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VIVTED BTATES INTEERATIONAL DEVELOPMENT CUOPERATION AGLKCY
AGENCY “"CA INTERNATICHAL DEVELOPMENT

WALHINGTON DC J0°

YROJECT AUTHORIZATION

Name of Borrower: Banco Latinoamericano de Exportaciones
("BLADEX")

Name of Projeet: Export Promotion Fund

Number of Project: 596-0109

Number of Loan: 596-T-018

L fursuant 1o Seetions 103 and 106 and Chapter 4 of Part I of the Foreign
Assistance Act of 1061, as amended ("FAA"), I heceby authorize the Export Promotion
s unc projeet for Banco Latinoamericano de Exportaciones ("Borrower") involving planned
obligations of not to exceed Twenty Five Million United States Dollars ($25,000,000)
i doan funds ("Loan") over a two (2) year period from the date of euthorization,
subject 1o the avallability of funds in accordance with the AID OYB/allotment process,
Anc subject 1o sueh Congressional Notification as may be required, to help in financing
foreign exchange and local currency costs for the project.

2 “he project ("Project") consists of providing financial resources to BLADEX for
extending short o medium=term credit to export industries in Central American
countrics particlpating in the Caribbean Basin Initiative ("CBI").

3 The Project Agreement, which may be negotiated and executed by the officer
L0 WHOm Such eutnority s delegated in accordance with AID regulations and Delegations
of Authority, shell be subject to the following essential terms and covenants and major
CondiLions, together with such other terms and conditions as AID may deem appropriate.

interest Rate and Terms of Repavment

vhe Borrower shall rvepay the Loan to AID in U.S. Dollars within fifteen (15)
vears from e date of first disbursement of the Loan, including a grace perlod
o1 0ot o excoce five (5) years, The Borrower shall pay to AID in U.S. Dollars
ierest from e date of first disbursement of the Loan (i) at the rate of six
perecnt (690 per annum curing the first five (5) years, and (if) at a rate equlvalent
0 LIBOR commeneing as of the expiration date of the grace period, except as
S ay agree inowelting, provided that such interest rate shall not be less
Jn Sk poreent (6%) per annum, on the outstanding disbursed bulance of the
LOWL ARG 04 any due and unpaid Interest acerued thereon,

I Ovigin of Goods and Servicos

WG serviees, oxoopt for ocenn shipping, financed by AID under the Loan
i ] _ A

\ ' oure origin in the countries of Central Amerien or In

Ced an AL Geoagraphie Code 041, oxeopt ns AID may otherwise
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ugree in writing. Ocean shipping financed by AID under the Loan shall be
financed only on flag vessels of the countries of Central America or countries
included in AID Geographic Code 941, except as AID may otherwise agree in
writing,

Cs Condition Precedent to Obligation of Funds Not Previously Justified to
the Congress

No more than Ten Million United States Dollars ($10,000,000) in funds authorized
uncer Section 106 of the FAA and Five Million United States Dollars ($5,000,000)
in funds author‘zed under Section 103 of the FAA shall be obligated for the
Project until the required Congressional Notification has been made and the
necessary walting period has expired.

d. Condition Precedent to Disbursement

Prior to any disbursement, or the issuance of any commitment documents under
the Project Agreement, the Borrower shall, except as AID may otherwise agree
in writing, furnish, in form and substance satisfactory to AID, a certification
that there have been no significant changes in the Borrower's financial condition
as teflected in the Borrower's most recent certified audit statement.

LA Covenants

“hu Borrower shall covenant that, unless AID otherwise agrees in writing, it
wills

El) establish a revolving fund from reflows generated from subloans
utiliz —‘- l.oan procecds, which revolving fund shall be used for the purposes
of the Projeet, including coverage of administrative costs, establishment
of an .n,..nto reserve for 10sses and provision for payment of principal
and Interest under the Loan;

(2) srovide, curing the disbursement period of the Loan, additive co-
fnaneing for the Project oqual to twice the amount of the Loan, such
waitive co=financing to consist of additional credit for the Project
exciusive of the Loan or funds derived from the Loan) exceeding the
Wwoerage credit balance extended for the same purpose by the Borrower
i calencur yvear 198);

. aintaln, r'ur.n_r the term of the Loan, an average amount of such
O=linineing curing any six month perlod st a level not less than twice
the ouistanding ;a...u;:s:al of the Loan during such six month period.
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(4) provide, prior 1o using project funds for medium-term lending, in
form nne sudstanee sitisfactory to AID, a deseription of the type of

! term lendings proposed and the criteria established to appraise the
smlom Jvestments,
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1. SIMMARY AND RECOMMENDATIONS

A, Recommendations

The Project Conmittee recommends the Export Promotion Fund
Project for AID approval,

Loan $25.0
mitlion

(Loen terms: 15 years, 5 year grace

period with 6% interest during the

grace period and an interest rate

that would fuctuate with the 6 month

LIBOR rate for the remainder of the loan

Total new AID obligation $25.0
million

B, Sumary Project Description

1., The Borrower

“ne borrower will be the Eanco Latinoamericano de
Exportaciones (BLADEX). BLADEX was incorporated in Panama in
1978 with the primary objective of promoting Latin American
exports of non-traditional goods. Its shareholders include
atin American central and state banks, Latin American public
and private commercial banks, private international commercial
nks and the ‘nquﬁal lonal Finance Corporation. As of April,
a' te a total of 232 shareliolder banks. BLADEX
ov16us *c-u»;o.t and export financing to its clients in the
rm of shorct-term advances and banker's acceptances. A
Limited part of {ts portfolio is camprised of medium-term loans.
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2. \."‘-o"a' n;d K‘L."'“L‘

1he goal of the project is to reduce “he balance of
payments defl (cits in Central Acerica. The purpose of the
oroject 18 to increase non-traditional exports to markets

’

r Ar Mam al A~ s
WEHICE OL LeNCral Alerica.

5. Froject Description
Since the creation of the Central American Common
arket (CAQM) in 1960, the industrial sector has had a major
r0i¢ in the \.“a”u,.ﬂxmgcqnxn: of the region., In particular,
i production and trade expanded in response to the
ortunities of the larper market opened by the CAQM,

pent and incame also increased. The abilily of the
justrial sector to continue in Ln.h role, hoy:ver, has been
er.ULsLy harpered by the current economic crisis and internal

T ¥V

o A G 3 the CALM.

Cvar the past three vears, all the Central American
\ FULsLUN LUt it iulu.".', t’-.nu!‘-t..’t.‘ Ol l‘..:)':.'t,':illi
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W have large deficits, international reserves are

Lither nepative or almost zero, fiscal deficits have been climbing
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‘1 nas halted. These indicators reflect the serious

L ™

7 of cconamic activity which the region has experienced

- -

squence of an adverse shift in the terms of trade and of

e iusecurity arising from the violence and terrorism which have
sharaccerized che social unrest and political instability in the
area. In the absence of adequately functioning regional

e o —
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chere has been an increasing tendency for the countries

-

to deal with balance of payments problems by imposing trade
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which serve instead co aggravate the problem,

v.oin che CAQM, the strategy of focusing on import
ndustries protected by a high tariff is now

- L*
‘Gunized as outdated and in need of reform. Most

C

4L, for industry to continue to fill its role as a

wto vehicle, & strategy is needed which stresses
wn-traditional goods for export to markets outside

Cr LEentral AneTiCa,

- ¥

Ll

e project will provide short-term financing to meet
the private extra-regional export sector. The

imary use of loan funds will be to finance the importation of

W heiev e aid

JeSelie aiyy

intermediate goods and spare parts required for

export caomadities, In addition, the funds will be used

waldValal KA

v pohd i
.

scters with credit to bridge the gap between the

ent and payment by the purchaser. When financed as

sckage, these activities may require short-term

for up to 360 days; on an individual basis, however,
suasly will not exceed 180 days. By the end of the
jear, the project contemplates the use of funds from

b oAbl
P
. b b
We L ool

finance sediun-term loans for capital or plant

Tprovenents Uy the export sector.

