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PAAD Continuation Sheet
 

will be subject to GOES compliance with the condition precedent to second dis­
bursement and GOES agreement to make available the foreign exchange necessary
 
to import from the United States at least $S million .worth additional of
 
raw materials and intermediate goods for the private sector.
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F. Waivers: No waivers are required.
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Bank 


First Nat. Bank
 
of Chicago 


Manufactrs. Hanover
 

Trust 


Capital Bank 


Total 


TABLE I 

1 2 

Line of 
Credit Deposit 


4.0 .4 


15.0 10.0 


2.0 1.0 


21.0 11.4 


TABLE 11
 

BANK OF AMERICA
 

Line of Credit
 
($ millions) 

3 4 

Total Total 

Value of Value of 
L/Cs opened L/Cs paid 
to date to date 


1.8 0 


26.9 18.0 


2.7 -1.2 


31.4 19.2 


Total
 

5 
(3-4-5) 
Total
 
Value of 
Outstand 

ing L/Cs 


1.8 


8.9 


1.5 


12.2 


6
 
(1-5-6)
 

Unused 
Credit 

Available
 

2.2
 

6.1
 

8.8
 

Value of Value Value of Value of Lnuitd 
Line of of L/C 
 L/Cs paid Outstand- Credit 
Credit Deposit 02-wtLed to date in L/Cs Available 

10.0 5.0 8.2 
 .6 7.6 2.4 

TABLE III
 

(in $ miJ lons)
 

B of A (line of credit) 8.2
 
L/Ca Paid
 

Lines of credit 7.0
 
Independent "- 7.0
 

Open Account 1.0
 

TOTAL: $16.2* 

*Doan not include tran..actionts vdlued at S8.M million for which 
cuatoms documentation is now being artu.mblvd. 
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been 	overly optimistic in its projections of available foreign exchange

and has not been able, in global terms, to make efficient use of the

guaranteed lines of credit already contracted. It is the Mission's plan

to study this mechanism in greater depth to determine if some portion of

future A.I.D. programs, in particular, the contemplated CIB funds, can

and should be reserved for opening additional guaranteed lines of credit.

Such 	an analysis will take into account projected inflows of foreign

exchange (from export earnings, international donors organizations, and

foreign credit sources), 
the use of letters of credit by Salvadoran
 
importers, and the financial costs and benefits to be obtained from the
 
mechanism, both in individual and global terms.
 

D. 	 Credit Needs - Prior to 
1980, the use of BCR credit was divided
 
more 	or 
less equally between the public and private sectors: in 1979,

the BCR advaiced 0711 million to private banks and 0728 million to

public autonomous institutions. Both sectors made considerable use of

external financing. 
No net advances were made to the Central Government.
 

At the present time, all credit for the private sector, except for a
 very 	little from external sources, is provided through public sector
 
institutions (Central Bank, rediscount lines, commercial banks, and
 
autonomous agencies). Except for a very small provision of credit to

micro-industries through FIGAI ' 
 Lntf private industrial sector relies
 
almost wholly on the commercial banks.
 

Tables I and II 
summarize findings with respect to production, credit,

and inputs of an independent assessment .,f the private sector conducted
 
in December, 1981. 1/
 

Since 1978, the commercial banks have held loan levels fairly steady at
 
92.0 	billion to 02.4 billion in outstanding credit. The percentage for

industry has been steady at 13 14 percent, but this figure does not
to 

take into account refinancing of maturing loans in all areas, which
 
climbed steadily from 14 percent in 1978 to 27 percent in May 1981.

Refinancing for traditional custrmers may also be included in the
 
rollover of standing credit lines; thus, refinancing is presently esti­
mated to be as high as 50% of outstanding credit. Also, considering

that 	inflaction from 1978 through 198! 
approached 50 percent, the volume
of new loans and outstanding credits, in real terms, has dropped by

about a third. This is constant with the sharp decline in the economy,

reducing in real terms the demand for short-term working capital loans.
 

The cited report indicates that the decline, in real terms, of loans to
industry in tiie result primarily of lesser short-term credit demand. In
 
turn, the lesser credit demands result from (1) the cloning or 
lower
utilization of industrial capacity owing to terrorism and losn of markets;

(2) the difficulty in obtaining foreign exchange for import of raw

materials, and (3), the decliving credit-worthiness of induntries an 
profits disappear and looses i.ccumulate. 

I/ 	 Checchi and Company, "MLintaining El !:alvador'a Private Sector:
Industrial Recovery", A.I.D., IQC Contract No. AID/SOD/|PAC-C-0399 
December, 1981.
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If the decline in Salvadoran industrial production is to be stopped, the
 
study concludes, credit and foreign exchange resources will be needed
 
beyond those now available in the banking system. Foreign exchange is
 
required for capital goods replacement and raw materials, and local
 
currency credit is needed for working capital and medium-term credit.
 

To enable growth to reach the 80 percent ievel, an additional 0l00
 
million over and above available financing will be needed (Table III).

The study further recommends that this funding should be directed 
to new
 
rehabilitation and medium development loans, which the commercial banking
 
system is not presently structured to provide.
 

At current prices, the Private Sector Study estimates a cumulative
 
foreign exchange requirement through 1982 of US $239 million for capital

goods (machinery and spare parts) and US $341 
million to finance imported
 
raw materials, to 
restore pl'nt and equipment sufficiently to reach the
 
industrial recovery goal of 80 percent of the 
1978 production level.
 
The total is US p380 m'illion or US $195 million in foreign exchange over

the estimated availabilities of US $385 million in El Salvador for these 
purposes in 1982 (Tables IV and V). 

The urgency of the foreign exchange problem is more evident after e::amin­
ing the Central Bank's monthly foreign exchnage requirements and resources 
presente! in Table VI. Through 1981, each month there were applications
from the bankin, system requesting funds for payment of authorized
import transactions valied :It $35.1 million. As shoun in Table VI, most 
applications rould not be approved for lack of foreign exchnage. Of the
authorized applications, approximately 80" were arrearages (imports that 
were already in the country.) 
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4D-Table VI
 

TABLE VI 

IMPORT REQUIREMENTS AND FORETON EXCHANGE AVAILABILITIES IN 1981
 

(million US$) 

Authorized 
Applications Foreign 
pending Exchange 
Foreign Exchange Available 

Dec. 1980 23.5 9.4 

Jan. 1981 33.1 53.7 

Feb. 1981 37.1 12.5 

March 1981 33.3 6.6 

April 1981 30.5 8.9 

May 1981 40.4 15.2 

June 1981 50.0 19.6 

July 1981 37.2 42.2 

Aug. 1981 30.4 13.8 

Sept. 1981 27.9 7.6 

Oct. 1981 30.8 2.7 

Nov. 1981 26.1 9.3 

Dec. 1981 2111 2.3 
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B3 

e. App. Sec. 103. to pay pensions, etc.,
for military personnel? Yes. 

f. App. Sec. 106. 
assessments? 

to pay U.N. Yes. 

g. App. Sec. 107. to carry out provisions 
of FAA Sections 209(d) and 251(h)? 
(transfer to multilateral organization 
for lending). 

Yes, 

4. FAA Sec. 201(d). Ifdevelopment loan, 
'sinterest rate at least 2% per annum 
during grace period and at least 3% per 
annum thereafter. Can the country
borrower service the loan on harder than 
standard development loan tems? 
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