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" PAAD Continuation Sheet

will be subject to GOES compliance with the condition precedent to second dis-
bursement and COES agreement to make available the foreign exchange necessary
to import from the United States at least $5 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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*Does not include tranuactions velued at 8.8 =fllion for which
Customs documentation ias now being ansembled.

TABLE I
1 2 3 4 5 6
(3-4-5) (1-5=6)
Total Total Total
Value of Value of Value of Unused
Line of L/Cs opened L/Cs paid Outstand Credit
Bank Credit Deposit to date to date ing L/Cs Available
First Nat. Bank
of Chicago 4,0 WA 1.8 0 1.8 2.2
Maaufaccrs, Hanover
Trust 15,0 10.0 26.9 18.0 8.9 6.1
Capital Bank 2.0 1.0 2.7 1.2 1.5 3
Total 21.0 11,4 31.4 19.2 12.2 8.8
TABLE II
BANK OF AMERICA
Line of Credit
(5 millions)
Total
Value of Value Value of Value of Unused
Line of of L/C L/Cs paid Qutstand- Credit
Credit Deposit Opened to date ing L/Cs Available
10.0 5.0 8.2 ) 7.6 2.4
TABLE T11
(in § ai)lious)
B of A (line of credit) 8.2
L/Ca Paid
Lines of credit 7.0
Independent - 7.0
Open Account 1.0
TOTAL: $16,2n
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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 gome 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 4n 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 alvzuced ¢711 million to private banks and £728 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® K ine private industrial sector relies
almost wholly on the cormercial banks.

Tables I and Il 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
€¢2.0 billion to ¢2.4 billion in outstanding credit. The percentage for
industry has been steady at 13 to 14 percent, but this figure does not
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 custemers may also be included in the
rollover of standing credit lines; thua, refinancing is presently esti-
mated to be as high as 507 of outatanding credit. Also, considering
that inflaction from 1978 through 198 approached 50 percent, the volume
of new loans and outatanding 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 is the result primarily of lesser short-term credit demand. In
turn, the lesser credit demands result from (1) the cloaing or lower
utilization of industrial capacity owing to terroriom and losms of markets;
(2) the difficulty in obtaining foreign exchange for import of raw
materials, and (3), the decliving credit-worthiness of indusntries as
profits disappear and losses iwccumulate.

1/ Checchi and Company, "Maintaining El Sulvador's Private Sector:
Industrinl Recovery", A.I1.D., 1QC Contract No. AID/SOD/PAC-C-0399
December, 198],
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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 materialg, and local
currency credit is needed for working capital and medium-tern credit.

To enable growth to reach the 80 percent iuevel, an additional ¢100
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 3341 million to finance imported
raw materials, to restore plant and equipment sufficiently to reach the
industrial recovery goal of 80 percent of the 1978 production level.

The total is US 55330 million or US $195 million in foreign exchange over
the estimated availabilities of US $385 million in El Salvador for these
purposes in 1982 (Tables 1V and V).

The urgency of the foreign exchange problem 1is more evident after examin-
ing the Central Bank's monthly foreign exchnage requirements and resources
presente! in Table VI. Through 1981, each month there vere applications
from the banking system requesting funds for payment of authorized

import transactions valued at $35.1 million. As shown in Table VI, most
applications could not be approved for lack of foreign exchnage. Of the
authorized applications, aprroximately 80% were arrearages (imports that
were already in the country.)



.26-

TABLES

TECHNICAL ANALYSES

























SECTOPM 4.C. CUARANTEED LINE OF CREDIT ANALYSIS - TABLE VI
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, - TASLE I

EL SALVADOR

INDUSTRIAL PRODUCTION, CREDIT. AND IMPORTS 1978 - 148

{in millions)

Cross Value of Bank Credit Used Industrial Raw Industrial Capital
Industrial Production by Industry Materlals Imports Goods Imports
Current Constant Current Constant Current Constant Current Constant
Year Prices Prices 1/ Prices 3/ Prices 1/ Prices Prices Prices Prices 1/
Colones i362 « 100 Colones 1962 = 100 U.5: § 1978 = 100 u.s. s 1978 = 100
1978 3.011 1.728 358 143 267 267 87 87
1873 3.277 1,678 330 122 296 263 67 60
1580 3.536 1,453 263 70 284 225 45 36
L
1331 3.308 1.2002! = 202*’ 54 263 185 38 27

-9?-

Source: Central Reserve Bank

lf See Table for detalls.
2/ ROCAP estimate of 17.43 decline from 1980,

3/  Sum of disbursements to industrial borrowers on new loans plus refinancing loans.

