourism in Central America by providing CABEI with loanable funds for 

financing on 5. regional bu.sis priori ty public infrastructure projects 
necessalY to encourage private inveEtments in tourism industries which 
have high foreign exchange earnings potential; (ii) to insure the 
continued regional involvement of a dynamic and responsive regional 
development bank, CABEI) which has emerged as the leading financial 
institution in the region) and one of the strongest single cohesive 
forces in the Central American Common Market today; (iii) to strenthen 
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~~e;~!~~6~:~!~~oi~:~:~a;~o~e~I:~~~ri~:ei~f ~h~o~~:~ t he 
=:ono~c i ntegration of the five countries compris i ng the Cent ral 
;..::erican Common Market, and to increase the economic stability of 
t~e region by reducing the dependance of these countries on a limited 
nur~er of traditional expor t industries . 

V. Project 

The proposed $15 million loan to CABEl would enable the Bank 
to act as the driving for ce for undertaking the coordinat ion and 
financing of a major program of tourism devel opment - involving both 
public and privat e sectors - throughout the Central American Common 
Marbt (CACM) . 

The AID funds would provide supplemental financing to the 
Central Americen Fund for Economic Integration ( "the 'Fund" - see 
Section VIII) . The Fund will continue to use the AID loan and CABEl' s 
cash contribution along with funds contributed by the five countries 
of the Central American Common Market to finance up to lOO~ of the 
costs of engineering and construction of infrastructure projects such 
as small landing fields and improved harbo r faciliti es (e . g . channel 
dredging, piers, landings , etc . - modest in size) water and sewer 
systems , access roads , bridges , t ransportation faciliti es and 
recreational areas . The focus of t he project would be on tourism 
development in areas outside the principal cities of each CACM country 
yhere many of the most prom:l.sing touri sm attractions are located . 

CABE! already has a ntunbel' of excellent yell -studied projects 
( see Attachment A) Lhat could be financed quickly under t he proposed 
l oan} if approved] and could d~yclop yi thin a reasof}rble t i me additi onal 
projects in a ren::; yhich have h"'"l1igh pott:ntial f or tourism devel opment. 

The AID loan yould set aside about $1 . 5 mi l l ion f or f i nancing 
feasibility studies (including final plans and specifications) and 
~ster plans for preserving the culture {ecology cont rol, zOning, etc . } 
in developing specific areas . I t would also include about $500, 000 for 
training touri sm ( hotel) personnel and for undertaking on a r egional 
basis through SITCA and National Tourism Insti tutes , etc. promotional 
p rograms that may be requi r ed . 

CABEI als f:.\ i nt ends to make prompt use of a portion of its $4 
mill ion Feasibility Studies Loan from the IDB (approval expect ed soon ) 
in developing projects "'hi ch "'ould be ready for fi nancing just as soon 
as the funds under the AID loan become availabl e. The IDB loan would 
be most helpful to CABEl in that it ",ould provide CABEI wi th the l ead 
time it needs in developing a reservoir of fully studied priority 
pro j ects . 

i 



- 3 - UNCLASSIFIED 

The proposed loan is closely tie(! to CABEI ' s $30 million AID 
loan Ho . 596-L-010 signed 1n September 1970 . Within this l oan, $5 
r.dlltan is presently available to the private sector for financing 
tourism projects } mos~ly hotels and motels in the outlying areas 
(the balance is available for export diversification). $2. 5 milli on 
is already coJlllU1 tted, and CABEI i s reviewing loan requests for an 
addi t ional $5 million, which will probably require an increase of the 
tourism allocation in the AID loan fl~m $5 .0 to $7 . 5 million . (During 
the intensive review a listing of these projects showing the timing of 
CABEl's sub -loan commitments and disbursements viIi be developed to 
substantiate this activity. ) Under this program the private developers 
provide their own (but limited) infrastructure facilities such as water 
~~d sewer systems, etc . There is generally no involvement of CACM 
geYernments in providing infrastructure facilities because for the most 
ptll't these projects a re relatively smull. 

As noted above , CABEll s c~~erience to date reveals a strong 
demand for financing private tourism projects . The Bank estimates 
that its ~rivate sub - loan activity alone will aggregate close to $42 
rn.11lion over the course of the next five years . Many of these loan 
applications , ho .... ever l will not go forward until there i s a timely 
input of public investment into tourism infrastructure . With this 
investment , the prospects for generating a nd financing private 
investments by CABEI a'1d other bunks in the region at an increasing 
rate are excellent. 

