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I. Summary and Recommendations

A. Recommendation

USAID/E1 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 El1 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 tv 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, whére this mechanism
was recentlv 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 machinery 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 safeguar@s 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?



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 agricultural
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 1ife 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, according to the aqgreements, may only
be used ﬁo'import raw materials and intermediate goods for the Private
sector, and everyvy 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 1s expected that they would be
used predominantly for U.S. export. At a minimum, the GOES will bo
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 eveﬁt 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. Thus,there
should be strong demand for these funds by ihe private sector. It is
also important to keep in perspective the magnitude of the proposed A.I1.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



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 1U.S. bank lines of
credit for imports of raw materials and intermediste goods.

2. To maximize the import financing made available under such
guarantee arrangements, the GOES shall seek to maintain tﬁe 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.



4, That the GOES will in addition, within one month, deposit
currency of the Republic of El1 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.



II. Economic Situation

A, Summarz

After a ﬁrolonged ﬁeriod of economic growth and monetary
stability the economy of El Salvador declined sharply in 1979, entering
a period of increasingly negative growth due to bolitical and social
1nstab111ty. The projection for 1981 is for continuing economic deterlora-
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 sianificant
balance of payments deficit. Unless this gap is narrowed
by an inflow of external resources in the form of foreign currency
capital transfers, there is likely to Qe 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 production
levels and increase unemﬁloyment, 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
gra;e economic and political difficulties. Up to 1978 El1 Salvador had
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.



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 Resnurces

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 ia 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
unfinanced gap as $15.5 million to $41.5 million - .eater than the
April projections. Considering the magnitude of the gross value in
the bclance 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 Projecéionsl/
Projection I IT
Total Exports 785.6 786, 2 832.2
182.0 180.2 8324
Coffee 343.0 360.0 360.0
Cotton 60.0 66.6 66.6
Sugar 25.8 18.9 20.9
Shrimp i6.8 16.8 16.8
To CACM 280.0 264.0 300.0
Other 60.0 . 60.0 68.0
Imports (CIF) 965.0 960.0 1000.0
Net Services : -150.0 -150.0 -150.0
Net Transfers 54.0 16.0 16.0
Current Acct. Balance -275.4 -307.8 -301.8
Net Capital Account 131.9 161.6 161.6
Official 159.4 195.6 195.
Banking Capital 67.9 46 .0 46.0
Private Capital ~95.4 -80.0 -80.0
Overall Balance of Payments -143.5 -146.2 -140.2
Financing of Deficit
IMF 2/ 80.0 41.1 61.1
U.S. bilateral= 63.5 63.5 63.5
reprogramming
Remaining Unfinanced Gap 0 -41.5 -15.5

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 assgsumes better export performance and

$20.0 million more in IMF financing.

Includes this $24.9 mill.on ESF program, $7.1 million in Develop-
ment Assistance Funds, ¢10.0 million in Housing Irvestment
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 ﬁroduction and living standards, and exports are highly dependent
upon externally set bricea and the government'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 bossible 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 immedistely to check the spread of the disease, Although the government
continue’ to 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 E1 Salvador. Thus, the outlook is grim. El
Salvador's fcreign 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., Fiscal Situatiom

El Salvador hes 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 & minimum. This situation changed dramatically ir 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 comsolidated punlic sector deficit of
some $350 million. It is not yet clear to what extent external assistance
will be used to helﬁ finance this deficit. To the extent the Government
must further'exband domestic borrowing, there will be continued infiatio-
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 .
influenced hy twn bhasic factnrs: the noed to control canital flight 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 $102 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 compdnies.

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 bersohs, or 167 to 17% of the labor force. This

figure includes the oﬁenly uriemployed 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 GDé declines by 5%, there will be a loss of approximately
45,000 jobs, regulting 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 embloyment. According'to the latest statistics
from the Salvadoran Social Security Institute the number of reported
employers droﬁbed 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 barticularly bronounced 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 257 of this total are small or medium size
companies, it is brobable 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 oﬁerations. 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 tctal value of such exﬁorts 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 companice in this industry
which were in oéeration 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 507% of the labor force may be considered as being either un- or
under-employed. With a pobulation 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
pPressure to the already unstable political and social 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

elsewhgre.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 sectHyr, the manufacturing sub-
sector produces about 257 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 lahor force
disposable income diminishes from decreased industrial production

caused by the threat of violence and sabotage;

- A decline in exﬁort sales caused by a reluctance on the part
of foreign customers to abgorb 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



- 17 -

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 Bervices required by the

industrial sector.
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IIX. 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 themselves Felt in the political arena

and could very well contribute to the downfall of the present government.

The Mission bointed 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
supbort themselves and their families. The pPrivate 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 ﬁroduce roughly 257 of the total GDP, At present,
nearly 307 of those ﬁeoﬁle are out of work, many because of strikes or
violence, but the majority bhecause 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 coptinue 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 ﬁoint, representatives of the Asociacidn Salvadoreiia
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 escentially cash basis, with most U.S. Commercial banks

‘accepting only letters of credit opened bv the BCR.

The CDSS makes a second, equally important point: E1 Salvador
must export (manufactured goods and 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 documant. Two of the most crucial factors are
financial -- both the lack of sufficient foreign exchange and the lack
of sufficient and abbroﬁriate 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 ﬁrivate 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 personmel, 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 of 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 pPrivate sector entities are avare 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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first 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 Fl Salvador and the rest of Central America have caused most foreign

banks 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 is 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
aaabunt: in a U.S. bank, the BCR will establish a colon account in the amount
of £52.25 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 pPurchase of some locally available equipment.

The balance of the local currency equivalent of Program
funds, ¢10 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:



- 23 -

Illustrative Uses Million Colones

l. 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.

¢10.0

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

réquest the LAC Bureau Assistant Administrator's concurrent approval.
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Reqgulations 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, typr.s of costs
to be financed, how the fund is to be used and who will administer it
and how.

