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I. Summary and Recommendations
 

A. Recommendation
 

USAID/El Salvador recommends authorization of an Economic Support
 

Fund loan of $24,900,000 for a Private Sector Support II Program. The
 

dollar loan will be repaid in 40 years including a ten year grace period.
 

The interest rate will be 2% during the grace period and 3% thereafter.
 

B. Borrower
 

The Borrower will be the Government of El Salvador. The Ministry of
 

Planning will act as the coordinating agency, working with the Central
 

Reserve Bank.
 

C. Program Summary
 

The purposes are (1) to provide immediate balance of payments support
 

to the Government of El Salvador (GOES); and (2) to strengthen the private
 

sector by assuring access to foreign exchange to permit the importation
 

of raw materials and intermediate goods and access to medium-term credit
 

to cover local operating costs. Because of recent political turmoil and
 

external economic factors over which El Salvador has had no control (such
 

as 
increased petroleum prices and decreased coffee prices), the economic
 

situation in the country has continued to worsen during the past year. The
 

most serious concern is the country's foreign exchange position -- as of
 

January 1, 1981, net international reserves had fallen to minus $70 million,
 

and, as projected by the AID Mission, r-'rves could fall by roughly an addi

tional $150 million in 1981 without IMF and additional A.I.D. assistance.
 

The serious problem created by the lack of'foreign exchange reserves
 

has been compounded by the closing of traditional lines of foreign credit for
 

imports of raw materials and intermediate goods due to the political and
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economic uncertainties in El Salvador. 
With U.S. and other foreign banks
 

requiring full deposits in advance prior to the issuance of letters of
 

credit for imports, the total flow of imports is constrained by the
 

amount of disposable foreign exchange that can be tied up in advance
 

deposits. 
 The proposed program will attack this constraint directly by
 

adding to the foreign exchange reserves of the GOES, which will permit
 

an immediate expansion in the flow of imports. 
 Over time, the cumulative
 

increment in the flow resulting from the use of the dollar deposit

guarantee lines of credit described below may exceed by several times
 

the original increase in the foreign exchange reserves provided by the
 

A.I.D. loan.
 

The $24.9 million A.I.D. loan will be disbursed directly to the
 

Central Reserve Bank (BCR) of El Salvador. The BCR in turn will sign
 

agreements with U.S. banks whereby these funds will be deposited in
 

the U.S. banks to serve as guarantees to back up revolving lines of
 

credit established by the U.S. banks for Salvadoran importers. 
Under
 

the first A.I.D. Private Sector Support project, where this mechanism
 

was recently utilized, the BCR negotiated lines of credit that averaged
 

1.5 times the amount of the guarantee deposits. Assumiag that the
 

average letter of credit is for 180 days (i.e., 
the credit lines turn
 

over twice in a year), 
the $24.9 million A.I.D. loan could facilitate
 

the financing of approximately $75 million in raw material and inter

mediate good imports during a one year period.
 

A commodity import program (CIP) approach was rejected in favor of
 

the cash transfer approach for several reasons. First, the CIP would
 

not provide the immediate balance of payments impact that is provided
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by the cash transfer approach. Second, the CIP would not promote the
 

opening of traditional commercial lines of credit, and thus it would
 

not have a multiplier effect. Third, in establishing commodity import
 

programs, frequently there are substantial start-up delays while the
 

administrative arrangements and paperwork flows are worked out. 
 Host
 

country officials, importers, and exporters have to comprehend CIP pro

cedures and requirements. In Jamaica, long delays were encountered in
 

establishing the CIP administrative machintry and Egypt has experienced
 

similar constraints in utilizing CIP resources. The Salvador program
 

must have a more immediate impact. Finally, a CIP approach would be
 

more staff intensive for the USAID Mission than the proposed cash trans

fer. Given the staffing constraints in the Mission and the heavy demands
 

placed on existing staff in monitoring comprehensive agrarian reform and
 

other high impact activities, the proposed approach with its more
 

limited monitoring requirements is definitely the preferred option.
 

As a complement to the foreign exchange support, the BCR will also
 

provide the local currency equivalent of $24.9 million to finance
 

medium-term (one to four years) credit for the private sector and 
to
 

strengthen key public and private sector development institutions. These
 

local currency funds will supplement funds already made available under
 

the Private Sector Support I Program.
 

D. Issues
 

1. What safeguards do we have that the $24.9 million loan will be
 

used only to promote eligible imports and will not be diverted for other
 

uses, such as military imports?
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The special lines of credit created in the U.S. banks as a result
 

of the A.I.D. cash transfer will be specifically restricted to imports
 

of 
raw materials and intermediate goods for the private agricultura"
 

and industrial sectors.
 

The BCR has already begun negotiations with U.S. banks to establish
 

the special lines of credit under this program. Therefore, it is ex

pected that shortly after the $24.9 million A.I.D. loan is transferred
 

to the BCR, the total amount will be placed in guarantee deposits in
 

the U.S. banks. 
 The A.I.D. Mission will be provided with copies of the
 

agreements and evidence of deposit. 
 During the life of the agreements,
 

normally 
 a year, the guarantee deposits may not be withdrawn and used
 

for any other purpose. 
The special lines of credit established by the
 

U.S. banks with their own funds, accordinq to the aqreements, may only
 

be used to import raw materials and intermediate goods for the private
 

sector, and everv import request must be approved in advance by the
 
BCR. The BCR will provide A.I.D. with quarterly reports on all the
 

special line of credit showing by month, all transactions including the
 

type of import, its value and the name of the importer.
 

All commercial documentation will also be made available for
 

A.I.D. review and audit. Although the special lines of credit are not
 

limited exclusively to U.S. exports, it is expected that they would be
 

used predominantly for U.S. export. 
 At a minimum, the GOES will bj
 

committed to import at least $24.9 million from the U.S. through these
 

special lines of credit. Upon expiration of the period of the initial
 

agreements between the BCR and the U.S. banks, if at least $24.9 million
 

in eligible goods have been imported from the U.S. through the special
 

lines of credit, the GOES may either renew the agreements or free up the
 

guarantee deposits. A.I.D. monitorship of the speical lines of credit
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will continue through the life of the initial agreements, and through
 

the life of any extensions to the agreements in the event this becomes
 

necessary to reach the $24.9 million minimum of eligible imports from
 

the U.S.
 

In macro-economic terms, the combined amounts of foreign exchange
 

provided under both the first Private Sector Support program and this
 

proposed program ($44.9 million) represent only 25% of the estimated
 

value of the 1981 raw material and intermediate goods exports from the
 

U.S. to the private sector in El Salvador, and only 6% of the total
 

projected level of raw material and intermediate good imports. Thusthere
 

should be strong demand for these funds by the private sector. It is
 

also important to keep in perspective the magnitude of the proposed A.I.D.
 

assistance relative to Salvador's total foreign exchange availabilities.
 

Despite the projected gap in the balance of payments, Salvador's total
 

export earnings for 1981 are estimated at approximately $800 million.
 

These latter funds are not restricted to financing raw materials and
 

intermediate goods but are available to cover the country's priority
 

requirements for the use of foreign exchange, which include foreign
 

debt service, essential imports, and presumably some military purchases.
 

The point is that there are other sources of foreign exchange which
 

can be used for other needs without trying to "divert" funds made
 

available under the proposed program.
 

In conclusion, we believe the control mechanism proposed for this
 

program is adequate to ensure that at least $24.9 million worth of
 

eligible imports from the U.S. will be financed under the program.
 

Consequently, we are confident that the Private Sector Support II
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Program will achieve its stated objectives -- to provide essential 

balance of payments support, while simultaneously helping to strengthen
 

the position of the private sector in El Salvador.
 

3. 
Will these A.I.D. loan funds contribute to capital flight?
 

As described in Section IV.C, 
over the past year the GOES has tightened
 

considerably the controls directed at conserving foreign exchange and
 

stemming capital outflow. 
Under this proposed program, intermediate
 

goods and raw materials imported by the Salvador ,n 
private sector must
 

be registered and approved in advance of the release of foreign exchange
 

or opening of letters of credit. 
Approval documents will then be
 

checked against cargo lists of goods off-loaded to customs warehouses
 

ensuring that lines of credit and foreign exchange used to pay for these
 

imports are not diverted into capital flight.
 

E. Conditions and Covenants
 

The Loan Agreement will include the following covenants:
 

1. That the GOES shall make its best efforts to utilize the
 

full $24.9 million A.I.D. loan as a guarantee for U.S. bank lines of
 

credit for imports of raw materials and intermediate goods. 

2. To maximize the import financing made available under such
 

guarantee arrangements, the GOES shall seek to maintain the guaranteed
 

lines of credit in effect for a period of at least 12 months.
 

3. 
That the GOES will cause the Central Reserve Bank (BCR) within
 

two weeks following the disbursement of funds under this Agreement to
 

deposit in a special account, currency of the Republic of El Salvador
 

equivalent in the amount of $20.9 million to meet medium-term structural
 

capital requirements of the private sector.
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4. 
That the GOES will in addition, within one month, deposit
 

currency of the Republic of El Salvador equivalent in the amount of
 

$4 million in a special account to be used 
to meet the institutional
 

support needs of private and public sector entities whose operations
 

are vital to the economic and social development of the country.
 

5. That the GOES will publicize within the private sector the
 

availability of (a) the special lines of import credit and 
(b) the
 

medium-term local currency credit, both made available as a result of
 

the A.I.D. loan.
 

F. Waivers
 

No waivers are required.
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II. Economic Situation
 

A. Summary
 

After a prolonged period of economic growth and monetary
 

stability the economy of El Salvador declined sharply in 1979, entering
 

a period of increasingly negative growth due to political and social
 

instability. The projection for 1981 is for continuing economic deteriora

tion, the degree of which will depend on the ability of the GOES to
 

stabilize the political situation and lower the level of violence now
 

being experienced.
 

Projections for any level of GDP indicate a significant
 

balance of payments deficit. Unless this gaD is narrowed
 

by an inflow of external resources in the form of foreign currency
 

capital transfers, there is likely to b4 a restriction in the supply of
 

income producing imports. Because the Salvadoran economy is heavily
 

dependent on imported raw materials and intermediate goods, any reduction
 

is likely to cause negative growth rates, lower industrial producti6n
 

levels and increase unemployment, as well as decrease agricultural
 

production. The result will be increased social dislocation and vulnera

bility to political instability.
 

B. Economic Growth
 

During the past two years El Salvador has been experiencing
 

grave economic and political difficulties. Up to 1978 El Salvador bad
 

been maintaining sustained growth in both the agricultural and industrial
 

sectors. Through 1978 economic growth had averaged approximately 5%.
 

However, the majority of the benefits derived from this growth went to a
 

relatively small number of wealthy families.
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In 1979 growth came to a sudden halt. Political and economic
 

uncertainty due to terrorism triggered a sharp decline in private invest

ment and disrupted the rhythm of production. Industrial, construction,
 

commercial and service sector activities all suffered sharp decreases.
 

The Government's projections for 1980 underestimated the actual decline
 

of almost 9% in real GDP. If this same rate of decline continues in 1981,
 

or even if it slows to a 5% rate of decline, it would mean that between
 

1979 and 1981, the economy will have suffered a cumulative real per capita
 

GDP decline of at least 22%. This rate of decline cannot be allowed to
 

continue. To reverse this trend the economy must be stabilized and
 

political violence brought under control. However, in order to achieve
 

stabilization or even a negative 5% GDP growth rate in 1981, sufficient
 

foreign exchange must be made available for the private sector. If not
 

available, adequate levels of essential imports for industry and agriculture
 

cannot be maintained and production will continue to fall.
 

C. Financial Resources
 

1. Foreign Exchange
 

During the past several years El Salvador's international reserve
 

position has varied considerably. For example, in August 1979 net inter

national reserves stood at $292 million; by the end of 1979, they
 

had dropped to $135 million; and by the end of 1980, they had dropped to
 

a negative $70 million. There are a number of reasons for this deteriora
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ting situation, some of which are a result of the political environment
 

and level of violence and some of which are entirely external to El
 

Salvador, such as reduced coffee and increased oil prices. All of
 

these factors continue to prevail and the foreign exchange situation in
 

1981 has continued to worsen.
 

