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Dear M r .  Breen: 

We received STATE 197282 on 4 October 1973. Among 
o t h e r  t h i n g s ,  t h i s  c a b l e  gave us  the schedule f o r  the  
A s s i s t a n t  Adminis t ra tor ' s  loan s t a t u s  reviews. For ROCAP 
t h i s  was p a r t i c u l a r l y  t imeiy because we have today j u s t  
completed a r e p c r t  eva luz t ing  s u b j e c t  loan and making 
c e r t a i n  s p e c i f i c  recommendations f o r  modifying - t h e  loan, 
in such a way t h a t  we can more e f f e c t i v e l y  c a r r y  o u t  t h e  
e c m o ' n ' r k ~ o s e s  ror wnicl? th'e funds were made a v a i ~ a E E ,  .. 
and a t  t h e  same time m a t e r i a l l y  improve t h e  management of 
t h e  loan. 

For the  p a s t  s e v e r a l  inonths M r .  Tragen and myself, 
a s  we l l  a s  o the r  members of t h e  ROCAP s t a f f ,  have been 
working with CABEI a t  a l l  l e v e l s  t o  a s s i s t  them i n  irtprov- 
ing  t h e i r  procedures and i n  upgrading t h e i r  performance 
under t h i s  p a r t i c u l a r  loan.  From S ~ m e r  24 t o  2 6  we 
had a s e r i e s  of meetings i n  Tegucigalpa wi th  t h e  t o p  s t a f f  
of  the  Bank. Our ROCAP s t a f f  was represented  by myself;  
Chuck ~ l i n n e r ,  t h e  Area Con t ro l l e r ;  Warren Wolff, our 
C a p i t a l  Development Officer; .  E?. Cos te l lo ,  t h e  Program 
Economist; and John IZahle, our Legal Counsel. %?he Bank 
was represented  by t h e  Executive Vice P r e s i d e c t  and four  
of t h e i r  department heads.  During t h e  f i r s t  day of meet- 
ings ,  CABEI explained t o  u s  what t h e i r  problems were i n  
connect ion with t h i s  loan .  On t h e  seconc day we explained 
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t o  them t h e  problems we had wi th  t h e i r  performance, i n  
managing t h e  loan.  And on t h e  thi-rd clay w e  g o t  toge the r  
and agreed on a  s e r i e s  of a c t i o n s  which, i n  our c o l l e c t i v e  
judgment, would serve  t o  d ramat ica l ly  improve loan  per- 
f  ormance . 

The management of t h e  Bank was a c t i n g  "ad referendum" - 
i n  t h a t  they must o b t a i n  f i n a l  approval from the Board of 
Di rec to r s  be fo re  some of t h e  modif ica t ions  can be p u t  i n t o  
fo rce .  I n  our case  it i s  necessary t h a t  we o b t a i n  the  
approval of  washington. ton. 

A t  t h i s  p resen t  time C A B E I  Board of D i r e c t o r s  is 
scheduled t o  meet on October 2 2 ,  and we have every reason 
t o  b e l i e v e  t h a t  t h e  Board w i l l  f u l l y  au thor ize  t h e  Bank 
t o  proceed i n  accor(1ance with t h e  r e s u l t s  of our j o i n t  
eva lua t ion .  

You w i l l  f i nd  a t tached t o  t h i s  i e t t e r  a  comprehensive 
evalua t ion  r e p o r t  and c e r t a i n  recormendations. Among t h e  
support ing documentation you w i l l  f i n d  a  d r a f t  a c t i o n  memo 
f o r  t h e  A s s i s t a n t  Administrator ,  a  d r a f t  amendment t o  t h e  
loan au thor iza t ion ,  and a  d r a f t  de lega t ion  of a u t h o r i t y .  

We s h a l l  be prepared t o  p r e s e n t  our  recommendations 
a t  t h e  A s s i s t a n t  Admin i s t r a to r ' s  loan s t a t u s  review on 
the  morning of October 11. 

I hope t h a t  the  necessary 
authorized by AID/W so t h a t  we 
with a l l  due speed. , 

modif ica t ions  w i l l  be  
can move ahead on t h i s  loan  

S ince re ly ,  

Robert R. Parker 
Acting Di rec to r  

Attachments: 
a/s 
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CABEX-AID Loan 596-1,-010 
$30 Million Export I n d u s t r i s a  and ' ~ ? % r i s m  

This report 3114 the recommendations conkained therein - 

Tnese e f f o r t s  were d i r e c t e d  a t  devis ing ways and  rner:i-\.s 
of more effectivglv nxstj-ng the economic ob-jectives of A I D  _____--- -- 
Loan 596-%-Of 0 IEXFOX-5 Wve Popment and T~urism\ and at im- 
proving ths  managemen? of the  loan, w i t h  p a r t i c u l a r  wtten-  
k i o n  to speedf ng up d i ~ b u r s e m o n l s  . 

T'ha docxment b r a s  prepared after :-I series of j o i n t  meek-. 
i n g s  in Tegucigalpa Honduras on September 2 4 .  25 and 2 6 ,  
1973 chaired for ?#BE1 by its Executive V i c e  President and 
for XOCAP by i ts  Deputy Director. T h e ~ a  rneelj-ngs were a t -  
tended by the senior operating officials of SABEI respon- 
sible for loan implementation and their ROTBP counterparts 
the f 'api2aI Vevelopinent Officer, Area Toatroller, Program 
Economist and Tegal rounsel. ]During the week of October 1-5. 
1973. Senior TABEZ officers, including the Deputy rhief of 
the opekatio~lo Department, worked with ROSXP o E i e e r s  in - - - -. 
GuatemaJq -- p i t ~  on the final f i r a f t i n y  of the report. 

A. -- F J i s h x ~ f  the Loan 
---a. 

D3te Authorized: ,Tune 19, 1940 

Date Signed: September 9, 1970 

Termina l  n a t ~ s  : ~:omni tnen t s  : March 31, 19'74 ____ - 
Disburssments : Juna 30. 9974 

4 

AID Loan Wnds disbursed 
Lo August 31. 1973: $5,4  Million 

* 



On Septembsr 9, 19'10 ROCAP signed a $30 rni:iLi.;n 
l o ~ n  with '&BE1 for financing n msjor private-sector efZort 
tc promote, develop, expand and e f fect ive ly  operake Don- 
.$, ~ ~ w d i t i o n a l  -,. exgort industries and tourism. The export nspec-ii -- 
wars to focus on div~ssieied agri&usiness a c t i v i t i e s .  and the - -. . - - . - -- - 
tourism aspecton moderate-sized hotel. projects in areas 

. -- 
mainly @tsii;Ze the  principal cities of each ?.A,  c o u n t r y ,  
where rnkny--'of the most p romis ing  tourist : r t t r a e t i o n s  are 
situated. 

k'he c y e r a l l  program amounts to ::PO0 m i l l i o n :  The 
$30 mi.ll.j.on axb loan, a $3O m593.ion c o n t r . i ' ~ u t i o n  from CAUEX 
(cash plus other Poana 3nd l i n e s  of cred i t ) ,  and a $40 

m i  Laion .Pnwestmene f roin private entrepreneurs 

Unrler the AYD Loan hgxeement, no distinction ~ E I -  
2-- 

ma& between tousrim and export wues ,  Uw to $ 5  mi.Zllon is .. 
avai lab2.e  Eor releni l j -ng for  thilse purposes to pr5.vaf:3 ---- 2nd - 
publi~-dey~J~opgent banks in & CACM country , 

The Loan Agreement also provide:r khat up eo $2-5 
m i l l i o n  may be used f o r  f i n a n c i n g  ecpAky inves tments  and np . 
to $500,000 may be used to f i n a n d  feas-ity s tudies ,  U p  
to $3. ,5  inil.l.ion iu available for f ina<&ing local  costs.  -- 

2, --- Pur2oses of khe Loan -- 
These are threefold- 

a. to stimulate increases in non- t rad  it iona l  
exports and tourism develo:ment by providing 
CABES w i t h  t h e  loanable funds it needs fox f i -  
n a n c i n g  industries having  high foreign exchange - - 
potentin 1 ; 

b, t o  i n s u r e  the continued grtwth of a xenponab~vs. 
r e g i o n a l  deve3.opment bank; and 

c , to strengthen the CenCraJ1 American i - n t e g r a t i m  
movement, 



3, Performance to Date .-. 

a. - T o t a l  Program (aa of 8/32/73) 
(In bf i l l i ons  -$US) 

CABEX Contribution 3 0 , O  , ,? --- 22,4  ----.. . z  e 1 ---.-.-- 
T o t a l  AID & CASE1 $ 40,O $ 39,;;' $ 3.2,s 

Pr iva t e  Sector 3 

Total Proqrarn --- .- S 1.2,s 

*Represents '73 sub-loans : 50 export, 16 -i=ouri.sm 
and 1 3  to other lending i n r t L ~ . t i ~ t i o n s  

..---- 

b. --;i U s e s  ------- -of AID Loan') 

Nat icnal  Fomentos & 

Financieras  (other 
banks s,L?J a06 1.3 

Equity ~ n v e s t m e n t s  
in Export flour ism 
Industries 2 .&I -- em .-. 

F e a s i b i l i t y  Studies  
1/ O,%- & Teeh. Assistance - -- -a ..!. "-. 

..a*.-.-- 

Total ASD Loan $ 30.0 $ 17.3?.' $ 5.4 ........................... 
y ~ o a n  Authorization and Loan Agreement 5estrj.gt the an:oaots 

in these eategoriea to the figares show. above, 
v $ 8 , 4  million represent s  authorited-unsigned _ _ _ _  - sub-loans, and 

$8.9 million represent a authorized-sign&d sub-loans, :Err 
addition to the $17,3 million, $2,4 m i l l i o n  a r e  pending 
authorization (full appLScaQionu submitted to  CABEI), and 
$14.2 million in partially eompl.eiad loan appkicat5.ona are 
under review, .Thue, CABEX has loan  application^ -_ -- i n  v s r i o u s  
stages of proceas ing  that utilize almost $34 rniPlioq, i n  
theory more than fully committing the AED loan, 



Slow disburaments ,  A s  of A u g u s t  31, 1973, only $5,4  
mi l l i on  has been disbursed, The s s t h a t e d  f i g u r e  pzojected 
as of gune 30, 1974 [terminal disbursement date under t h e  b a n )  
i s ~ 1 0  4 1 1 i o S t t  - 

rY) 7''. gee d i i g E m n e n t  projections, ~chedule 3. 