C. Reporting Requirements

The Central Bank .L provide AID with quarterly reports
on the use of all lines of credit created as a result of the deposi.t
of dollar funds transferred by AID to the BCR through this program.
These reports will be required for the life of the 3ar7reement initially
signed by the BCR and U.S. bank. 1In 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. Alsa, 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 bProgram due to the leveraging nature of the
arrangement. To account for at lsast $24.9 millinn 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.
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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 4change
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 pProgram, have been tightened by imposing stricter
documentation requirements. Importers must apply for foreign exchange
ir advance and register the type of good, quantity and price. Payment
of foreign exchangeis made only against transport documents and bills
of lading that pProve goods to be imported are on board a ship bound for
Fl Salvador. Documents can then be checked against cargo lists of gocds

off-loaded to customs warehouses.

With a negative net reserve position, the major constraint on
Fl 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.



- 28 -

c, DBeneficiaries

While the primary beneficiaries of thig 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 eéconomy remains stagnant there
will be no new job creation (no net gain in full time employment), .
However, for each 1% droﬁ in real GDP avoided approximately 10,000 jobs
will remain in the economy, affecting 50,000 family members. No precige
evaluation of the emﬁloyment effects can be determined for this pProject,
but an increased availability of external funding will have a positive
impact on employment. Consumers stand to benefit from increasged industrial
production, while éroducers 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
outéut made possible by the brogram 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 eupﬁort. this Program can therefore help to alleviate
a8 serious macroeconomic problem, as well as help to direct additional
resources to the ﬁriyate Sector and thereby help it generate much needed
jobs for the economy,
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3A(1) - COUNTRY CHECKLIST

The criteria 1isted dn.Part A are applicable generally to FAA funds, and should be used

{rrespective of the program's funding source.

in Part B a distinction {s made between the

criterfa 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 4t 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-
cessed, in whole or in part, in such
country, or transported through such

" country, from being sold i1legally

within the jurisdiction of such country
to U.S. Government personnel or their
dependents, or from entering the U.S.
unlawfully?

FAA Sec. 620(b). 1f assistance is to a
government, has the Secretary of State
determined that it is not controlled by
the international Communist movement?

FAA Sec. 620(c). If assistance is to a
government, is the government 1iable as
debtor or unconditional guarantor on any
debt to a U.S. citizen for goods or
services furnished or ordered where (a)
such citizen has exhausted a.ailable
legal remedies and (b) debt is not
denfed or contested by such government?

FAA Sec. 620(e)(1). If assistance is

to a government, has it (including
government agencies or subdivisions)
taken any action which has the effect

df nationalizing, expropriating, or
otherwise seizing ownership or control

of property of U.S. citizens or entities
beneficially owned by them without taking.
steps to discharge f{ts obligations

toward such citizens or entities?

FAA Sec. 620(f); App. Sec. 108. Is
recipient country a Communist country?
Will assistance be provided to the
Democratic Republic of Vietnam (North
Vietnam), South Vietnam, Cambodia, or
Laos?

No.

Yes.

(a) No.:

{b) No.

No.

No.
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6. FAA Sec. 620(1). 1Is recipient country in

7.

any way invoived in (a} subversion of, or
military aggression-against, the Unfted
States or any country recefving U.S.
assistance, or (b) the planning of such
subversion or aggression? .

FAA Sec. 62011?. Has the country per-
mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mob action, of U.S.

property? 2

FAA Sec. 620{1). 1If the 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? . :

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

international waters,

10.

.

a. has any deduction required by
Fishermen's Protective Act been made?

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

FAA Sec. 620(q); App. Sec. 504. .(a) Is
the recipient country in default on
interest or principal of any AID loan to
that country? (b) ls country more than
one year in default 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 dgjault?

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).)

No.

No}

El Salvador has'instituted the Invest-

ment Guaranty program.

N/A

No.

Approximately 9% of the 1978 Central
Government budget was for defense and
public security expenditures. With
respect to defense, the percentage drops
to 6X. The GOES has not made significant
foreign exchange expenditures for defense:




A.

12,

13.

14,

15.

16.

17.

YAA Sec. 620(t). Has the country
severed diplomatic relaticns

with the United States? 1If so,
have they been resumed and have
new bilateral assistance agreements
been negotiated and entered into
since such resumption?

FAA Sec. 620(u). What is the pay-
pent status of the country's U.N.
obligatione? If the country is in
arresrs, vere such arrearges taken
into account by the AID Adminig-
trator in determining the current
AID Operational Year Budget?

FAA Sec. 620A. Has the country
granted sanctuary from prosecution
to any iddividual or group which
has committed an act of interna-
tional terrorism? ‘

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 regular access to
U.S. correspondents to such base?

FAA Sec. 666. Does the country oqud?;

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
FAA?

FAA Sec. 669. Has the country
delivered or received nuclear
reprocessing or enrichment equip-
ment, materials or technology,
without specified arrangements

on safeguards, etc.?

No.

To the ‘best of our knowledge,
the GOES is not in arrears.

No.

N/A

No.
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19.

FAA Sec. 670. Has the country
delivered or received nuclear
reprocessing, equipment, material
or technology? Is the country not
a "nuclear-weapon state" as defined

4in Article IX(3) of the Nuclear

Non-Proliferation Treaty and on
which detonates a nuclear explosive
device? -

FAA Sec. 901. Has the country denied
its citizens the right or opportunity
to emigrate? '

B. FUNDING CRITERIA'FOR'COUNTRY

1.

2.

Economic 'Suppoért ‘Fund ‘' Country -

Criteria -

a. FAA 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? If
so, is program in accordance

with policy of this Sectioun?

b, ‘FAA Sec. 531 Is the Assistance to

be furnished to & friendly country, organiza-
tion, or body eligible to receive
assistance?

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?

Development Assistance Country Criteria

a. PFAA See. 102(¢), '(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-farm labor
intensive agriculture, (2)
reduced infant wortakity, (3)
populadistribution, and (5)
unemployment.

No.

No.

Ro.

yes

N/A

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 organizatioms,

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 criteris Yisted in Part A are applicable gener2lly to FAA funds, and shr:id be used

{rrespective of the program's funding source.

In Part B 2 distinction 1s made between the

criterfa applicable to Security Supporting Assistance and the. criter{ia applicable to Development
Assistance. Selection of the appropriate criteris wil) dépend on the funding source for the program.

CROSS-REFERENCES:
REVIEWED?