In early April 1981, Department of State/A.I.D. projections
 

showed an unfinanced foreign exchange gap of $143.5 million for 1981,
 

assuming a 5% drop in GOP. With approximately $80 million of this gap
 

potentially covered through IMF compensatory and program financing,
 

A.I.D. proposed additional funding of $63.5 million to close the gap,
 

of which this $24.9 million cash transfer program forms a part. On
 

June 1, 1981 updated projections were prepared based on two slightly
 

different sets of assumptions. These two new projections show the
 

than the
unfinanced gap as $15.5 million to $41.5 million .eater 


April projections. Considering the magnitude of the gross value in
 

the balance of payments equation, the difference between the April and
 

June projections is largely accounted for by the different assumptions
 

regarding the expected amount of IMF financing.
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BALANCE OF PAYMENTS PROJECTIONS FOR 1981
 
(US $ in millions) 

April June 1 Projections 
Projection I II 

1. Total 	Exports 


Coffee 

Cotton 

Sugar 

Shrimp 

To CACM 

Other 


2. Imports (CIF) 


3. Net Services 


4. Net Transfers 


5. Current Acct. 
Balance 


6. Net Capital Account 


Official 

Banking Capital 

Private Capital 


7. Overall Balance of Payments 


8. 	 Financing of Deficit
 

IMF 2/ 

U.S. 	bilateral-

reprogramming
 

9. Remaining Unfinanced Gap 


785.6 786.2
T 

832..2 

343.0 360.0 360.0 
60.0 66.6 66.6 
25.8 18.9 20.9 
i6.8 16.8 16.8 

280.0 264.0 300.0 
60.0 60.0 68.0 

965.0 960.0 1000.0 

-150.0 -150.0 -150.0 

54.0 16.0 16.0 

-275.4 -307.8 -301.8 

131.9 161.6 161.6 

159.4 195.6 195.' 
67.9 46.0 46.0 

-95.4 -80.0 -80.0 

-143.5 -146.2 -140.2 

80.0 41.1 61.1 
63.5 63.5 63.5 

0 -41.5 -15.5 

1/ Alternative I assumes a 5% drop in GDP as was assumed for the 
April projection, while Alternative II makes the assumption of a 4% 
drop in GDP which is that used by the National Planning Office of 
El Salvador. Alternative II assumes better export performance and 
$20.0 million more in IMF financing. 

2/ Includes this $24.9 milJl.on ESF program, $7.1 million in Develop
ment Assistance Funds, $10.0 million in Housing Investment 
Guarantees, $13.5 milli.n under PL 480, and $8.0 million in CCC 
credits. 
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In summary, the country is facing serious balance-of

payments difficulties. 
 Imports cannot be reduced without further adversely
 

affecting production and living standards, and expnrts are highly dependent
 

upon externally set prices and the goverrment's ability to control
 
violence in both the rural and urban areas. 
 Coffee, cotton and sugar
 

exports may be affected by continuing violence and labor problems as
 

well as by possible problems associated with the land reform program.
 
Coffee rust may further contribute to the decline in foreign exchange
 
earnings in 1981 and following years unless effective measures are
 
adopted immediately to check the spread of the disease, 
Although the government
 
continuesto tighten controls to prevent further capital flight, it will
 
not be able to significantly reverse the determination of foreign banks
 
to reduce their exposure in El Salvador. Thus, the outlook is grim. El
 
Salvador's foreign exchange situation will continue to worsen unless the
 
authorities are able to regain the confidence of the private sector by
 
assuring that it will have a continuing and important role to play in
 
the country's economy; secure substantial concessionary external assistance;
 

and restore order and reduce violence.
 

2. Fi8scal Situation
 

El Salvador has traditionally followed relatively conserv

ative fiscal practices. For example, throughout the 1970's savings on
 
current account were substantial and able to cover most capital expenditures.
 
FinAncing of the government budget by external loans and internal borrowing
 

were kept to a minimum. This situation changed dramatically in 1980
 

when savings on current account dropped to $17 million and the overall
 
deficit increased to $198 million. 
This deficit was financed primarily
 

by domestic borrowing ($150 million) and external borrowing ($48 million).
 
In 1981 the latest projections indicate a probable central government
 

deficit of some $300 million and a consolidated pihlic sector deficit of
 
some $350 million. 
It is not yet clear to what extent external assistance
 

will be used to help finance this deficit. To the extent the Government
 
must further expand domestic borrowing, there will be continued inflatio
nary pressures and stronger measures to constrain credit to the private
 

sector.
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3. Monetary Situation
 

During the past 18 months, monetary policy has been
 
influence,! by two basic factors: the nnee to control canital fliaht and
 
adjust to withdrawal of foreign lines of credit; and the need to finance
 
increased public expenditure in the face of a declining economic base.
 

From March 1980 to March 1981 total deposits in the
 

commercial banking system increased by $107 million or 16%, somewhat
 

less than the rate of inflation. Therefore, although real liquidity has
 

not increased, the system seems to have stabilized and panic withdrawals
 

of deposits that characterized late 1979 and early 1980 seem to have
 

abated. This is further indicated by the fact that cash held by the
 

public has declined $46 million or 16%. During this period, Central Bank
 

credit to the commercial banking system has declined $1.02 million or 11%
 

while total central bank credit has increased $202 million or 24%.
 

Since commercial bank credit goes mainly to the private sector, this
 

reflects a shift from private to public sector financing. Additionally,
 

the commercial bank system under direction of the Central Bank, provides
 

major credits to the agrarian reform cooperatives. This has resulted
 

in a hardening of lending terms to the Private sector that, coupled with
 

the overall severe shortage of foreign exchange, has created problems in
 

cash management for many Salvadoran companies.
 

These problems will need to be resolved when it becomes
 

possible to begin expanding private industry. The Central Bank, Commercial
 

Banks and private businessmen agree that one problem has developed which
 

needs to be addressed now. In attempting to preserve their financial
 

viability the banks have shortened the period for an average commercial
 

bank loan to private industry to 3 to 6 months. Such loans were previously
 

granted up to one year. Under current circumstances these shortened
 

terms make borrowing extremely difficult for the private sector. If
 

more business and industries are to avoid further contraction and closure,
 

lending terms should be improved.
 

D. Unemployment
 

At this time there is no reliable time series data on employment
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in El Salvador, so it is difficult to estimate the increase in unemployment
 

that has occurred since the economy began to turn downward in 1979.
 

Figures available indicate that unemployment in 1980 may have averaged
 

225,000 to 245,000 persons, or 16% to 17% of the labor force. This 

figure includes the openly unemployed and the unemployment equivalent of 

persons involuntarily working less than full time. it is important to 

note that the labor force is now growing annually by about 50,000 people. 

If the real GDP declines by 5%, there will be a loss of approximately
 

45,000 jobs, resulting in a total increase of 95,000 unemployed.
 

Another method of developing a meaningful picture of the
 

unemployment situation, particularly in the industrial sector labor
 

force, is to examine the number of factory closings since 1979 and the
 

subsequent effect on employment. According-to the latest statistics
 

from the Salvadoran Social Security Institute the number of reported
 

employers dropped from 11,367 in January 1980 to 10,355 in November
 

1980, i.e., by 9% during the period after a decade of continuous increases.
 

The decline was particularly pronounced in the industrial, transport/com

munication, and service sectors of the economy. Data from a survey of
 

industry on factory closings for the period June 1979 to November 1980
 

show that 56 factories ceased operation with a total loss of 10,875
 

jobs. However, because only 25% of this total are small or medium size
 

companies, it is probable that this is an underestimation of the extent
 

of the problem. Of further interest is the fact that 75% of these
 

factories were manufacturers of either clothing or metal products, both
 

relatively labor intensive operations. More recent figures from a
 

follow-up survey show that 163 business establishments had closed as of
 

March 1981 with a total of 19,136 jobs lost.
 

As a particularly vivid example of the above situation, the
 

textile/clothing industry exporting to the U. S. has practically ceased
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operation as a result of the political violence. 
As of the end of June,
 
1979, the total value of such exports had risen over the previous year
 
by 31.2%. However, four months later, exports had dropped to the 1978
 
level. As of July 1980 only 15 of the 35 companies in this industry
 
which were in operation in June of 1979 were still functioning, two of
 
these are working at only half their normal capacity.
 

In summary, estimates show that 35 
to 40% of the labor force
 
is subject to underemployment due to considerable variations in seasonal
 
demand for agricultural labor. Open unemployment, principally non
agricultural, may be conservatively estimated at least 15%. 
 Thus, at
 
least 50% of the labor force may be considered as being either un- or
 
under-employed. With a population growth rate of 3% annually creating
 
demands for new jobs each year any further depression of economic activity
 
causing a deterioration of the employment picture will add further
 
pressure to the already unstable political and aocial fabric of El
 

Salvador.
 

E. Effect on the Private Sector
 

The political events of the past year have had a decidedly
 
negative effect on the private sector as a whole. Specific impacts in
 
terms of shrinking credit, production, and employment are catalogued
 
elsewhere in this paper; suffice it 
to say that political and social
 
instability have had repercussive effects on the fragile relationship of
 
consumer-worker-investor confidence which threaten continued decline of
 
meaningful economic activity unless firm action is taken by the GOES in
 
the very near future. Within the private sector, the manufacturing sub
sector produces about 25% of the total national output. Light industry,
 
which composes the backbone of the sub-sector, employs a major portion
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of the sub-sector workforce. 
It has contracted significantly during
 
1979 and 1980, due to a number of factors:
 

A repeating cycle of declines in domestic sales as labor force
 
disposable income diminishes from decreased industrial production
 
caused by the threat of violence and sabotage;
 

A decline in export sales caused by a reluctance on the part
 
of foreign customers to absorb the risk of entering into
 
export or import contracts with Salvadoran companies and/or to
 
extend credit for these transactions;
 

Disruption of normal supply systems and production processes
 
through strikes, general labor unrest or acts of terrorism;
 

Large scale capital flight in 1979 and 1980 (estimated at one
 
half billion dollars although the Central Bank does not - and
 
cannot keep formal records on this problem);
 

Reluctance on the part of foreign banks to renew traditional
 
lines of credit or make new loans (it is estimated that $500
 
million in foreign lines of credit have dried up because of
 
the political situation);
 

- Requirement on the part of U. S. banks that the full value of 
all export transactions be deposited before issuing the required 
payment instruments, such as Letters of Credit; 

- Difficulty in obtaining local currency credit, particularly 
for working capital and medium term credit, on acceptable 
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terms from domestic banks as a result of economy-wide credit
 

difficulties, and in some cases, the unrealistic or overly
 

restrictive conditions put on existing lines of credit.
 

Uncertainty with regard to government intentions toward the
 

private sector because of past expropriation, thereby causing
 

suspicion that the current government is anti-busines;
 

And, a severe shortage of foreign exchange to finance the
 

importation of productive goods and hervices required by the
 

industrial sector.
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III. Program'Description
 

A. Program'Rationale
 

As stated in Section II, economic conditions and more specifically,
 
the situation as regards the balance of payments, foreign exchange
 
reserves, business closings and unemployment have continued to deteriorate.
 
Political violence continues and its effects, particularly in the area
 
of private investment, continue to spread. 
 The combination of these
 
worsening situations, if left unaddressed, will conspire to restrict
 
imports even further with concomitant and devastating effect on the
 
economy in general and the business community in particular.
 

These events will make themseles felt in the political arena
 
and could very well contribute to the downfall of the present government.
 