LADEX will channel loan funds to the target

wuh its elipgible shareholder banks using a well

anisa based on normal international trade
10 be elipible to receive loan funds, the caomodity

. be for export outside the region and collections
nard currency. This latter feature will result in
» revolving fund which BLADEX will maintain as a
of finuncing for the export sector, The fund
upitalized Dy the spread between the AID loan and

ates at wnich BLADEX will lend to its clients.

inal source of funding to be used !n acnfeving
will o-financing provided by foreign
fraditional foreign sources of credit have




disappeared in the wake of the political and economic difficulties
in the region, and an important objectzve of the project is to
Zooonstrate that viable, bankable export opportunities can be
exploited even under such circunstances. BLADEX will encourage
the parcicipation of foreign camercial benks in the project,
generating co-financing at a ratio of 2:1 of the AID loan.

C. Sumary Financial Plan

The project will provide $75.0 million in short-term
financing over the two year implementation period:

Source Amount

All $25.0 million

Co- f.nanglnb $50.0 million
otal $75.0 million

All project resources will e provided in foreign
cxchange to meet the import needs of the private exporl sector.

The cash flow projections done as part of the

.:u:;.ul 3.,1, 15 show that the revolving fund to be established
N the ject uuuld grow to as much as $69 million by the time
the _:.:».ﬁa. and interest on the AID loan are fully repaid in 15
j- he b

D, Sumary Findings

The Project Camittee has reviewed all aspects of the
coposied Export Procotion Fund Project and finds that it is
L&h.".;u.‘/, tinancially, socially and economically feasible for
canpletion within a two-year period. Further, the Coomittee has
ourd that BLADEX is {institutionally capable of administering the

ULU“\-\-bl - u \‘J QC: #—mitte
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{1 DESCRIPTION OF THE PROJECT

A, Euckground

1. The Macro-Economic Situation

The Central American economy has been badly shaken

as a -esult of various internal and external politicel and
economic factors which have been at play for the past three
years. Tne world-wide economic recession, the contraction of
demand for traditional Central American exports, the increased
price of imports (particularly petroleum), high interest rates

anc accumulared foreign indebtedness are scme of the principal
factors which nave drained international reserves, reduced
fisca) revenues and constrained bank credit., These
contractionary forces, along with high levels of violence and
solitical instability, have generated reinforcing movements
such as the decline of private investment, capital flight and
drying up of external credic.

These elements have brought the region to a point
ol serious crisis which is characterized by a no growth and, in
suoe cases, a negative growth situation. The extent of the
crisis and the implications for successfully confronting it are
demonstrated by the following key indicators.

a, The Balanie of Payments

Since 1979, the Central American countries
Ve wxperienced a significant deterioration in both their
Jsrent account and overall balance of payments position.
Setween 1979 and 1981, the region's consolidated current
aceouns geficit increased from $744 million to $1.93 billion
cher 9% increase in the deficit (to $2.1 billion)
{1 r 1982, Over the same perioca, the region's
comnined balance of payments deficit increased from $320
zillion to $744 million (133%) and, whereas ROCAP has projected
n increase to S778 million in 1982, the Central American
Monetary Council estimates chat che combined balance of
payzants deficic may reach as high as $1.0 billion,

iIP‘q LY .ﬂ‘1
LaWWh): AW
o d s g d

AL w wlbiy

Lo BN + BN

Table 1 sumarizes the current account and
verail balance of payments deficit situation (in millions of

u--;-.-'Ut-_-.- ‘Ll:iu. el e 001:'");




TABLE 1

Deficit (=) or Surplus (+) Overall Balance of

on Current Account Payments Deficit
V975 1980 1961/ 1962_/1979_35'0&!931%@37_17

250 -423  -305
196 - 59 -237 | '
Honduras  ~192 =321 -299 -35% /=17 - 61 =97 =-76
Nicaragua 124 - 387 -293 -293 -80 -172 -10 -10
-60 - 526 =100 =456 -155 -150
744 1616 -1931 -21002/ -320 -1135 -744% -7782/

Cuatexala -206 - 163 - 601 - 583 - 15

El Salvador 132 - 86 - 227 - 344 -108

~o
L
on
on
—t
L]
N
HE

LOSCa RiICa

[/ Projected.

2/ No 1952 data for Nicaragua are available, In totalling,

“.;.;,‘_.'» deficit for 1952 was assuned to be the sare
3 in 1981.

Althougn dismal, these figures significantly understate
_._:::/ of the crisis. A much more serious
vanee of payments pap was avoided only through the imposition of tight

gxchange concrols which led to sharp declines in the levels of real
- roughout the .t(.u- For example, in Guatemala and Honduras imports
eil Uy'7a batween 1679 and 1981 while, over the same period, the decline’was .
25% in EL Salvador and 27% in Costa Rica. To a large extent, therefore, these

fesulted in the contraction of incame and employment which are
ints Lo the balance of payments disequilibrium not reflected in the

GessCal BLATETONLS.,

The principal factors which have coatributed to thi

wafavorable balance of payments situation include:

-= The izmpact of violence, destruction and fear on capital
20Tes and ¢ cigm. The tour { mduutry (a major source of foreign
funccioning at 25 to 40% of city, while capital flight during

o7/ 7=54 A6 gitiSated 2O ::“: at ol. ast 51.J b’ l‘Oﬂ.




-- The severe deterioration in the region's terms of
trace, between 1979 and 1981, the price of oil almost doubled, while the cost
of other essential impores also jumped significancly. At the same time, the
price of the region's craditional exports not only did not keep pace but
actually fell precipitously. For example, coffee prices declined by about
30%, cotton 10% to 1Z%, while sugar stayed roughly at the 1979 level.

== Contraction of both regional and extraregional
markets, The Central American Common Market (CAQM) has contracted
substantially as a resulc of current account deficits, capital flight and the
shacp reduction in private investment (in 198l, intraregional trade declined
oy aoout 15%, in current prices). The contraction of the extraregional market

(e v

(flected prices for traaitional exports as well as the demand for

» -u-‘-u.u\.ul—u. L\.‘ r_.\u.."»a

-= A nearly cooplete cut-off of foreign sources of credit
response to the violence and debt acrv1C1nb defaults by Nicaragua and Costa
he seglon nas been particularly hurt by the cancellation of foreign
. credit to finance yu.c“uaes of raw materials and intermediate goods.
has resulted in a lower level of manufactured exports ang

o n il -sh s\..\...c:-‘ e Neiid .'TL Lasa - hS.