A. GENERAL CRITERJA FOR NONPROJECT ASSISTANCE.
1. App. Unnumbered; FAﬁjsec 653(b1

(a) Describe how Conmittees on Appropria-
tions of Senate and House have been or
will be notified concerning the nonproject
assistance;

(b) is assistance within (Operational
Year Budget) country or international
organization allocation reported to the
Congress (or not more than $1 million
over that figure plus 10%)7

2. FAA Sec. 611(a)(2). If further legis-
Yative action is required within recipient
country, what is basis for reasonable
expectation that such action will be
completed in time to permit orderly
accomplishment of purpose of the
assistance?

3. FAA Sec. 209, 619. 1s assistance more
efficiently and effectively given through
regional or mitilateral organizations?
1f so why is assistance not so given?
Information and conclusion whether assist-
ance will encourage regional development
programs. ‘1f assistance is for newly
independent country, is it furnished
thrqugh multilateral organizations or in
accordance with multilateral plans to
the maximum extent appropriate?

4. FAA Sec. 601(a); (and Sec. 201(f) for
development loans). Information and
conclusjons whether assistance will
encourage efforts of the country'te:
(a) increase the flow of international
trade; (b) foster private initiative
and competition; (c) encourage develop-
ment and use of cooperatives, credit
unions, and savings and loan associations;
(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture,and commerce; and
(f) strengthen free labor unions.

1S COUNTRY CHECKLIST UP.TO DATE? IDENTIFY,

HAS STANDARD ITEM CHECKLIST BEEN

An advice of Program Change notifying
the Congress of the use of $24.9 million
of Economic Support Funds was sent

to Congress.

ﬁo, ESF funds are being used here to meet
urgent, unforeseen need which was not tak
into account in the preparation of the
Congressional Presentation for the year i
question.

-

None is required.

No, it .is more efficiently and effective:
given through bilateral crannels.

The assistance will provide an infusion
credit resources. to the GOES which will
allow it to finance a portion of the int
national and domestic trade activities i
the Salvadoran private sector, and in so
doing, support private and competitinn
throughout the country.




A.

5.  FAA Sec. 601(b). Information and
conclusion on how aspistance 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. 636(h).De~
cribe 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 cost of contractual and
other services,

7, FAA Sec., 612(d). Does the United
States own excess foreign currency
and, if so0, what arrangements have
been made for its release?

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1. Nonproject Criteria for Economic
Support Fund

8. FAA Sec. 531, How will this
assistance support promote economic
or political stability?

2. Nonproject Criteria for Development

Assistance ’
Assistance
’

8. FAA Sec, 102(c); Sec. 111; Sec.
28la. Extent to which activity will
(1) effectively involve the poor in
development, by extending access to
economy at local level, 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 tern 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 materiais 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. 1s assistance being made avail-

able: (include only applicable

paragraph -- e.gs, &, b, etc, -= which

corresponds to sources of funds used, N/A
1f more than one fund source is used

for assistance, include relevént

paragraph for each fund souce,)
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(1) [103] for agriculture, rural develop- -
ment or nutrition; 1f so, extent to
which activity is specifically designed
to increase productivity and $ncome of
rural poor; F103A] if for agricultural N/
research, §s full account taken of A
needs of small farmers;

(2) [104] for population planning or -
" health; 4f so, extent to which activity .NUA

ex‘ends low-cost, integrated delivery
systems to provide health and family
planning services, especially to rural
areas and poor; extent to which assist-
ance gjves attention to interreletion-
ship between (A) population growth and
(B) development and overall improvement
in Yiving standards in developing
countries. Is activity designed to
build motivation for small famflies in
programs such s education in and out
of school, maternal and child health
services, agriculture production,
rura) development, and assistance to
urban poor?

(3) [105] for education, public administra-
tion, or human resources development;
1f so, extent to which activity N/A
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 probiems; 1f so, extent N/A
activity is:

(a) to help alleviate energy problem; N/A

(b) reconstruction after natural or N/A
manmade disaster;

(c) for special development probiem,

and to enable proper utilization of N/A
earlier U.S. infrastructure, etc.,

assistance;’

(d) for programs of urban development, N/A

especially small labor-intensive
enterprises, marketing systems, and
financial or other institutions to
help urban poor participate in
aconomdc and social development.

(5) [107] by grants for coordinated pri- N/A
vate effort to develop and disseminate
intermediate technologies appropriate
for develcping countries.
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c. FAA Sec. 207; Sec. 113, Extent to
which assistance refiects appropriate
emphasis on: (1) encouraging development
of democratic, economic, ,ol4tical, and
social institutions; (2) self-help in
meeting the country's food needs; (3)
improving availability of trained
worker-power {n 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 Vo)untary -

Agencies; transportation and ¢ommunication;.

planning and public adm$nistration; urban
development, and modernfzation of existing
lews; or (6) integrating women into the
recipient country's’ natfonal economy.

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

e. FAA Sec. 201(b)(2)-(4) and -(8);

Sec. 201(e); Sec. ZHEaI 1)-(3) and -(8).
Does the activity give reasonable pro.ise
of contributing to the development i
economic resources, or to the increase of
productive capacities and self-sustaining
economic growti; or of educational or
other institutions directed toward social
progress? Is it related to and consistent
with other development activities, and
will 1t contribute to realizable long-

range objectives?

f. FAA Sec. 201(b)(6); Sec. 211{a)(5),
{6). 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. commodities and as~istance
are furnished in a manner consist.. * with
improving or safeguarding the U.S.
balance-of-payments position.

Nonproject Criteria for Development
Assistance (Loans only)

&. FAA Sec. 2m{b)(1). Information and
conclusion on availability of financing

fiom other free-world sources, including
private sources within the United States,

N/A

N/A

N/A

N/A

N/A

N/A
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34(2)-5

B3

sé

- b, FAA Sec. 201{b)(2): 201 (d).

Information and conclusion on (1) caepac-
{ty of -the country to repay the loan,
including ressonableness of repayment
prospects, and (2) reasonableness and
1e?a11ty (under Yaws of country and,
United States) of lending and relending
‘terms of the loan.

c. FAA Sec. 201(e). 1If loan is not made

“pursuant to a mulitilateral plan, and the

eamount 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 Sez. 202(s). Total amount of
money under loan which is going directly
to private enterprise, is going to
intermedfate credit institutions or other
borrowers for use by privste enterprise,
is being used to finance imports from
private sources, or is otherwise being
used to Tinance procurements from private
sources? '

Additional Criteria for Alliance for
Progress

[Note: Alliance for Progress assistance
should add the following two items to 2
nonproject checklist.)

a. FAA Sec. 251(b)(1)-(B). Does
assistance take into acrount principles
of the Act of Bogota and Charter of Punta
del Este; and to what extent will the
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
effort made by recipient nation to repa-
triate capital invested in other countries
by their own citizens? 1s loan consistent
with the finoings and recommendations of
the Inter-American Committee for the
Alliance for Progress (now "CEPCIES,* the
Permanent Executive Committee of the DAS)
in its annual review of national
development activities?