& Annval rate (January-May).

1 °1qel-qYy




CE . 4D-Table IT
f 1
TABLE IT |

PRICE INDICES USED IN TABLE i

Industrial - U.S, Dollar

Production Financial ' Import
Price Price Price

Year Index 1/ Index 1/ Index 4/

(1962 = 100) (1962 = 100) (1978 = 100)
1978 174.2 249.8 ° 100.0
1979 195.3 _269.8 : 112.4
1980 243.3 326.7 126.3

2/ 3/

1981 275.7= 373.7+ 142.0
1982 312.3%/ 427,62/ 159.6

1/ 1978-1880 Central Reserve Bank.
2/ Deflator = 13.30%
3/ Deflator = 14, 40%
L/ Deflator = 12.40%




ESTIMATE OF INDUSTRY'S CREDIT REQUIREMENTS IN 1982

(In millions of colones)

Productlon Levels as % of 1978

Working Capltal

Local Bank Credit (1962 Prices)
Local Bank Credit (Current Prlces)

3. cCapital Replacement (902)3!
Short-term
Medlum-term
k. Total Credit Needs
1/  25% of total annual needs, see Table 7.
2/

S0% of $1495.6 million converted to 1982 colones.

TABLE ITI

See Table 9.

1982

80

114.5
489.6

104.0
433.3

1,026.9

a1

LA LA ()

i



=71~ | 4D-Table IV
TABLE IV i

ESTIHATE OF CAPITAL REPLACEIIENT REQUIREHENTS
(at 1978 prices)

Accumulated Deficic:

Anticipated Actual Cummu~- : i
Capital Capital lative !
Production Replacement Replacement Annual '
MLl Level Imports —_Imports Deficits '
2 (Hillions of U.S. Dollars)
1978 100 : 87 : 87 < a
1979 97 84 60 24
1980 84 73 36 37
1981 69 _60 27 3
Total 304 210 gt/
Requirements for 1982:
1978 Recovery of Normal
» Production Cumulative Annual Total
Quarter Level Deficit 2/ Replacement Required
Ist 763 40 16.5 " 56.5
2nd 78% 22 17.0 39.0
3rd 813 10 17.6 27.6
hth 85% _8 18.5 26.5
Total 80% 80 69.6 149.6

)/ To restore 100% of 1978 production capacity.

2/ To restora B03 of 1978 production capacity,




TABLE V

ESTIMATE OF INDUSTRY'S FOREIGN EXCHAN

Production Levels as Percent of 1978

Foreign Exchange Required at

Constant 1978 Prices

Capital chlacemcntlf

Imported Raw Haterlalsgf

Total Foreign Exchange

Foreign Exchanqe Required at

Current Prices

Capital Replacement
Imported Raw Naterials

Total Foreign Exchange

IN| =
NN

See Table 9,
See Table 5,

(in millions of u.s.

dollars)

Ist 2nd
Quarter  Quarter

76 78
56.5 39.0
15057380508y
107.2 g9151

90.2 62.
80.9 _ﬁjég
171.1 145, L

GE RCQUIREMENTS IN 1982

3rd
Quarter

81

vi N
Ll N |
- O

81.7

h4.0

86.3

130.3

Lth

Quarter
e L h

85

26.5

56.7
83.2

b2.3

90.5

132.8

238.8
340.9

579.7

A P19q®1-aY%
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TABLE VI

IMPORT REQUIREMENTS AND FORETCN EXCHANGE AVAILABILITIES IN 1981

Dec. 1980
Jan. 1981
Feb, 1981
March 1981
April 1981
May 1981

June 1981
July 1981
Aug. 1941
Sept. 1981
Oct. 1981
Nov. 198]

Dec. 1981

(miilion US$)

Authorized

Applications

pending

Foreign Exchange

23.5
3.1
37.1
33.3
, 30.5

40.4

Foreign
Exchange

Available

9.4
53.7
12,5

6.6

8.9
15.2
19.6
42.2
13.8

7.6

2,7

9.

2.3

1.

i
4D-Table VI
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Annex A - Page 13 of 13

AID HANDBOOK 4, App 3A

TRANS. MEMO NO.

4:6

EFFLCYIVE DATE

November 2, 1977

PAGE NO.