C,  Analysis of t h e  Problem 

@ABEI has n o t  been able t o  maintain the leva1 of Loan 
d i sbursements  conterqrplated at t h e  time the  laran was signed 
because of the sfoliowfng~ - 

1, Complexity of Export Xndus?ry 

CABEX haa -e success i n  D-~G su& 
p m s g  preliminary loan applica.tions t o t a l  $25 million, 

L e n e ~ r a  an and tha Bank is actively discussing with entrep- 
addi t iona l  4 2  projects aggregating a further $27 million, 
eABEf: i s  conduc t ing  the  most aggressive project promaeian i n  
t h e  region,  which w i l l  pay o f fv in  ti1- 

On tho other hand, many of the ~..snkOs ;?roposals w i l l  
not develop into bankable loan app l ica t ions  within a reasonable 
t i m e  for f inaneing u n d a  A I D  Loan 010, Pn many cases, before 
an appl ica t ion  can be brought t o  the approval or  disbursenlent 
stage, eonsiderabla inpu ts  of t h e  t achn ica l  assisLance are 

_. 
-do T h i s  r e l a t e s  t o  t h e  export process - produ&on, 
processing, marketing, management (know-how), f inance,  etc, 
CABET f a  providing large amounts of such ass i s tance  which, is 
very time-consuming, CABEX i s  f inding that financing export 
d i v e r s i f i c a t i o n  is a complex business  and it is necessary t o  
realign i ts  loan procedures i n  order to handle more expe- 
d i t i o u e l y  t h e  jndrvidual problems a t tendant  t o  processing 
loan appl ica t ions  for p ro j ec t s  of t h i s  t-ype, 

2, Lin~ i t a t i on  on Local cost and Woxkinql e 9 i t a l  
Finencinq - 
See Sect ions  E , 2  and E , 3 ,  



3, Competition with A I D  B i l a t e r a l  Loans 

A I D  b i l a t e r a l  loans to pr iva te  f inancieras  i n  t h e  
C,A, countries have d i r e c t l y  competed with Loan 010 funds, 
Such loans were made availabLe for a great  vaxiety of private 
industxial  projects  including, of course, expart and tourism 
development, For example, the A I D  loans t o  FIASA and COFPSAo 

4, Competition by Governments and Commercial Banks 

u-- 
The Uuvernment of  E l  Salvador0 ss,export program has 

a l l  b u t  eliminated CABEX a c t i v i t y  i n  t h i s  f i e l d  i n  E l  Salvador, 
The GOES offers extremely libtsra'l terms including 6% i n t e r e s t  
t o  the  Borrower, One i n t e res t ing  r e s u l t  of Loan 010 ( the  f i r s t  

7 major export program i n  t he  region) is t h a t  it has stimulated . 
more l i b e r a l  t e r m s  for t e r m  financing from U, S, ~ c o m e r c i a l  
banks. Recently, however, t h i s  trend has been neutralized by 

""% I 

high i n t e r e s t  r a t e s  i n  the U,S,  

5, CABEI Manaqaent and Current Reforms 

CABEX did not organize ,properly t o  give prompt and 
e f f i c i e n t  service t o  the  p r iva te  sector, This has been a 
major problem and has caused complaints from t he  Banko s ci ienks 

. together with t h e  xithdrawal of some applications which CABEX 
had helped put together i n  the first placeo-Y 

Further, CABEI was without an Executive Vice President 
for 14 months and as a consequence, t h e  Loan did not receive 
adequate senior management supervision during t h i s  period, 

Early i n  1973, however, W E 1  set i n  motion long 
overdue changes in its organization, po l i c i e s  and procedures 
as descxibed below8 , 

---I- 

Tq permit flexibility i n  implementing t h e  A I D  loan, 
pa r t i cu la r ly  i n  financing i t s  tourism loan applications,  
AID" customary commodity e l i g i b i l i t y  c r i t e r i a  were 
broadened i n  November 1971 t o  pewmil f l e x i b i l i t y  i n  t h e  
financing of commodities e s s e n t i a l  t o  t h e  success of a 
p r iva te  tourism project, Commodities previously ine l ig ib le  
for A I D  financing have nod been declared e l i g i b l e  for 
financing undev Loan OAO, Reference: Implement a t  ion 
Lettexa No, 1 2  and 14, 



Under a special  Board Resolution in June 1973, 
CABEX declared FV 1974 the ?ear *of ~ o a n  Signings and 
3 f s b u r s ~ e n t s g ' ,  A work Committee was established t o  improve 
performance under Loan 010, This was s ta ted  as the Bank's 
number one pr ioxity, 

The Financial Admini s t r a t i o n  Office ( r e s p o n s i b l e  for ' 
effect ing loan disbursements) was eliminateda and i s  now 
physically pa r t  of and under the management of the  Opera t ions  
Department, The l a t t e r  has major responeibi l i ty  i n  dealing 
with the pr iva te  sector and i n  procesaing loan applications,  
and has now been upgraded t o  handle disbursement responsibi l i -  
t i e s  as  w e l l ,  Previously, there was not only a l a rk  of  co- 
ordination between these two departments, b u t  they were 
physically located in  Wo d i f f e r e n t  buildings, !P?~is is a 
major improvement i n  the in te rna l  stxucture of t h e  Bank, 
The physical move was completed i n  August 1973, The BamkOs 
disbursement ~ n s t x u c t i v o s  [Manual ordess) are now being 
revised and updated r e f l ec t ing  eABEEOa concern with more xapid 
disbursement , 

The Legal Department has added thxee new lawyers 
t o  its staff i n  ozder to grea t ly  speed up the ,processing of 
sub-loan agreements and t h e  legal approval of conditions 
precedent, (The CABEX sub-loan agreement form has been stream- 
l i ned  and s i m p ~ ~ d ,  A condensed standard format is  now %a 
u s e  a n d g G a t 1 y  xeduce~ t h e  time needed t o  negotiate an 
agreement and s a t i s f y  conditions precedent, which have been 
reduced t o  a minhumol 

\ 
A permanent: Cbief of the Promotion and Econanie 

Research Depaxtment has been named, For an untoward period 
this Department functioned under an A c t i n g  Chief without f u l l  
authori ty,  This hamstrung i t s  operations considerably, Tks 
E Y  1974 budget provides for  t h e  h i r ing  of seven new employees, 
ranging from economists, f inancia l  analysts,  and engineers, 
etc, Recruiting is  now taking place, 

W E 1  maintains's ~epresen-kative i n  each count ry ,  
-.--..-- ----. 

-I-.-_._ -...--- ------ .- 



These offices have been substantial2y upgraded i~ responsi- 
b i l i t y  and personnel so they can play more active managerial 
r o l e  i n  moving the  Banka s loans, For example, t he  Country 
Representative now can determine projec t  eligibili-11 
previously had been done so le ly  'by. Tegucigalpa, ~f i is  change 
w i l l  speed up the decision process and improve customer 
re la t ions .  The Rspres~n ta t ives  w i l l  repact d i r e c t l y  t o  the 
Executive Vice President ok the Bank. Prwiously they reported 
to the Operations Department, Procedures are now baing worked 
out so t h a t  t h e  Representatives w i l l  have addit ional  responsi- 
bility i n  speeding up disbursement requests. 

In te res t  rates on tourism loans remain a t  9% In 
guly eABEEOs Board appxoved a reduction i n  t h e  in te rea t  rate 
on i t s  d i r e c t  _exlsmt loans from 9% to 7%" l'he Bank" managment 
a l so  recommended (1 7% i n t e r e s t  r s e  t o  the end user (privqte 
company) on i ts  loans t o  other banks (financieras and fonmntos) 
in the xegion PxesentZy CABEX charges other banks 5% on such - *-..-- 
loans which are i n  turn  loaned t o  the  end u s e r  a t  9%, The - 
8o=Fdid - not approve the 7% rate, however, CABEI management 
now plans t o  resubmit its recornendation to t h e  Board w i t h  ad- 
d i t iona l  justification i n  an attempt t o  obtain a uniform rate 
of 7% t o  the end user on export loans, - 

CABEX has Liberalized pro jec t  review sequircmenks 
under i t s  loans t o  - other banks, The prior approval lhit w i l l .  
be raised t o  $250,000 ficom t h e  present $100,000, depending on 
the i n s t i t u t i o n  involved, COFXSA i n  Costa B i c a  w i l l  be t he  
first bank to enjoy t!ha benefits of the 3.iberalized policy,  
This change w i l l .  improve CABET~ s relctionsl.rips with the  
f inancieras and, as a r e s u l t ,  should speed up the drawdown of 
ATD funds, 

A s  s t a t ed  earlier, ~ H E I  has a la rge  number of 
pro jec ts  which it has promoted and&ops t o  develop i n t o  
bankable projects a t  an ea r ly  date ,  3t: w i l l  substitute such 
fast-moving projects for those which, although aLready ap- 
proved under Zoan 010, a r e  not moving fox vaxious reasons, 
CABEP O current  conuuitmonts i n  pr iva te  i n d u s t u  lending 
total $118,1 mill ion,  representing 215 approved loans, 79 
of the approved loans for $39-7 million are being financed 
by CPIBEI and AID under the expart/tourism program. ( 0 1 o ? 1 



CABEI is  of the opinion that the 010 Laan Agreement, as 
present ly  written, contains several constraints which have 
ser ious ly  impeded loan perfoumance, RWAP a eeu with t h h  
analys is ,  What is  im~or-to both e s t h a t a e  object ives  . .  .. 
and regionalcimpact of the $300 m i l l i o n  prosram w i l l  be - - 
realized within a. reasonable! t i m e ,  Therefore it i s  xecom- 
mended that :  

The present l imi ta t ion  [imposed by Implementation Letter 
only] on financing tour i& projects induskries ($7 ,5  mil l ion)  
be e l h i n a t e d ,  See Section E,I,' 

The a v a i l a b i l i t y  o f  local cost financing be increased brom 
$7,5 million to $15 million, See Sedtion $, 2, 

The financing of workina' c a p i t a l ,  in dollars and in local 
currenc&~~, -C-C be p & m i t t e ~ ,  s e a  sectioh go>: 

* 

The present ceiling an funds available for lending to - 
other f inancia1 i n s t i t u t i o n s '  ($5 rnf llion) be eliminated, 
See Section B,4, 

The financing of h o t e l s  i n  capital ciues be permittedl, 
See Section E, 5, 



E, Spemific J u s t i f i o a t i o n  i n  Support of aecommendatfons 

1. Removal Ceilinq on A I D  mnds for Tourism 

Issue 

Implementation Letter No, l of October 16, 1970 
wtated that no --.-- more than S 5 - 0  m i &  l ion of Loan 010 could be 
used for direct CaBET st&-loans for touriem, In January 1973 
thie creiling wao raioed to $7.5  mimon, On the basis of a -- 
joint FODRP/QLBEI review, it i ~ ~ ~ ~ o ~ o s e d  to remove the limit . 
on the use of fund8 for tourism. 

The original Limit o f  $5 million fcr tourism proj-. 
acts was based on CABEI us 1969-70 estimates of the tourist 
projeets Whicsh could be financed oueaide the capital cities 
w i t h o u t  additional infrastructure expenditure. Further, the 

*sure record indicates that the $5 mil l ion  figure was set to  3.-. 
that tourism projects would get their f a i r  share of the funds, 
at - leaat $1.0 for each country. In t h e s p a p e r  tourism is 
referred to as an importan* new activity t o  be encouraged. 

K 

At: the time it w a s  thought that: $ 5 - 0  m i l l i o n  would be s m f f i -  
dent to m e e t  the projseted requirements. However, tourism 

I 
ha0 boomed in Central America much faster than projected. 
As of August 3 1 ,  1973, approved sub-loans for tourism projects 
under Loan 010 were $5 ,I million w i t h  disbursements of $1,4 
mil l ion and the need for tourism funds is projected to inereastr 
by at least $10,0, 

Further, on February 29, 1973 ROCAP signed a $15 
million loan w i t h  CABEX (0131 for tourism infrastructure i n  
outlying area@, Aer this inf  rarrerucbire opena new tourist 
areas, the need for touriern finmeing w i l l  inereaee, 

As will be dmonstrated belowU the purpasqs of the 
Loan, i ,e ,  to diversify exporat earnings by promoting non- 
tradit ional  exports, can be achieved withont -- making a die- 
t inetion between. expbrt induetrieew and "'t ourimw ,, 

From the point of the baltrnae of payments, both 
comodity exports a \ . . l *  tomiam expenditurer~ by foresgnere 



appear as credite i n  the current  amount ,  1i.e. both 08earnN 
foreign exchange. I n  the f i r e t  case, exchange is received 
by s e l l i n g  a tangib le  ob jea t  abroad ( f  .go shoes) t while in 
t h e  second, exchange is raertived when tou r i e t e  s e l l  d o l l a r s  
to buy Quetzales (i.e, to pay f o r  gcrods and services purehasled 
in-countrjr) , Pn this sense ho te l s  and t o u r i s t  facilities are 
Mexpork indus t r iesN.  Also, s ince tourism previously had not  
been a l a rge  iten i n  the balance of payments, tourism clearly 
o m  be conaidered a *non-f raditional exportu .g 