The Mission pointed out in its latest Country Development
 
Strategy Statement that the primary economic and social problem facing
 
the poor is to secure a job which will provide sufficient income to
 
support themselves and their families. 
The private sector and specifically
 
large and medium light manufacturing and artesanry establishments are
 
essential to providing such employment opportunities. They provide
 
about 240,000 jobs and produce roughly 25% of the total GDP. 
At present,
 
nearly 30% of those people are out of work, many because of strikes or
 
violence, but the majority because their employers are simply unable to
 
make an economic go of it. The figures speak for themselves: 
163 businesses
 
(and these were just manufacturing and small commercial entities) closed
 
in less than 2 years with a loss of almost 20,000 jobs. Many businesses
 
are unable to continue because domestic demand has declined, but even
 
more importantly, manufacturers cannot obtain lines of credit needed for
 
the importation of materials or intermediate goods required for production.
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As an example of this point, representatives of the Asociaci6n Salvadorefia
 
de Industria (ASI) negotiated with several U.S. commercial banks in
 

June, 1980, to reopen traditional lines of credit for the relatively
 
small amount of $60-$80 million. The attempt ended in failure when the
 
ASI group was informed that no further lending would be contemplated
 

until such time as some degree of political stability had returned to
 
the country. This experience has since been repeated: now even the most
 
credit worthy of industries in the private sector can no longer obtain
 

credit directly from suppliers in the States since they are so wary of
 

the economic/cash flow situAtion in El. Salvador. All transactions are
 
done now on an essentially cash basis, with most U.S. Commercial banks
 

accepting only letters of credit opened by the BCR.
 

The CDSS makes a second, equally important point: El Salvador
 
must export (manufactured goods aud agricultural produce) to survive
 

economically. This point will become more important as time goes on,
 
particularly as El Salvador's economy evolves from primarily one with an
 

agricultural base to one based on industrial production. The private
 
sector plays a key role now in the production of export goods and will
 

play an even more important part in the export area of the national
 

economy as time goes on.
 

The private sector is key to economic recovery in El Salvador.
 

It however, is being seriously weakened by the kinds of problems discussed
 
in Section II.E of this document. Two of the most crucial factors are
 

financial -- both the lack of sufficient foreign exchange and the lack
 
of sufficient and appropriate domestic lines of credit. The former
 

problem, access to foreign exchange, is probably the most important.
 

The latter, domestic credit, is the result of a significant decline in
 
real credit to the private sector during the past two years -- primarily
 

because of a shift in overall credit allocations in favor of the public
 

sector. Discussions with BCR and commercial bank personnel, together
 
with members of the private business community, indicate that while
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there is significant demand for short-term working capital credit, there is
 
also a need to develop lines of longer term structural credit which could be used
 
to start new inventories, buy equipment, refinance existing debt, etc. 
Of
 
particular importance is the need on the part of private businessmen to restructure
 
this debt burden and at the same time avoid placing undue pressure on Salvadoran
 

commercial banks to reduce their short term income prospects by forcing them
 
to extend their short term portfolios. 
A new line w' medium term credit would
 

go far to meet those needs.
 

B. 	Detailed Program Description
 

Given the country's serious balance of payment crisis, AID will make a
 
cash transfer of the $24.9 million to a United States bank account of the Central
 

Reserve Bank (BCR). 
 These dollars will be used for general balance of payments
 

support to El Salvador, although by agreement with the GOES, they will guarantee
 

lines of credit to finance imports of raw materials and intermediate goods from
 
the 	United States to the private sector in El Salvador. Items to be imported
 

under this program are the same as 
under the Private Sector I Program: e.g., raw
 
materials and intermediate goods such as mineral and vegetable oils, chemicals,
 
textiles, ingots, plastics, laminated metals, and wood products.
 

An important objective of the program is to strengthen the private
 
sector and to demonstrate the importance of a healthy private sector to 
solving
 
El Salvador's serious economic problems and to putting people back to work.
 
Publicity will therefore be important. The Government has agreed to publicize
 

the program to ensure that private sector entities are aware that foreign
 

exchange and local credit are available to the private sector.
 

a. 	Dollar Procedures
 

The dollar proceeds of this cash transfer will be deposited in U.S.
 
commercial banks under a series of agreements similar to those used under the
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firit Private Sector Program, wherein the Central Bank used AID funds to lever
 

lines of credit equal to approximately 1.5 times the absolute value of dollars
 

transferred. See Annex J for a detailed description of how these agreements operate.
 

In summary terms, the BCR will deposit funds from the AID loan into special
 

account(s) in U.S. bank(s). These funds operate as a guaranty mechanism, thereby
 

allowing the Salvadoran bank to open a confirmed letter of credit for the purchase
 

of raw materials and intermediate goods. Following BCR approval of Salvadoran
 

commercial bank requests for foreign exchange, these letters of credit are drawn upon
 

for various lengths of time and then paid off according to the terms of the Letter
 

of Credit, by the Salvadoran banks using funds provided by the BCR from the country's
 

general foreign exchange reserves. The crucial point to note is that the cash transfer
 

enables the BCR to lever substantially higher credit resources for essential imports
 

by industrial and agricultural enterprises. For example, if the BCR is able to nego

tiate lines of credit 1.5 times larger than the deposits and if the average letter of

credit is 180 days, the $24.9 million fully used would enable some $75 million of
 

imports. This is particularly important since recent economic and political cir

cumstances in E1 Salvador and the rest of Central America have caused most foreign
 

Lanks to reduce their exposure in El Salvador, including a general policy not to open
 

lines of credit to Salvadoran banks in the absence of up front deposits. The AID
 

loan will make such deposits possible.
 

It is expected that each of the agreements negotiated with a U.S. bank will have
 

an average life of one year. The BCR will review the agreements when they terminate
 

to see whether the BCR should attempt to renew them. The advantages of renewal will
 

of course depend upon the overall political and economic situation in the country.
 

As long as U.S. commercial credit for El Salvador Js as tight as it now is, we
 

assume that it will be in the interest of the BCR to maintain these special
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arrangements. At any rate, when the U.S. bank -
BCR agreements expire,
 

the funds previously deposited will revert to the BCR's general foreign
 

exchange holdings.
 

b. Local Currency Procedures 

Within two weeks after transfer of the AID loan funds to a BCR
 

aabunt in a U.S. bank, the BCR will establish a colon account in the amount
 

of 052.25 million ($20.9 mill )n) as a medium-term (one to four years)
 

structural capital fund for the private sector, with preference to be given
 

to the industrial and artesenal sub-sectors. 
 The fund will operate as a
 

rediscount line and/or guarantee fund for lending by commercial banks to the
 

private sector. 
Eligible uses will include refinancing, expansion or
 

establishment of inventories, and purchase of some locally available equipment.
 

The balance of the local currency equivalent of Program
 

funds, €I0 million ($4.0 million), is to be placed in a separate
 

account for use in supporting or maintaining the institutional capaci

ties of public or private entities which play important development
 

roles in the Salvadoran economy and society. 
In illustrative terms,
 

we expect these funds to be used as 
follows:
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Illustrative Uses 
 Million Colones
 

1. Health Sector Support -- basic health ¢4.4
 
services for Phase I haciendas; support

for Central American Research Service
 
epidemiology work in collaboration with
 
Center for Disease Control; and
 
medical supplies for local hospitals.
 

2. Agriculture Sector Planning Support 
-- 1.0 
operational support for coordination
 
and planning units 

3. Election Committee Support --
 0.6 
operational cost support. 

4. Agrarian Reform Support -- local costs 2.5 
for AIFID. 

5. Education Sector Support -- local 1.5 
currency to compensate for termination
 
of occupational skills project and to
 
allow core units to continue to
 
operate.
 

€i0.0
 

Because final negotiations with the GOES have not yet been completed,
these uses are still only illustrative. Before entering into formal
agreement with the GOES on uses, the Mission will advise AID/W and
request the LAC Bureau Assistant Administrator's concurrent approval.
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Regulations will be drafted for A.I.D. review and approval
 

for the control and use of each of the local currency funds. Points to
 

be covered for the structural capital account include deposit require

ments, interest rates charged and other conditions, use of interest
 

earned, eligible users and so 
forth. The Institutional Support Fund
 

directive will address such questions as eligible users, types of costs
 

to 	be financed, how the fund is to be used and who itwill administer 


and how.
 

c. 	 Reporting Requirements
 

The Central 
Bank . provide AID with quarterly reports 

on 	the use of all lines of credit created as a result of the deposit
 

of 	dollar funds transferred by AID to the BCR through this program.
 

These reports will be required for the life of the 
 -3,-reement initially 

signed by the BCR and U.S. bank. In most cases, this will be one year. 

The 	reports will identify what kinds of raw materials and intermediate
 

goods were imported,by whom and 	 the value of the imports. Also, the 

commercial documentation relating to the transactions must be main

tained on file by the BCR for periodic review by A.I.D. 

As 	pointed out earlier, the deposit of the $24.9 million
 

will generate lines of credit that can finance a larger amount of
 

imports over the 
 life of the program due to the leveraging nature of the 

arrangement. To account for at 	least $24.9 million of goods imported 

from the U.S. as a result of this Program the Mission will review the
 

BCR's periodic reports and identify priority items imported from the
 

U.S. to be attributed to the A.I.D. loan. These reports will be sub

mitted subsequently to AID/W for 	retention in the LAC/DR official 

project file.
 



- 25 -

The structure of the program will ensure that at least $24.9 

million from the special lines of credit is used for imports from the 

U.S., 
and that these imports are limited to raw material and inter

mediate goods for the industrial and agricultural sectors. These 

conditions plus the Government's efforts to control foreig cchange 

use and capital flight will ensure that the $24.9 million is used 

for its intended purpose. 

A.I.D. will also require periodic reporting on the two
 

local currency accounts. The Central Bank will provide monthly reports 

on the structural capital account to include such data as numbers of loans 

made, names of participating banks and interest earned. The Ministry 

of Planning will control the institutional support fund and will make 

monthly reports to the Mission regarding fund amounts used. 
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IV. Technical Analysis
 

A. Foreign Exchange Controls and Allocation Procedures
 
Over the past year, controls directed at conserving foreign
 

exchange and stemming capital outflow have been tightened considerably.
 
In February 1980, marketing and export registration systems were established
 
for coffee, cotton, sugar and shrimp which guarantee that foreign exchange
 
passes directly into Central Reserve Bank accounts. Exporters are paid
 
in local currency equivalent. 
 Control over imports, which include those
 
to be covered by this program, have been tightened by imposing stricter
 
documentation requirements. 
 Importers must apply for foreign exchange
 
in advance and register the type of good, quantity and price. 
 Payment
 
of foreign exchangeis made only against transport documents and bills
 
of lading that prove goods to be imported are on board a ship bound for
 
El Salvador. Documents can then be checked against cargo lists of goods
 
off-loaded to customs warehouses.
 

With a negative net reserve position, the major constraint on
 
El Salvador's financial system is the availability of foreign exchange.
 
At present, use of foreign exchange isallocated by import categories.
 
By priority 
they are: 
 energy, food, medicine, supplies to industry
 
and agriculture, spare parts, repayment of foreign loans and donations
 
and commercial imports and services. 
Within categories, allocation
 
is judged by the urgency of the need to make payment and the length
 
of time the request for foreign exchange has been pending. 
As of
 
March 12, 1981, $37.1 million in requests were pending. 
These dated
 

back to January 1981.
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B. Credit Requirements
 

Annual credit balances in the commercial banking system
 

for the industrial sector has averaged $124 million. As a result of
 

the economic problems being experienced by the industrial sector,
 

the total value of loans approved for refinancing of previously
 

incurred debt has increased sharply, from an average of over
 

$12.8 million approved in 1979 and 1980 to over $13.6 million for
 

the first seven months of 1980. The recently drafted Industrial
 

Plan 1981-83 states that approximately $335 million will be required
 

for reactivation of the industrial sector during the life of the
 

plan. A projection by The Association Salvadorena de Industria
 

(ASI) estimates a total 1981 financing requirement of $120 million
 

to $200 million. The larger figure is the estimated actual demand,
 

given no worsening of the political situation. ASI feels that
 

this amount can be fully utilized only if banking operations and
 

procedures can be made more responsive in meeting the needs of
 

the industrial sector. An important part of this is lengthening
 

credit terms.
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c. Beneficiaries 

While the primary beneficiaries of this Program are the companies

receiving the foreign exchange and/or credits, the benefits will be
 
broadly disseminated in the economy. 
The program will stem, or slow the
decline of economic activity. 
If the economy remains stagnant there
 
will be no new job creation (no net gain in full time employment).