The tourism con~oncnt of the $30 million AID loan is relatively 
small and limi tcG . Yet} it haG demonstrated clearly the interest of 
the private sector in investing in tourism activities in Central 
America , and if t..hi s investment potential is to be realized , it must 
be suprlementeri by an equitable nvestment from the public sector; 
tence the purpose of the proposed AID loan . 

CABEI will coordinate all touris m promotional and financial 
acti vi ties wi tit the regia, 1 tourism organizati on - Secretariat for 
Central American 'I'ourism Integration (SITCA) , the National To'msm 
Institutes) and the Government Planning Offices in each CACM COW1t ry . 
Such coordination, i ncluding the financing of specific pro jects , will 
confonn to a previo11sly agreed -upon pIal} of acti on endorsed by these 
entities, ... ·h1c h are composed of partlcipant'd from both public and 
private sectors . Since 1967 ROCAP has provided SITCA \lith technical 
assistance funds for conducting its promotional activities in Central 
America and the U.S . 
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Three recent studies describe in detail the benefits to be 
dl!r1ved from an aggressive, regional t ourism promotion and development 
program 1n Central Americ a. .Y Ma.ny of the recommendations contained 
in these studies are now being implemented, and others could be 
l~lemented as a result of the pro~osed loan. 

VI. Estimated Costs and Financial Plan 

The cost of the entire project would total close to $20 million. 
This includes an overall Central American contribution of $5.0 nd11ion, 
$2.5 million from CABEI cash and rollover funda, and a $2.5 million 
contribution t o the Fund's capital from the five CACM Governments 
($500,000 per country), and the proposed $15.0 million l oan . 

As in the past the Fund would finance the total engineering and 
construc tion costs of eligible infrastructure projects . AID's funds 
· .... ould cover all foreign exchange costs and part of the local currency 
costs of these projects . CABEI estimates that about 5O~ of the AID 
1"8n funds vould be for direct foreign exch8'l ge procurement in Area 
Cede 9!.1 cOWltries, and 50;' for local procurement in the CACM . 

The terms of the AID loan, CABEI ' s re1ending terms and local 
currency needs will be thoroughly reviewed during t he intensive revie .. 
and supported, as appropriate , by cash a f lo .. analysis. The Bank ' s 
current terms on most of its infrustructure sub~loans are : interest 
5 ~1/4;,; repayment - up to 20 years ; grace period - up to 5 years . 

For this program, CABEI ' s Board may consi de r softer relending 
terms , perhaps interest rates ranging from !I;' to 5;', and up to 30 

!./ 'l'he studies are ; 

A Mar keting Analysis prepared by Compton Advertising, I nc. , 
spelling out the tourism potential in Central Ame rica; 

A five -year Touri sm Devel opment Plan, prEr;t:;. by SITCA ' s 
Secretary General, proposing institutional changes and 
establishes loan priorities; 

A long-range Promotional and Financial Plan prepared by the Spanish 
firm Tecniberia, focussi ng on developing major t ourism centers, and 
specifi c projects within these center s , throughout the region in 
areas with the best touri sm potential . The f irst draft of this 
study is now being reviewed by CABEl, SITCA and the National Tourism 
Institutes in each CACM country . 



- 5 - UNCIASSIFIED 

years for repayment . This would be attractive to the Member Goverrunents 
wi th respect to their own balance of payments problems, and ,,'auld 
facilitate the ability of the Governments to service their debts} 
particularly their f oreign exchange obligations . (All CAlEI sub- loans 
are denominated in dollars). Further, it would encourage the 
Cknernments to give the program their fullest support', which is needed, 
and which in turn could be used to advantage 1n Gtrengthening the 
economic integratiof\ movement by faeili tatlng the increased flow of 
tourism in the regi0l~j for example , enacting standard touri sm legislation, 
eliminating lmrrdgrat on and customs barriers and fee5:9 introducing a 
Central Americun tourist card, streamlining inspection procedures, etc . 
During the intemd ve reviet. recommendations \/ill be developed and 
incorporated in the wan Paper for developing D. unified Cent~ American 
approach to attracting tourists to the region and encouraging the 
countries to cooperate with SITCA. in developing "tour packages" 
involving visits to sites in several or all C. A. countries . For this 
reason AID' s m0st conccssional terms would be desirable . Also , the 
spread betw'een AID's rate of interest t o CABEI and CI"lmI's rate ~f 
interest to the Governments (sub-borrowers) remains in the Fund and 
serves to cover operating costs (including costs of the Bank ' s 
e ngineering staff and various managerial and administrative services) , 
and to add to the capital of the Fund. In view of the difficulty the 
Governments have in making regular and sheable capital contributions 
to the F"md, the iDportance of capitalizing 0. part of the interest 
spl~ad cannot be overemphasized . 