1 ..u.-.,

‘he continued presence of these factors makes the outlook
) fOF short-temm izprovements in the situation. The only bright spots on
izon are increased production and exports of petroleun for Guatemala,
jability that the Caribbean Basin Initiative will provide badly
: ments support and facilitate the sale of manufactured

- ‘.'\-I‘l.
R

a) wlra s
Ade wld abi il E Weuds wadl QL.

5. Net International Reserves

As the region's balance of payments deficit:
od, spternatioral reserves have declined sharply. Table 2 shows

Jaun the ena of 1979 and the end of 1981 net international reserves
opped from a positive 5858 million to a negative $576 million. Over
{6c, each .._;;ry in the .uh;on has seen its reserves fall

Wiy, with EL Salvedor, Nicaragua and Costa Rica now having substantial
¢t teserve balances while those of Guat (ﬂ'ﬂlﬂ and Homurﬂ' are fd‘t
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Table 2
Net Int'l. Reserves (§Millions)
2731779 12731780 Latest Date
Guatemala 691.6 413.1 70.0L/
(2/28/82)
El Salvador 126.3 69.9 -128, 5¢
(12/31/81)
Honduras 116.2 55.2 31.9
(8/31/81)
Nicaragua -192.6 ~362.8 (-363.0)3/
Costa Rica 117.0 - 95.3 -186.3
(12/31/81)
TOTAL 858.5 - 59,7 -575,93/

1/ As calculated by the Central Bank of Guatemala, Net
international reserves were only $60 million according to the
IMF formula.

2/ Projected,

%/ No data for Nicaragua are available, Net international
Teserves were assumed to be the same as at the end of 1980,

¢. Fiscal Deficits

Fiscal deficits have increased substantially over
the past three years. Betwecn 1979 and 1981, the combined
deficits of the five Central American governments grew from §$640
million to almost $1.5 billion. Approximately the same level is
projected for 1982, These deficits have campelled the banking
system to devote practically all of the permissible bank credit
expansion to the public sector, thereby significantly compressing
credit resources available to meet the working capital
requirements of the private sector,

Factors contributing .o the rapid growth of the
g fiscal deficits include:

i
vt AN
.L'h.C)n

-~ increased expenditures for employment generation
in response to social unrest and political pressures;




-- substantial increases in current expenditures
related to the need to staff completed capital projects;

- -- increases in living costs which have led public
employses to demand and obtain substantial increases in wages and
fringe benefits in Costa Rica, Honduras and El Salvador;

-- stepped-up security expenditures in all countries
of the region, with the exception of Costa Rica; and

-~ reduced tax collections, including collections of
{ncome tax, import duties on non-essentials and on coffee exports
(the coffce tax is graduated so that the rate declines with the
price of coffee; moreover, Guatemala has lowered its coffee tax
rate schedule).

Table 3 summarizes the region's fiscal deficits:

Table 3
Central Govt's Overall

__1_%;c¢e: Defigéﬁ (=) (S&iééi?n) Tos2r

Guatemala -148 - 368 - 698 - 453

EL Salvador - 24 - 199 - 191 - 297

Honduras - 74 - 193 - 196 - 352

Nicaragua -125 - 189 - 2751/ N/A
Costa Rica -269 - 328 - 1052/ - 1093/
-640 -1277 -1465 -14114/

- ————

A Projected

Converted at the official rate of Cl0 to Sl.

Comverted into dollars ac C20 to §1 (for 1681).

Comverted inco dollars at the current free market rate of
C40 to S1 (for 1982).

Nicarapua's 1982 deficit is projected at $200 million,
although no data for hicaragua are available at this time,
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d. GDP Growth

After increasing at an annual average rate of
5.5% over the period 1960-1978, the cambined effect of the
economic crisis has been to halt GDP growth., Table 4 shows the
decline in the real GDP growth rates since 1979. In 1981, the
real GDP growth in El Salvador continued to slide, Honduras and
Costa Rica experienced negative growth for the first time,
while Guatemala's growth rate slowed from a traditional 6-7% to
on ly l‘a‘e .

TABLE 4

Real GDP Growth Rate (%)

1579 1980 1981%
Cuatemela 4.5 3.5 1
El Salvador - 1.5 - 9.6 -9.5
Honduras 6.7 2.4 0 to -2.0
Nicaragua -24.0 10.7 5to7
Costa Rica 6.9 1.2 -3.6

* Projected

¢. Plight of the Private Sector

The private sector has traditionally played a
cocinant role in the Central American econamy, accounting for
80% to 907 of the total value of goods and services produced.
Since 1979, however, there has been a sharf decline in private
investment sccivity. According to available data, between 1979
nd 1980 real private investment declined by 24% in Guatemala,
39% in ELl Salvador, 45% in Nicaragua, and 24 in Honduras. In
L981 acditional decreases are expected to be about as large as
chose of 1980, while no recovery is expected in 1982,

ine following are the major factors explaining the
L0W sCate of the private investment climate:

-~ The risks arising from the unstable political
1 r : terrorist activity;
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-- acute shortages of working capital arising in
arge part because of cancellation of foreign lines of credit
from both commercial banks and suppliers, as well as the acute
foreign exchange shortage resulting from the balance of
cayments deficits, At the same time, the domestic banki
system finds itself unable to replace the forei$n lines o
credit as it must accammodate the public sector's substantial

deficits;

-- contraction of the market, both in Central America
and abroad. In the casc of the latter, the depressed prices of
coffee, corton and sugar is a major contributing factor; and

-- in some countries, a lack of definition with
respect to government intentions has also discouraged private
{nvestment activity. This is particularly true in El Salvador
and Nicaragua where the scope of activity left to the private
scotor is either unknown or has been unduly restricted. In
~ssta Rica and Honduras, there has also been growing concern
sith tespect to the increasingly daminant role assumed by the
government in the econamy.

9. The Role of Intra- and Extra-Regional Trade in the

Fronomic orowth of Central America

The establishment of the Central American Cormmon
CAGY) in 1960 provided an important stimulus to the
development by creating a region-wide market,
~roroting economies of scale and encouraging investment by
foreign fims interested in taking aavantage of the broader
urket protected from outside competition Dy the Coomon

External Javiff.

V- #
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Botween 1960 and 1968, total intraregional trade
grew at an average annual compound rate of 2%, while value
odded by the manufacturing sector increased at an annual rate
" &.7. in real terms and private investment spending increased
ty 7.6%. In absolute terms, intraregional trade increased from
1y $32.7 million in 1960 to $1,160 million in 1980.

The close interrelationship between intraregional
trade and the growth of the manufacturing sector is further
demonstrated by the fact that approximately 87% of total
{ntraregional trade consists of manufactured goods. This

o cesents 63% of Central America’s total exports of

oyt 1y .;LSC; ...t:l--'; } :-o:'u;..::l »
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Although the CAM has made a significant
contribution to the region's development, certain structural
weaknesses have become increasingly evident. These include the
promotion of industries with high import coefficients which are
not well suited to compete in world markets, the encouragement
given by the teriff structure to assembly-type operations, and
the pramotion of import-substitution activities in preference
Lo those oriented toward the world market, After two decades
of development based, in part, on the protection provided by
the tariff structure, the region now confronts a situation in
whnich most of the easy possibilities for substitution
industries have been exhausted and many industries dependent on
the teriff structure are inefficient and costly to support.