Further,  from the  broader prospective of economic 
development, touric.m may be a b e t t e r  "deal1' for the region 
since i n  the shart run It t yp ica l ly  has a greater comparativts 
advantage in tourism than in the export of goods. A region 
tends to have a eomparatLve advantage i n  thoee activities 
which use l a rge  mounts 09 t h e  reg lonbs  r e h t i v e l y  abundant 
Paotor, To the extent tourism depends on large amounts of 
services (which i n  turn re ly  upon labor), there is a pre- 
sumption that: the region would have a comparative advantage 
in touriam. Thia ,  of course, assumes that there  is something 
to ree hnd a way to get t he re ,  (Xn C.A, this is not a problt3m. 
Its major attractions inelude ideal year-round climate; plenty 
of sun and sea; the outstanding Mayan ruing of Ti lca l  and Coptin 
distinctive folklore ,  custms,and artifasrts; and an adequate 
transportation network .) In  summary, tourist f a c i l i t i e s  can ,/, 
provide the inputs needed to develop wnon-tradikionalw exj?O?:ks, 

Aside f ran these  presumptions, tourism can pr0vid.e 
other benefits. As pointed out i n  the recent  DAP, t h e  tourism 
industry is  characterized by relative1.y high income and em- 
ployment multipliers.  A atudy by t h e  Bank of ~ e x i c o  estimated 
that, in  the shart run, t h e  GNP increases by $3  for every 
d o l l a r  of t o u r i s t  expenditures, T h i s  eskhate abs t r ac t s  from 
t h e  long-term effect sf tourism revenues on private inve!attnent, 
Moreover, the amount, of capital  needed to generate a given 
amount of: mploymene SIB lower i n  tourism than it is in almost 

1/ The CABE1 h o t e l  atudy shws t h a t  i n  1972. receipts c;n the - 
t cave l  account represent an amount equivalent to 596 of 
regional. exports of goods and aerviaes. 



a l l  major Mexiaan industries,  Among the 14 major industries 
in Mexico, only agrimlturs and textiles r e q u i r e  less capital 
per Job ereatad, With respect to labor intensity, the study 
indicatsd that for svery m i l l i o n  Mexican pesos invested in 
tourism, Q5,6 jobs were created: 20 i n  direct tousiam ~ervidle8~ 
18 in agriculture, 2.3 in tsxtilss, 1,s in foodstuff and 3 , 8  
in other economic a s c d o m ,  

The tourism industry is credited w i t h  having given 
a substantial 'booat to the development of the Mexican emnomy, 
Foreign viwitors are estimated to have spent $1,4 billion i n  
Mexico in 1971, a figure which repreaants 110% or" the eountry 08 

eomruadity exports, 70% of public investment or 3796 of private 
inveotment, While it is not expected khat Contra1 America can 
duplicate the Mexican experience, the Mexican seaults show 
what= benefits  can be obtained from a well-planned and financed 
taurim development program with respect to foreign exchange, 
earnings, income growth and employment generation, 

Returning to the Central Iimeriean context, although 
capital c i t y  hotels are only one ingredient i n  the overall 
tourism picture,, the shortage of hotel  f a e l l i t 5 . e ~  appears to 
be a serious bottleneck, especially sirnee this bc'ctleneek 
exists  in Guatemala C i t y  and San Jose -- the hubn sf regional 
tourism development, 

En order to both provide adequate funds for tourism 
development and to speed disbursement under the loan, the 
deletion of any distinction between export devolopaent and ,,< 
tourism is clearly managsrially and economiealLy t2e~irabl.e~ 

Seetion 1,01 (The Loan) of the Loan Agreement states 
that "the amount of Loan funde used to finenae Local GUrrsnoy 
coats shall not exceed the equivalent of $ 7 , 5  milliondl 9318 
joint ROC?AP/CABEI review of the program determined to recommend 
that this language be mended to permit the  financing o f  up to 
$15 million in local mrreney cos ts ,  



Analysis 

7 From ~anuar~/i970 - the date local currency . 
were i n i t i a l l y  est$rdted - to  June 1973. CRBEX Ordinat 
F '  loa"C~proval..increased by $53:8 mill ion,  or by 8% as & shown below: 

A 0 
Date - NO o 

_C 
Loans - Amount 

January 1970 143 
(Tune 1973 215 

$ 64,2 million 
$118 mil-lion 

ixncreagie - 72 - $ 53 -8 million - 
T h i s  inereaee in aet iv i ty  xms not eontanplated by 

CABEI at the time it projected its local currency needs for 
* the AID Loan, Today CABEI f inds itself without suffieriont 

loaal  aurreney resources t o  adequately service it export 
and touri~n ha.. appliaations. .(--,/'IA.. LB--- 7 7 

.. 1 
This does not mean that CABEP has not taken steps 

to increase i t e  capital or obtain additional loans an8 l ines 
of credit from other squrces to f inanse such act iv i ty .  To 
the contrary, it has obtained 15 lines of! credi t  totalling 
$32 million during the past three years alone, In addition 
the eapital  of the Ordinary Fund has increased by 10% from 
$12,4 million to $14 million. Reserves and retained earnings 
have increased proportionately. This more than satisfied the 
AID Loan covenant whreh requires that CABEX " w i l l  provide 
financing i n  an amount a t  least. equal to the &ZLLhm~mdl 
w i l l  seek sources of credit: f or this progran from other 

- - ---- -.. - 

CABEI has f u l l y  comitted its 6 U , S .  commercial 

@ 
=' 

bank lines of credit which totalled about $30 million. These 
were used t o  a great extent under the AID program, AbouP: 
$5 million alone went t o  finaneing "fixed: working sapital ,  
CABEIOs private industrial loans from the IDB have been 
committed for some the, and are not a v u a b l e  for financing 
exljort/tourism projeets . .. 



CABETPs Loan repayments ( ro l lovers )  t o t a l l e d  
$8.9 mi l l i on  as of June 30, 1973, and have already been 
assigned to 6 l a r g e  loan aommitments for almost an ident ical  
amount, $9.1 milLion. Of t h e  latter, $1.3 million finanem 
an industrial park i n  Managua and r e l a t e a  to export aetivi- 
ties under the AID program, 

CABEI has available about. $12 ,(a mi l l i on  from s i x  
lines of credit sxtended by European and Japanese banks. 
However, them are restricted to the Finanaing of equipment 
from these eour.W.es, and are of no value to CABEX f o r  
finaneing l o e a l  kurrency aosta. 

The Loan Paper indicates tha2: the percentage of 
local ciotlts eonternplated under the program waa estimated t o  
be around 55% of t o t a l  projeeter eosts, including the sub- 
b6rsowero~ contribution. This r a t i o  is st i l l  v a l i d  today for 
expo+ industries, However, there has been a shift in  the 
A I D  Loan from export to tourism f inancing because of the 
demand by Borrowers, (See Section E ,  1) . Tourism f inanaing 
is now expected t o  inereaoe from $5 mil l ion,  ae initially 
eathaled,  t o  around $8 mi l l ion .  This places further stress 
on CW3EIPs limited l o c a l  eurreney resources as tourism proj- 
eats requ i re  about 70 t o  80% lpeal cost f inancing,  - 

Given the importance of local currency f inancing 
to export d i v e r s i f i c a t i o n  and tourism develop~nene; eAFlEIUE3 
wilhingnese to feature the importance of and finance the 
working capital needs of its clients in those two areas; 
the rise En loan approvals of the ordinary  Fund; and t o  be 
r;~;jponaive t o  CABEIos needs today, the re levan t  se&ions of 
the Loan Authorization and Loan Agreement should be mended 
20 inereease the a v a i l a b i l i t y  of l o e a l  eurraney financing 
from $7,5  million to $15 mil l iono Within th i s  amount $5 
mi l l i on  w i l l  be available f o r  f ihancing working capi tpl., 

eABEI w i l l  match this local currency al locat ion by 
a like mount (50%) from i t a  awn $30 mil l ion  contrj.bution t o  I 
the program, theteby m a i n t a i n m e  AZD-CABEX 1: 1 ratio I 

whish is cons i s t en t  not  only  with the o v e r a l l  contribution, 
but: a l s o  with the ?local currency al locat ion as w e l l ,  



A simplified breakdown of dollar and local. ,proj- 
eotrir costs for the erntire $100 million program (Sea Section 
A-3) is shown belaw: 

2 - L .t', - Total 

1/ higher if tourism prof eot - 

3 ,  Authorize Fixraneinq of Workins Capital 

Issue 

Section 1.02 o f  the Loan Agreement states "Loan 
funds may be used to finance working capitald but onlx through 
khtp developnent banks and only for Dollar Co8tsno Section 
5,02 container a similar constraint. 

W E 1  now wishes to revise the Loan Agreement to 
permit loan funds to be used to f inanee (1) the p k  ItnamnAnt 
of mrkimg capital requiredl to. increase produetion for exis&: 
fag export industrieso and (2)  khe requirements for the 
-nent_ investment of funds in eirsulat;haa e a u a l  or gzoss 
working capital in 3 enterprises. ROCAP 8~pports this 
Paquest 0 

me term nWorkfng Capitaln as csed In Seetioras 1,02 
and 5.02 of the ]toan Agreement is not: def imed elsewhe-re in  
the loan agreement cx in the loan duthorization. There is a 
di s thc t  difference i n  working eapital required to meet current 



operating costs and revenue acpe~nditurss, and grass wor&g 
oapital  needed for capital  expenditures intended to benefit __  .---- 
future periodEl 

One o f  the major nee& of borrowers u n d e ~  CMEIPs ,/ 
Export Dev-elapnent: and Tourism Program is the financing of 
paemanent investment of funds in cirmllatinq capital or sross 
krkfng  capital, 9?his is especbal~y erne i n  those instances 
whSf:e new enterprises are starting up or existing enterprises 
areexpanding to meet new axport markea. Tn these new or 
expanding en&rprises the circulat ing capi ta l  or groos working 
capital is needed for the start up cost or. expanded inventories 
to be obtained and worked on to produce the product to be suld 
and for expenditures that have the affeee of increasing the 
eapeity,  efficiency, span of l i fe  or economy of operation of 
ex i s t ing  f ixed assets, 

The amount of needed funds varies from t i m e  to tihe 
but some permanent investment of funds i n  c irculat ing capital 
i s  neesssary in any business, Xt is  generally impssible Lo 
finance all of a f k m O a  nee& for thie cfxmlating capital by 
ehort-tern loans f l ~ r m  eoamnercial 'banks, 

I 

W E 1  has a financing policy which provides for 
their total loan to new enterprises to include in addition to 
the financing of fixed assets the financing of the necessary 
amount of permanent investment in gross wozking capital 
required for the normal devslopnent OF the company" operation, 

Xm the loans for: production inareascsa to existing 
e n t e r p ~ i s s a  they M i l l  alm finance Che net inarmant of gross 
working eapital r-ired for the new projected inerexssa in 
volume of produetton . 

CWBI loans f o r i s  tvge of as-1 or 
gross working capital are usually for periods of three to  five 
years and fu l ly  eollateralizecl by mortgages, guarantees, ete, 
ms CABEI" rule of thumb that about 1C% of each Loan to a 
new or expanding export project  should finance this type of 
Ef xedM asset .  



Seasonal wozkina capitai needs or financing for short- 
tam operations are not financed by W E E o  Lut rather are obtained 
by the borrowers from othert. credit institutions on short-term 
loans, 

eABEI is finanairig all gross working capikal needs 
from its U S 0  commercial bank l ines  of credit. =BE1 Os 
Ordinary Fund ( f inancee private seetor act iv i ty)  maintains a 
reasonable substantial cash liquidity, generated from rspay- 
menta, but those funds are s t i l l . n o t  sufficient t o  meet the 
Bank's needs for financing a l l  its industrial comitments ,  as 
stated above, and to serve as a minimum level of liquidity. 

The high interest rates now charged by the U.S ,  
ecamnereial banks poses a serious problem to CtABEIo As of 
Saptenbar 28, 1973, CABEX was paying 11% (1% over prime) to 
one bank and 12-3/l6% (2,25% over khe Ebro-dollar offering) 
to another bank, W E X  passes on these same rates to its 
clients. 