A cash flow analysis to be undertaken during the intensive 
review will st.rongly justif'y the need 1'01' the AID funding and will 
show that CAFEI ' S l'eS01.1rce:> (cash and rollover ) ure completely 
inadequate t o finance the tourism proj ucts proposed wldel' this program 
as well as other priority infrastructure projects . 

VII . EconOmiC, Social and Political Aspects 

A. Economic 

Tourism, like My industry, has its linkages \lith other • economic sectors . In addition to its important ra'le purchaser of 
domestic labor, food co~~oditie6 and urtisary products, tourism as 
an industry has important linkages with the public sector as a user 
of electricity, • ... ater, roads , trOJ1spor~tion and other infrastructure 
serviceG. Input-output models developed recently by the World Bank 
for several developing economies suggest that the tourism industry 
purchases from 25~ to 40~ of il,$ "goods and services " from the public 
sector . 

, 
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TL.......r; ourism industry is largely in the han\!.B of small 
private entrepreneurs. Unlike manufacturing or commercial. sectors" the 
tourism industry is located in JII~rgina1 or often primitive area.s which 
a.ppeal to growing numbers of v& atloning foreign and domestic urban 
dwellers . Unf'or tunately public i nf rastructure services located 1n 
areas of high tourism ar1?eal are also "prim1tivell

j most public invest
ments to date have been respana! ve to the needs of the manufacturing 
and commerce sectors which are concentrated in urban areas. Financial 
assistance through the proposed tJD loan will stimulate public sector 
l~sponse to f!~enclng infrastructure development essential to sustaining 
the momentum of Central America ' s cmergirgtourlsm i ndustry. 

B. Social and FoU tlc3:!, 

This program would provide a timely and needed stimulus to 
the CACM and the integration movement. Successful economic integration, 
by making r~sotU'ce s , goods o.nd services more mobile, will result in an 
accelerated r ate of increase in Central American pP.r capita gross 
dCl':lestic produc t , greater net exports and a greater variety of output; 
in gcreral. it will shorten the rond to political integration . The 
orientation tomd the outlying areas will stimulate a flow of 1\mds to 
thc;se neglected areas , and the financing of "labor intensive" 
industries , such as touri r.:;n, will contribute to n more diversified 
ceonomic structure in the region . The program will have ~he effect of 
i ncreasIng income and employmC"!lt in sectors and arcus "'he~ few expunsJ:ve 
f O!'i..:es huve heretofore been ~'elL. I 

An added benef! t is tllflt tourist facill ties - hotels, 
r estaurants, rc sol~s, r~creational areas - all will be attractive t o 
the countries I own c itizens, and aid the economy by helDing keep 
l ocal money in circula tion nnd giving nationals a place to vacation 
withjn t heir 0"0'0 count ries . 

VIII . Background 

The proposed l oan would r epl'cscll'!:. ROCAP I s fourth infrastructure 
l oan to CABEI and like the others would be adm1:listered by the Bank ls 
Central runer i can Fund for Economic I ntegration ("the Fund U

) , established 
in March of 1963 by the Prcsiden~s of the Central American Republics 
and the President of the United States "for the purpose of fulfilling 
add! tiona!. ir.vcstment needs of the public sector 'Which tend to promote 
and strengthen the economic integrution and balanced developement of 
Cc::ntrnl America ll

• According to the statute establishing the Fund, t he 
Bank administers the Fund under a trustee arrangement with the five 
governments of the CACM countries, and handles the operations of the 
Fund under separate guidelines than it~ normal development lending 
activities (industry and housing) . . 
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The existing three ROCAP loans (Nos. 006, 007 and 008) to 
the Fund total $85 million. About $82 million financeshighway 
projects (1,13(' Kms. of the C'?ntl'nl American Highway Network), and 
$3 million finances an airport and inland water canal. Those loans 
are fully comrnittcd and as of MarC}1 31, 1')72, :PLI8. J+ million were 
disbursed (571,). About $20 r,J..LUC111 \-1(:1'0 CF::;bur:;;eu during the past 
t',lcl vo months alone. A ttachm(;llt L "cmtuins fm: Lher inf 0 nnation 
about the HOCAP 1oalJ:.5. 