However, for each 1% drop in real GDP avoided approximately 10,000 jobs

will remain in the economy, affecting 50,000 family members. 
 No precise

evaluation of the employment effects can be determined for this project,

but an increased availability of external funding will have a positive

impact on employment. 
Consumers stand to benefit from increased industrial
 
production, while producers in the agricultural sector will experience
 
an increase in demand for their products. 
The foreign exchange gap will
 
be reduced to the extent that a portion of the increased manufacturing
 
output made pojssible by the program can be marketed abroad.
 

The Program to be described in the following section then, is

designed to deal (insofar as resources are available) with the continuing

economic problems discussed above, and to build upon the experiences

gained under the Private Sector Support I Program. For those reasons,

this Program will continue to provide credit to business, industries and
 
artisans to allow them to stay in business. By providing essential
 
balance of payments support, this Program can therefore help to alleviate
 
a serious macroeconomic problem, as well as help to direct additional
 
resources to the private sector and thereby help it generate much needed
 
jobs for the economy.
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3A(1) - COUNTRY CHECKLIST 

The criteria listed in-Part A are applicable generally to FAA funds, and should be used
 
InPart B a distinction is made between the
irrespective of the program's funding source. 


criteria applicable to Security Supporting Assistance and.the criteria applicable to
 
Development Assistance. Selection of the appropriate criteria will depend on the funding
 
source for the program.
 

A. 	GENERAL CRITERIA FOR COUNTRY 

1. FAA Sec. 481. Has it been determined
 
that the government of recipient country
 
has failed to take adequate steps to
 
prevent narcotics' drugs and other con
trolled substances (as defined by the
 
Comprehensive Drug Abuse Prevention and
 
Control Act of 1970) produced or pro- No.
 
cessed, inwhole or in part, in such
 
country, or transported through such
 
country, from being sold illegally
 
within the jurisdiction of such country
 
to U.S. Government personnel or their
 
dependents, or from entering the U.S.
 
unlawfully?
 

2. 	 FAA Sec. 620 bl. If assistance is to a
 
government,as the Secretary of State
 
determined that it is not controlled by Yes.
 
the international Communist movement?
 

3. 	 FAA Sec. 620(c). If assistance is to a
 
government, is the government liable as
 
debtor or unconditional guarantor on any
 
debt to a U.S. citizen for goods or
 
services furnished or ordered where (a) (a) No..
 
such citizen has exhausted a~ailable
 
legal remedies and (b)debt is not b) No.
 
denied or contested by such government?
 

4. FAA Sec. 620(e)(1). Ifassistance is
 
to a government, has it (including
 
government agencies or subdivisions)
 
taken any action which has the effect
 
df nationalizing, expropriating, or No.
 
otherwise seizing ownership or control
 
of property of U.S. citizens or entities
 
beneficially owned by them without taking.
 
steps to discharge its obligations
 
toward such citizens or entities?
 

5. FAA Sec. 620(f); App. Sec. 108. Is
 
recipient country a Coamunist country?
 
Will assistance be provided to the No.

Democratic Republic of Vietnam (North 


Vietnam). South Vietnam, Cambodia, or
 
Laos?
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6. FA Sec. 620 ). Isrecipient country in 
any way involved In (a) subversion of, or 
military aggression..against, theUnited
 
States or any country receiving U.S.
 
assistance, or (b)the planning of such
 
subversion or aggression?
 

7. FAA Sec. 6200). Has the country per
mitte, or failed to take adequate 
measures to prevent, the damage or 
destruction., by mob action, of U.S. 
property?
 

8. FAA ec. 20(l). Ifthe country has 
failed to Institute the investment 
guaranty program for the specific risks 
of expropriation, inconvertibility or 
confiscation, has the AID Administrator 
within the past year considered denying 
assistance to such government for this
 
reason?
 

9. FAA Sec. 620(o); Fishermen's Protective 
Act, Sec. 5. Ifcountry has seized, or 
imposed any penalty or sanction against, 
any U.S. fishing activities in
 
international waters,
 

a. has any deduction required by

Fishermen's Protective Act been made? 

b. has complete denial of assistance 
been considered by AID Administrator? 

10. FAA Sec. 620(g); App. Sec. 504. .(a) Is 
the recipient country indefault on 
interest or principal of any AID loan to
 
that country? (b) Is country more than
 
one year indefault on interest or
 
principal on U.S. loan made pursuant to 
program for which funds appropriated under 
Approp. Act, unless debt was earlier
 
disputed, or appropriate steps taken to
 
cure defaulti
 

11. 	 FAA Sec. 620(s). What percentage of 
country budget is for military expendi-
tures? How much of foreign exchange 
resources spent on military equipment? 
How much spent, for the purchase of 
sophisticated weapons systems? (Considera-
tion of these points is to be coordinated 
with the Bureau for Program and Policy 
Coordination, Regional Coordinators and
 
Military Assistance Staff (PPC/RC).)
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No
 

El Salvador has:instituted the Invest

ment Guaranty program. 

N/A 

Approximately 9% of the 1978 Central 
Government budget was for defense and 
public security expenditures. With 
respect to defense., the percentage drops 

to 6%. The GOES has not made significant 
foreign exchange expenditures for defense: 



12. 	 FAA Sec. 620(t). Has the country 
severed diplomatic relations 
with the United States? If so, 
have they been resumed and *lave 
new bilateral' assistance agreements 
been negotiated and entered into 
since such resumption? No. 

13. 	 FAA Sec. 620(u). What is the pay- To the-best of our knowledge, 
ment status of the country's U.NI. the GOES is not in arrears. 

obligations? If the country is in 
arrears, were such arrearges taken
 
into account by the AID Adminis
trator in determining the current
 
AID Operational Year Budget?
 

14. 	 FAA Sec. 620A. Has the country
 
granted sanctuary from prosecution
 
to any izidividual or group which
 
has committed an act of interna
tional terrorism? No.
 

15. 	 FAA Sec. 659. If (a) military base 
is located in recipient country,
 
and was constructed or is being
 
maintained or operated with funds
 
furnished by the United States, and
 
(b) U.S...personnel carry out mili
tary operations from such base,
 
has the President determined that
 
the government of recipient country
 
has authorized regulat access to
 
U.S. 	 correspondents to such base? N/A 

16. 	 FAA Sec. 666. Does the country objecV 
on the basis of race, religion, 
national origin or sex, to the
 
presence of any officer or employee 
of the U.S. there to carry out 
economic development program under
 

No.FAA? 


17. 	 FAA Sec. 669. Ras the country 
delivered or received nuclear 
reprocessing or enrichment equip
ment, materials or technology,
 
without specified arrangements
 
on safeguards, etc.? No.
 



18. FAA Sec. 670. Hat the country 
delivered or received nuclear 
reprocessing, equipment, material 
or technolo~y.? Is the country not 
a "nuclear-veapon state" as defined 
in Article IX(3) of the Nuclear 
Non-roliferation Treaty and on 

which detonates a nuclear explosive 

device? "O. 

19. FAA Sec. 901. 
its citizens 
to emigrate? 

Has the country denied 
the right or opportunity 

NO. 

B FUNDING CRITERIA 'FOR"COUNTRY 

1.,
1.Economic Si 

o 
Ot:ud "Cuty 

Criteria 

a. AA Sec.502B. Has the 
Department of State made findings 
which indicate that the country 
has engaged in a consistent 
pattern of gross violations of 
internationally recognized human rights? 

so, is program in accordance 
with policy of this Section? 

If 

1;o. 

b. FAA 'Sec:. "531 la the Assistance to 

be furnished to a friendly country, organiza

tion, or body elig.ble to receive 
assistance? yes 

c. FAA Sec. "609. If commodities are to 

be granted' so that sale proceeds will accrue 
to the recipient country, have 

Special Account (counterpart) 
arrangments been made? N/A 

2. Development Assistance Country Criteria 

a. FAA See. 102(e) (d). Have 
criteria been established, and 

taken into account, to assess 
commitment and progress of 
country in effectively involving 
the poor in development, on such 

indexes as: (1) small-f arm labor 
intensive agriculture, (2) 
reduced infant mortality, (3) 
populadistribution, and (5) 
unemployment. N/A 



b. FAA Sec. 115. Will country be N/A 
furnished., in same fiscal year, either 
security supporting assistance, or 
Middle East peace funds? If so, has
the Congress specifically authorized 
such funds, or is assistance for 
population programs, humanitarian aid 
through international organizations, 
or regional programs?
 

c. FAA Sec. 116. Can it be demon- N/A 
strated that contemplated assistance 
will directly benefit the needy? If 
not, has the Department of State made 
findings which indicate that this 
government has engaged in a consis
tent pattern of gross violations of 
internationally recognized human 
rights?
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3A(2) - NONPROJECT ASSISTANCE CHECKLIST 

The 	 criteria listed in Part A are applicable generally to FAA funds, and shr'.',d be used 
irrespective of the progrbnm's funding source. In Part B a distinction is made between the 
criteria applicable to Security Supporting Assistance and the.criteria applicable to Development 
Assistance. Selection of the appropriate criteria will dipend on the funding source for the program. 

ITEM 	 CHECKLIST BEENCROSS-REFERENCES: IS COUNTRY CHECKLIST UP.TO DATE? IDENTIFY. HAS STANDARD 
REVI EWED?
 

A. 	GENERAL CRITERIA FOR NONPROJECT ASSISTANCE
 

1. 	App. Unnumbered; FM'Sec 653(b) 

An 	 advice of Program Change notifying(a) Describe.how Committees on Appropria-
.1 tions of Senate and House have been or the Congress of the use of $24.9 million 

will be notified concerning the nonproject of Economic Support Funds was sent 
assistance; to Congress. 

(b)is assistance within (Operational to meet
Year Budget) country or international No, ESF funds are being used here 

organization allocation reported to the urgent, unforeseen need which was not taki 
Congress (or not more than $1 million into account in the preparation of the 
over that figure plus 10%)? Congressional Presentation.for the year ii 

question.
2. 	 FAA Sec. 611(a)(2). If further legis-

ative action is required within recipient
 

country, what is basis for reasonable
 
' expectation that such action will be None is required.


("' 	 completed in time to permit orderly 
accomplishment -of purpose of the 
assistance? 

Is assistance more No, it -is more efficiently and effective:
3. 	 FAA Sec. 209, 619. 

efficiently and effectively given through given through bilateral c'rannels. 
regional or multilateral organizations? 
If so why is assistance not so given? 
Information and conclusion whether assist
ance 	will encourage regional development 
programs. 'If 	 assistance is for newly 
independent country, is it furnished 
torqugh multilateral organizations or in 
accordance with multilateral plans to 
the 	maximum extent appropriate? 

an'The assistance will provide infusion
4. 	 FAA Sec. 601(a); (and Sec. 201(f) for 

development loans). Information and credit resources. to the GOES which will 
a portion of the intconclusions whether assistance will allow it to finance 

encourage efforts of the country'to:
 and 	 domestic trade activities inational(a) 	 increase the flow of international 
trade; (b) foster private initiative the Salvadoran private sector, and in so 

(c) 	 encourage develop- doing, support private and competitionand 	competition; 
mpnt 	 and use of cooperatives, credit 
unions, and savings and loan associations; throughout the country. 
(d)discourage monopolistic practices;
 
(e)improve technical efficiency of
 
industry, agriculture,and comrmerce; and 
(f) 	 strengthen free labor unions. 



5. FAA Sec. 601(b). Information and 
conclusion on how assistance will 

encourage U.S. private trade and 

investment abroad and encourage
private U.S. participation in 
foreign assistance programs
(including use of private trade 
channels and the services of U.S. 
private enterprise). 