Another cousequence of the region's rapid
industrialization has been the increased dependence of the
manufecturing sector on the importation of raw materials and
intermediate goods. The latter category alone almost
quintupled between 1970 and 1980, As a proportion of total
C:R total imports increased from 17k in 1960 to 26% in 1980,
Despite this increasingly important role, however, the
manufacturing sector Hus been part1cular1y affected by the
balance of payments crisis because the lack of foreign exchange
nas limited the ability to finance needed imports thereby
creating a constraint to production and the export expansion
which can help reduce balance of payments pressures.

pased on recent experience and a clearer

understandin ¢ inherent weaknesses of the CAQM, there now
15 & general consensus that Central America must develop a
groweh strategy oriented increasingly toward exports of
non=traditional goods to external markets if the manufacturing

or 15 to fulfill its role in the long-term economic
of the region. Such a strategy is important
reased uuoha§1s on the export of non-traditional
‘c‘p reduce the impact on the economy of external
‘ocks enanasing from fluctuations in world canmodity prices
for the region's traditicnal exports, encourage renewed foreign
investment, and contribute significantly to Central Amcrica's
balance of payments difficulties.

)vy
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The Cq..uugin Basin Initiative (CEI) to establish
sroe~trace (JHU L(.n \.:u- ..Juc.x') Bd.dn pI'OQUCCS CherefOfe. is a

Amaly mu““ut\ and represents a major Lo“b range Opg rtunity
Central Anerica to overcame its development problems and

el Lhe Blagd ;k. 68 suUBtained }.Uw{h as part of the world

conoety. A successful export drive during the twelve-year

’

Guty=iree period of the CBI would assist the region in
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implezenting a strategy of decraased dependence on the exports
of tradicional camodities as well as helping to turn the
industrial sector from its narrow reliance on the CAQM toward
the world market. Such restructuring, however, can only be
achieved over the long-term.

The most urgent ard irmediate need is to provide
emargency Ioreign exchange credit to finance the importation of
raw materiels and intermediate goods, with priovity to be given
to the extraregional export manufacturing sector. As will be
shown in the econamic analysis, the current backlog of
unsatisfied demand for this latter purpose alone is estimated
at $220 to $250 million, while the total annual demand for raw
materials and intermediate goods (ulso for the extra-regional
export manufacturing sector alone) originating in eligible
free-world countries is estimated at nearly $200 million.

3, Project Objective and Rationale

The objective and rationale of the Er0posed
project are deeply rooted in the close relationship between the
non-traditional export sector and the econanic development of
region, The lack of credit and the siosequent inability to
nce production and trade has had a su.erc and negative
n the CACM., For example, in Eiu ““lvador more than 100
plants have been forcad to close and in wuttemala unemploymen®
s growing aL an alamming rate. If this situation continues,
an only intensify existing poli‘ical pioblems and create
cions which will make it even uore difficult to design
tive, longer-term ossistance programs to stimulate
regional exports and encourage foreign private investment,

The projec., therefore, is seen as a means for
nelping to bridge toe gap between the situatisn created by the
current erisis and Lhe tize when the econamic and political
cene has stabilized ana a return to coomercial operations
involving private investment and external sources uf credit is
achieved. By providing rescurces to revitalize and, ultimately
L0 expanc the exportation of non-traditional cormodities, the
project will help raduce the possibility of the various
sountries acopting development approaches which espliasize

sarrow national concerns and priorities to the exclusion of
broader regional objectives. The availability of project
resources will also help reduce the continued dependence on
craditional exports anc high vulnerability to external market
Lot that thoso approaches entail.

i
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Finally, the project recognizes that the ability
ufacturing sector to take advantage of trade
i tion and investment incentives offered by the United
tates as part of the CBI, or to have extraregional exports of
non-traditional goods becam: the key impetus to rerewed growth,
becomes acacemic unless the private industrial sector can
' (51 The ROCAP-financed private sector

GL Che manura
14 O
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urvive the current crisis,
stucy nighiighted this concern and identified the desperate
~ced for creait and foreign exchange as critical to their
cfforts in chis regard. The proposed project, therefore, is
150 designed to address this requirement by providing credit

and foreign exchange to meet the present crisis and, at the
same time, establish an export fund which can help meet the
longer range demands for export financitg so that the region
can take maximuan advantage of the special trade preference

4. Relationship to the CDSS and Regional Priorities

In its most recent CDSS, the Mission discussed the
magnitude of the current economic crisis and its implications
notn for incrarepional trade and the formulation of a new
‘evelopoent strategy based on extra-regional exports of
on-tracitional coomodities. The problem created by the crisis

35 been conaisctencly recognized by the goverrments of the
Central Anerican countries as one which should not be affected
oy political differences. In responie, pericdic mictings of
~ha Ministers of Econcoy and Cenmral Bank Presidents have
eximined =he alternacives and rave repeatedly emphasized that
the balance of payments and intraregional trade problems are

the ton noiovicies which must be addressed.
f i ;

within this context, the CDSS concluded that the

¢ for .aot disburaing balance of payments assistance to
srivate manufacturing and agriculture sectors with
nanue required to {mport essential raw materials,

aroediate poods and spare parts must be a priority for U.S.
scance to the region in the short-temm. The proposed

C T direccly to this conclusion and supports the
O ol centra. Azerican countries to begin evolving a
L ‘-‘Uﬁ‘t—:- 1%y [f:"'

rolect {5 also consistent with the broader,
gctives of the C8l. By financing exports which
hanie, rolect will create a revolving fund
Ce eX) +i INnto the future, Iherebdy
reof & ABiat the private InCuUst rial sector to
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cake maximum advantage of the trade opportunities the CBI is
espected to offer.

5. AID and Other Donor Assistance

The proposed project tepresents the principal
gfrort planned by ROCAP to provide assistance in addressing the
current econcmic crisis. A smaller, but equally important
ROCAP activity, which camplements the credit orientation of
this project is a grant to the World Trade Institute (WTI).

.“Ht project is designed to assist the Central American private
ndustrial sector to identify the opportunities available in

ne U.S. market and the local products and industries capable

{ taking advantage of those opportunities. As appropriate
products are identified, funds from this loan will be available
or pre and post-export financing.