Over tlte past ten years (fi:.;ca1 yC'Q1'3 1<)61 t-:> -971) CABEI has 
approved from various rcs,ul'!:C;; (In(;]i..ly AID and IDE) 101 infrustructure 
lO3JlS ac;crcGatine 4il:».~, nillic'lJ, :t;; ,-;Lown OAJOH: 

H(d Amount -L 
- highv:Jys r:-, 

)j .1.20 .or.# 77·0 
- tclecoJrummications G 1).JIM 10.0 
- electl'i,' Jj()i-fCr 10 7·2N 4·5 
- ports 7 1+.61'1 3.0 
- airports 3 ~~. 3M)s/ 1.5 
- canals 

d 
.l 1. jM) - 1.0 

- others 21 4.7M ---1:..Q. 

Totals 101 155.5M 100.0 

};./ AID li\mds: $82 rti lli on 

?J AI]) Funds: .$ , : rtillion 

y ra:i J .l'uc! . ..!::;: ~J:lloc. 

Of the ']hrn:r' 1.ot.-JJ ~~r(~).~. 1:til11un 11113 'be·on 'lisbursed, $35.5 
milliun (!j'('M '.l' ',;!_i'~il ',·in,', li.i :VllI';',("j ,:uI'ill!-: the .Lr!tu;(. fiscal yeur, 
1970/71. Tit, I,',LL;; (X)'~) (,1' l.:,t ·U.lJ_,,;j::' i:; .':-; tilmLcd tu be disbursed 
by JlllC j(,} 'I;. t~.;:ll:!::j,(·:; LJ.' ill,· ['ill:iJ di,;lJ1l)':-""!;C'!1' rl.~tes on the AID 
~~lU1d~~' (~~J8~-. ;r.~~"., . '")1 1

) .~ r'(' ::·.~,.-: .. tq .~;l 1\ L~,' "!~rlc~~i B. 

AID/W i:,; hCl',lJY l"'IUt:'stc:ct l.o .Lnv,·ctir::atc t!le availability of 
13,1 ternati vC' ;]Ulll'L'r:' IJi' fLJlUll;iJjI~ (jll 1'C"Jsc'rntlc t(:rms from EXIM, IDB 
and IBIID to ct<llt'il'l:l AID':; IJlj,;ij,ioll etC> 'J 2.c:ndcr 'ii' .last resort. 
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X. Performance of Intensive Review 

The Intensive Review will be performed by ROCAP. The drafting 
of the Capital Assistance Paper w: '1 begin upon approval of the IRR, 
with presentation to AID/W scheduled no later than the first week of 
JtUle, 1972. 

Drafted by~COO:WWolf'f 1, Jil ( 
~ Clearances : ADO : rmParkcr '1/ c..v (i., Robed p, Pcrker 

~;,..""..--_---:~SSISTAlH DIRH~TOR.oprR"'TlONS 
u\: H'lunL.~lvun AND III 01~NAL LCGAl ADVISOR 

ACE: CFi;; ll(~ l' 
IA: FA II [',LLi 'l!lO '" 

RevieHcd by: DD: llFilltc'l'C:; 
'-----+'' t)"+--:, ;) -j.' 

Appl'ovcc] by:DIfI:OrSnuse 1./ .~. <" aUll.~ 
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ATTACHMENT A 

Page 1 of 3 

L~.st of Potential Projects 

Costa Rica 

Bahia Culebra 

- Airport 
- Access Road 
- Water SystE:m 
- Electric 1'o"e1' 
- To lephone ic Te le graph 
- Sewage 'L'rerr,raont 
- Urbanizatil'n (initial) 
- Road Irnprovt:i:1r:nt 

$ 950)000* 
1,100,000* 

H35)OOO1( 
56,5001( 
10,000-;( 

228) con 
2()0,000 
50 0 /)00" 

Total Costa Ricu: 

El Salvador 

1.. Gulf of l"onscc 'el 

- Access F:WIIJ 
- Hater SuPIJly 
- Electric I()'~"c:r 

- Telephone E:, Telegraph 
- SCywgt: T1'ea Lrnen L 

- Urbani:'.:lL n (ini tial) 
- AiY}Jor:, 

2. Cerro VC1'tiC-

- Roud Impl'c.;"v. :lien t 

3. San Marcelino 

- AcceS2 nouJ 

~. ~aztunal 

- Access Road 

$ 100,000* 
152,000* 

',2,000"" 
10,OOO1( 

22() ,GOO 
fbo,oOO 

l,!;()O,OOO 

Total El Salvador: 

$3,229,500 

$ 100,000 * 

$ lj50,OOO * 

$ 100,000 * 

$3,413,000 



Guatemala 

1. Iztapa (Pacific Coast) 

-, 
). 