N/A

N/A

N/A

N/A

N/A

N/A
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Listed below are statutcry {tems w
an assistance sgreement dealing with its implementation,

(as where certain users -of funds are permitted, but o

3A(3) - STANDARD ITEi CHECKLIST

hich normally will be ¢

overed routinely in those provisions of
or covered in the ayreement by exclusion

ther uses not).

These items are n'-ranged under the general headings of (A) Procurement and (B) Other Restrictions.

A. PROCUREMENT

]l

3.

FAA Sec. 602. Are there arrangements to
permit U.S. small business to participate
equitably in the furnishing of goods and
services financed? : ‘

FAA Sec. 604(a). Wi11 all comodity

procurement financed be from the United

States except as otherwise determined by

't‘:ue‘,President or under delegation from
m

FAA Sec. 604(b). Will all commodities in
Bulk be purchased at prices no higher than
the market price prevailing in the United
States at time of purchase?

FAA Sec. 604(c). Will all agricultural
rommodities available for disposition
under the Agricultural Trade Development
& Assistance Act of 1954, as amended,

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. 604(d). If the cooperating
country discriminates against U.S.
marine insurance companies, wil) agree-
ment require that marine jnsurance be
placed in the United States on
commodities financed?

FAA Sec. 604(e). 1f offshore procure-
ment of agricultural commodity or product
48 to be financed, is there provision
against such procurement when the
domestic price of such commodity is less
than parity?

FAA Sec. 604(f). Are there arrangements
whereby 2 supplier will not receive
payment under the cormodity import
program unless he/she has certified to
such information as the Agency by
regulation has prescribed?

Standard A.1.D. Procedures will be
used to the extent applicable.

To the extent feasible, yes.

To the extent feasible, yes.

N/A

N/A

N/A

N/A
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8.

10.

FAA Sec. 608(a). Wi1l U.S. Government
excess personal -property be util{zed
wherever practicable in 1{eu of the
procurement of new {tems?

MMA 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 commercial N
vessels to the extent that such vessels
are avai]abTe at fair and reasonable
rates.

International Afr Transport. Fair
Competitive Practices Act, 1974

If air transportation of persons or
property {s ‘financed on grant basis, will
provision be made that U.S.-flag carriers
will be utilized to the extent such
service 1s 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?

FAA Sec. 636{(1). 1Is financing prohibited

frrm use, without waiver, for purchase,
long-term lease, exchange,or guaranty of
sale of motor vehic)e manufactured
outside the United States?

W11l arrangement preclude use of
financing:

a.s» 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 sterflizations?

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

c. FM Sec. 660. to finance police
training or other law enforcement
assistance, except for narcotics programs?

d. FAA Sec. 662. for CIA activities?

"N/A

N/A

Yes, to the extent feasible.

Yes.

Yes.,

Yes.

Yes.

Yes.

Yes.
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MINISTERIO DE PLANIFICACION

Y COORDINACION DEL DESARROLLO APR 29 198
ECONOMICO ¥ SOCIAL A
DECS/0SP/ ~ N noﬁ\_ M - "8an Sakvadon, 27 de abnif de 1981
QA e
1g?é%tlJij;fﬁdiixlﬁﬁéguNTOr Solicitando préstamo de US
VRS €T $24.9 millones, apoyo Secton Indus-

-...'-' .\\ ,7 z 7-: tuiak.

-

i

Seiion .
Peter W, Askin
Dinecton

Agencia para el Desarrnollo UVFOR-MEEJN COPn

Internacional (AID)
Presente —_—

Estimado seiion Askin:

Tengo el agrado de solicitar a usted, un préstamo de US$24.9 millo

nes para apoyo al Secton Tndusirial de nuestro patls. Contra estod

US$24.9 millones, que se depositandn en bancos comerciales de Lo
Estados Unidos, el Banco Central de Reserva emitind cartas de chfe-

géto para La importacién de materia prima para La industria salva-
ohena.

Después de La operacibn del depdsito de délares. el Banco Central
de Reserva, desembolsard £62.5 millones que se wtilizardn de fa
manena sLguiente:

- £52,25 millones ak Banco Central de Reserva para establecer una
Linea de nedescuento para ginanciamiento., Esta Linea serfa utild
zada para oforgar préstamos para capital estructurnal a mediano —
plazo (hasta 4 afios) al sector privado, con preferencia al sub-
sectorn industrial y artesanal,

~ £10.00 millones para aporte de fortalecimiento institucional al
secton pablico y privado. Estos apontes se handn en comin acuerdo
con La Misibn de A.1.D. para actividades que promueven el desawro-
Lo social y econbmico del pats,

Toda negubacién del fondo para f§inanciamiento .industrial, Lneluyendo
fa Linea de redescuento def Banco Central de Reserva, antes de emitin
de send sujeta a La opinibn de AID, También para efectos de este pro
yecto, fa clasificacibn de pequeiia y mediana {ndustria estard contend
da en La neferida negulacibn, de acuerdo a criterios establecidos por
el Gobierno.


http:e~e.'t.da
http:come'Lc-fa.ez
http:Agenc.La

MINISTERIO DE PLANIFICACION LTy
Y COORDINACION DEL DESARROLLO : )
ECONOMICO Y SOCIAL

DECS/DSP/094

| Yy
e
i

En £a‘4egwu‘dad de que nuestra soLicitud pueda sen considerada Y
atendida favorablemente, aprovecho fa oportunidad para expresarfe
£a§ muestnas de mi consideracidn Y estima, -




TABLE C
EL SALVADOR: OFERTA Y DEMANDA GLOBALES

(Precios constantes de 19¢2-Miles de Colones)