6. 	 FAA Sec. 612(b); Sec. 6 36(h).Dew
cribs steps taken to assure that,
to the maximum extent possible, 
the country is contributing local
currencies to meet the cost of 
contractual and other services, 
and foreign currencies owned by

the United States are utilized
 
to meet the ofcost contractual and
 
other services.
 

7. 	 FAA Sec. 612(d). Does the United 
States own excess foreign currency
and, 	 if so, what arrangements have 
been made for its release? 

B. 	 FUNDING CRITERIA FOR NONPROJECT ASSISTANCE 

1. 	 Nonproject Criteria for Economic 
Support Fund 


a. FAA Sec. 531. 
 How will this 

assistance support promote economic 
or political stability? 

2. 	 Nonproject Criteria for Development 
Assistance 

a. FAA Sec. 102 (c); Sec. III; Sec.281a. Extent to which activity will 
(1) effectively involve the poor indevelopment, by* extending access to 
economy at level,local increasing
labor-intensive production, spreading

investment out from cities to small 
towns and rural areas; and (2) help
develop cooperatives, assist rural

and urban poor to help themselves 
toward better life, and otherwise 
encourage democratic private and
local government institutions? 

The project will encourage U.S. private

trade abroad by providing the GOES and
through it, the Salvadoran private sector,

with 	the means for financing the importatio
of American-produced goods.
 

In order to meet the short term objectives
of this Program, a significant amount of
U.S. 	dollars will be used to generate local 
currency. 
 The GOES has agreed, for its

part, to contribute $24.9 million in local 
currency to work toward joint AID-GOES 
objectives.
 

No.
 

This 	Project will provide additional foreig]
exchange needed for the importation of raw

materials and intermediate goods required b.
the weakened industrial/manufacturing sectol
Provision of the materials will help revive
the industrial sector, and through it,
 
help strengthen the general ecor
 

N/A
 



b. FAA Sec. 103, 103A '104, 105, 106, 

107. Is assistance being made avail

able: (include only applicable 
a, b, etc. -- whichparagraph -- e.g., 

corresponds to sources of funds used. N/A 

If more than one fund source is used 

for assistance, include relevint
 
souce.)paragraph for each fund 
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(1) [103] for agriculture, rural develop
ment or nutrition; if so, extent to
 
which activity is specifically designed 
to increase productivity and income of 
rural poor; [103A] if for agricultural 
research, is full account taken of 
needs of small farmers;
 

(2) [104) for population planning or 
health; if so, extent to which activity 
extends low-cost, integrated delivery
 
systems to provide, health andr family 
planning services, especially to rural 
areas and poor; extent to which assist
ance gives attention to interrelation
ship between (A) population growth and 
(B) development and overall improvement 
in living standards in developing 

Is activity designed tocountries. 

build motivation for small families in 
programs such as education in and out 
of school, maternal and child health 
services, agriculture production. 
rural development, and assistance to 
urban poor?
 

(3)[105) for education, public administra
tion, or human resources development; 
if so, extent to which activity 
strengthens nonformal education, makes 
formal education more relevant, 
especially for rural families and 
urban poor, or strengthens management 
capability of institutions enabling 
the poor to participate in development; 

(4)[106) for technical assistance, energy, 
research, reconstruction, and selected 
development problems; if so, extent 
activity is:
 

(a) to help alleviate energy problem; 

(b) reconstruction after natural or 
manmade disaster;
 

(c) for special development problem, 
and to enable proper utilization of 
earlier U.S. infrastructure. etc.,
 
assistance;*
 

(d) for programs of urban development, 
especially small labor-intensive 
enterprises, marketing systems, and 
financial or other institutions to 
help urban poor participate in 
economic and social developrr~ent. 

(5) [107] by grants for coordinated pri-
effort to develop and disseminatevate 

intermediate technologies appropriate 
for developing countries. 
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N/A 

IIA 

N/A
 

N/A 

N/A
 

N/A
 

N/A
 

N/A 

N/A 
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52. 

c. FAA See. 207. Sec. 113. Extent to 
which assistance reflects appropriate
emphasis on: (1) encouragirig development
of democratic, economic ,olltical, and 
social institutions; (2) self-help in 
meeting the country's food needs; (3) 
improving availability of trained 
worker-power in the country; (4)programs
designed to meet the country's health 
needs; (5)other important areas of 
economic,.political, and social develop
ment, including industry; free-labor 
unions, cooperatives, and Voluntary 
Agencies; transportation and communication;. 
planning and public administration; urban 
development bnd modernization of existing
laws; or (65 integrating women into the 
recipient country's' national economy. 

d. FAA Sec. 281(b). Describe extent to 
which.program recognizes the particular
needs, desires, and capacities of the 
people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic education and trining in 
skills required for effective ,articipa
tion in governmental and political 
processes essential to self-government. 

e. FAA Sec. 201(b)(2)-(4) and -(8);
'Sec. 	 201(e); Sec. 211(a)(l)-(3) and -(8).

Does the activity give reasonable pro-ise
of contributing to the development c . 
economic resources, or to the increase of 
productive capacities and self-sustaining 
economic growt'; or of educational or 
other institutions directed toward social 
progress? Is it related to and consistent 
with other development activities, and 
will itcontrlbute to realizable long
range objectives?
 

f. FAA Sec. 201(b)(6); Sec. 211(a)(5) 
L. ,Information and conclusion on 

possible effects of the assistance on U.S. 
economy, with special reference to areas 
of substantial labor surplus, and extent 
to which U.S. conmodities and as,.istance 
are furnished in a manner consist,. wth 
improving or safeguarding the U.S. 
balance-of-payments position. 

3. Nonproject Criteria for Development

Assistance (Loans only) 


a. FAA Sec. 201(b)(1). Information and 
conclusion on availability of financing
from other free-world sources, including 
private sources within the United States. 

AID HANDBOOK 4, App 3A
 

N/A 

N/A 

N/A
 

N/A 

N/A 

N/A
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b. FAA Sec. 201(b)(2); 201(d).
Information and conclusion on (1) capac-
Ity of -the'country to repay the Loan, 
including reasonableness 'of repayment 
prospects, and (2) reasonableness and 
legality (under laws of country and, 
United States) of lending and relending 
'terms of the loan. 

c. FAA Sec. 201e. If loan is not made 
pursuant to a multilateral plan, and the N/A 
amount of the loan exceeds $100,000, has 
country submitted to AID an application 
for such funds together with assurances 
to indicate that funds will be used in an 
economically and technically sound manner? 

d. FAA Sec. 202(a). Total amount of 
money under loan which is going directly N/A 
to private enterprise, is going to 
intermediate credit institutions or other 
borrowers for use by private enterprise,
is 	being used to finance imports from 
private sources, or is otherwise being 
used to finance procurements from private 
sources?
 

4. Additional Criteria for Alliance for 
Progress 	 N/A 

[Note: Alliance for Progress assistance
 
should add the following two items to a
 
nonproject checklist.]
 

a. FAA Sec. 251(b)(l)-(8). Does
 
assistance take into acrount principles

of the Act of Bogota and Charter of Punta
 
del Este; and to what extent will the N/A

activity contribute to the economic or
 
political integration of Latin America?
 

b. FAA Sec. 251(b)(8); 251(h). For loans,
 
has there been taken into account the N/A
 

.	 effort made by recipient nation to repa
triate capital invested in other countries
 
by their own citizens? Is loan consistent
 
with the finoings and recommendations of
 
the Inter-American Committee for the
 
Alliance for Progress (now "CEPCIES,U the
 
Permanent Executive Committee of the OAS)
 
in its annual review of national
 
development activities?
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3A(3) - STANDARD 17E CHECKLIST 

routinely in those provisions of 
items which normally will be covered

Listed below are statutery 	 agreement by exclusion 
dealing with its implementmtibn, or covered ir. the 

an assistance 	agreement 
(as where certain users'of funds are permitted. but other uses not). 

arranged under the general headings of (Al Procurement and (B)Other Restrictions. 
These items are 

A. 	PROCUREMENT
 

602'. Are there arrangements to1. 	 FAA Sec. 
business to participatepermit U.S. small 

equitably in the furnish.ing of obds and 

services financed?
 

Will all commodity2. 	 FAA Sec. 604(a. 
be from the Unitedprocurementfinanced

States except 	as otherwise determined by 
or under delegation fromthe 	President 

him? 

Will all commodities 	 in
.3. 	 FAAS. 604(b. 

;uk e purchased at prices no higher than 
the market price prevailing in'the United 

States at time of purchase? 

Will all agricultural
4. 	FAA Sec. 604(c). 

conmodities available 	for disposition 
under the Agricultural Trade Development 

of 	1954, as amended,& Assistance Act 
be procured in the United States unless 

they are not available in the United 

States in .ufficient quantities to supply 

emergency requirements of recipients? 

FAA Sec. 6Q4(d). If the 	cooperating5. 
country discriminates 	against U.S.
 

marine insurance companies, will agree-
ment require that marine insurance be
 

placed in the 	United States on 

comodities financed? 

6. 	 FAA Sec. 6Q4 e. If offshore procure

ment of agricultural commodity or product 
is 	there provision
is to be financed, 

against such procurement when the 
price of such commodity is less

domestic 
than parity?
 

there arrangements
7. FAA Sec. 604(f). 	 Are 

whereby a supplier 
will not receive
 

the 	cormnodity importpayment under 
certifiedprogram unless he/she has to 

such information as the Agency 
by
 

regulation has prescribed? 

Procedures 	will beStandard A.I.D. 

used to the extent applicable.
 

To 	 the extent feasible, yes.
 

To 	 the extent feasible, yes.
 

N/A
 

N/A 

14/A 
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8. FAA Sec. 608(a). Will U.S. Government 
excess personal -property be utilized 
wherever practicable in lieu of the 
peocurement of new items? 

N/A 

9. KMA Sec. 901(b). (a)Compliance with
requirement that at least 50 per centum 
of the gross tonnage of cormodities 
(computed separately for dry bulk 
carriers, dry cargo liners, and tankers) 
financed shall be transported on pri; 
vately owned U.S.-flag cornmercial 
vessels to the extent that such vessels 
are available at fair and reasonable 
rates. 

NIA 

10. International Air Transport. Fair 
Competitive Practices Act, 1g74 Yes, to the extent feasible. 

If air transportation of persons or 
property is"financed on grant basis, will 
provision be made that U.S.-flag carriers 
will be utilized to the extent such 
service is available? 

B. OTHER RESTRICTIONS 

1. FAA Sec. 620(h). Do arrangements preclude 
promoting or assisting the foreign aid 
projects or activities of Communist-Bloc 
countries, contrary to the best interests 
of the United States? 

Yes. 

2. FAA Sec. 636(1). Is financing prohibited 
frr,' use, without waiver, for purchase, 
long-term lease, exchange,or guaranty of 
sale of motor vehicle manufactured 
outside the United States? 

Yes. 

3. Will arrangement preclude use of 
financing: 

a., FAA Sec. 114. to pay for performance 
of abortions or involuntary sterilizations 
or to motivate or coerce persons to 
practice abortions? to pay for performance 
of involuntary sterilizations as method of 
family planning or to coerce or provide 
any financial incentive to any person to 
practice sterilizations? 

Yes. 

b. FAA Sec. 620(g). to compensate owners 
for expropriated nationalized property? Yes. 

c. FAA Sec. 660. to finance police 
training or other law enforcement 
assistance, except for narcotics pro'grams? Yes. 

d. FAA Sec. 662. for CIA activities? Yes. 
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MINISTERIG DE PLANIFICACION
YCOORDINACION DEL DESARROLLO APR 29 1961

ECONOMICO YSOCIAL /
VECS/VSP/ 	 oo'.'K.. 'cn Satvadot. 27 de cab,rte de 1981 

Hp*lASIITO Soticitando ptL~tamo de US 
~<IW: $24.9 miUone46, apoqo Sec-to't Indusi 

IY3TS -

SeffoL 
PeteA WQ.Askkin 
Vi,ectot 
Agenc.La pau et Vesar.wooC1:R"ATd 
In.tetnacionat~(AIV) 	 a 
P~e-6 eivte 

Ez6tmado .6effm' As kin: 

Tengo et~ ctgtado de AoZ.iita&a wited, un p&66tamo de US$24.9 rn-fib 
nes pevta apoyo at Sectwz Indus.tticl de nues&t~o paZ6. Cont',x e,6toT
US$24.9 rnZCtonez4, qute se depositoan en bancos~come'Lc-fa.ez de .to.
E.6ztido., Unido'z, et Banco Centt de Ram4e/a emitL't cavrtau de c'%6
dato ptaia .a £rnpo~taci~n de rnatvt& pkima pa.'a ta indwstjia s~atva

~j~ioECA~,,dokeffa. 