~ t s  administrative expenses (about: 1,956) are absorbed, 
CABEX is rs1uctan.t: to change administrative expenses, not to 
mention a pmfit spread. to its c l i e n t s  because these clients 
ehp3.y cannot aEard,tha additional expense without undue risk 

( 60 newly developed industries. CABEIas minim& workinq ca~&CaL 
fntcirest rate is 1096, - - 

As of August 31, 1973 eABEx had applications to 
bor~awers which include groas working capital 'as described 
above amounting to $500880000 of whiah they have disbursed 
$1,847,000. The balance of $3,241,000 i.a projected to be 
disbursed rather rapidly with a eumulat ve amount: of 
$4 ,8,00000 diabursd by June 30 , 1976. &btk;julf-C i 0 

ROCAP believes that gross working capital ole eircnx- 
lating capital ia proper for long-term f inanaing ahti equally 
important to the financial auceesa of new or expanding 
inlhrstriea as the Einanoing of other f ixed assets, CABEX 
should be permitted to use Loan 596-L-010 fundsl to meet 
these requiremente. 



On the basis of the above ROCAP supports the requese 
of CABEI that b a n  536-E-010 be revised to permit CABEI to use , 

funds for f fnaneing cireulatins capital or gross working capital  
under the financing plx%s currentiy established by CABEI . 
!l%e maximum estimated amount of the loan which it is estimated 
may be used for these purpo$es in local currency Is the equivalent 
af $5,0 ,  

4, R e m o v a l  of Ceilincr on AID Loan Funds for Financinq 
Through Other Bankincr Institutzions - 
Issue 

Section 1,02 (The project) of the Loan Agreement 
states thak up to $5 mill ion of Loan f inds may be used by CABEI 
for loans tc private and public - development banks for further 
re-lending to n6wtraditfonal export and tourism industries 
Seation XI-C of the Capital A&?sistinncs Paper states that this 
f a c i l i t y  w i l l  be used by sbch in s t i tu t ions  to finance those 
smaller pf01ects which CABPlf is not set tog to handle, and 
S earn be Mttelr serviced locally, joint RoCAP/CABEI 
review of the program eoncludsd that it wae desirable that 
this limitation be removed to permit: mBE1 moru f lexibi l i ty  
i n  the use of the Loano and to encourages a wider participation 

\ by other financiai ins t i tut ions  i n  the region, 

A t  the time Loan 010 was developed, part=ieipafAon 
by national development banker was deemed an important feature, 
even though only $5 mil l ion  was set aside, for this activity,  
Such particripation was written into the Loan for three reasonst 

- It: would enable CABEX to offer a broad program for 
the Einaneing c2 export diversification and tourism industries, 
vegardless of the size of a project, CABEI, by reason of its 
ot~ln size and ottgani~ation~ muet focus on developing large 
projects  - the average size of CABEIos dirset loans under 010: 
$500,000, 3Cnvolvment of local c l~velopent  banks would assure 
effec?tive service for sunaller projeetts, 



- Bringing the local financial institutions into the 
lorn progrm wikh CABEX was significant in that 3.9: afforded 
CABEI its first opportunity to exercise an a practical basis 
a truly regional private aeokor program, CABEX, a public - 
hrrtltution, establilshed iCs fir& direct: ties w t t h  the 
private bartks in each country under the Man, and the rela- 
tionship, while rough-edged at times, nonetheless exists 
and is expandFslcg, Sound induetrtal development: of the region 
i s  depend~nt on more amicable and closar working relationships 
between the public and private eectors khan has existed in the 
paat; Loan 010 w i l l  go a long way to improve this effort toward 
eooparation , 

- CABEIos role as coordinator and e ~ l t  of L .?source-s 
in this pha&e of Loan 010 might well carry over to other 
private seetor programs in the future, reinforcing CABEL'S 
coordinated influence over regkonal industrial development. 

The $5 million for relending to local inst i tut ions  
was based on information and estimates received from C, A,  
USAIDS at the t h e  of developing the loan in 1969-1970, It 
was a start-up figure. CABEI was t o l d 1  
that the figure eouLd be increased if export/tourism busineser 
generated bv local banks warranted it. As of August 31,, 1973,, 
$4,6 million of the $5 million availabilkty has beem eommitt@d. 
=EX now wishes to; approve two new loans to C . , a. f inancferas 
351 Ostober 1973 tatklling $1 million, creaking hcsdiake 
need to increase the cogling by $600,C00, 

There are several reasons why the loaal b-s have .- 

not made even greater use of CA9EI funding td date: 

- A acareity of well-developed, eligible and really 
bankable export/t=ouri am pro jeteta ; * 

- Delays and inflexibil i ty on CABEEos part in 
servicing the local banks efiectiveLy, 

- A need for improved publie relations on both sides - and the banks - ko break down the public/private 
%arrie,t" and to iron out differences ' rationally; &d 



- The need for substantial increases in local cost 
and working capital financing, 

A t  this  mloment, not have large 
seems no doubt 

that the local currency 
and effec- 
needs of 

local financial institutions will give those ins t i tut ione  the 
incentives they need to follow through in areas of activity 
where previously thev were clearly constrained, 

The $S_rsfilion-ceiling on relending to local banks 
no longer is valrd, In order to be responsive t o  the needa 
of aBeI and local banks, and to speed up Loan disbursements, 
the relevant seckions of the Loan Authorizatj.an and the Loan 
Agreement should be amencad to remove that ceiling, 

---C 



5, Authorize the U s e  of A I D  Funds Ear Financing Hotels 
in Capital Cities 

A t  the present time CABEI is Limited to the finane- 
ing hotels mainly outaide in Central Azuerican capStaB cities, - 
This r e s t r m i s  contained in Section 102 of the Loan 
Agreement, and reads a s  fol lowt~: QTourSst development proj- 
ects w i l l  be mainly outside the  principal  cities of each 
Member Countrym , 

For some time CABEX had followed a pol icy  of not 
financing h o t e l s  in capital  cities, This  was an internal 
bank pol iey  which axmlied t m d 1  sources of funds, Recently, 
me Bank completed a study which clearly demonsi'rated the 
need for additional ho te l s  i n  capital cities, The Bank 
Management presented to  the  Board of Directors a proposal to 
change the policy Limiting CABEI involvement in the  financing 
of such hotels. This modification was approved by the Board 
and CaBEX now desires  to ~ a r k i c i m  te ill such financing with 
LOO an it. amD CABEI now has 
of hote l  projects to ta l ing  $10.0 mil l ion.  &.Jd e &.G ? 7 - 

!P'hat there exists a qap between the  supply of and 
demand fox hotel rooms i n  .the capital c.A#&es o f  the  region 
is not really an i s sue& However, the shortage is uneven 
and vaxfes from country to  eountry. A t  the present t i m e  
there are shortages i n  Guatemala C i t y ,  San Jose, and Managua 
and surpluses i n  Tegucigalpa and Sbn Salvador, By 1977, 
a f t e r  taking into consideration cClrrent and planned construc- 
t i on ,  there w i l l  be shortages of h o t e l  rooma In a l l  five 
capftals.k/ Further. there is strong reason to feel that 

----u-----------------..I--.L 

%hn malt follms, "hotel roamsw refer to c5ass A e; B 
facilities, 

khhe CABEI study estimates the following deficits by 1977: 
San 3088 1,072 Tegucigalpa 2 60 
Managua 636 San Sa Xvador 62 
Guatemala City 467 



these shortages are under-estimated, The estimates for . 
virsitorsin 1977 were determined by projecting the 1969-19.72 
growth rates. However, in view of the rsslmrcturi.ng in 
world cu~rbmeies which has taken place in 1972 and 1973 
there has been a dramatic incretass i n  the eosat of tourism in 
non-dollar areas f i ,e , Europe) . This shift  can be expected 
to produce a rather fbn8amental change in pre-devaluation 
tourist gattema, Not only are more Europeans now attracted 
t o  dollar areas (which i n c l u ~ s  the U ,S , , Mexico and Centletil 
America),. but also, mre North A ~ B ~ ~ Q Z ~ S  can be expcted to 
v i s i t  Central America whieh is "cheapa compared to their 
previous hznunts on the European Continent, The fast thak 
Pam is now raeheduling its J'umbo Jets into the area,, and 
that two of the major stops in the area (San Jose and Guate- 
mala) are experiencing crritieal shortages of aeconrmodations 
Mar witness to this shift of toariet patterns. Consequently, 
the hotel room deficits prepared by CABEf. should be eons9dered 
law, 

Another factor to be eonsidered is the rational for 
bath the W E 1  & ROmP rsstrriction on involvement in capital- 
c i t y  hots1 projeeta, The available record indicates W o  eon- 
siderations wara given the m e t  weigm: 

a, The desire to  have an impact in the rural areas 
coupled w i t h  the dsnsfxca not to exacerbate crowded urban 
aonditione . 

b, Capital city hotels were profitable ventures 
for which there were private seeto? :'ources of financing, 

RuraL area impact is a desirable goal arrd is one of 
ROCAP's priority concerns, However, how this goal can be 
accomplished by not building hotel8 =e eapital cities is 
d5ff i c u l t  to explain, Because 'of exisking transporeation - net- 
W>O , both land and air, the capital 'cities are the places 
where visitors first cameo If a visitor cannot: find a room 
in the capital city (e ,go Guatemala city) he aannot be 
expected to  vileit the rural tourist kttractions (@,go Tikal) . 
Staked differently, Ehe capital cities are both tourist 
attractiom in  themselves and, also critical in-transit areas 
to mral tourist attraations, a 



%at hotel construction w i l l  exacerbate already 
crmwdsd urban eonditAons i s  a valid eonsidesration, However, 
l ike it or not, the urban areas already contain high propor- 
tions of unemployed, If hotel  construction and resulting 
service jobsr (maids, doormeno waiters,  ste,) can absorb a 
part of ehfs unemployment, so much the batter. (%BET i s  
realizing that the above factors auger for a change in their 
prior policies. 

With respeot Cro the second consideration, the thesis 
that there are private eeator tirources of financing for capital 
city hotels deserves serious examination. 

Some general considerations t u i l l  be discussed and 
followed by a discussion of alternate sourees. Traditional 
eeonmie wisdom tells us that: i f  demand excoed supply the 
priee of the item in 1quest5on w i l :  rise and evoke an increase 
in output, On this  basisa one could eonchds  that ujhern the 
priee of hotel roans reaches a high enough level, smebody 
w i l l  build a hatel, The quesCion then becomes, a m  w e  willing 
to wait fox the l a w s  of supply and demand to solve the problem2 
In vim-af the follawing two considerations, one eould conclude 
that leavinq the matter to market fomes will not prov.id8 the 
optimum outcome in the short run, 

TnteresS: rates are now at historical levels, Xf? 
entrepreneurs think they will go higher, construction will be 
postponed until t k ~ e  higher price em be offsee by higher room 
rentals. If antreprcernwr thinks rates are about to fall they 
w i l l  tend to hold off until cheap& money 1s available, - m 
either caae. no  how^ w i l l  haf, 

-rD 
u i l t  , 

Constmetion has a long lead time. A "goN dessl.sion 
today probably m n O t  produee hotel rooms u n t i l  two years have 
elapsed, XL hotel SOOMLO were an instantaneous commodity supply 
and demand would produce the optimum outeoane. Since t h i s  is 
not the ease and dnce tourism has suuh high employment: 
multiplier effects (sea m),  one muld argue that actions 
to accelerate hotel, contrtruction are called for, 



Notwithstanding the above, one cannot overlook the 
fact that i n  Central America generally there is sxesss bank 
l iquidity .  A Pegithate question then becomes why can't the 
c o m m ~ a l  banking or alraady existing creBiP: institutions 
(i.e. financieras) provide the Eunda for hotel construetion? 
To ariswer t h i s  question CABEI contaeted potential sources of 
financing to determine the  svaildbility of gunds for hotel. 
conetruction. The result of these requests are -""-"-" 
summarized below: 

El Salvador: The Central Bankos Fondo de Desazrollo is the 
principal aource for hutel  f inaneing anywhere 
in the country, Funda are available at 6% 5or 
15 years including a 3 year grace period and 
the Bank can participate up to 90% in  the value 
of eonstxuction and equipment, Land and work- 
ing capita1 are excluded, However, a t  t h i s  
time *here is a surplus of roams in EL Salvador, 

-.-.---- -- . . 