1979 1980
" Valor N\ Valor N %
—andz Globzl 4.706.823 - 2.8 s 124.254 -12.4
Consumo 3.146.317 - 1.0 3.048.760 - 3.1
Privado 2.697.655 - 8.6 2.580.960 -4 .3
Pablico 448, 662 4.1 £67.800 4.3
~pversién Intcrna Bruta 1 661.006 -14.7 490.828  -25.7
FTormacion 62 capiral . .
{ijo ’ 659.108 - 9.4 526. 628 -20.1
Privado 410.430 -12.6 251,600 -38.7
Piblico 248.678 1.0 275.028 10.6
Variacibn ée Ipventa -
rios 1.898 - 35.800
Tymporiaciones e Bisnes
v Servicies goo_ 500 _31.3 584,666  -35.0
ez Globa) 4.706.823 -2.8 £.12£.254  212.4
importaciones ae tie-
pos y SErvicios’ 1.185, 600 - 6.3 908.940 = -23.3
Profucto Interno Sruto 3.521.223 - 1.6 3.215.31¢4 - 8.7
Agropecuario ' ° 840.272 1.5 785.600 - 6.5
.Mineria y Canteras 3.785 3.1 3.884 2.6
Industria NMznpuiacha- . =2 .
rera 607.910 . - 5.0 - 505,034  -16.3
Construccién 147.849 -10.5 125.523 15,1
Tleciricidady 2gua y
serv. Semiierios 103.732 7.5 106.399 4,5
Transporte, Almeace-
naje y Comunic. 208.769 - 6.5 191. 627 - 8.2
Comercio 286.224 - 3.6 £488.196  -12.5
Tinanciero 106.064 2.1 G7.526 - 8.0
P:ro;)ies'aé de vivien-
dzs 126.875 3.5 130.670 3.0
L2465, Piblice 327.728 5.4 340.159 3.8
Servicios personzles 262.015 - 3.2 238.696 - £.9
—.dice de Precios implicDs 24B.3 15.0 203.0 18.0




TABLE D

BALANZA DE PAGOS

(En Millpnes de Colones)

1980
Esportaciones ds Bienes 3,052.0  2:408.7
Caié 1,625.2 1.279.2
Algoddn :211,5 207.1
Azlhcar 67,1 - 33.1
Camearén 30.8 33.0
M.C.C.A, 659.0 7C00.0
tros - 164.4 156,32,
Importzciones ce Bienes .2.553.7 2.390.0
M.C.C.A. © .. 042.4 790.0
Resto dedl Mundo 1.911.3 1.,600.0
Bzlanzz Comexrcial + '504.3 4 18.7
Servicios (Netos) - 303,86 - 350.90
Tsrznsferancias (Ivetas) + 12,5, '+ 65,9
S2ldp en Crvernta Corriente 4+ 32,0 ~ 235.%4
Cueniza Cepite -~ EOC 2 -  255.)
Capma.0nc~a.1/ 167.0 206.2
Retiros . ' 205.5 22E.2
Amoriizaciones 38,3 - 22,0
Capital Bancario 01.3 243.1
Retiros - 103.9 3058.0
Amertizaciones 12,0 . 65.9
Czpital Privado - B37.5 - T0£.4
Reservas inlcrnzcionales Neteas
(Vzriacién) - 270.2 - 490.5
Jiivel Ge Rcservas Iniernacionzles
Netas 315.7 {174.8)

1/ lnduye BXA
Nivel ¢ Reservas INetas

25/11/81



TABLE E

EL SALVADOR: DMPORTACION DE BIENES
(Millones de Colones)

1578 1979 - 1980

Valor A% Valor A % Valor A %
- NES DE COwsUMO . 666:0 120 669.8 ‘0.6 _ 760.0 _13.5
-zderos . 509.9  13.2 536.7 5.3,  680.0 26.7-
Duraderos - 156.1 8.3 133.1 -14.7 - 80.0 -39.9
- TNES INTERMEDJO0S1.235.5 . 552 1.366.5 10.6 1,349.5 - 1.2

- i . TN A
=stria Manufact. 858.3 2.3 1.025.5 19.5 1.070.5 4.4
Setrbleo) L 192, 6) " ( '285.8) ( 48.4) ( 356.6)( 24.8)
—opecrario, C 159.6 7.5 142.2 -10.9 120.4+, -15.3
~e:rt~.hzc:ntes) ( 90.7) ( 67.9) (-25.1) | 63.2) (- 6.9)
—g4truceidn 121.5 12.1 180.7, - _5.6 141,11 -21.9
-Ds 26.1 56.3 18,1 "-30.7 " 17.5 . 3.3
ize pE chpraL _ 663.1° 13.0 _517.4 -22.0 _ 280.5 _a5.4
wmeirie Meouiact 217.3 18.2 167.4 -23.0 110.2 -34.2
zneporie 250.2 22.5 194.8 -22.1 - 87.6 =-55.0
—DDECUETIO 5.6 - 3.6 £43.1 -23.9 19.1 -55.7
—ciuccifn 76.4 -18.3 70.9 - 7.2 32.1 -%Z.3
DS 62.6 34.0 41.2 34.2 30.5 -26.0
screpancia 6.4
>D>TARLES 2.571.0 10.7 2.553.7 - 0.7 2.390.0 - 6.4
PARTICIPACION RELATIVA
(Porcentz)es)

_=n2s Ge Consumo 25.9 26.2 32.0..
—2=nes Interm=lios 48.0 53.5 5€.5
- enes Ge Capital 26.1 20.3 11.5

FUENTE: Seccibn de Bzlanza Ge Fagos
£s

e
-
(&

1 * nliemativa 11



TABLE F

FPARTE DE LA DEMANDA DE FINANCIAMIENTO PARA IMPORTACIONES

DESTINADAS A LA PRODUCCION EXPORTABLE DEL SECTOR

INDUSTRIAL QUE NO FUE POSIBLE CUBRIR CON RECURSOS

DEL BCR NI DEL SISTEMA FINANCIERO NACIONAL

DURANTE EL ANO 1979

Millones
Banco de @
'Salvadoreifio 20.000
Cuscatlé.n,‘; 5.000
Internacional —-
Mercantil 720
Bank of America -.-
Fomento Agropecuario -—-
Agricola Cofnercial 6.476
de Comercio (2.172
Financiero 1.800
Citibank 9.140
de Londres y América del Sud Ltdo. 13.600
cie Desarrollo e Inversion 8.000
Capitalizador 12.000
Crédito POp\lllar -
Hipotecario -
78.908