V	espu6 de ta ope'taci6n de2 dep66to, de d6taes. et Banco Cen-tta2
dRame/a, desembotZ6ar4 062.5 riione.6 qte ze wtLLza'un de La 

ptaza (has~ta 4 affos) at 6ectot rpivado, con pte~e~encia ae -sub
.6co£ ndstiat y ar.tesanaZ. 

-010.00 miibonez pw~a apo'ute de 4ottecmento i~n-ttuc.onat at
A6ec-toL pclbL4co y p'Liuado. Esto.6 apottez .e ha.r.n en comtln acue~tdo 
con La Aisif6n de A.I.V. pa/ta actv.idades que p'wmueven et deA /to
.fto .6oc.iat y econ6m-ico det paft6. 

Toda tegutaciL6n. det 6ondo pa.'ta nancifami~en-to.idwstk, inc~uyendo
La L-fnea de kede.6cuent-o det B~anco Centtae de RezA'va, ante.s de emitit 
~se .6eAd ..sujeta a La op&z..Ln de AID. Tanibi..n pa/ta eec;tos de ezte p, o
tjecto, fa ct.6.4icacikn de pequeffa y mediana industlifa e.tA/ conten't
da, en La &'e~e.'t.daktegutaci6n, de acuetdo a chliteAio.6 esabtecdos poA 
et GobieAno. 

http:e~e.'t.da
http:come'Lc-fa.ez
http:Agenc.La
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En Z&t -eguvidad de que nue.6ttc 
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TABLE C
 

GLOBALESY DEMANDAOFERTAEL- SALVADOR: 
de Colones)de 1962-Milesconstantes(Precios 

a-ndpa Globl 

C-flsu M.0 
?iivado 

P4blico 


:nversi6nitcrna Bruta 

6e caviral
Formaci6n 


iiio 
Prvado 

Pubb co 


"Varac:6xdei leI 


rios 


Pro-Eucto Lnterno 

' Agropecuario 
y 

industria 
rera 


6 n.
,onstr-cci agua yEectrCiChB.,' 

sard-ariosscrv. A -nace-Tranisports, 
najeyGDoxmu im. 

Comcr cio 


P-Topi eda6 de vi-,,ien.-,ru- 1 nCicrO 

da 

., P blica 

Scrvicios pcrsorlaes 

-. cc de Prec3os rnpl c s
 

199

:Valor 

4.706.823 


3.146.317 

2.697.655 

448.662 


661.006 


65.108 

410..430 

248.67B 


.ve8ta-

1.898
 

- 2.8 

- 7.0 
-8T 

4.1 


-14.'4 


9.4 

-1T6 


1.0 


de B~nes"-50
-Eportac;-ones 31.3
5Exrtcis 689 .500 

-2.84.706.S23
crt G)obal 

imDOrtzicones 6e bie- 6.31.185.600 
es seV.cioS 

-: 6• 

ruto 3.521.223 

1.5
840.272 
3.1
3.785 


-60,7.910.. 

-10.5
147.849 


7.5
103.732 


208.769 - 6.5 

- 3.6786.Z24 

2.3
106.064 


3.5
126.875 


5.4
327.728 

- 3.2262.015 


248.3 .5.0 

- 980 
--- a-' r30 

4.1Z4.254 

3.048.760 
T.580.960 

467.800 

490.828 


526.6zs 

251.600 

Z75.028 


35.800
 

584.666 


4.124.. 

908.940 


3.215.314 

785.600 

3.884 


505,034-
505."034 

]25.523

039 


08.399 

191.627 


.688.196 
97.526 


130.670 


340.1-59 

238.696 


293.0 

-12.4 

- 3.1 
-'4.3 

4.3
 

-25.7
 

-Z0.1
 
-38.7
 
10.6
 

-35.0
 

-23.3
 

-8.7 

- 6.5 
z. 6
 

-16.9 
-6
'315.1
 

5
 

- 8.2 
-12.5
 
- 8.0 

3.0
 

3.8 
- 6.9 

18.0 



TABLE D
 

BA LANZA DE PAGO " 

(En Millones d~e Colones) 

1979 1980 

3.05B.0 -.2,08.7E?-po:taciones de Bienes 
1.025.2 l.z7.Cae 

.Agod6n 	 .211.5 Z07.1 

"6".. " 33.1-Az6 car 

30.8 33.0
Canar6n 


659.0 700.0
NML.C.C.A.; 

164.4 156.3,.
Otros-

Dportacrones de Bienes 	 .Z.553.7 2.390.0 
642.4 790.0
C.C.C.A. 

Resto del Miu4ndo f"911.3 '1.600.0 

4 	504.3 4 38.7Bala-nza Come -l 


350.10303.8 3Servicios (Netos)-

Translexenclas (Netas) - 12.5. • 95.9 

Sa)o en Cuenta Gorriente + 32,9.0 - 235.4 

c2 -- 255.Cuerita Cta-
Captal Oijc;c2 1/ 167.0 206 .2 

Z05.3 228.2Reti7os 
38.3 - 22.0.Anortizciones 

91.3 243.1Capital Bancario 


303.9 309.0Ret;ros 
6 5.9A maT-z-a cione s 12.6 

- 857..5 - 704.4C apit_3 Pzi.-ado 

-ReservasinternaciDna3es Netas 
-	 270.2 - 490.5(\Tari:ci 6 n) 

,Ivel de _Rcservas Imternac~onalCs 
335.7 (174.8))Netas 

1/ 	 !nauye 3BF.
 
'ive] de Recserva- J'etas
 

2 5/h/S 3 



TABLE E
 

EL, SALVADOR: IMPORTAC1ON DE BIENES
 

(Millones de Colones) 

19801.978 1979 

i5c alr Vaoi~c A0c\T3 1 

1ENES DE CONSUO 666.0 12.0 669.8 0.6 760.0 13.5 

-2eTos 509.9 13.2 536.7 5.3 680,0 26.7 
Duaderos 156.1 8.3 133.1 -14.7 80.0 -39.9 

1. 2 3 5 . 5 5"'. 1.3665 10.6 1.349.5 - 1.2
-ENES INTERMEDOS 

' 1,025.5 1.070.5 4.4
 

_-et 6 ) eo) ., ( 192.6) ( .285.8) (48.4) ( 356.6)( 24.8)
 
--ska M amufa ct. 858.3 Z3 19.5 

142.2 1Z0.4., -15.3-opeccario. 159.6 7.5 -10.9 


_-ertilizaxntes) ( 90.7) ( 67.9) (-25.1) ( 63.2) (- 6.9)
 
12.1 180.7. - 5.6 141.1 -21.9-cci6n 191.5 

26.1 56.3 18.1- -30.7 17.5 - 3.3 

"DE 0 517.4 -22.0 280.5 -45._ 
C.PITAL 663.1 


S- a ua[ac. 217.3 18.2 167.4 -23.0 110.2 -34.2 

194.8 -22.1 87.6 '.-55.0=Sn T,3te 250.2 ZZ.5 
-ec.ario 5(,6 - 3.6 43.1 -23.9 19.1 -55.7 

70.9 - 7..2 33.1 -5".3 = &tucci6.n 76.4 -18.3 
-os 62.6 34.0 41.2 34.2 30.5 -26.0 

6.4
Ecrepancia 


- 6.42.571.0 10.7 2.553.7 - 0.7 2.390.0
D T A L E S 


PARTICIPAC]ON FLTIAVA 
(por centajes) 

26.2 32.0.__-nes de Con-,= 25.9 
53.5 56.5_--.-es intar ;-X i o s 48.0 

ees de Capital 26.1 Z0.3 11.5 

7u=: SeLc6n de Eaa-nza de Pagos 

1 * A] ternatiV'a i] 



TABLE F
 

PARTE DE LA DEMANDA DE FINANCIAMIENTO PARA IMPORTACI0NES 
DESTINADAS A LA PRODUCCION EXPORTABLE DEL SECTOR 
INDUSTRIAL QUE NO FUE POSIBLE CUBEIR CON RECURSOS 

DEL BCR NI DEL SISTEMA FINANCIERO NACIONAL 
DURANTE EL ANO 1979 

Millones 

Banco deq 

Salvador efiO 0. 000 

Cuscatln ..; 5. 000 

Internacional . - / 

Mercantil 720 

Bank of America . Z/ 

FOmentO AgropecuariO . 2/ 

Agrrcola Comercial 6..476 

de Comercio ,2. 172 

Financiero 1.800 

Citibank 9. 140 

de Londres y America del Sud Ltdo. 13.600 

de Desarrollo e InversiOn 8.000 

Capitalizador 12. 000 

Credito Popular . i 

Hipotecario . _ 

78.908
 

1/ No proporcionaron la infOrmacidn 

2/ No tuvieron dernanda insatisfecha 

Fuente: Consulta directa con los Bancos del Sistema Financiero 

JMRF /mg d s 
3/IX/80 



TABLE G 

'I-P5RESS PEQU -I. Y ,',PLEOS PERDIDOS W] EL SEC'AR (haiSTRL1L 

(i1JIO 1979-NIOVID.MRE 1980) 

4o. EnmpleosNo. EstablecL entos 
de . y..d. Pcq. TotalGan--d MedPeq. Total 

31 Alim.entos, 
.yTabaco. 

bebidas 
3 1 1 S 431 21 4 456 

32 Textiles, Vestuario 

y Cuero 25 4 3 32 6.159 123 33 6.315 

, 33 Madiera, 1,.iebles 


34 Papel, 1rirenta
 
y Editoriales 1 1 2 4 12-1 2F 28 177
 

35 QuImicos, derivados
 
de Petr6leo; Crrb6n,
 

2 - 1 3 68. - 12 69BCaucho y Plasticos 


36 1Inerales no jactli
530
Cos 


. "
 37 Xetales Basicos 

3 .'Lct-licos, N. quinaric 
48 2,699
5 1Squipo 10 2.651 

39 Otras ].-Kanu-factur:

77 10.875i..57 22042 7 56TOTAL 


FUFth: M}iristerico dc Trnbajo.y revisj6. Social.
 



TABLE H
 

LABOR FORCE DATA FROM HOUSEHOLD SURVEYS, 1978-19B 
(thousands of workers)
 

February-, October-
Septernbdr PMarch January 
1978. 	 1978/79 1980 

1. 	Economically active population 1,425.5 '.,518.9 1,625.6
 

2. 	Total employed 1,372.2 1,441.1 1,504.2
 

3. 	Fully employed 616.0 742.2 676.9
 

h. 	Underemployed 756.2 698.9 827.3
 

a. 	Hours worked 2.A 2.8 2.5
 
b. 	Income 69h.1 646.1 759.5
 
c. 	Combined hours
 

worked/income 15.0 12.5 16.5
 
d. 	Voluntary- 44.7 37.4 48.8 

5. 	 Unemployed . 53.3 '77.8 121.4 

6. 	Open unemployment rate 3.7 5.1 7.5
 

7. 	Total unemployment
equivalent rate 37.1 n.a. 37.9
 

8. 	Partial unemDloymen,
equivalent 	rate
 

-
( 1 	+ 4c* + 5) /(0) h.8 n.a. 8.5 

Source: Proyecto Indicadores de Progreso Social, Propuesta evaluativa 
de las condiciones del empleo en El Salvador, 2nd. draft (Sarn Salvador, 
June sd, 1980). 