No funds in the  Central Bank are available for: - 
this purpose and nor diacount operations, The 
B m c o  Industrial can nwke funds available on 
a short: term basis (one year) w i t h  180 bay 
r@newale, The rate on &ly 3 ,  1973 was 9% plus 
1% every 6 months for renewals. Note:  his rate 
was presumably tied to prime and is now estimated 
to bb) near 1174, CORFINAa the loca l  f inandera 
is permitted by its by-lawe t o  participate in 
such activity, but has mo funds available for 
such  purpose^ . 
Three potential sources of financing are avail- 
able, CKto the Central Bank and INFONAC, CNI 
is in serious financial trouble and cannot be 
regarded as a source of funds, The Central 
Bank says it does not have funds for hotel. 
eonstmetion, but: was holding one request: for 
a one mil l ion eordobaa hote l  loan, INFONAC 
replied that they felt there was a $500,OGO 
demand for funds, but did not indicate if they 
had funds to meet this nebd, In any event, 



Hoxsdu raw : 

at least in tha short term, the business 
prospects 20s new hotels i n  Managua are 
highly uncertain, 

CABEL checked w i t h  s i x  potential eroureos of - 
funds and determined that none had sourcas 
earmazked for the tourist sector nor speeifi- 
eal ly for hotel constmefxLon, There are 
comercial lines of? credit available for 
projects , includiag tourism, but the interest 
rats  and repayment period are, not such as to 
meet the needs of the tourist seetor. 

b 
Although the above ~hows considerable variation 

both in  need for hotels and availability of financing, one 3 
conclusion is clear: Xn those amas having the greatest; 
ahortagem (Costa Rica and Guatemala) there is no. financing 
available. Howeverp the CaBEI iaurbey did not address some 
of the contradictions whish beeams'apparent when one looks a 
into the whole question of hotel financing, In Costa Ricua, 
for example, there is a private sector f inandera (COFISA) 
which has a $5 million AID 10% under which private seetor I 

acrtivities, including 'hotel constkuction, ean be financed, 
This loan is almost completely disbursed ($4.7 millicn on 
6/30/73) and the prospects fop another loan are not eneourag- 

I ing . However, uihy a hotel could have been ff nanced under this 
,,@ loan and yet suah a project proscribed uhder the W E 1  loan 

/21ted is a question that remains unanswered. 

Before leaving the subject of alternate sources of 
financing, two points merit further disc?ussion: Private 
Sector participation i.n CABEI financed projects and possible 
foreign investment partkipation. 

The above tends to place hotel construction into an 
either/or proposition, In reality, CABEX is limited to 60% 
pa~tieipation. Canssquently, W E 1  involvement necessarily 
means that 40% of the project must come f r o m  the private 
seetoz, What CABEX desires is t o  domplement private seetor 
resources, not replace thm. . NBXO:, if the prospeats for 
hotels are so good why ceulet U.S,  chains be prompted to 



provide than (i ,a. ~ i l l m n ,  Holiday Inn, ete ,) ? The reply 
to this is thak, in fact, meh chains limit their partieipa- 
tion to nmanagement coatrae'cau and rarely, if aver, get 
involved in the eonstmetion or long term Einanchg aspects. 
~ o r d g n  invastmenk offers l i t t le  realistic! hope i n  solving 
tha short run problem. 

Tllerefore, becauae of the present need for additional 
hotole in the capital aities and Eaeure requirments and, the 
laek of alternative sources of financing to meet this  need, 
the request by CABEI that financing of hotels in tho capital 
cities be authorized under the loan is justified. 

Such 3.anguage w i l l .  provide CW3EI w i t h  considerable 
flexibility and permit each case to be judged on its otm 
merits, It would also authorize the use of money Eos feasi- 
b i l i t y  s~hudiaa of proposed projects, 

Insert - Paqe 24 

COSTA RICA: 
- 

No funds are available for hotels in general 
and particularly in the capital .  CABEI is 
the only source far such funds and the Central 
Bank is in the process of formalizing a line 
6f credit with eABEf for this pur,pose and is 
seeking a waiver from CABEXos policy. 



F, Exploxaci.ones y $xmlotacionegl Minexas I zabal S ,A, 
JEXiUBAL9 

A special  section of the evaluaCion report addresses this 
particul& project: because of its ~ m ~ o x t a n e ~ .  It ie not a+ 
problem sea 

+ 0 -7 3 
In April 1973 W E E  authorized a $6 mill.kon loan, to 

Emibal representing its - p a r t i c b a u a n  ia a $90 mi l l ion  
c o n s o a m  that  has been formed to finance the f irst  step of . 

a nicker1 mining - and p~oeessimg pxoject in  Guatemala, 

Emibal  is a Guatemalan corporation in which the Xntar- 
national Nickel Company og-Canada holds an Om intgrest and 
the HPanna Mining Company of the  W,S,  a 2Wh i n t e ~ e s t ,  -- 

ROCAP has delxmnfned that  there is  no M D  legal or polltw- 
constraint in piwticipating i r P u  of 'such a prs3ect, 
w - H H ~ ~  *wicipat i~n 
was e l i g i b l e  fo llr c The financing 
is  timely i n  t h f t - m e  disbursed by 
3une 30, 1974, 

% 

, 

The ArD financing relates to the V,S, Export-Stmport Bank 
p e r t i c i ~ ~ . l n  the consortium. Tho Bxpoxh-lmport Bank is 
extending d i r e c t  loan t o  Emi'ba* for 45% of i t s  participathmp 
and will guarantee d loan -for aq aiiaatldnal 45% from V,S. em- 

45911be used fox the dollax and local currehcy costs o f  the 
Project, 

rnecial banks, Exmibal i s  required do mtslce a cash payment for -- .. 
the xemailia'ins 1 c I E h e  CABEX l o a m a l  will be u s d  
to fi- ~- $t will cover the dollar costs of 
U.Sb equipment, materials 'and setvices. A$ this time WEX 
eatimates that this payment w i l l  uOe $3,0 rnilli'on of the 
$6,0 ~milL&on W E H  partici$ation, The ~ ~ a i n i n g  $ 3 , O  mj.l.1ion 

Ewnibal agreements with the mvaznment of Guatemala 
includeL@?ovision ~ Q E  the GOG to acg[ztire, gradually during 
the first 10 years of production, 3% of Exmibalo s IniCiaI. 
share capital, Furaer, in oxder t o  encourage the growth of 
l o c a l  capital. naukets, shares sf the compawrgt will be rrold fo 
Centra I. Am= ican inveaftoxs, 



The project w i l l  have a significant impact on the 
Guatemalan economy, Fixst, as a non-traditional export 5 . t  
will contribute to both the divexsiEtcation of khe counkryOe 
pxoduction etruature while strengthening G u W ~ ~ M ~ ~ " S  baJ.anca 
oft paynmen.ts position, ExmSba1° s sntixe productiorr w i l l  be 
exported, w i t 3  gross receipts from exports estimated to avwaga 
U8$30 million annually, 

Second, the  project w i l l .  provfb employment in a completelZy 
nuw inducadry, mxing the const~uction stags, same 1,200 
persons will be entployed, When operations begin over 700 
permanent jobs wfll be created, A program for the education 
and b a i n i n g  of Guatemalan employees, both in Canada and 
Guatemala, haa been developed by Exmibal., 

!~hlrd,  ane92lary industries, new c o m a c i a 1  entorpsises, 
and better aervicas for the local aonmunity will help to 
improve living conditions for a papalation expected to grow 
considerably as a result of the Companyo B act iv i t ies  in the 
puoJe et: aleeat whS& fe located in a sparsly populated zone 
new Lake Yzabal 2:.; westom Guatemala, 





Loans Approved by CABZS 

funded f r o m  Loan 596-E-010 
As of August 31, 1973 

(Stated In dol lars)  

Ainounts Approved Amounts Disbursed 
TotaL Loco Currencv Toea asS Lee ,Currencv 

E x p o r t  Development 7,619,460 5,199,753 2,419,707 2,725,260 1,400,947 1,324,273 

Tourism 

Intermediaxe Financial 
Institutions 4,632,735 3,326,421 1,306,314 X,308,?93 998,576 3POe2P? 



Local Currancy 

' 11 c.'tMpleted Application on Uand 
I?o.\lr ra 
I.ncal Currency 

1 V  Kortlng Oipltal Loam 
rnIl1-ra 
Inca1 Currency 



I Loans Approved to Date  

55 Completed Applications 

IPI Proposed Applications 

9V Working Capital 

V Hotels in Capital C i t i e s  

VI EXWML 

Dollars 

Local Currency 

Disbursements As Of 
6/30/74 6 j 3 0 j 7  5 6 /30/76 



CONMEWS ON FXNANCKAL SCHEDULES - 

.!&hedul=A - !Phis schedule showa tho 2';otal loans t h a t  CABEX 
had approved for the Export: Development and TauwEem Program 
aa of August 31, 1973,, Q:f t h e  tota l  amount of $39,826,299 
the  bank l-lad financed $17,372,685 from ROCAP Loan 596-L-010, 
The balance o f  $22,453,514 is to be financed with other 
funds made avai lable  to CABEX, 

k h e d u l e  a - T h i s  schedule showg the status of the loans 
approved by CABEX from ROCIPP Loan 596-L-010 as of August 
3 1 ,  1973, Of the total $17,372 ,,865 loans approved $7,619,460 
have been to prLvate borrowers for Expart Development Sndtns- 
tries, $5,3.20,490 for Tourism,, and $4,632,735 to the CACM 
country development: banks fox their approval. of sub-loans 
for export development and tour2sn1, 

Of t h e  $17,372,685 approved $10,014,436 is for d o l l a r  
financing and $7,358,249 for l a c a  l currency financing 

As of August 31, 9973 $5,413,274 has been disbursed, 

S c h e u  -- This schedule  is CABEWis projection of t o t a l  
applications for possible f inancing from ROCAP Loan 596-L-010 
and their projection of d i s b u ~ s e m e n t s ,  

3C Loang-A,p~yovsd to D a t ~  ."*.a - - Represents loan app29ca.tions 
whlEch t h e  Board of Governors of C!ABEI have  approved for f i -  
nancing, Of these loan applications $18,373,000 is to be 
financed from Loan 596-L-01.0, (This i n c l u d e s  $3. m i l l i o n  loan 
applj.cations to CACN country development banks which was ap-- 
proved in October), 

I1 Corn~&&gd A w a t i o n s  0-M are those appl i ca t ions  
which are being reviewed by the CABEX staff, prajects are 
well defined and borxorver has paid a p p l i c a t h n  fee,, Board 
o f  Governors have not y e t  approved for financing, A per- 
centage of these may fall out before loans  are finally 
signed, 



131: P r w e d  A-"g- amounting to 
$13,477,000 are applications received but not yet reviewed,, 
Some of these will not develop into f e a s i b l e  projects and 
some rmy not be e l i g i b l e  for AZD financing, 

09 Categories 1, EX and E3tX amounting Lo 
$34,233,000 represents all of the approved applications and 
applications on hand Chat CARE1 has a s  of August 31, 1973 
that  are currently eligible for Loan 010 financing, As 
indicated under Categories Il and XEf above, many of these 
will never get to the loan agreement stage, Even if all 
$34,233,000 was approved and signed CABEX s pxujection of 
disbursement is  t h a t  only $19,697,000 would be disbursed by 
aPune 30, 3.975 and $28,390,000 by Juna 30, 1976, 