1/ No proporcionaron la informaciSn
_2_/ No tuvieron demanda insatisfecha

Fuente: Consulta directz con 1os Banc0Os del Sistema Financiero

JMRF /mgds
3/1X /80



TABLE G

EHPRESAS PEQU'E“.AS Y EMPLEOS PLRCIDOS B TL SECIGR [FIDUSTRIAL
(JUNIO 1979-NOVIE-IRE 1580)

No. Estabtlecimientos “' Jo. Empleos
G:.én'}'ied,Peq. Total (e .. Med. Peq. Total

31 Alimentos, tebidas

.y Tabaco. 31 1 S 431 21 4  45¢
3z Textiles, Vestuaric . .

y Cuero . 25 4 3 32 6.159 123 33 6.315
33 Madera, Mucbles | - - - - - - - -
34 Papel, Irprenta .

v Editoriales 1 1 2 4 129 2¢ 28 177
35 Quimicos, derivados

de Petrdleo, Cirbbn

Caucho y Plasticos 2 - 1 3 68¢ - 12 698
36 }Minerales no nmct@li- |

cos Z - 2 st - == 530
37 Metales b&sicos - - - .- - - - -
38 hictdlicos, lMaquinaris :

y EQuipo ' ¢ 1 - 10 Z.651 48 - 2,699

i.A

39 Otras lznuiacturas - - - - - - - u

TOTAL 4 1 I .t k222 17 10.812

[{F2
(RS ]
(BN }
T~
1]
i
—-—
o]
- tn
~J
o
He
"9
e

FUENTE: Ministerio de Trabejo-y Irevisién Social.



TABLE H

LABOR FORCE DATA FROM HOUSEHOLD SURVEYS, 1978-1980
(thousands of workers)

February~'. - - October-
September - March - January
1978 -~ 1978/79 1980
1. Economically active population 1,425.5 1,518.9 1,625.6
2. Total employed 1,372.2 1,800 1,504.2
3. Fully employed . 616.0 742.2 676.9
y, Underemploy.ed 756.2 698.9 827.3
a. Hours worked 2.4 2.8 2.5
b. Income 694. 1 646.1 759.5
c. Combined hours '
worked/income 15.0 12.5 16.5
d. Voluntary" Ly.7 37.4 48.8
5. VUnemployed . 53.3 < '77.8 121.4
6. Open unemployment rate 3.7 | 5. 7.5
7. Total unemploym=nt-
equivalent rate 37.1 n.a. 37.9
8. Partial unemployment-
equivalent rate
(ba* + Le* + 5) /(1) 4.8 n.a. 8.5

de las condiciones del empleo en EIl Salvador, 2nd. drafi (San Saivador,

June 30, 1980).

Source: Proyecto lIndicadores de Prooreso Social, Propuesta evaluativa

* Converted to a full-time unemployment-basis. The specific data
are as follows:

Feb-Sept. 1978 Oci-Far 1978/72 Jan. 125D
45 1.0 n.a. 1.0

Lc 5.0 n.a. 15.5
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TABLE |

GOBRIERNO CENTRAL

Gastos Totales
- Millones de Colones -

. \
; 1978 1979 © 1980V

1. GASTOS CORRIENTES 78?..7"2'/ B861.7 930.0
De_Consumo _564.3 ' _ 630.7  __1728.0

Remuneraciones 411.2 475.2 ‘

Otros Gastos 153.1 155.5
Translcrencias Corrientes : 195.3 ' 207.5 177.0
-Gastos de Ejercicios Anteriores 23.1 23.5 .'25.0

I. GASTOS DE CAPITAL __341.8 . 415.0 _562.63/

lnversitn Dirccta 3/ 218.8 283.8 _437.6

Real _ __clB.8 273.8 --437.6
Presupucsto Corriente 119.4 161.9 317.6
Presupucsto Anterior 99.4 . 111.9 120.0
Financiera ’ .- 10.0
Translerracias de Caoital 123.0 131.2 125.0
Financiamiento -~ .- B
Varios ce= .-

IH. AMORTIZACION bEUD:\ PURLICA _33.0 28.8 21.3
Interna ' 24.7 17.9 T 2.0
Externa _ . 8.3 10.9 9.3

GASTO TOTAL ) 1.157.6 1.305.5 1.513.9 o

1/ Cilra Ertimada. = -

-

2/ o incluye CG0.0 millancs cn bonos cmitidas para cancelar deuda al ISSS.

3, Incluyc ¢l Proyecis Fesquerd Industrial C5-4.3 millones y el Programa de Generacldn de Empleo 216.8 millones finan-
T cia<os con reecursns exterrnos.

1/ E+cluve Financiantiento 3 CEL.

41731 . Povisnd 26/11/81 and adjusted vieavds by A.I.D. in the amount of ¢30 million to provide for estin
w']lﬂ?z‘)‘ o.\n*-l*lniﬁia(res c/:aréied over .Jmto jodl; the Central Bank had shovm this as not avallabi)e.
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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 imﬁorts 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
uging both the $8.6 million and the $21 million in letters of credit
guaranteed by Fhe $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 burchase 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 El1 Salvador

at anylﬁoint in time.

3. Uﬁon receipt of the notification from the MHT, the BCR begins
acceﬁting requests from Salvadoran banks for the opening of $15 million
worth of sight drafts or documentary letters of credit.

4, Upon apﬁroval 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 rebeated several times until such time as the agreement between the
BCR and MHT exﬁirea.

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 bartitipation of the MHT ($5 million) and the
BCR ($10 million) in this arrangement. Accordingly the Salvadoran bank
makes an interest éayment 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.



B. Agricultural Credit

Shortly after the signature of the Grant Agreement, the BCR
established a ¢50 million ($20 million) account to be used for short
term production credit in the Agrarian Reform sector. GCiven 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



-5-

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 167 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.