Converted to a full-time unemployment-basis. The specific data
 

are as follows:
 

Feb-Sept. 1978 Oct-Mar 1978/79 Jan. 19D 

4a 1.0 	 n.a. 1.0
 

4c 14.0 	 n.a. 15.5
 



TABLE 	 I 

GO"[ERNO CENTRAL 

Gastos Totales 
- Millones de Colones 

1978 1979 19Sol-/ 

I. CASTOS CORRIENTES 782.7 861.7 930.0 

Dc Conshumo 50-1.3 630.7 728.0 

4"11. 2 475.2
Rrmuneraciones 
Otros 	Gastos 153.1 155.5
 

207.5
Transferencins Corrientes 	 195.3 2 .177".0 

Gastos de Eiercicios Anteriorc 23.1 23.5 25.0
 

341.8" 415.0 56Z.6311. 	 G'ASTOS DE CAPITAL 

Inversi6n Directa 4/ 218.8 283.8 437.6 

218.8 273.8 -437.6Real 

Presupuicsto Corriente 119.4 161.9 317.6
 

99.4 111.9 120.0
Prcsupucsto Anterior 

- - 10.0Fin.nciera 


IZ5.0
123.0 131.2
Transferrnci3s de Capital 


Financiamiento 	 " """
 

" 
Varioss 

21.3
33.0 28.8
ILl. AMORTIZACION DEUCA PUBLICA 


Z4.7 17.9 1Z.0
Intrrr.r 
.1 8.3 10.9 9.3Exticrnal 

1.157.6 1.305.5 1.513.9
GASTO 	TOTAL 


I/ Cirra r.ti,,lda.
 
"/ .:o inctuyr C60.0 millnnc3 en bonos eniticins parn cancelar deuda at ISSS.
 

C5.1.3 	millone y el Programa de Generacl6n de Empleo 16.8 milloncs finan-

T,' Incl ye el ProyecJ c:/rqucra Industrial 

ci!3-.!n, 	 con recuroni cxter..os. 

-J/E Fin nc:.nn.icrto a CEL. 

for estinmillion to provide
26/n/81 and adjunt~xl .:ds by A.I.D. in the anout of 9.30 

i0,,if"31 • lvis.-d 	 this as not available.thn Central Liak lMd shoml~O (;.q1-W-lttures carried OverL .L1to 19'1; 

http:cxter..os


ANNEX J
 

Private Sector Support Program I (519-0267) - Performance to Date
 

The Grant Agreement for this Program was signed on December 17,
 
1981. It consists of three parts: 
 a dollar cash transfer, a local
 
currency agricultural credit fund for the Agrarian Reform sector and a
 
local currency short term working capital credit fund for use in the
 
private sector. The major objective of the program was the same as that
 
for the Program under consideration in this paper: to assist the private
 
sector to maintain an adequate level of production and employment by
 
supplying much needed foreign exchange, local currency, and working
 

capital.
 

A. The Dollar Transfer
 

The intent of the dollar cash transfer was to respond immediately
 
to a rapidly deteriorating balance of payments situation through a cash
 
transfer. The transfer of these dollars would then enable the Central
 
Reserve Bank of El Salvador (BCR) to make available foreign exchange for
 
the importation of raw materials and intermediate goods from the United
 

States.
 

Because of the urgency of the country's balance of payments
 
crisis, the BCR decided to use the $20 million as a lever to finance
 
additional imports from the U.S. It opted to enter into a series of
 
agreements with commercial banks in the U.S. under which the BCR used
 
$11.4 million of the cash transfer funds to deposit funds into three
 
accounts, and in so doing, permit the three U. S. banks to open letters
 
of credit totalling $21 million for importing raw materials and intermediate
 
goods into El Salvador. Two of the three agreements are valid until
 
January 1982, while the third will expire in November 1981. The BCR was
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unable to negotiate favorable terms for similar agreements with the
 
remaining $8.6 million of the $20 million cash tranfer. 
These funds
 
were therefore released by the BCR for the direct importation of raw
 
materials and intermediate goods. 
 The BCR has received as of May 1,
 
1981, documentation (invoices, bills of lading, etc.) evidencing the
 
importation of $9 million worth of raw materials and intermediate goods
 
using both the $8.6 million and the $21 million in letters of credit
 
guaranteed by the $11.4 million of the program funds. 
 (See Table J.3
 
for a more complete description.)
 

The BCR established regulations for the use of the three accounts
 
and or lines of credit, and allocated the $21.0 million among ten different
 
Salvadoran banks for distribution to the private sector. 
(See attachments
 
to this annex.) 
 The net effect of the three agreements has been to
 
create reliable sources of dollar funding for the importation of badly

needed goods in the private sector since the lines of credit will be
 
rolling over at the agreed upon levels and since the lines are restricted
 
to the importation of raw materials and intermediate goods.
 

In order to illustrate how these special accounts and lines of
 
credit operate, procedures for the agreement with Manufacturer's Hanover Trust
 
are summarized below:
 

1. The BCR deposits $10 million in 
a special call account with
 
the MHT for a period of nine months (March 1 - November 30). The
 
special account acts as a partial guaranty fund on the part of the BCR
 
to the MHT against the possibility of losses in the event that Salvadoran
 
importers - and the Salvadoran banking system  cannot pay off a letter
 
of credit opened under the arrangement in question.
 

2. Using the $10 million as a guaranty mechanism or in another
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sense a good faith deposit, the MHT notifies the BCR that it (MHT) will
 

confirm or guarantee, the payment of up to $15 million worth of documentary
 
letters of credit or sight drafts issued by Salvadoran banking institutions
 

for the purchase of raw materials and intermediate goods. The net
 

effect is that the leverage by the MHT allows $15 million as opposed to
 

$10 million of goods to flow through the import pipeline to El Salvador
 

at any point in time.
 

3. Upon receipt of the notification from the MHT, the BCR begins
 

accepting requests from Salvadoran banks for the opening of $15 million
 

worth of sight drafts or documentary letters of credit.
 

4. Upon approval of the requests by the BCR, the $15 million in
 
drafts and letters of credit are duly opened with MHT for various lengths
 

of time and then closed, paid off by the Salvadoran banks using funds
 

provided from general foreign exchange holdings of the BCR. This process
 

is repeated several times until such time as the agreement between the
 

BCR and MHT expires.
 

5. In the event that letters of credit are paid late or financing
 

is specifically requested, the Salvadoran bank makes interest payments
 

on the amount financed on a proportional basis of one to two, to the MHT
 

and BCR. This ratio is based on the participation of the MHT and BCR.
 

The ratio is based on the partitipation of the MHT ($5 million) and the
 

BCR ($10 million) in this arrangement. Accordingly the Salvadoran bank
 

makes an interest payment calculated at prime rate plus 1% to MHT on one
 

third of a given borrowing and prime rate plus 1.75% to the BCR on two
 

thirds of the same borrowing.
 

6. At expiration of the MHT-BCR agreement, the $10 million held
 

in the account (which cannot be withdrawn over the life of the agreement)
 

reverts to the BCR, along with interest earned by it during its deposit.
 

It then becomes part of the BCR's general foreign exchange holdings.
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B. Agricultural Credit
 

Shortly after the signature of the Grant Agreement, the BCR
 

established a 050 million ($20 million) account to be used for short
 
term production credit in the Agrarian Reform sector. Given the timing
 
of the initiation of the Program and the fact that it was too late to
 
participate in the 1980-1981 crop year in early January when the demand
 

for agricultural credit is low, the BCR elected to invest in outstanding
 
Agrarian Reform production credit portfolios held by the Agricultural
 
Development Bank and commercial banks until such time as the portfolios
 

turned over and the banking system invested in the new (1981-1982) crop
 
year. (See attached tables) The new crop year has now started and the
 
BCR is planning to reinvest its funds (having rolled over the 1980-1981
 
portfolio) in such a way as to meet additional credit needs during the
 
new crop year. In the cases of both crop years, the BCR allocated funds
 
to the banks listed on the basis of relative lending activity by the
 

banks in 1980.
 

C. Working Capital
 

As part of the Program, the Project Agreement also called for
 
the Government to ensure that at least $20 million equivalent of colones
 

would be made available to help meet working capital credit requirements
 
of the private sector over the ensuing twelve month period. The BCR set
 
up a special account to guarantee that such funds would be available.
 

It allocated these funds among commercial banks based on their relative
 

capital positions within the overall banking system. Each bank could
 

then draw on the account by rediscounting from its own portfolio.
 

To date, full utilization of this rediscount mechanism has not
 

been necessary. Due to the seasonal slack in demand for agricultural
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credit from January through March, the commercial banks have been able
 

to use their own resources to cover working capital loans. Even so,
 

$2.52 million or 16% of the account had been drawn against by the banking
 

system on February 26, 1981. By late March, this amount had been reduced
 

to $.96 million. The account may be utilized at a higher rate as the
 

seasonal demand for agriculture credit rises.
 

To guarantee adequate domestic credit to cover the working
 

capital needed by the private sector, the BCR has agreed to extend the
 

$20 million rediscount mechanism for the life of the new agreement. The
 

basic nature of the fund will remain unchanged. However, the regulations
 

controlling the fund will be amended in order to broaden the number of
 

eligible users and uses and to reduce the direct relationship of this
 

fund with the dollar lines of credit. Specifically, the BCR will remove
 

language which requires all goods financed under the line of credit to
 

have their source and origin in the U.S. The same regulation also
 

stated that eligible participants under the line of credit would be
 

primarily export oriented. This statement will be modified to make it
 

clearer that non-export businesses may also participate.
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TABLE J.
 

DISTRIBUCION DEL DONATIVO DEL G0BIER140 DE LOS ESTADOS UNIDOS POR 

k A I DINWTERNACI0%ALEL DESARROLLOAGENCIA PARAMEDIo DE LA 

28 DE FEBRERO DE 1981 

(EN USSMILLONES) 

'To-ai Linees 
De p;s tD Crdito de Cridito(1) 

.,

Manufacturers Hanover jrUSt 
 15.0
5.u 


Company 
2.0
1.3(3) ,1.0 


Capital Eank 


4.0
0. 4() 3.6 
Sank of ChicagoFirst National 

21.0
9.6
11.4
Sub-total 


Venta de divisas a bancos para
 

importaci 6 n de materias primas
 

para Ia i noustri 
29.6
20.0Total 

a importacio
(1) Todas estas facilidades 

crediiici2s estn limizadas 

y acricola 

para los sectores industrial 
nes de bienes 

-
h.asta e" 30 6L noviembr 6. -

'iortecr6dito es-ar.(2) 'La linea de anuales. 
1981 y podrg ser prorrogada 

por periodos 


de enero de 1982
hasta el 28 

de cr~dito estarc vioenle
(3) La linea 

ad a por perioCe anualce.
y podr ser prorrc9


el 31 de enero de 1582.
vioenLe hastacr-dito esta(1&.Ita 11nea de 

DEL EXkIERIDRDEPART1A,1E NTO 

SAWCN C14PA. D" F S, 

DE EL SALVADDr, 

M.11 .7 r ch. 



TABLE 4.2.
 

DISTRIBUCIO14 DE LI4EAS DE CREDITO [iTRE BAWCOS ISIL SISIEM,A SALVADDREUF0 

31 DE E,,:-0 DE 1981 

(EN USSMILLONES) 

B.NCOS LOCALES A RUST FIRSTCH ICAG0 TOTALUT CAPITAL 

1. Agricola Comerrial 3.0 3.0 

2. Capitalizador 2.0 2.0

3. Comercio 4.0 0.1 4.1 

4. Cr~dito Popular 0.3 0.3
 

5. Cuscatl5n 0.5 0.5 

6. Hipotecario 0.5 0.5 

7. Internacional 0.2 0.2
 
8. 1Mecant " * 

8. Mercantil 2.0 0.3 2.3 

. Salvadoreho i-.0 

10. Desarrollo e Inversi6n 0.1 L.0 4.1 

15. 0 ' . .1 . 

M, F/rch. 