IV W o x k i n ~ w a X  Loang amounting to $5,088,,000 rep- 
resents additional amount of financing which CABEX could  do 
with Loan 596-L-010 funds if the loan agreement is revised 
to permit the financing of "circulating c a p i t a l "  or "gross 
working capital",  Xt is e s t i m a t e d  t h a t  $2,627,000 of t h e  
$5,088,000 could be disbuxsed by aune 3 0 ,  2974 and $4,830,000 
by June 30, 1976, 

V Hotels in C a ~ i t a l  C i m  applications in the anaunt 
of $lO,82E;, 000 could  possibly be financed by Loan 596-5-010 
funds if t h e  restriction of f inancing these hotels is re- 
moved, If t h i s  type of financing is approved $60344pOO0 is 
es t imated  to be disbursed by June 30, 1976, 

VS - EXMXBAL, If negotiations can be fintil lzed i.t: is 
estimated that up to $6 million pf 596-L-010 funds c o u l d  
be loaned to EXMIBAL primarily for the- of equipment 
in t h e  United States,  It is est imated khat $3 million of 
this could be disbursed by June 30, 1974 and the t o t a l  $6 
million by June 30, 1976, 

Total - Projected L o u o  If the restrictions on 
Category IV and V type  loans axe removed and EXP.IIBI1L loan 
is worked out the possible amount of financing which CABEP - 
could fund from Loan 596-L-010 would increase fron~ $34,233,000 
to $56,146,000 and CABEI estimates that  as much a s  $16,505,000 
of the loan could be disbursed by Jwe 30, 1974, 



m e d u l e  4 - T h i s  schedule is prepared to show in more rs-m 
a l i s t i c  terms what disbuxsements can be expected to be np- 
pl ied against Loan 596-L-010 on June 300 1.974, dune 30,, 
1975 and June 30, 1976 if the res tr ic t ions  for financing 
gross working capi-taJ and hotels in, capital cities are re- 
moved and the EINXI3AL Emn 1s signed, 

C -X, 
Since $10 million of these  approved Loans 

are already signed i t  is es t imated  that  of the $18,373,000 
applications approved $15 lnillfon will be disbursed by June 
30, 1976, 

Catex- XI 111, Since none of t h e  applications 
have reached the atage that they have been approved they 
have been considered together in this projection- A large 
fall out of these applications will take place h f o x e  f i n a l  
disbursements are made, Disbursements will a l s o  be slaw 
since they have not yet reached then stage of approval,, $6 
million of the $15-8 million applications on hand Qor ad- 
~ i t i o n a l  applications which may be received) are expectad 
to be disbursed by June 30: 11976- 

m q o r v  EV, Gross working c a p i t a l  disbursements can 
be expected to move f a i r l y  quickly sfnce this permanent 
investment in plant  operation is r e q u i r e d  early i n  expacsion 
of industry or new export enterprises, $4 million of t h e  
$5 mil l ion  should be d i s b u r s e d  by 6/30/76., 

&&tauo Major disbursements for hote l  construction 
do not occur until late in the construction period- Howevex, 
considering t h a t  some of these funds will he used for feasi-  
bility studies and some h o t e l  applications are ready for ap- 
proval by CABEX if financing is authorized, i.t is estimated 
that by June 30, 1976 $5 million could  be disbursed under 
this categoryo 

-fP31 EEXMZBAL disbursements for equipent should 
move quickly: however, it is not yet known if the entire $6 
million will be used for equipment purchases, Only $5 million 
i s  projected to be disbursed by June 30, 1976, 

I??@ t o t a l  of these projected disbursements i s  $35 million 
as of June 30, 1976, compared to the loan of $30 million, 



Since there a r e  y o  many variables and conditions to be 
considered it appears realistic to factor i n t o  the  estimate 
a t  t h i s  time the $5 million addit ional  disbursements, 

The estimate of applications and di sbursements indi-  
cates that dol lar  and local  currency poxtione of the sub- 
loans average out about equal ly ,  It is therefore projected 
that the $30 mill ion loan disbursement will be $15 million 
in d o l l a r s  and $15 million in loca l  currency, 



S t ? s i ~ ~ ~ T t  A, POD, soan 596-L-010s $30 Mi.19baw 
CABWX s Expoxt Xndustr i e s  and Tourism 

PfiOl3LE.M: !l?he fine?. disburement date Ifox subJsci= Laan is -...-"- 
June 30, 1974 and as of August  31, 1974 only $5,4 mil l ion  
had been disbursed, A joint  C%BEI/RO~AP review was recently 
conducted and pingointed several. reasons for the poor 
disbursement xecoxd, These includes 

1, Y J h i t  on subhans  to ICE0 s, 2 ,  ~ h J f x W . o n  on l o c a l  
currency f inanclng, 3, R e s L r  ictions on working capital 
subloane by CABEX, 4, Restrickions on hotel financing in 
the capital c i t i  es, 5,  Certain adn~inis trut ive  and 
procedural problems within W E Y ,  

To remove the f irs t  four bottlenecks to disbursements w i l l  
require changes in the loan agreement, These i n  turn wilZ 
require an amended Loan Authoxizai5oa, For its park CABEI 
has been undertaking since March I973 some important 
structural changes w i th in  the bank that w i l l  stxean~line 
its loan review and disbursement procedures, essential 2or 
improving sexv:ice to the pr iva te  sector, 

A, On September 9, 1970, RWAP signed a $30 rnil.lion Loan 
with CABEX for financing a major private-seetor effort 
to develop, expand and effectively operate non-traditional 
export industr ies  and tourism, The export aspect was to  
focus on diversifi .ed agribusiness activities,, and the 
tourism aspect on moderate-sized hote l  projects in 
areas outside the principal cities o f  each COB, country, 
where many of the m o s t  promising tourist: a t trac t ions  are 
located,  

Under the A,X,D, loan, $7 ,5  mill ion i s  ava i lab le  for 
tourist and $5 million io available fox relending to 
prLvate and public dsvelspmnt banks i n  each CAC.M 



country for financing amaller axport and touxism 
projects which CABEX i s  not set up t o  handle, and 
which can better be administered loca l ly ,  

90 CABEI has no t  been ab le  to maintain the  level of loan 
disbursements i n i t i a l l y  contemplated a t  t h e  time t h e  
loan was signed, A s  off August 31$ 1973, $5,4 mil l ion  
have bean diabureed, and t h e  estimated figure as of 
June 30, 1974 is $10,8 mi l l i on  of  the total $30 
mil l ion,  This is a t t r i b u t a b l e  to the followi~agr 

1, Limitations on Subloans to ICEo a 

$5 mi l l i on  was set aside fox relending t o  other  
f i nanc i a l  i n s t i t u t i o n s  i n  the  region, $4,6 million 
is committed t o  date, lOwa n m  loans ($500,000 each) 
will be approved in October, topping present 
l im i t a t i on  by $60000000 Additional approvals are 
foreseen in the future,  CABEX and ROeAP believe 
the I@PO s have a very important role i n  the program 
and w i l l  f a c i l i t a t e  the drawdown of A%B funds, A 
l im i t a t i on  saves no useful purpose. Also, if 
additional l o c a l  currency and working c a p i t a l  
financing are made available, a s  recommended, CABEX 
loan activi ty through the PCEO s w i l l  increase a t  
even a faster rate, 

2, Limitat ion on Local Currency Financing 

Pnmeasing the a v a i l a b i l i t y  of l o c a l  currency 
f inancing from $7-5  mi l l i on  Lo $15 mi l l ion  would 
be a major step to improving APD d i  sbur sernents, 
CABEI doea not  have s u f f i c i e n t  l o c a l  currency 
resources  to service its expanding private indust ry  
loan demand, which increased by 84% during the past 
t h r e e  and a ha l f  years, far exceeding project ions  
for this pwiod, With shi* in the program to 
tourism and working capital financing, both high 
i n  l o c a l  coats, t h e  A I D  Loan must be modified to  
be more responsive t o  p ro j ec t  needs -- i,e,' l o c a l  
cuxrency financing, CABEI will match AID financing 
on a 1 3 1  basis, 



" a  
ACYXOPB MEMO]Ei#10nOM FOR THE DEPUW U,S, COCIRDXHA!tVR 

3, Restr ic t ions  on Workinq Capi ta l  Subloans 

Woxking c a p i t a l  i s  current ly  avai lable  only i n  
dollars and t o  t h e  fCTo a, W E X "  ax,perisnce 
shows that  financing fixed working capital re- 
quirements is j u s t  as impoutant t o  a project a s  
equipment or construction and should be included 
tograthfu: i n  a s ingle  f inancia l  package, Without 
sizeable amounts of working capital financing for 
new  ad expanding export induetr ies ,  CABEI 
experience shows that they w i l l  not be able t o  
survive, 

Restxictions on Hotel Financing in Capital  C i t i e s  

Thexe is now a shortage of hote l  accomodationtr i n  
Guatemala and Costa R i e a  - t he  two " n u b  of C o A o  
tourisrn. These are t r ans ien t  points for rural 
t o u r i s t  a t t r ac t ions  and the shortage of rooms ef- 
fec t ive ly  limits the growth of regional tourisni,, 
There are no a l t e rna t ive  f inancia l  sources for 
hotel construction, mBEf must compliment private 
sector  efforts by providing t h e  long-term financing 
needed fox h o t e l  conetruction, 

5, In te rna l  CAIBET Problems 
4 

!Pha Bank i n i t i a l l y  was not: properly organized t o  c 
give prompt and e f f i c i e n t  sexvice to the private  
sector fox a pxogram . of t h i s  magnitude, However, 
beginning i n  March 1973, eABEP set in motion a 
reorgenizat ion program t o  improve the coardiaat ion 
between de,paxtments and t o  streamline loan ap.prova1 
and diabuzeement procedures so t h a t  t h e  private 
sector could be more effecrt=ively served than in the 
past, Actions taken t o  date includes 

( i )  The centxalization of the loan disbursement 
section within t h e  Operations Department, The 
l a t t a r  has primary respons ib i l i ty  i n  dealing with 
the private sector ,  processing Lban appkicatlons, 
and now i n  expanding loan disbu~sememts, 



". 
ACTION ~ R A ~  FOR !L'HE BEPtBTlP U,S, COOEDXNArOR 

i Three lawyers have bean added to the Legal 
Department, A standard loan agremernt format was 
adopted, A pezmanent head of the Rromoi=ian and 
Res'eareh Department has been named and his s t a f f  
has been increased by seven, 

( i i i )  'Phe CABEX Board has personally taken a 
serious interest  in moving disbuxsements and has 
assigned a committee to review each project i n  an 
effort to  elimknata delays and expedite 
di sbur se~nents. 