TABLE J )

21§TR|BUCION DEL DONATIVO DEL GOBIERNO DE LOS ESTADOS URIDOS POR
MEDIO DE LA AGENC VA PARA EL DESARROLLD INTERNACIONAL (A 1 D)

28 DE FLBRERD DI 1981

(EN USSMILLONES)

otal Lineas

- 3 " = T ’ T
Dzplsitlo Cgedlto de Crédito(1)

Monufacturers hanover Trust

. — e

NN

Company : ~ " q0.0(2) - 5.0 7 15.0
Capital Bank 1.3(3) ., 1.0 2.0
First National Eank of Chicago 0.4(4) __;i;é k.o

Sub-total 1.4 9.6 21.0
Vents de divisas & bances pars
imporiacion d€ maleriss primas , T
pare ls industriz ' vB.p.
T L
otal 2G0.0 c. £ -7 29,6

(1) Tocas estas facilicades crediticias estan limitadas & imporiacio-
nes de bienes pare los seclores industrial y agricola

(2) "Lz linea oe crédito esisarsd vioente nesie e' 30 de noviembre ce --
1981 vy podré ser prorrogaca por periodos anuales.

(3) Lz linea de crédito estaré vigente hasta 21 28 de enero de 1982
y podré ser prorrogace por periodcs anuales.

‘ Ld ’ * - - - - . . ’ .
(4) Lz 1inea de créditlo estard vigentit hasia el 31 de enero de 16862.

DIPARTAMENTO DEL EX-iERIOR

EANCO CENTRAL Df FISTRVA
T EL SELVADOR



TABLE H.2.

DISTRIBUCION DE LINEAS DE CREDITC iNTRE BANCOS DEL SISTEMA SALVADORERO

31 DE Eh:20 DE 1981

(EN USSHILLONES)

BENCOS LOCALES ."JJ-'TRUS'} ' CAPITA‘: FIRSTCHICAGD TOTAL

1. Agricolea Comer?ial 3.0 3.0
2, C;pitalizador 2.0 2.0-
3. Lomercio Lo 0.1 , L
L, Crédito ;opular 0.3 0.3
5. Cuscatlan 0.5 D.5
6. Hipotecario 0.5 0.5
7- Iniernacional ' 0.2 0.2
€. Mercantil 2.0 0.3 = 2.3
€. Salvadoreio Lo L. o
1C. Desarrollo e Inversidn 0.1 Lo L
1£.0 *.C L.© 21r.c

MNF/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 Materiuls 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 CAPI1TAL DL TRABAJD DE

LA INDUSTRIA MANUFACTURERA

Institucion Saldo Cupo e Disponibilidad
Banco Agricola 82.000.00 ¢ 3.000.000.00 £ 2.918.000.00
Banco Capitalizador © 450.000. " 2.500.000.00 2.050.000.00
Banco de-Comercio 318.136. 4 .000.000.00 3.6B1.864%.00
Banco de Crédito P. 725.004. 5.000.000. 00 4.274.996.0c
Banco Cuscatlan .541.400. 5_000.000.00 3 .600.0c
Banco Hipotecario -.- 4.000.000. 00 4.000.000.oc
Banco Salvadoreno .433.875. -5.000.000.00 3 .125.0¢c
Banco Financiero .132.200. 3.500. 000. 00 2 .800.0c¢
Banco internacional 220:£90. 2,500.000.00 ~  2.279.108.8]
Banco Mercantil - - 1.500.000.00 1 .000. ot
Banco de Desarrollo 257 .8097. 3.000.000.00 2 .102.1¢

SUB-TOTAL .171.403. 0.000.000.00 £ 32.828.557.01
Finznciere Salvadorenz’ 100.000. ?2.000.000.00 1 . 000. o
SUB-TOTAL .271.403. ¢ 4).000.000.00 £ 34.728.5597.0
MARGEN DE LA PRESIDENCIA -.- 0.000. 000. 00 ©.000.000.0
TOTAL 771.403 £ 50.000.000.00 ¢ £3.728.5%7.0

Febrero 26 de 1981.

—~——

RRJ/irb.-



MAKTRUST
TABLE 3.5 SR

NOPMAS PARA LA UTILIZACION DE LA LINEA DE CREDITO CONTRATADA

CON EL MAKUFACTUREPS HANOVER TRUST COMPANY DE NEW YORK

1. MONTO: Basta USS$15.0 millones.

2. DESTINO: Los recursos provehientes de este financiamien-
to se destinaran a la importacidn de fuera del
Srea centroamericana de materias primas, repues
tos, herrzmientas y otros insumos bZsicos para
la agricultura y la industria, mediante‘'el sis-
tena de confirmacidn de cartas de crédito docu- !
mentarias de hasta 1B0 dias, o para financiar |
pagos de cartas de crédito a la vista por perio |
dos de hasta 90 dlas a través del Manufacturers
Banover Trust Company de New York (MANTRUST). .

3. INSTITUCIONES e :
INTERMEDIARIAS: Los bancos del sistema financiero nacional gque
' seleccione el Banco Central de comiin acuerdo
con el MANTRUST.

4. USUARIOS: —— = Todas las personas naturales o juridicas que
dentro del desarrollo natural de sus activida-
des productivas (industriales o agricclas) im-
portan los lLienes indicados anteriormente.

5. PLAZO DE
UTILIZACION: Hasta el 30 de noviembre de 1981.

6. ASIGNACION DE

IR " DIVISAS: Al vencimiento de cada obligacibn originada por
—_ apertura de cartas de credito, el Departamento
T T del Exterior del BCR proveer3 oportunzmente a

las instituciones intermediarias las divisas
« para su correspondiente pago.

7. TASA DE INTERES: a) Lla Institucidon Intermediaria pagar§ al —
MANTRUST unz tazsa de interes de hasta 1X z-
nual sobre el Prime Rate flotante de dicho
banco extranjero.