0 O fl 0

Through the bilateral missions, AID is planning a
major effort to assist the region In addreasinb the balance of
saysents crisis. Jhe primacy ource of this assistance will be

ESF funds, particularly the $216 m lio of the proposed $350
million supplemental FY 1982 ESF request which is planned for
Central Averica. These Ifinds will be used for purposes similar

.0 those of this project, but will not necessarily have the
narrow focus on the export manufacturing sector, And, althourh
the ESF funds will make a4 significant contribution toward
.-.u.,..g the existing deficits, a large gap remains to be
filled. Wnile not intended to fill the gap, this project will
saplement the other aseistance being provided, and the
revolving fund it creates will multiply {ts impact for many

International donor assistance to the manufactur-

ing 5eC prizarily from the IBRD and IDE, both of which
ite planning industrial credit projects to most countries in

che tegion, Information available at this time indicates a

ending level of uwp to §170 million {s being considered for

projects (see Annex 1 for detail), However, these projects
ISIRT0G ) finance medium and long-term In\'cr;tzunt. and

Te DOt intenced to address the short-term needs created by the

Tent economic situation, Nonetheless, this position s

reconsicered in the case of an industrial development
he D8 {8 planning in Costa Rica, and other projects also
Tay e modified o be more responsive to the crisis,




B. Detailed Project Description

1. Goal and Purpose

The goal of the project is to reduce the balance
of payments deficits in Central America by stimulating
extra-regional exports through the provision of foreign
exchange to import raw materials, intermediate goods and spare
parts. A revolving fund will be created and will be
continuously replenished because all repayments will be made in
hard currency, thereby providing a long-term source of foreign
exchange for the private non-traditional export sector. Over
time, this fund is projected to grow and, as the value of
exports increases, it will help to reduce the balance of
payuents pressures.,

The purpose of the project, therefore, is tO increase
nom-traditional exports to markets outside of Central America.
45 produccion increases in response O expanding exports,
ezployment opportunities will increase generating a significant
{ncome effect.

2. Beneficiaries

In general terms, the private sector will be the
beneficiary of the project. Within the private sector, project
bemefits will acerue to three groups. Direct beneficiaries
{nelude: the manufacturing sector and other non-traditional
producers wno export to hard currency areas, With the foreign
exchange provided by the project, they will have the means to
continue producing, exporting and generating income. A second
proup of direct beneficiaries are the individuals employed by
the export industries. BY hclﬁing to maintain production
levels, the project will also have a positive impact on
employment by curtailing the regiona decline in the demand
for lebor. The econcmic analysis in Section III1.B.2, below,
‘~~ludes a detailed exanination of the employment effect of the

rectly, the project has the potential to

{re expost sector, By reducing the balance of
sayments deficits and, therefore, part of the pressure on
carce nationsl reserves of foreign exchange, it will be
possible to use those resources to finance intraregional
trade. Morveover, as production and extraregicnal exports
increase, the value adoed by the manufacturing sector will

T »an
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generate foreign exchange additional to the amounts reguired to
finance imported inputs. These additional foreign exchange
earnings can ease the current constraints on intraregional
trace financing, The availability of resources to finance
{ntraregional trade would help to eliminate one of the
srincipal constraints to stabilizing the CAQM which, as
Siscussod above, is absolutely essential to the long-term
viability of the industrial sector in Central America. The
extent to which indirect benefits are realized will, in part,
depend on the impact of the project in addressing the current
erisis. In chis regard, the long-term nature of the project,
rade possible hy the revolving fund it will create,
significantly improves its potential for providing these

indirect benerits,

3. Project Features

a. The Borrower

The Banco Latincamericano de Exportaciones
(BLADEX) will be the borrower under the proposed loan. BLADEX
(s a Latin Arerican bank which is headquartered in Panana (see
Seetion 114.D. Institutional Analysis for details)., It was

ectod 48 Che Borrower for two reasons: first, the principal
Jbiective of BlALEX -- to pramote Latin American exports,
srizarily of non-traditicnal products -- coinciues with the
anderiying objective of the project; and, second, {n a brief
eime span, BLADEX has established an effective mechanism for
celivering short-term capital to clients in the private export
sector who constitute the tavget group of this project.

b, What the Project will Finance

In 1isht of the current econamic crisis and
noctage of foreign exchange, the primary focus of the loan
: to finance the Loreign exchange camponent of working
(t4l required by firms {n the Central American extraregional
raditi Lort pector to import needed raw materials,
i=finished or intermediate gods, and spare parts, This
{inancing wiil be provided in the form of short-term advances,
xers acceptances, and/or usance letters of credit, in each
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foreign exchange for that purpose, loan funds will also be used
to provide short-tem credits (Up to 180 duys) for pesc-sxport
financing to bridge the gap between Lii& O. salprent &

payment Dy cthe foreign buyer. NoTm&..), Ci.. oyes w.

provides the producer wilh STedit Susdn X
FOB value of the expiried pook (L/:il ) uncil gayment is
veceived from the Juyer, :5itia L., -wen tunds for this
surpose will be limitec; however, because this financing can
often permit an exporter to offer incentives to & buyer and,
‘herefore, can nels non-traditional exports from the region
gain a needed foothold in & new market, availability of loan
funds for this purpose will contribute significantly to the

objectives of the project.

iy N . . wes S

A final use of project funds will be to
rm loans (up to five years) for capital

finance mediux~Le
izorovenents planned by export industries. During the first
cwo years of the project, loan funds will not be used for this
Surpose since satisfying the demand for short-term requirements
{ top priority. As the revolving fund generaved by the
,aterest rate spread begins to grow, however, these funds will
be uscd for medium-term loans. when project funds are used for
h UCooGe, BLADEX will apply its usual conditions and terms,

L

neluding the length of the loan and the interest rate to be

4

chasjec. BLADEX alreudy makes medium-term loans and {8
cursintly following a policy of wmaintaining a ratio of §2 in

shosc-rorm credits for every $1 in medium-temm credits which it
cxtends. The BLADEX policy controlling this ratio which is in
effect ac the time pro'ect funds are used for mediua-term loans
will be followed, BLADEX will sutmit medium term lending plan

AT

to AID before making such loans.

c. Elipibility Criteria
ending criteria have been kept as simple as
bl in orger to maintain maximun flexibility and asiute
sroject {unds ate disbursed as quickly as possible. Four
ic crateria will apply in ell cases involving pre-export

1) he cammercial bank requesting project
14 Fry o] PeFT Y oo A \.-.“.n-'-;‘ !"n *) ‘L" r-hu?t‘:-f).id"f in EI/\DEXQ

Tne funds must be used LO 10POrL raw
i i ! < Or spare parls needed LO ;;roducc
CX A CCOMGGLILieE (WOTKINE Caplilas 100 40Ca4 curiency
rocuizaeencs will not be financed with project funds);
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3) The final borrower must be an exporter of
manufactured Loods or non-traditional agricultural commodities
with an exphasis on small .od medium sizec, labor intensive
enterprises with significant backward linkages, The only
crpore products which will be excluded are traditional primary
export products such as sugar, cotton, coffee, bananas, beef,

eLCs} and

4) The camodity produced must be for export
to nard currency arveas.

When project funds are used to provide
export financing, only criteria (1), (3) and (4) will apply,

0 Cubes where there s a question as to
eligibility of a manulucturer, BLADEX will be the final

b J
¢ based on an analysis of the [irm and the camodity being

L S

A finul criterion to be applied relates to
f loans made to the final borrowers. To assure as
despread coverage as possible for project funds, a maximun of
$1.0 militon will be catablished for any single loan to a final
JTTOWer: 1t 15 gxpecled, DOwever, thatl the ::'Ji.]ori{y of the
loans to final borrowers will be considerably smaller.