JA(3)-3

B3

e. App. Sec. 103. to pay pensfons, etc.,

for military personnel?

f. App. Sec. i06. to pay U.N.

assessments?

App. Sec. 107. to carry out provisions

g. s
of FAA Sections 209{d) and 251(h)?

(transfer to multilateral organization

for lending),

4. FAA Sec. 201{d). If development loan,
Ts Tnterest 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 terms?

Yes.
Yes.

Yes,

N/A
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nth
January
February
March
April
May
June
July
August
September
October
November
December

Short-ters Yorking
Capital P55 1

Structural Working
Capital P55 11

(3)
(1) (2) Total
Line of Outstanding Avallable !
Credit Salance (3)e (1)-(2
-, 5000
23:3 .- 50.0
50.0 .9 49,1
50.0 1.9 48.6
50.0 1.4 48.6
50.0 1.2 8.8
50.0 .9 49.1
50.0 9 :9.1
50.0 1.1 g.9
§0.0 1.} k8.7
§0.0 1.7 48.)
50.0 2.5 8.5
Line of Outstanding Total
Credit  Balance® Available 2 Ucilization
50 1.7 ,‘..) 4
2.25 5.9 46,35 112

Short-Term Working Capltal

Line of Credit
(1n Millions of Colones)

*Total value of loans contracied
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ANNEX C
Page 7 of 10

umylative)
September
Application
(of BCR) 5.8
Approval —
Contracts —

Disbursements

nHM

October

48,5
LA

-

Status: Structural Caplita) £52.25M

ons of Lolones)

Funds Funds

GCES Agency Alloted Expended Balance
Miniscry of Health ¢ 3,000,000 ¢ 500,000 ¢ 2,500,000
Minisctry of the Interior 1,500,000 1,438,000 62,000
Ministry of Labor 300,000 122,493 177,507
Ministry of Planning 2,050,000 450,000 1,600,000
Ministry of Education 1,500,000 258,140 1,241,860
Minisctry of Justice 200,000 15,000 185,000
Ministry of the Presidency 35,000 30,000 5,000
Solicitor General for the Poor 815,000 619,912 195,088
Central Elections Committee 600,000 589,600 10,400

TOTAL CIOIOOOIOOO ¢ &l023I145 ¢ 5,9?6'855

($ 4,000,000) (§ 1,609,258) ($ 2,390,742)

November December
58.4 67
7.3 12.1

A 5.9
.26 1.0

F
"

%
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TABLE 1
1981 Gop
CURRENT USS MILLIL‘IE PERCENTAGE

Consumption 3,325.,6 88.6

Private 2.813.6' 75.0

Public $12.0 13.6
Investment | '435.5
Private Fixed Cap. 218.4
Public Fixed Cap. 213.6
. Invéntories \ : -16,5

Ll

Net Trade and Services «187.6
Exports \ 816.4
Imports -1,004.0
cop ),573.4
Agriculture 716.6
Merchandising 040.)
Manufacturing 570.1
Public Administration 179.9
Construction 110.6
Other Valued Added #16,0

GDP Deflators 13,3%

Source:  USAID/EL Salvador, 'Economic Section

October 1981







TABLE 3

I MNP ORITS X

== US$ MILLIONS =~

1978 1679 1980 1981 19E2
Consumer Goods 266.4 . 275.8 06,7 264.0 304.0
Durables 62,4 7.2 33,6 16,6 12.0
Non-Durables 204.0 21E.6 273.1 267.2 262.0
Production Geods 493,2 54€.6 544.4 £44.0 €30.0°
Manufacturing J43,3 410.2 |, 434.8 ', 426.0 $06.0
: Agriculture 61,8 56.9  +47,P 56.0 %6.8
Censtruction 7¢ .6 i 56,6 $7.2 61,2
Other 9.5 759 5,2 4.8 6.0
(Fetroleun) (7€.48) (114.3) (151.Y) {170.0) {1£13.0)
(Fertilizer) (3€,3) (27.2) (26,4) (36.0) {3:.0)
Capital Ccood 205.2 216.0 112.0 . 92.0 | 109.2
Manufaciuring "B6.9 67.0 ¢%.2 3E. $1.2
Agricules 22.6 12.2 Y EY [ 25 2mh
Coenstrustic: 06 o9.4 1.7 - b §
SIAnINCrTaATic: 100 . g2 g ; =it
Qe 25,0 e . \ M
Other and Discrepancy 5.3 -u8,2 B Y-
0%a. 1 301103 . B
Scurce V.L, E=bagsy = § Ssivader, toher 1981,
HOTE: 1962 protections are based oh an aszunpticn of zero COF growth.