Hoja Né. 2

b) la Institucidn Intermediaria pagara al BCR,
por concepto de aval, el diferencial que
resulte entre 1-3/4% y la tasa de interés
anual que le cobre el MANTRUST (*) sobre el
Prime Raté fluctuante. : .

c¢) Lla Institucidn Intermediaria cobisard al usuva-~
rio una tasa de interés de hasta el 21 sobre
el costo de lbs recursos incluyendo los de-
tallados en los literales anteriores. (**)

8. CONDICIONES
ESPECIALES: ‘ a) La cuantia y' plazo de los créditos que se
otorguen a los importadores debera corres-
ponder a las necesidades reales que demanda
el proceso productivo de sus empresas y ex-
cluiri aquellos gastos no relacionados di-
rectzmente con la importacidn fimanciada.

b) las cartas de crédito para importaciones a
través' de este financizmiento, deberdn ser
aprobadas previamente por ‘el Departamento
del Exterior de este Banco Central. Para
estos propdsitos, las instituciones inter-
mediarias presentaran original y copia de
1e solicitud de carta de credito y el For-
mulario 15 aprobado por el Departamento de
Control de Cambios

c¢) Se aprobaran cartas de crédito siempre que
tengan un plazo mInimo de 90 dias conforme
se indica en el numeral 2.

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

(**) Resolucidon de Junte Monetaria Ko. JV-1/74, de 1 ée fevrero de 1974,

24 de febrero de 198l.



TABLE 4.6

NORMAS PARA LA UTILIZACION DE LA LINEA DE CREDITO
DEL CAPITAL BANK-MIAMI]

1. MONTO: USS$ 2.0 millones

2, DESTINO: Los recursos provenientes ge este financiamien-
to se destinardn a la ipportacidn, de fuerc del
area centroamericapa, de materias primas, re-

“puestos, herramientas y otros insumos bisicos
para la agricultura y 1la 1ndustrla, mediante el
sistema de confirmacidn de' cartas de crédito do-
cumentarias hasta 180 dias, o para el financia-
miento de pagos efectuados por medio de cartas
de crédito a la vista hasta 180 dias.

Ny
a

3. INSTITUCIONES
INTERMEDIARIAS: Los bancos del sistema financiero nacional que
seleccione este Banco Central de coriin acuerdo
con =21 Capital Bank.
.

4, USUARIOS: Todas las personmas naturales o juridicas, que
dentro del desarrollo natural de sus activida-
des productivas (industriales o agricolas), im-
porten los bienes antes detallados.

5. PLAZ0 D- UTILIZACION: Fasta el 28 de enero Ae 1982.

—/y,////\‘G. ASIGNACION DE DIVISAS: Al vepcimiento de cada obligacidn, originada por
apertura de cartas de crédito, el Departamento

del Exterior del BCR proveer3 oportunamente 3
’ las instituciones intermediarias las divisas pa-
ra Bu COrrespondiente pago.

7. TASAS DE INTERES: a. La institucidn intermediaria pagara al Capaital
AR Bank, hastz el 1% anual sobre el Prime Rate del
_— Capital Bank, vigente al primer dia habil de

cada mes.

- b. la institucidn interoediaris pagara al BCR,por
concepto de aval, el diferencial que resulte
entre 1 3/4%Z y la tasa de interés que le cobre
el Capital Eank sobre el Prime Rate. (*)
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8. CONDICIONES ESPECIALES: a.

DE EL SaLvabion
Mam Magvannn, Vi Baivaven C. A, HOja NO. 2

La institucion intermediaria cobrard al
usuario tasa de interes de hasta el 21 so-
bre ei costo de estos recursos. (*¥)

La cuantia y plazo de.los créditos que se
otorguen a los importadores deberadn corres-
ponder a las necesidades reales que demande
el proceso productivo de sus expresas y ex-
cluiri aquellos' gastos que no estén direc-~
tamente relacionados con la importacion fi-
nanciada.

Las cartas de erédito para importacitn, a
través de este financiamiento, deberan ser
aprobadas previamente por el Departamento
del Exterior de este Banco Central. Para
estos propbsitos, las instituciones inter-
mediarias presentaran original y copia de

" 1a solicitud de crédito y el Formulario 15
. aprobade por el Departamento de Control de

Cambios.! * .
Se aprobaran cartas de crédito siempre que
tengan plazos entre 90 y 1B0 dias coniorme
se indica en el numeral 2.

(*) Resolucidn de Junta Directiva del BCR No..JD-1/81, de 2 de enero de

1981.

MNF /meve.

24 de febrero de 1981

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



TABLE J.6.a.

INVERSIONES DEL FONDO DE FINANCIAMIENTO PARA EI SECTOR AGRARIQ REFORMADO

( En Miles de Colones )

hY
.-

;nstitucién Café Algodén Cafia ~ Cereales Varios Totales . Interescs C r |
Banco Agricola 1.19] . 1.478 203 48] -.- 3.323
Banco Capitalizador = 582 . 435 183 _ 233 -.- 1:433
Ganco de Comercio 146 1.257 317 579 < - 2.299
Banco da Crédito P, 196 2.184 23 186 - - 2.569
Banco Cuscatlin 151 2.272 121 565 -.- 3.109
Banco lipotecario . 2,518 5.695 213 1.105 - 9,531

‘Banco Salvadoreiio 951 769 235 339 .- 2.774
Banco Financiero - == I -.- 47 -.- 47
Banco Internacional 204 -, - 22 13- . -.- 239
Banco Mercanti) 109 -.- 10 87 - -.- 206
bBincu de Dasarrollo 123 484 49 46 -.- . 702
INCAFE BN T -.- -.- m.s 9.834
Banco de Fomento - - : -.- -.- -.- 13.914 13,914

TOTALES . 16. U5 14,554 1.376 4.15) 13,514 50.000

— hpeiuguidusp ittt L
——— — —e— e emaimi——. -

—_— ——— —— —— ———— e - - -

For investment made by BCR i
late 1980 - 8] crop cycle.
Febrero 25 de 1981,

RAJ/irb. -

N commercial bank agriculture portfolio‘in



TABLE J,6.p,

DIVISAS ASIGNADAS A LOS BANCOS PARA ATENDER SOLICITUDES
PARA IMPORTACION DE MATERIA PRIMA Y OTROS INSUMOS PARA
LOS SECTORES INDUSTRIAL Y AGRICOLA DEL PAIS (=)

CANTIDAD -

1981 EN MILES DE USS
Enero : 15?976.oob:oo
Febrero 1;.060.000.00
Harza.(H;sta'el 16) ' 8.373.ooofoo,

'SS.QOE.OO0.00

(*) Comprende Onicamente divisas cuando el importador directo
es la propia empresa industrial o agr?cola.

DZPARTAMENTO DEL EXTERIDR

ANCO CENTRAL D:i RESERVA
DE EL SALVADOR

MNF/rch.
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