- Access Road 
- Improving Existing Airport 
- Water, telephone and power 

Iztapa or AmatiIue 
(Atlantic Coast 

- Sewage Installation 
- Urbanizatiull, initial 

Tikal Devel 0IJII,l' nt 

- Paving of Ai l'port 
- Hater Supply 
- Electric Power 
- Park Develoflfllcnt (initial) 

Total GuatemalF: 

Honduras 

1. 'J.'ela 

- Access Road 
- Bridge 
- Watel' System 
- Electric PCl\{e l' 

- 'relephone 
- Urbani za tiOll (ini tia1) 
- SCHaDe 'rr-eLl Vllent 

c:: • I3az Islands 

- ~c)arl E:xtensiun 
- Airport Ifill) :'I,verne nt 

3. Copan 

- Airport 
- Access Road 

Total Honduras: 

$ lOO,OOO* 
300,000* 
150,000* 

$ 300,000 
1,000,000 

$ 100,000* 
160,ooo-!(-
.LOO,OOO-!( 

lzOOU zOOO 

$ 450,000* 
100,000 
5GD,OOO* 
ltD ,000' 
lC) ,000" 

5(:0,000 
21oz000 

:ji WO,OOO" 
350 lOOO"-

$ 500,uOO 
500 zOUO" 
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$ 550,000 

$1 , 300, 000 

~lz 360 zOOO 

$3 z210,OOO 

$1,836,000 

$ 950,000 

~l.z0OOlOOO 

!3!&786!&OOO 



Nicaragua 

1. :.:asachapa 

- Access Road 

2. San Juan del Sur 

- Access Road 
- Water System 
- Electric Power 
- Telephone &: '.L'elegraph 

$ 100,000* 
150,000* 
10,000* 

100,000* 
267,000 

1,000,000 
- Sewage T rent,ment 
- Urbanization (initial) 

j. Corn Island 

- Airport 
- Road Exten:;ion 
- Water SY:';1;C::!1 

$ 200,000-)( 
30,000-)( 

100,000-)( 

4 • Rio San Juan & Granada 
Island, Lake rJicarQ.gu~: 

- Docking & navigation 
facili tic:," 

Costa Rica 
El Salvador 
Guatemala 
Honduras 
m.caragua 

Total Nicaragua: 

SUl-iMARY 

Total 
Projects 

$ 3,229, )G() 

3,413,000 
3,210,000 
3,786,000 
3,05L.,OOO 

$16,692,500 

UNf::IJ\.SSIFIED 
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$ 930,000* 

$1,627,000 

$ 330,000 

$3,054,000 

l)n 

* Projects; '..Thieh wf)rk 
could st:1rL ',;i thout 
extensive aduitional 

stu,2J,_" ___ _ 

$2,301,500 
984,000 
910,000 

2,470,000 
1,620,000 

$5, 285,5QQ, 



SUMMARY 

ROCAP INTEGRATION FUND LOANQ 

(Millions US$) 

As of Mardl 31, 1971 

AID Loan No. 006 007 

Amount 35·0 20.0 

Corruni t ted 35·0 20.0 

Not Committed 

Under Constru~tion 35·0 20.0 

Not Under Con~; tI1.lCtion 

Disbursements 33·5 10·7 

Undi sbur3(;ri n'l.l.ancr:· 1.5 9·3 

Estimate: datE: fully 
'74Y Ji::;bursed June 30 '73 

y 96% disbursed uy June 30, 19'(3 

~/ 90% disbursed by ,June 30, 1974 

008 

30.0 

31)·0 

21.0 

9·0 

4.2 

25.8 

' 75'Y 
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ATTACHMENT B 

Page 1 of 1 

Totals -L. 
85.0 100 

85·0 100 

76.0 89.4 

9·0 10.6 

49.4 57.0 

36.6 43·0 