(iv) The responsibilities of country reprasontativas 
have been increased thus allowing them t o  p lay  a m x a  
active role i n  management decisions and i n  improving 
service t o  the private  seeeox, 

v The prior review limitation per project on 
loans to ECf s have been l i b e r a l i z e d ,  

CONCWSZONSg Disburserment~t under: Wan 010 have been slower 
than anticipated fox t w o  general roasonsn 

1, Restr ic t ions  i n  the Loan Agreement which effectively 
limit CAtSEEos ability to move the  funds, and which are 
no longer meaningful or responsive to the program, and 

2. Xnternal CABEX problems which has caused an excessively 
long loan approval process, 

Appropriate changes i n  the loan agreement will address eho 
fhst  set of problems, while internal adjustments w e l l  
undez way by CAIBEX will address the second, 

RECOHMEMbAlIOEOSr That you sign the attached amendment to 
the authorization of Loan 010, Thfs will permit the changes 
needed to accelerate d i s b u r s ~ e n t s  under the man, 



DEPARTMENT OF STi4TE 
AGENCY FOR I L O T E ~ T X O N A L  DEPELOPME~ 

Washington, D. C, 20523 

UnAted States Coordinator 
All iance  for. Progress 

AoI,Do Loan No, 596-L-0x0 

Provided from: All iance for Progress Loan Funds 
CABEX: Export Xndustries and Tourism 

Pursuant to the authority vested in the Administrator of the 
' ~ g e n c y  far International D€3vC310pLW3nbt' ( @ A , f  ,D.') by the Foreign 
Assistance Act of 1961, a s  amended, and the delegations of 
authority issued thereunder, I hereby authorize the establish- A 

ment of a loan pursuant to Part  I, Chapter 2 ,  TiLJ.s VI, 
Alliance for Progress, to the Central Ame~ican Bank for 
Eeonomic Integration (mB~rrowerw)  of not  to  exceed thirty 
m i l l i o n  United States doll a m  ($3O,OOO,OOO) Lo provide fi- 
nancing for development of non-traditional export Industries 
in the Central American Common Market (mCACMw), for related 
export services and for tourism development of which up to  
$500,000 may be used for feasibility studies and technical. 
assPstance and up to $2,500,000 may be used.for equity invest- 
ment ('ProjectM), this  loan to  be subject C o  the following 
terms and conditions: 

1, Intel-aert and Terms of Repayment: 

Borrower shall repay the loan to A,E ,Do in United States 
dol lars  within f o r t y  (40) years from the date of the 
first disbureement under the loan, including a grace 
period of not to  exceed ten (10) years, Borrower shal l  
pay to A,X,D, in Unitedl Staees dollars i n t e r e s t  on the 
BPabursed balance of the loan of two  (2) ptsrcent p r  
annum during the gzace period and three (311 percent 
per annum thereafter, 



2,  Other Terns and Conditions: - 
a ,  Except fox marine Insumnca, goods and sexvices E i -  

nanced under the loan shall have their source and 
origin in the United S t a t e s  or any independent 
country o f  the Weatern Hemisphere scuth of Lhe 
United States except Cuba, Maxine inauranee fi- 

I 
naneed under the loan shal l  have its source and 
origin in tho United States or any indepmdent 
country of the Wegltern Hemisphor~ south of the 
United S t a t e e  except Cuba; provi.ded, however, that 
such insurance may be financed under the Zoan only 
if it is obtained on a competitive basis and any 
claim8 thereunder are payable in convertible ear- 
renciea, 

b, United States dollars ratfillzed under the loan to 
finance local currency costs shall  be made avail-  
able pursuant to proceifunes satiisfactory to Aoltu.83, 

e, Prior to the opening of the first Zeeter of Com- 
mitment under the loan, Bo.mower shall have submit- 
t e d ,  in form and st$xkancs satimsfaetasy to A,X,D, ,  
evidence of 8 

(i) a plan for the periodic audit of akY. sub- 
loans to the private sector; and 

(13.) the standards and procedures it will use 
for making subfoana.  

d,  LoeaX currency costs financed unfter the loan shall 
not exceed the equivalent of $15,000,000, up t o  ' 
$5,000,000 o f  which may be used to finance fixed 
working capikal costs, 

e, Fsoeeeds of the loan aha11 be used only for sub- 1 

pxoja&s &ich have been objectively and compre- 
hensively appraised by Borrower and Eouna to be 



economically just ie i sd  a A  technically sound and 
fearsible. 

f, A,X,D,  funds may be used in consorkium w i t h  any 
other noncommerciaL slaurce of funding only with 
the prior approval off AoICoDo 

g, Borrower ahal l  covenant that ,  within six months 
of the date of signing of the loan agreement, 
unless A o X o D e  otherwise agrees in writing, in 
cooperation wiLh SSECA, the Central American 
Monetary S t a b i l i z a t i o n  Fund and the CACM member 
country Central Banks, it sha l l  have devised a 
system for financing CACM exportcsra' eonmereial 
paper, and have taken steps to i n i t i a t e  its 
implementat iono 

he The B o r ~ a w x  in carrying out theas exports/ 
touxim objectives will provide financing in an 
amount a t  l e a s t  equal t o  the AoIeDe loans and 
will seek sources or' credit for this program from 
other lenders. 

f, The loan shall be subject to such other terms and 
conditions as A,X ,Do may dean advisable, 

Depuky U.S Coordinator 
Alliance for Progress 



DIEPAR'PIMOENT OF STATE 
AGENCY FOR XNTERmATIOPfAL DEXELOPMENT 

Washington, I>. C ,  2 0523 

United S t a t e s  coordinator 
Alliance for Progress 

... - . _  _*_^."..__ . -.. . -  . I-.. . >-. - - - - 
Pursuant to tqe authority delegated to me. by. .the. U,. - s:. 
Coordinator for the. A 1-liance for Progr,eq$, I ' hereby I 
delegate to the ~ h i c t o r  of the A . I . D .  .Regional Office 
for Central d r i c a n  Programs authority to nego$ie$,el 
end execute ad amendment 'to Loan Agreement No. 596-2-,010 
(CABEX : ~ x ~ o c t  I@U-sf r b s  -and Tourism) , dated I ' : I  t ' #  , 

t 

September 9, 
Amended Loan 

70 to effect changes authorized 
on dated -October . ; '  '1973 ., . , 

Deputy U S ,  Cooxdlinakor' 
Al l iance  for Progress ' 
- .  .. - . -  - .  . 

Date . .-  
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A .I .D. Loan 596-L-010: CABEX 
EXPOCC fnclus t Cies-uri.sm , .  

I 

(a) Zvaluation Report - Loan 506-L-010 ' 1 - 

ROCAP Acting D f  cector-Dcoen Lattec 
I 

(b) cwTO A-l t"4  - I3ocenbor lrJ. 1973 g 1  1 

RcFerance (c) was a disappointment.  In our judgment, it is 
.rsElcct.ivc of a fundarnontal ci'if fcrenco in the p h i l o a o ~ l ~ y  of - 
!XICAP in it6 ralationslrip with the  Contra1 American T3arlk R& 
&zorrom id Integration ( C A ~ B I )  and what tho  *AIDAV ~rodect:  
Conwitteen apparently believes t h a t  r e l a t i o n s h i p  ehould Im. -- 

I 

I 

C 
L 

1 1' 

Tha posture of !XOQ\P towards CAB61 has been t o  a+ct cornpas- 
u i o n a t a ,  to work cooperatively, and ko strengthen the 

, I  , 

bondr, uf a maturing partnership. CABEI is no nurs l i r~q  
I I !  ' i n o t i t & ~ t i ~ n .  Y t  is twelvo yoecs old; haa a staff of s0veral 

hundred porsonst a mrtfolia of aaveral hundred million 
dol lnrs ;  hao had n far reaching affect on Central American , 

I 
, i  dove lo~m~ont ;  artd has donlonetrated its mettle by surviving a , , 

WLIC lactween t w o  of its mmboro and its maturity by the  1 '  
I 



, lril::l or:i.ginul. $ 5  r;~iil.!.on C c r r  in tormodia ts crcdi t inn titu t i o n s  
? .  .;.:: , ; , i  id .kI;in iu cl::!ar in the h hs '2cxy  0 2  t 1 1 ~  Locn, actually an 

...LL,i,i:i:,-f7; ~ n g "  (:LC i L c i t  ;:;ccmnt: so as to aasurw t h a t  tho TCSr; 5ol: 
- .  

!-.11:3.i in i ' i i  1 ir :;hi7\ L..Q iil~i: s2ti0~1.d not hi~tiro bcorl 1 n c 7 d ~  in 1 i m i  t a t  ion in 
... . 

; : i t i ~ ?  LI,~::;!: p3,:icfi; G . T B ~  
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I... 

,I' 

spare parts, W/C itms n o t  ol igible for A.I.D. Loan 
f innncing includor sala<ios, s o r v i c e o  (power, l i g h t ,  
swage, etc .) , accounta receivable and cash. Baood 
on ROCAP a n n l y n i s  and d i scuso ions  w i t h  CABEX s t a f f ,  we 
ayroo that: W/C Einmcing  inc lud ing  L/C olomsnt) i s  
d e a i r a b l o  uoo of loan fund,.; and in consonance w i t h  
basic o b j e c t i v s a  of khe loam, . We have uood fo l lowing 
d a b  supp l iod  by mCAP, howovor, to a r r i v o  st a l i m i  ta- 
tion of  uoo of w/~: (1) CABEI 'a general r u l e  of thumb 
is to provido "about 10 percont  of each loan  to  new or 
expanding e x p o r t  p r o j o c t M  t o  f i n a n c e  W/C (P, 15 o f  
ROE. (a) ; (2)  approximately 40 H r c e n t  of total invas t -  
mont in projacta citad P. 8 dof. (b) was a p p l i e d  ~ O V J L ~ Z ~ S  

W/C c o s t s ;  (3) schadulo 4 of R e f ,  (a) i n d i c a t e s  maximum 
W/C rsquiromsnt  of $5 m i l l i o n ,  which prosumably would 
dacten~e s inco we a r o  p r o p a  ing  'sornet.al~at more restrictive 
d o f i n i t i o n  of W/C and s i n c e  CABEI@s Eigursa seemingly 
b a n d  on t o t a l  a p p l i c a t i o n e  i n  hand ($56 m i l l i o n ) ;  and 
(4) sub-borrowers must provide a t  Loast  40 percen t  
c o n t r i b u t i o n  to total  sub-pro j o c t  c o a t s  (Sect ion 1 ,02 ,  
Loan ~ g r a o m o n t )  , some portion df which w i l l  presumably 
be w e d  f o r  v?/c. 

"6anod on nbovo data wo propom,  therefore, to remove 
exist ing limihtakion includud i n  Loan Agreement on use &f 
wurlcing capital ("only through ICIo and o n l y  for dollar 
cootnw) and roplace it w i t h  the following: CABEI may u s e  
up to A total of $4 m i l l i o n  o f  t h e  l o a n  to  f inance  e~iqib1,e 
wolrlcing c a p i t a l  oxpondituras  (both dollar and LC) as dofined 
i n  in~plolnentation l o t  tom. Then.. I ,Dm l o sn  - - f- wadking , 

capital componont ahall n o t  oxcoed 25 prcont of any i nd i -  
vidi~al. oub-loan (15 poecont of total hvostmctnt) . &IBEX 
ailall  finnnco any odditionnl v~orlcing capita& noeda from 
otllwr khan li ,I .D. loan funds, 

I* XII a r u i v l n g  at abovs l i m i t a t i o n s  Pro joct Conuni t tee has 
a I 

t.alcan into account both CAZ3E19s requset f o r  a d d i t i o n a l  
f l e x i b i l i t y  t o  coni;ait and disburse' tho A , I  .D. Loan in 



* 

., L=imo.Ly f i~c; l~i .on and tho s p i r i t  of Section 5.07 ( A )  o f  

: u  sua-locns por;s;!blc, If a sub-bori'cwor fa i l s ,  what 

BET AVAILABLE DOCUMEN 



difforenco does it: make i f  tho sub-loan includad 15% o r  5096 of 
R I D  funday What diffaranco does i t  make if 1W o r  90% was for 
W/C? WlxiL: i a  important to tho purpoae of tho lorn and t o  the 
prospects for avontua~ repaymon'E to AXD, is how w e l l  CABEI uses' 

i n  a l l  i t o  a c t i v i t i ~ o .  CABEI io  a mature 
7 

that i a  ~ u c c a ~ s f u l l y  mseting i t o  reoponoibilitioa. 
AID ~ihould not dilute t lm t  r m p a w i b U i t y  by eubst i tut ing 
ar6itrlnry,  inf lexible  rules  fo r  CABEI 's judgment on a sub-loan 

. . 