TABLE &
PERCENT CHANGE ON REAL IMPORTS
1980/81 1978/8)

-
Consumer Goods - 21,7 = 37.6
s Non-Consuser Goods - &.b - 27.3
Capital Goods - 21,9 = 77,1

TOTALS: = 12,1 = 42,5







TABLE 5 (Cont.)

BALANCE OF PAYMENTS

-= TN MILLIONS OF U.S. DOLLARS

PROJ
1978 1979 1980 1981
Exports 848.8 1,224.2 968,5 792.1
Coffee 432.9 770.1 511.7 398.7
Cotton 08.4 F4q.6 B2.8 66.6
Sugar 18.9 26.8B 13.2 18 .8
Shrimp 10.6 12,3 13.4 16.8
CACM 2313.8 €3.6 289.13 236.0
Other 54.2 6.8 58,1 £5.2
Imporss 1,020.1% 1,023,2 971.7 ' 920.0
CACM 240.0 oy .C ME,7 00,0
Other 790.1 766,2 €513.0 620.0
Trade Ealance - 181,31 L2010 L= 303 - 127.9
Net Services - 109.7 553 ol - =-140.C - 127.6
Net Transfers 51.4 -5 14 15,4 28.2
Current Balance - 219.6 55131 =104,8 = 227.3
Net Official Capital 61.8 66,8 B2.6 1611
Drawings 77.1 82.1 110.6 178.7
Paymentd 15.3 15.13 21.0 17.6
Net Bank Capital 66.9 36.6 97.2 102.5
Drawings 71.9 41.6 121.6 137.0
Payments 5. 5 26.4 4.5
Net Private Capital 139.5 - 342,) = 278.2 - 110.4
Capital Balance 260.2 - 239.1 - 91,4 - 153.2
GAP (28.6) 108.1 196.2 74.1
Net International Res. 234.4 126,3 = 69.9 = 144.0

(Assuming no new
financing)

1981

December 15,




TABLE 6

GOES 1982 BUDGET
(in USS millions)

Taxes and Other Current Inflows

Current Expenditures
Salaries
Goods and Services
Public Debt-Interest
Public Deht-Amortization

(Agricultural Reform 58.0)

(Foreign 9.92)

(Other 33.2)
Transfers

Off Budget Expenses
Current Deficit Sub=Total
Capital Expenditures Sub~Total
Real Investment

Financial Investment
Transfers

Deficit to be financed Sub=Total
Financing of Deficit

BCR

AID

Othar Foreign

Unfinanced Deficit Total

Source: USAID/EL Salvador Progras Office - March 1, 1982

439,20

684.28
(323.60)
( 82.80)
( 50,80)
(101,12)

(107.20)
( 18,76)

~245,08
=245,40
(150,96)
( 30,20)
( 64,24)
=490,48
255,60

( 65.6)
( 50.0)

~234,88




TABLE 7

MOVEMENT OF FOREICN EXCHANGE THROUCH THE
SPECIAL DEPOSIT ACCOUNTS FOR THE MONTH OF JANUARY 1982

USES OF THE SPECIAL ACCOUNTS

Imports 377,273
Travel Expenses 3,416
Student Support 3.630
Fanmily Assistance 1.600
Other 37.324
TOTAL 623,243

Sourcer  USAID/EL Salvador, Economic Section

(US DOLLARS)
Outstanding Outstanding

Bank 1/1/82 Inflovs Outflovs 1/29/82
Salvadoreflo 116,170 200,213 314,757 1.626
Hipotecario 12,810 1,980 $00 13.8%0
Comercio 56,820 - 26,914 29,906
Agricola Comercial 101,405 79.373 124,374 56,404
Capitalizador 123 26,504 13.92) 12,704
Crédito Popular 8,768 2,067 - 10,835
Cuscatlén 377.451 96,760 29,654 4,517
Financiero - - 28,460 28,5460 -y

Internacional 9.599 636,12) 121 645,601
Mercantil 115,764 58.61) 84,100 $0,277
Agricola 125,131 -, -y 28,326
TOTAL 924,567 1,157,89) 623,25) 1,459,217
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Pelforw Iatersational
Isduntrial Classificotion