» r
(L - L
)

BLADZR clients which are designated for
Li0n in the Caribbean Basin Initiative (QBI) will be
1250l _ pate in the project, Also, rather than
iocating funds on 4 country-by-country basis, project
rees will be zacde available on a first come, first served
nouwaver, Lo enaure that noS one country obtains an undue
[urds, a saxizun of one-third of the AID
o Lo any sountry will be fzmosed during the
r of the project., Afterwards, no annual limirs will
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upplier, When the export order is ready for shipment, the
rocedure 15 reversed; FLADEX receives payment directlg" from
e raw

o
-
the customer, deducts tae amount which it loaned for t
caterial imports and then forwards the balance to the
manufaccurer (this assumes a situation in which BLADEX wishes
to excercise full control over loan and export payment
sroceeds; nowever, the Bank determines the extent to which it
will excercise such control on a case by case basis)., It is
coampensating finance because the manufacturer, in effect, uses
cne hard currency earnings from the exports to cancel the
obligation incurred by the imports.

Although details may vary fram case to
case, the essencial features of each transaction will be the
same. Usually, the principals will be: (1) BLADEX, (2) an
eligible camercial bank, ''the damestic bank", (3) a Central
Azerican manufacturer and exporter, ''the manufacturer', (4) a
foreign supplier of imports referred to as, "the supplier', (5)
the foreizn buyer of the Central American manufactured goods
referred to as, ''the custcoer', and (6) a foreign bank
servicing the needs of the supplier and the customer.

The following is a step by step sumary of
4 typical transaction:

Tre manufacturer requests a damestic bank to cpen
a letter of credit in Javer of the supplier, aﬁo
letter of credit would be confirmed by tha foreign
sank. The foreign bank will have a previvusly
negotiated understanding wwith BLADEX under which
ALADEX will pay the foreign bank under the terms
of the letter of credit,

The raw materials and/or intermediate goods are
shipped to the manufacturer against the letter of
crecit and BLADEX makes payment to the foreign
bank, sioultancously creating & loan to the
dooestic bank,

- After the poods are produced by the manufacturer
ind ave ready for shipoent Lo the custamer, the

‘ine of credit could be extended into the
post=shijoant phase, {f necessary,

« Belore shipeent, the f{oreign custouer opens a
‘etzer of credic throwgh a foreign bank confirmed
w the decestic bank in favor of the
sanufacturer. When shipping documents are

4
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presented, the foreign bank will be instructed to
cuilect paymers Zcam the custawwr and forward the
payment to Cl2LEX, The use of a letter of credit
would ba deiermined by the manufacturer, and the
manufacturer and custamer would acknowledge that
BLAJEX should receive the paymeit,

- BLADEX, upon receipt of the funds, will deduct the
anownt due BLADEX, and forward the net amount to
the respective central bank which, in turn would
forward the local currency equivaler: to the
dozestic bank, which would then creit the
zanufacturer,

= The panufucturer will be paid in local currency,
with cte foreign exchange equivalent accruing to
the vespective central bank.

2) Relationship of the lending Mechanism to
roreign Excharge Control Systens

Under the above-described mechanisn,
{inancing for raw material izports and hard currency
coliections will take piace outside the foreign exchange
somerol systess of the Central American countries (i.e., BLADEX
411 be repaid Sefore the net foreign exchange proceeds are
remitied o che exporter's central bank). This is a common
transaction in international [inance and does not notmally
stravene the foreipn exchange regulations of most countries.

conts
However, with the onset of financial difficulties, scveral
Central American countries have modified their foreign - xchange

sulations vhich, under a strict interpretation, could now
forca procot repetriation of al' f~re!  exchange earnings anc
procivde BLADEX from collecting loan re..yments directly from
the tureign buyer prior to forwarding tie balance to the
respective central bank,

To deterzine what effect these now
repuaations sight have on the proposed project, ROCAP and
BLADEX visited cach of the five CAQM countries and ralsed this
ssue with officials at the central banks., In Honduras and
Ncaragua, BLADEX alrerdy amploys 'compensating financing" In
dealing with its cliente ard, therefore, the same mechanism
eing utilized by this project will not present a prodlem, In
Costa Rica and Guatesala, sonfor central bank officials
indicated that the procedures of this mechanism can be utilized
In thair counsrles., Due to unforseen clircunstances, senior




level officials were unavailable in El Salvador to discuss this
issue.

Subsequent to the visits to each central
bank, the ROCAP Mission Director met with the president of each
certral bank on July 10, 1982, at a meeting of the Central
American Monetary Council in Guatemala. The proposed loan
rechanism was explained in detail and th question raised as to
whether it vould be possible to utilize the mechanism given the
respective foreign exchange regulations of each country. The
answer in each case was that it would .

a. Tne Ravolving Fund

A major feature of the project is that it will
oreate a revolving fund from which loans will be made long
after the project terminates, Three factors will contribute to
the development of the fund:

1) All loans must be repaid in hard currency, thus
avoiding the non-convertibility problem associated
with the Central American currencies;

2) 1In accordance with BLADEX policy not to subsidize
credits, all loans will be made at current market
races (i.e., the cost of funds to BLADEX plus a
spread to cover risk, overhead, etc.), thereby
assuring rhat decapitalization of
vhe initial AID loan does nat occur, For Central
Arerica, the rate applied 3{ BLADEX at this time
‘s LIBOR plus a spread of 24; and

3) The spread between the interest on the AID loan
und the macket rates charged to BLADEX clients
will be channeled into the revolving fund, thereby
serv.ng as a principal source for its continued
capitalization, BLADEX will not earn a profit
frem its participation in the project; rather,
after setting aside funds for possible
1osses and aaministrative costs, the remainder of
che incame generated by the interest spread will
40 to the revolving fund, The Financial Analysis
' Section 111.C calculates the expected growth of
the revolving fund.

f. Co-Financing Arrangements

As previously noted, the lack of credit from
ceaditional foreipn sources has been a major factor
onteibuting to tha recont declines in manufacturing production
(m Contral Aserica, Wnile the reasons Causing the foreign
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cammercial banks to reduce their exposure in the region are
understandable, it is also clear that support from those
sources must return if the private non-traditional export
sector is to fill its role in the long-term development of
Central America,

In order to draw sources of credit back into
the region, an important function of the ﬁro ect is for BLADEX
to demonscrate that there are viable, bankable export
opportunities which can be exploited even under the existi
conditions in the region. As part of this effort, BLADEX 3%11
generate co-financing at a ratio of 2:1 of the AID loan, but
will do so cautiously and in such a way that participation of
foreign coomercial banks will be continually encouréged.,

A number of potential methods for achieving
the required co-financing exist and will be employed by
BLADEX, These include, but are not limited to: usance letters
of credic, allocation of additional assets to Central America,
and the receipt of additional funding from other banks.

Since these methods involve the continual
movement and rollover of funds, BLADEX's exposure in the region
will likewise be in a constant state of flux. For example, as
short-term credits mature, BLADEX's exposure will fall but then
rise as new credits are extended, The inmediate result is that
SLADEX's compliance with the 2:1 co-financing requirement will
not be a static concept that can be accurately measured at a
pre~determined point in time. Rather, to give BLADEX the
flexibility to utilize these methods in a prudent fashion in
meeting the co-financing objective, the flow of additional
resources penerated will be examined over a six-month cycle.
During this period, the amount of co-financing will, at times,
exceec the 2:1 requirement and, at others, fall short., On
average, however, the flow of resources will satisfy the
requirement. A program will be developed for the BLADEX
sccounting system that will permit the tracking and measuring
of this flow,

4. End of Project Status

The prOﬁfsed project is designed to respond to the
umodiate needs of the non-traditional export sector created,
at least in part, by the current economic crisis in Central
Acerica, Demand for the financing the project will provide is
niph and, as the mechanisn already exists for moving funds,
disbursement is expected to be rapid, For this reason only a
two year life of project is planned.