Table J.3
 

Products Imported Using Dollar Cash
 

Transfer Funds
 

(Up to May 1, 1981)
 

Product Classification 	 Value
 

Wood and Related Products $ 90,439.20
 

Raw Materials for Food Products 325,347.95
 

Paper and Related Products 2,934,930.40
 

Chemicals and Related Products 1,994,538.08
 

Textile and Related Products 1,503,478.60
 

Raw MateriLls for the Shoe Industry 1,380,631.48
 

Other 757,350.20
 

Total: 	 $8,986,715.91
 

Note: 	 The imports listed in this table include only completed transactions,
 
i.e., those for which complete documentation has been received by the
 
Banco Central de Reservas (BCR). Letters of credit which have been
 
opened or for which documentation has not yet been passed through the
 
banking system to the BCR are not included.
 

http:8,986,715.91
http:757,350.20
http:1,380,631.48
http:1,503,478.60
http:1,994,538.08
http:2,934,930.40
http:325,347.95
http:90,439.20


TABLE 'J.4 

LINEA DE CREDITO PARA CAPITAL DE TRABAJO DE
 

LA INDUSTRIA MANUFACIURERA 

InstitLucibn
]ns ti tui 6n Sa1doaI o CupD de{ir Ed i to Disponibilidad 

Banco Agricola 82.000.oo 3.000.OO.oo 2.98.000.oo 

Banco Capitalizador 450.000.oo 2,..500. 00D.oo 2.050.000.oo 

Banco de .Comercio 318.36.oo 4.000.000.0c) 3.6B1.864.oo 

Banco de Cr~dito P. 725.004.oo 5.000.ODD.oo 4.274.996.oc 

Banco CuscatIhn . 541.400.oo 5.D.000.o 3.458.600.oc 

Banco Hipotecario -.- 4.000.ODD.oo 4.000.000.c 

Banco Salvadoreho 1.433.875.oo .000.000.0o 3.566.]25.oc 

Banco Financiero 1.132.200.oo 3.500.000.oo 2.367.800.oc 

Banco i nternacional 220;t9. 19 2,500. 000.0o 2.279.I09.8 

Banco Miercantil - 3.500.'DDD.oD 2.500.ODD.D( 

Banco de Desarrollo 267.897.83 3.000.ODD.0 o 2.732.102-! 

SUB-TOTAL C 6.171.403.oo ( 39.00D.ODO.oD C 32.828.597.u( 

Fir,aniera Salvadorehe" 00.00O.oo ?. 000.000.Do 1.900. O00.'D 

SUB-TOTAL C 6.27.1.403.oo C 43.000.000.oo C 34.728.597.o 

1-1RGEN DE LA PRESIDENCIA -.- 9.000.000.00 9.00D.000.0 

T 0 T A L C 6.271.403.oo C50.000.000.o C43.728.597.0 

Febrero 26 de 1981. 

RAJ/irb.



?MJRUST
TABLE J.5 


JOP.yAS PARA LA UTILIZACION DE LA LINEA DE CREDITO CONTRATADA 

COj, .11 ;UFACTIJRF-S TRUST COMPANY DE hTW YORKn 	 HA)0VER 

1. M1OXTO: 

2. DESTIND: 


3. 	INSTITUCIONES
 
INTERMIEDIARIAS: 

4. USUARIOS: 


5. PLAZO DE
 
UTILIZACION: 

6. 	 A-SIGNACION DE 
DIVISAS: 


". 

*para 


7. 	 TASA DE IN'TERES: 

Baste US$15.0 zillones. 

Los recursos provenientes de este financiamien
to se destinar'n a la importaci6n de fuera del 
area centroamericana de materias primas, repues 
tos, herramientas y otros insumos b~sicos para 
la agricultura y a industria, mediante el sis
tema de confirmacion de cartas de cr~dito docu
mentarias de hasta 180 dias, o para financiar 
pagos de cartas de credito a la vista por perlo 
dos de hasta 90 dias a travs del lanufacturers 
Hanover Trust Company de New York (KAATRUST). 

Los bancos del sistema financiero nacional que 
seleccione el Banco Central de" "comun acuerdo 
con el MANTRUST. 

- Todas las personas naturales o jurIdicas que 
dentro del desarrollo natural de sus activida
des productivas (industria]es o agricolas) im
portan los bienes indicados anteriormente. 

Hasta el 30 de* noviembre de 1981. 

Al vencimiento de cada obligaci6n originada por
 
apertura de cartas de cr~dito.,el Departamento

del 	Exterior del BCR proveera oportunamente a 

las 	instituciones interwediarias ]as div;sas 
su correspondienre pago.
 

a) 	 La lnstituci6n Intermediaria pagarg al 

?iA-RUST una tasa de interns de hasta 1Z k
nual sobre el Prime Rate flotanre de dicho 
banco extranjero.
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b) La Instituci6 n Intermediaria pagara al BCR, 
por concepto de aval, el diferencial que 

resulte entre 1-3/4% y la tasa de interns 
anual que l.e cobre el HANTRUST (*) sobre el 
Prime Ratd fluctuante. 

c) La lnstituci6n lntermediaria cobjlra al usua
rio una tasa de inter's de hasta el 2Z sobre 
el costo de lbs recursos incluyendo los de
tallados en los literales anteriores. (**) 

8. CONDICIONES 
ESPECIALES: a) La cuantla y' plazo de los cr-ditos que se 

otorguen a los importadores debera corres
ponder a las necesidades reales que demanda 
el proceso productivo de sus empresas y ex
cluii-3 aquellos gastos no relacionados di
rectamente con la importacion financiada. 

b) Las cartas de cr-dito para importaciones a 
travys'de este financiamiento, deberan ser 
aprobadas previamente por. -el Departamento 
del Exterior de este Banco Central. Para 

estos propositos, las instituciones inter
mediarias presentarln original y copia de 
Is solicitud de carta de credito y el For
mulario 15 aprobado por el Departamento de 
Control de Cambios 

c) Se aprobaran cartas de cr'dito siempre que 

tengan un plazo mtnniMo de 90 dias conforme 
se indica en el numeral 2. 

(*) 	 Resoluci 6fn de Junta Directiva del BCR No. JD-1/81, del 2 de enero 
de 1981. 

(*A) 	 Resoluci 6 n de Junta Monetaria No. JM-1/74, de I 6e febrero de 1974. 

24 de 	 febrero de 1981. 



TABLE J.6
 

NORAS PARA LA UTILIZACION DE LA LINEA DE CREDITO 

DEL CAPITAL BI;K-IAMI 

1. NONTO: 

2. DESTIND: 

3. INSTITUCIONES 
INTERIEDIARIAS: 


4. USUARIOS: 

5. PLAZO D. UTILIZACION: 


6. ASIGNACION DE DIVISAS: 

7. TASAS DE INTERES: 

US$ 2.0 millones
 

Los recursos provenientes e este financiamien
to se destinaryn a la importaci6n, de fueic del
 
Area centroamericaba, de materias primas, re

puestos, herramientas y otros insumos b~sicos
 

para la agricultura y la industria, inediante el
 

sistema'de confirma'ci6n de' cartas de cr~dito do

cumentarias hasta 180 diaE.', o para el financia

miento de pagos efectuados por medio de cartas 
de cr-dito a la vista hasta 180 d'as. 

Los bancos del sistema financiero nacional que
 

seleccione este Banco Central de com-n acuerdo
 

con el Capital Bank.
 

Todas las personas naturales ojurdicas, que 
dentro del desarrollo natural de sus activida

des productivas (industriales o agricolas), im

porten los bienes antes detallados. 

Fiasta el 28 de enero tie 1982.
 

Al vencimiento de cada obligaci-n, originada pot
 

apertura de cartas de cr-dito, el Departamento
 

del Exterior del BCR proveer' oportunanente a
 

las instituciones intermediarias las divisas pa

ra su correspondiente pago.
 

a. La instituci6n intermediaria pagarg al Capital 

Bank, hasta el 11 anual sobre el Prime Rate del 

Capital Bank, vigente al primer dia h5bil de 

cada res. 

b. La instituci6n intermediaria pagarg al BCRpor 

concepto de aval, el diferencial que resulte 

entre 1 3/4% y la tasa de interns que 3e cobre 

el Capital Bank sobre el Prime Rate. (*) 
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c. 	 La instiLucidn intermediaria cobrara al 

de sousuazio tasa de interas hasta el 2% 
bre ej costo de estos recursos. (**) 

8. 	 CONDICIONES ESPECIALES: a. La cuantia y plazo de .los cr'ditos que se 
otorguen a los importadores deberlin corres

ponder a las necesidades reales que demande 
el 	proceso productivo de sus e.-presas y ex

' cluira aquellos gastos que no este'n direc
tamente relacionados con la importacidn fi
nanciada.
 

b. 	Las cartas de tredito para importacidn, a 
trav's de este financiamiento, deber~n ser 
aprobadas previamente por el Departamento 
del Exterior de este Banco Central. Para 
estos prop6sitos, las instituciones inter
mediarias presentarin original y copia de 
la solicitud de credito y el Formulario 15 
aprobado por el Departamento de Control de 
Cambios.,' 

c. 	Se aprobar~n cartas de cr-dito siempre que 
tengan plazos entre 90 y 180 d-as conforme 
se indica en el numeral 2. 

BCR 	 No. ..JD-i /81, de 2 de enero de(*) 	 Resolucidn de Junta Directiva 'del 
1981.
 

1974.(**) Resolucidn de Junta oDetaria No. JM-1/74, de 2 de febrero de 

SMNTF/meve.
 

od1 24 e-. 

f::":2 de 	 febrero de 1981 

B~~
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TABLE J.6.a.
 

INVERSIONES DEL FONDO DE FINANCIAM'NTO PARA EL 
SECTOR AGRARJO RI2FORMADO
 

( En (liles de Colones ) 

Instituci6n 
 Caf6 Algod6n Caria 
 Cereales 
 Varios Totales 
 intereses 


Banco Agricula 
 1.191 
 1.478 
 203 451 -.-
 3.323
Banco Capitalizador 435
582 
 183 
 233 
 -.- I-433

Banco de Conercio 
 146 1.257 
 317 579 -.-
 2.299
Banco de Credito P. 
 196 2.184 
 23 
 186 
 -.- 2.589 
Banco Cuscat1gn 
 151 2.272 121 565 -.-
 3.109

Banco Ilipotecario 
 2.518 
 5.695 
 213 1.105 
 -.- 9.531'Banco Salvadorefao 
 951 
 749 
 235 839 -.-
 2.774
Uiiico Financiero -.
 _ -'-
 -.-
 47 -.- 47
Uaico Internacional 
 204 -.-
 22 13. . -.-
 239
Bct nco MercanLi1 109 -.-
 10 87 
 -.- 206
Uarcco de llesarrollo 
 123 
 484 
 49 
 46 -.. 
 702

I N C A F E 
 9.834 
 -._ . -.-
 ..- 9.834

Banco de Fomento 


. ,13.914 13.91,1 

TOTALES 
 16. 0U5" 14.554 
 1.316 
 ,1.1-51 
 i3.914 
 50. 000
 

For investment made by BCR in commercial bank agriculture portfolio in
late 1980 - 81 crop cycle.
 
Fabe'ero 25 de 1981.
 

RAJ./irb.



TABLE J.6.b.
 

DIVISAS ASIG1ADAS A LOS BANCOS PARA ATENDER SOLICITUDES 
P.ARA IMPORTACION DE MATERIA PRIMA Y OTROS INSUMOS PARA 
LOS SECTORES INDUSTRIAL Y AGRICOLA DEL PAIS ( ) 

CANT IDAD: 
1q81 EN MILES DE USS 

Ene ro 15..976. 000. 00 

Febrero 11.060.000.00 

Marzo (Ha'sta el 16) 8.373.000'.00 

35.409.000.00
 

(;) Comprende Gnicamente divises cuando el importador directo
 
es la propia empresa industrial o agr~cola. 

DEPARTAMENTO DEL EXTERIOR 

BANCO CENTRAL Dr RESERVA 
DE EL SALVADOR
 

MNF/rch. 

http:35.409.000.00
http:8.373.000'.00
http:11.060.000.00