Nurder of Factories by
Irplowment Size

Fore than 35 employees
From 10 to 1) erployeny
Fron § 10 13 erployens
Totnl surder of Factorles

Fore than 33 employees
From 20 to 99 enployees
From § 1o 19 emplayees
Tetel Wumber of Factories

Fars thas ¥5 erployees
From 10 te 39 amployens
From § to 13 employees
Tetal Munder of Factories

Soerces: Operatisg 1978:
Putdowrs 1978 o 1581:

EL SALvADOR

COMLCTS IN INCUSTRIAL STRUCTURE 1973-1%31

Cereral Dirsciorate of Statistics & Cemsun,
Soclal Security Agalaistration

Food Products Textlles Vood, Vool  Paper, Paper Non-Metals
Severages & Leather Products Chenlcal Rimeral Metal
& Todacco Indestries L Primting Products Products Products
3 12 3N 35 36 38
23 52 1% 1] 1 9 17 199
3 52 2) <4 22° 41 312
i L1} 33 5 26 ) i
460 a2 124 102 107 145 1,322
an » 13 15 7 s es
m ns 51 » 26 £ . -
255 248 37 1 - 10§ 13 1.2
2 2 3 1 2 12 2
2 2 1 - 2 17
— — ~i 4 - 4 — — e
5 3% 7 B 2 1% 63
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Table @

EL SALVADOR

EMPLOYHENT IN THE INDUSTRIAL SECTOR

1978 - 158)
: Percent
Decline Change

1278 1979 1250 123! 1978-1281 1978-1281
Factorles
(Number of plants with
over & employees) 1,128 1,119 1,073 1,060 682/
Enmployment reported by
180 factories 1/ 17,859 ~ 18,309 16,834 15,938 - 1,851 - 10.43
Sample multiplier based on 1978 2.5066 2.5066 2.5066 2.5066 2.5066
Enmployment by 1,060 factorles :
still operating In 1881 44,766 46,035 42,197 40,101 - 4,665 - 10.4%
Enployment by, factories 2/
shut down durlng 1373-1981< 13,552 8,838 2,647 - -13,552 =100.0%
Total Factory Employment 58.3'81, 54,933 43,716 40,101 -18,217 - 31.23

rvey, Novenber 1931, see Appendix O.

1/ Checchi su
2/ Soclal Security Administration.

/ Economic Census, 1978 = General Dlrectorate of Statistics & Census.
A/ Four additional firms shut down In 1381 but ermployment data Is unavallable.

.I(l

b-Q



TABLE 10

INDUSTRIAL FRODUCTION
(millions of colones at 1962 constant prices)

Cross Production
Year Value Index
1978 1,728 100
1979 1,678 97
1560 1,453 84
1681 1,200 €9
Source: Table 5, Appendix F

1978
1875
1980
1981

Year
1978
1979
1980
1981

TABLE 1)

INDUSTRIAL RAW MATERIAL IMPORTS

(=illions cf U.S,

Raw Marerials

IrpoTLS

doliars &t constant J97F prices)

Ray Materials Rav Material

Index Supply Facter
100 1.00
L) 1.0:
EL 1.00
(3 ].00
TARLE 12

CAPITAL COODS IMPORTS EY INDUSTRY

(in =i1lions of U.S.

Capital
Goods
I=ports
B7
60
36
27

doliars at constent 1978 prices)

Capital Capital
Replacesent Replacement
Index Factor *
100 1,00
£9 12
&) A9
3 A5

*Ratio of capital replacement te the ancitipated capital
on capital goode imperts in 1978, o ’ T Samen: net

Factor = Ca;

Bourcei Checehi & Company "Maintaining £ Salvador's Industrial Seeter”

Decensber 1981,




TABLE 1]

MONETARY VARIABLES
USS millicns

Credit and Invesatzments
To Private Sector
To Official Inscitutions
To Central Covernzment

Money Supply (M=1)
Cash in Circulation
Private Sight Deps.
Official Sight Deps.
Central Covernment Deps.

Source! Central Bank = October,

12/79 12/80 8/81
1,313.7 1,604,1 1,780,0
8£8.7 870.6 905.0
371 564.9 331.7
33.6 228.6 363.4
370,2 623.3 304.6
296.,2 287.5 208.6
231.2 :78,7 230.4
82,7 57.3 65.6
&5.) 61.2 69.1

1981