. , 

Para=aph I., D - STATE 022149 - 
"LOCAL CURPaIVCY FINANCING -- w h i l e  we have boon apprised 
& ohortage of LC to  comp~onionk CN3EIae exist ing forex 
roaourcae and a m  aware of possible effects of such 
cunntxaints on commitment of rmaining loan funds, we 
nor~etholooor bolievo Chat proposed change i n  do l la r  
f i n a ~ ~ e i n y  of LC coata may no t  now be rac.wircad i n  l i g h t  
of CC419ETea recant activitioo i n  privato U.S .  c a p i t a l  

: marlcat, ~t loaat  $14 milPSon and up to  $24 million of 
additiuxml funds, which could Bo usocl for  such financing, 
m y  shortly becool~o availoblo for CABEI $8 rolending; 
prosumably some portion o f  thiu w i l l  be mado avai lable 
for ralending t o  indust r ia l  projecto. Furthormoro, 
4ur ing rocon (: vf G it of CABEP 's senior managomon t , mon- 
t ioa  msda of likelihood o f  a t  leaat one additional bond 
offwing later this year, This infomation contrasts  
w i t h  Figures cited i n  source and awl i ca t ion  of Eunda 
s t a t m s n t  (Roe, b), wkoroby CADEI projects ava i l ab i l i t y  
of only.$O.C million i n  now funds f o r  thie  program from 
additional c a l l a  oe capital, now l inos  of credit and 
snla of h n d a  ovos .tho noxt: two years. in  addition to 
t ~ o ~ m s l  roflvwo , incorns on loana and inveritmonte, approved 
ca l l a  of cap i ta l ,  etc. Given thooe now sources of- funding 
wo aariouoly quoution tho -nocoooity f o r  raioing the oxiat- 
ing coi l ing  on LC financing." 



JIOCAP Comment: 

\;?rile "can livoflt with tho conatrainta indicated i n  para-. 
grwpha lA,  1B and lC, we do n o t  bolievo that: it is in tha 
Unitad States Qntcroat ko do so. Tl~a October 1973 evaluation 
of this loan was undertaken a t  the i n i t i a t i v e  of RRCAP because 
of CU~ACOLWG oxpressad about the slow*rato of disbursement o f  
tho loan. 

  he joint: CABEI/~OC~ZP analy~l io  revealed problems wh Fch 
and CABUI set out  to solve c_ompnsoionatol~, cooperat ive ly  and 
i n  a manner c a l c u l a t e d  to atrongthon rather than weaken the 
bonds of our maturinq partnership, 

The one Paat wlliclr camo through c l e a r l y  i n  this 
was tho &aluts need (arlphaoio edcled) for addi t iona l  l o c a l  
curroncy, Tha adjuutmonts propoped in paragraphs lA, 1B and 
1 C W c I r  ars calculated to uas nmrs not loss l o c a l  currency 
since this  i a  tho ingradient neided to accomplish our short- 
term objoctivoa , which are:  

1. Sound troll-conceived projects; and 

Now, (in 1374) CABEI bar; taisod n aubatantial  amount of cash 
on tlwr worid bond marlcot. For more than four yoars, ROCAP 
has beon urging CAl~BI  ko ontablioh i t s e l f  i n  tho in ternat iona l  
Inonoy niarlcot; bocauao it was our conaidered judgment that CABEI 
wcin crudit-worthy and nocdad to augmant tho concossional loans 
it pmvisunly  had obtcplnod, particularly from AID, since the 
probnb.i.li tiow of AID baing ablo to Einanco addi t ional in9 ra- 
akruckuro soamad incroacs il-dgly ramoko. 

The n\ic,lccsshl sale of l~ondo apparently l o d  thc w i t t e e  
to ki lo  cccnclusion that @'we aoriout;ly clues t i o n  the necessity 

I 

of raiaing tho a x i s t f n ~  coiLing on LC financing", 
1 
I 



In fairness to the Committee, at the t h o  thoy reached th ia , . l ,  
conclusion they had not aslcod for information on the use of 
tho bond procoeds nor had ROCAP officers y e t  had the oppor- 
t u n i t y  to obtain confirmation diroctly from the Praeident of 
CABEX as to the uses to which CABEI intended to dedicate  its 
funds. 

I'i?d -'* 
I n  a meeting on February 5 ,  ~ r e s i d o n t  Ortez informed the 
Director and Deputy of ROCAP that alnioat the e n t i r e  proceeds 
of the bond i u s u e ~ l  wore to be uaod to Einance infrilstrwhue 
a c t i v i t i o u  which (a) hi Bank was already committed to Finance 
and (b) which were of a type that ROCAP had previously ingormed 
CADEI t h a t  A .I ,D,-c~uldna_lah9a~ f i n k ? .  Spocif i c  examples 
c i  tod were tho  Honduraa-Nicaragua el,ec tr i ca l '  connect ion and 
s h o r t  Palls i n  financing for highmye now being tondered which 
are going to cost much moro bec6uso o f  in f la t i on  generally, 
and tho Nicaraguan aarthquaka aid potroloum coat situation, 
apocifically. Vhis was reported to  AID^ in  a lengthy cable 

Parasraph 2 - STATE 02214.9 
u ~ ~ f o r o  A I D / ~ J  procosda with tunonding subject loan agree- 
man t authorizcl t i o n  to reflect: above montionod changes, , 
EI ise ion fa inv i ted  to cornant, In addition, please 
advise blhs ion plana for oxtonding TCD and TDD. FYI -- 
diacuseisna with CADET otaff raealed that  only $PO 
~ n i l l i c l n  ~f loan Sundo firmly 'commi ttmd vs . $26 m i l l i o n  
rcpork~d Mias 1 on 'a  Hovamb&r monthly loan status repor t o  
B o t h  $6 million Eaunibal kub-loan and additional $2 
nr i l l ion  of o t h ~ r  oub-loans apparently a t  least  partially 
conr;ingsnt upon propoaod changes in the loan documents 

,-- End PYX." 

1. ~ h i a  airgram is tha acceptance by WCAP of the i n v i t a t i o n  
of tho A . T , D , / ~ J  Committoo to c o m s n t  on STATES022149, 



3 .  ROCnP intendn to oxtond both the TCD and TDD on a timely 
basi~. C!ABEI had mado ouch roqueat in  early f a l l  1973. ROCAP 
wiahad to havs benef i t  of full evaluation of progress of loan 
and alno to be assurod that CADEI and WCAP j o i n t l y  were doing 
evorythi~ly  pueible  to expodita diubuznunonta prior to grant- 
ing c~stonsions . Wo hope that  tho Cormittoo io aware t h e  period 
froin October 5 ,  1973 until now is mlort-tho" ,insofar as fu l l  '7 
roalieakion of the Oclrobor diebuuroek~nt pro joctiono . I 

" A I C D ~  also intarestacl i n  recaiving ROCAP ' s  assoasrnent of 
following aspocks of CAISEI 'o  a c t i v i t i o a  undar this programt 
(I.) dow tl~oro apponr to be any l'ilclnlihood CNZEf w i l l  make 
oquity invosbnents w i k h  uithoi A ,I .D. loan funds or its 
%a mnds in s;cport/to~~trium induotr ies participating in 
th in  program? (2)  ia  i t  lilcsly that any of $500,000 
nor~i:i.anacI in  CAP for foasfbilitv s tudiea or technical 
awis tanuo will. bo uoed?-(3) CAP mentioned CABEI would 
ilavino and implment sywtm for financing exporters's  
commoreial papor, l I r r ~  tl~wro bow any progross on t h i s  
raconmendacl act ion?" 

1. A t  pmmant, the20 i n  1ittl.o likslihaod of oquity invest a 
mcnts lcry CABEX. acwaver, auch invcmtmenta possibly may occur 
Pn connoctioc w i t h  putting to get ha^ sui table  private sector 
invent~ntlnk plane for tho private d(~nvgl&mcnt related directly 
ho public tour lorn inerzutwehuro sub&ro)octs undor A .I .Dm 
L o m  506-2-013. Dy tho t h o  clfe~bursomont takoo place on 
tlmm 9otPviCPori1, hop~fully, Loan 010 will be fully disbursed. 

I 

2 .  Nit11 raqwct to bokh faanfbi l i ty  ntudy and technical 
aasisltmca inonoy , the probabilit ies are that onl-& 
mauntn , If  any, w i l l  bex~sod. 



3 ,  Sect ion 5.02 of subjec t  loan contained a c~venant~which 
was deaignod to encourage CADET: t o  devise an2 im~lcment a 
eyatam for f inancing exporters cornmarcial paper, Tlrore w a t  
one p r o b e t ,  tho asoumption wag that hhero 
waabno oyotoln for ouch ginancing or that the-system which 
exiatod wila inad~qusrto, On April 19, 1972, CABEI submitted 
a lettor: to ROCAP w11ich p~.arportad to a a t i s f y  t h ~  covenant, 
however, the document propoaed tile eotabliahmont of a ep-1 
fund with an A ,I ,Dm concoasionary loan, The then ROCAP 
Director (Mr. Sznuso) and t h e  ADO (Parker) agreed that 
(a) tho banking system was adequate to do the job; and 
(b) thore was no aconamic j u s t i f  f c a t i o n  for such a fund, For 
one yaar kharsuf tar, ROCAP of fibera mado inquirioe among 
oxportore and rvaro not: able to documbnt a sl.nglo cage where 
the inabil i ty  to obtain f inancing for  export comm~rcial peer' 
cGnod a produet n o t  to ba exportad or an othorwiee firm sale 

-- to  f a i l  to talto p1aco.- - 

On July 17,  1973, ROCRP doterminad i n  wr i t ing  that  the enforce- 
mant of tho ccwgnant by &CAP undor %ircuyistancc?a where ROCAP 

/ - /u 
/J.~?AS a matter of infomat ion,  the following L a partial quote 

@" that i?u 

rc" 9: 

l c n ~ w  tha t  the a&umption on which tho 'covenant wao based war,. ' 

incorrect rmoJ,d bs tantamount to, subreption and, hence, not 
i n  tha intoroat of A.1 .D.  or the lohn, 

"I€ there io a loenon to be lontned in this' case, the 
losson i a  that it ia unwiae to put covamnta in a loan .-.- 
unlems we are ouro what it: i a  that we sxwct  to 
aecomplisn by ouch covonantei. It i o  a lao  a t  leaet 
c ~ ~ o n a b l e  w'l~othor it i d  g60d p r a c t i c e  to put into 
n l oan  a covanant rolakinj to a much'b~oador subjoct 
tnnttel: than tha loan itssafe" 

X t  should be noted thnt t h o  a v a i l a b i l i t y  of th io  type of 
financing bears no r e l a t i o n a h i ~  to the need for laeal 
curroncy und& the  loan. 



I F Guatemala , 

111. SUMMARY REQUEST 

A ,  R O ~ P  requaata that  AID^ ksko tho following actione: 

1, Amond tho Loan Aud$aorization to gomitr 

a) A ceiling of  $43 milli ,on for I C l s ;  
. I 

b) Authorize loan fundo, to ba usod for wozking '7 
copitel ali defined in this airqrahL / 

I 

c) Authorize the ueo of up to $15 m i l l i o n  of loan 
fundo fot local - currency - - o~~onditureo. 

2, nsl~yats authority to khe Diuoctor, ROCnP, to negot ia te  
and aign n loan agraunont miwnchont: i n  accordance with the 
rwvisad sul;hot'ization mandmmt, . 

3 .  Comglsto these actions s u f f i c i e n t l y  before March 5 ,  
1974 uo that ROCAP can diocuas tha s i t u a t i o n  a t  the quarterly . 
C ~ A R B L ~ Q C A P  rdwisw. b 

IN !PI:TT$ ~WI?E!~>~IAT~CV~~, and 011 tho axpl icit undars tanding n *  --,-.... 
that t1w actiano roguaetad 4 In e f f a c k  - au-ths, 

1. Ari~und tlm Loan Authorization aa i n d i c a t ~ d  in 
STATE 022149; < 

7 2. Ale0 szrnarrd tho Loan Authorization. to incrbsaee local 
currconcy to $15 nrilllon; and' + 

t 

3 ,  Fzrvni~h ZEOCAP with tho nocsoerrry dologation euff i- 
ciontly bafora March 5,  1974 for tho reaaona s t a t e d  above 
(Sso T X X ,  A,  2 6 $, supra). 



C. 
the 

Guatemala 
I 

n7 ANY EVENT, 
moat critical 

thio matter 
opcsra t l. onal 

neodo to  be settled now. It i s  
problm in the RDCAP loan program. 
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