The principal output of the project will be the
entabl ishiment of a revoiving fund which will be capitalized by
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che loan and replenished through the hard currency repayments.
Since most of the lendiny from the fund will be for short-term
purposes, reflows will pegin within six months after the first
loan is made. By the time the five year grace period on the
A1D loan ends in 1987, the fund is projected to grow from the
§25 million inicial capitalization to as much as § 50 million.
imen the AID loan is fully repaid, the fund is projected to
have a balance of § 69 million,

An important feature of the project is the
requirement for co-financing at a ratio of 2:1 to the AID
loan. As a result of the experience from providing
co-financing private camercial banks are expected to reassess
‘heir current positions regarding lending in the region and
gradually begin to increase their exposure.

The project will also have a significant impact on
employment in Central Azericd. It is estimated that 22,000
jobs, representing (% of the industrial labor force, will
esult from the increased production made possible with loan
runds.

Finally, with the funds provided by the project,
the financial support will exist for the region to begin moving
away fram an import subscitution development strategy toward
ome basea more on the exportation of non-traditional
~amodities, One sign of this change taking place will be
onetraditional exports accounting for a growing percentage of
tonal expocts from the region.
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111, Project Analyses

A. Accunulated Unsatisfied Demand

As part of the intensive review, the Mission has
undertaken two types of demand analyses: an estimation of the
current unsatisfied demand for foreign exchange to finance
needed imports for export production, and an estimation of the
1982 import requirements of the manufacturing sector. The
econamic analysis, below, covers the latter analysis, while
this section examines the former.

During their visits to the various central banks to
discuss the lending mechanism of the project and its
relationship to foreign exchange control regulations, ROCAP and
BLADEX personnel also discussed the question of unsatisfied
demand for foreign exchange to finance imports with central
bank and local commercial bank officials.

Although no hard data were available on this specific
question, information was available on the total backlog of
foreign exchange requests at the respective central banks.
Wnile these data included requests for foreign exchange for a
variety of imports, and not just those neﬂieg by the export
sector, banking officials used their experience with various
types of import demand to arrive at the following estimates of
current unsatisfied demand for raw material imports for
manufacturing fims exporting outside of the CAQM:

Costa Rica $50 million
Nicaragua $60 million
Honduras $15 million
El Salvador $50 million
Cuatemala $60 million

Total $235 million

.
.

[l

he figure for Honduras {s significantly below the
other countries because the import component of their
extrategional export sector {s low. The majority of Honduras'
exports outsice the CAQY are wood products such as furniture
and pre-cut lumber. For this reason, it is expected that while
the Honduran demand for pre-export financing will be limited,

w decand for post export financing will be much greater than
that in the other countries.
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B. Economic Analysis

This section consists of three parts: an estimation
of the foreign exchange required by the private manufacturing
sector-~the dominant camponent of non-traditional exports--to
import essential raw materials and intermediate goods, with
special attention given toO determining the magnitude of the
requirement of the manufacturing sertor that exports goods to
outside the CACM; an analysis of the possible impact of the
proposed project on net exports, GDP and employment; and an
actempt to show that, according to available information, the
increase in the region's exports of manufactured goods made
possible by th.s project can be sold in extraregional markets,
assuning that Central American manufacturing production remains
price-campecitive and that the private sector will pursue a
successfu? drive to export non-traditional goods to new markets,

1. The Resource Cap
n Che discussion of the macro-econcmic situation

in Seetion I1.A.1, above, the existence of a substantial
balance of payments deficit for the region, equal to almost
$800 million in 1982, was documented. While no projections
~uve been made beyond that year, a significant improvement
cannot be expected unless either the prices of coffee and
cocton recover significantly from their present lows, or the
crace of violence is reduced to the point where foreign lines
of credit can be reestablished and entrepreneutrs deciﬁe that
modernization and plant expansion can be undertaken without
Uiuwe CisK,

Table 5 develops estimates on the total 1982
{moort requirement of raw materials and intermediate gocds of
“h Contral Americen manufacturing sector, the value of this
total expected to be {mported from eligible supplier countries
(AID Geopraphic Code 941), ard also narrows this latter figure
to identify the value of these imports required for the
sroduction of manufactured goods destined for export -=- i.e.,
the cemand which project resources will attempt to satisfy.
Tne projections are based on 1978 data, the last year for which
ccosete figures are available, using central bank projections
and other factors to allow for price changes to arrive at 1982
figures. (The methodology used to arrive at these projections
{s outlined in detail in the footnotes of Table 3).

The analysis shows that, in 1982, the region's
export manufocturing sector will require imports of raw
caterlals ang intermediate poods valued at $204 million to
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TABLE 5

ESTIFATE OF TOTAL CCNTRAL AMEIRICAN IHPORT REQUIREHENT
FOR RAW PATCRIALS AND INTERMEDIATE GDODS FOR THE

4 KANUFACTURING SECTOR IN 1562 ’
(In Hillions of US dollars) °
C (1) (2) (3) (%) (5) (6) :
Raw Patcrials ’
Total CA Imports of Intermediate Goods Estirmated Value of Raw Faterlal
Raw Materials and Imported from Amports Reguired for Extraregional

fligible Suspliers ‘troorts of Fanufactured Coods In 1652 I
' For Extraregional
Exports of Hanufactiured

Intermediate Coods

for A1l Extrareglional Coods Using Rew
Projected Projected?/ Exports of taterials Originating In
in 15781/ for 1562 in 1678Y  fer 16827  ranufactured Goods Ellcible Countries
OTAL Ch 1681.9  2336.5  1260.0 17378 204.0 153.0
uaterala L5484 559.1-3-/ 315.0 &26.3—6-, 54,0 2/ :J-:: 9/
1 Salvadar  376.3 szo.of‘-" 283.0 39::.0-5-’ 49.4 V/ 37.1 8/
onduras 237.4 328.0% 180.0 2460/ 15.0 &/ 1.3 Y
licaragus 238.7 BBS-OEI 186.0 ?ﬁ7-bi’ al.4 Y 23.06 8/
os*a Rica 375.1._.', 570.'.-5-’ 286.0 -&27.55’ 54.2 Y .40.6 ¥/ !

SIECA data shows that In 1578, about 75!

Josva for 15/0 frem CTECA (urpublished 184 printouts CULODE codt 5).
CA Incustrial sector came from elegible

of raw raterial ang intermediate products irports destined for the

suppliers (l.e. fode §8) countries) .

J75% of the ansuni in (olumn 2.

/urpubl ished projection by bank of Cuatemala,

i/1857 ¢ata were projecicd 10 increase in accordance with the
Consejo ronctaric Centroamericanc 1o agjust for inflation: 1879 1,06; 1980 1.16; 1581 1,06; 1582 1.C%

s/%he value of raw raterial Imports for industry ane mining was projected at $570.1 million for 1550 by '

" the Central Lank of Costa Rica (*"Principales Cstadisricas sodre las Tronsacciones de Cesta Rica con el '
o furiher increase was allowed for 1662 as this inpory

following rates of Increase suggesied by the

[atranjere, 155580, Tadle IV=l, P. V).
projection Is already on the high $ice,
tr2stevtated at 758 of figures in Col, (2).
J/Calculated ot of ihe figures In Column 3. The ratio of total extraregional exports of CA ranvlac-

" tured gooss 10 the total gross value of CA ranufaciuring presuctiicn i A67F w2y 8,58,
lonadas +ox 1950 on. 8146 and crvrendio [stacistico 1551,

Source: SiLCA, Series [stadisticas Selece
‘9, o150 35,
‘-:‘:“-:‘.:.; _.“?:"cf 1he |-|‘__..,F(‘. in :C:b"' ., :"- fa;trc:‘ ? .’5' 'D,’-I"-‘::L’\ of 'lh.q"(.lilu"?“l!ﬂ.
r /A :.':;- Peves ez trat tre imraried creronent ef eatraregioral manytazivrer caporty in Merguray w2y
plfiasnsly fesy 1hin (R34 fer all manufatiuring, f.e,, Jegy tran g6, 0f Laluma 2, Suf figure ot §15
- sV l8 TRLLZ Em ZLENEfAR Ent wilh femirg Piel 4ng co™rerLid! 28N {\[{n‘i]“ in YoreEuras,

ol s ’-_ $raie 5 of "ive leeer .'_ ;' :',' m.oan Lt umn $'
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meet its production needs (Column 5 of Table 5). Of this
amount, 5153 million will originate in eligible supplier
countries and, therefore, will be eligible for financing under
the project., As shown in Table 6, below, this demand will
increase to $258.4 million by 1986.

2. Impact of the Project

a. On Meeting the Need for Imported Inputs for
the Exnort Manufacturing Sector

with the level of demand estimated through
1986, the analysis calculates the anount of foreign exchange
that will became available for lending each year over the same
period as a result of the proposed project. The total amount
of raw materials and intermediate goods that can be purchased
wvirh these credits is alse estimated. Colums 1, 2 and 3 in
~.bls b show the cunulative amounts that will become available
to Central America through BLADEX as a result of this project,
assizing that (a) $10 million will be disbursed by AID in the
lacter part of 1982, and another $15 million in t earl; E“t
of CY 1953; (b) chat co-financing will be provided in a 2:
~atio to the AID loan; (¢) that this whole amount will be
addicive ({.e., over and above the financing that would
ocherwise have been available to the region); and (d) that
BLADEX Tunds will have an average annual turnover of two.

The total amount of raw materials and
intermediate goods that can be purchased by Central American
sxporters with these credits {s shown {n Colum 4. These
surchases arve significantly larger than the cunulative AID
digbursements and commercial bank loans shown in Colum 3
becsuse loans made to exporters will have maturities shorter
chan one yea:r, typically three to six months, (This analysis
assuwé that the average length of a loan will be six months,
though in practice it will be shorter). Since the first $10
million wiil be disbursed in the lacter part of 1982, a
rurnOVer Was not assumed for that year. However, {n 1983, the
510 million disbursed to BLADEX in 1982 plus the $20 million in
o-financing will be turned over twice, while the second §15
=illion AID tranche disbursed to BLADEX in early 1983 along
with the 530 million co-financing, will be used only oncon%n
chat year., This will permit imports valued at $105 million,
Bepinning in 1984, the whole §75 million of BLADEX's funds
serived from this project will turn over twice a year, and will

00 ARG $150 mitiion for the 5"11".’.‘?‘:.']'“" of svav Cnl[t"”ﬂlﬁ ﬂl"ld
far the toglon's export manufacturing sector.

infemmediale ROOGE QL
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1982

§
iu

1983

(R 158 ]

1948%

1984

Total Amount of to be Puichased in
Raw Materials and Eligible Countrics
Total Intermediate Goods to Meet Requirement
smount Privided Financing, that can be of Extraregional Col. (5)
Sy AInY/ Co-fnnaﬂcingl Cumulative Purchased Export Manufacturing as -3
_fCewlative)  (Cumolative)Z (1) + (2) _under Project3/ Sector4/ of (6)
10.0 20.0 30.0 30.0 153.0 19.6
25.0 50.0 75.0 105.0 174.4 60.2
: 25.0 0.0 75.0 150.0 198.8 75.5
25.5 50.0 75.5 151.0 2204 66.6
26.8 50.0 76.8 i53.6 258.4 59.4

FINANCING PROVIDED BY PROPOSED PROJECT IN
RELATIOR TO PROJECTED REQUIREMENT
{in millions of dollars)

(1) (2) (3) (%) (5) (6)
Total Amount of
Raw Materials and
Intermediate Goods

CY 1982
CY 1983

&7 Viguroes
tor allow

| R R R R ——————————

1/ Azsuming that AID will disburse $510.0 million to BLADEX in the Fall of 1982 and another $15.0 millicn in ecarly 1983.
The figures in Col. (1) were derived from the Financial Analysis in Section III.C, and take into account the difference
betwaen the interest rate carned by BLADEX (assumed to be 12% a year) and the 6% paid to AID, as well as allowance
made to BLADEX for administrative expenses and the build-up of a reserve fund for bad debts.

2/ Assuming a 2:1 co-financing ratio by foreign commercial banks. ‘No additional allowance for bad debts is required as
the one made in Col. (1) is sufficient to cover BLADEX and commerical banks exposure and the AID contribution.

VW Acsaming the following loan turnover rates:

for 1982 from Table 5 (Col. 6). This estimated requirement was then projected to increase at 143 annually

for

$30.0 million once
for CY 19802 $30.0 million disbursement twice -
For CY 1983 $45.0 million disbursement  once o =

For CY 1984 and years following, the turnover for the amount in Col. (3) is assumed to be twice a yoar. =

inflation and increase in world demand for manufactured goods.
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Project funding covers only a portion of the
import needs of the export sector. The analysis in Table 6
also relates import capacity under BALDEX financing to the
estimated import requirements for extra-regional manufactured
exports. As shown in column 6 of Table 6, the portion of the
region's total requirements for raw materials and intermediate
goods to be imported from eligible countries that will be met
by BLADEX funds will rise from about 20 percent in 1982 to 76
sercent in 1984 and then decline to about 60 percent in 1986.
To the extent that project funds are used for post-production
export financing, or, in later years, for medium term loans for
capital equipment, the proportion of estimated import
eguirements that can be financed by the project will be
reCuced.

This project is expected to complement

5 laterel programs of balance of payments assistance to the
siinible countries. By providing financing for a substantial
pos.i0n of toe estimated import requirements of the export

.otor, the participacing countries will have greater
lexioilicy in allocating their exqort receipts and assistance
Csom other gonors to other critical balance of payments needs

+ sccordance with each country's perceived priorities. It is
JLosonaule to assume that, to the extent that financing the
oaort requirencnts of the export sector is high on a country's
seiority lisc, financing for such needs as cannot be met wit
Lunas from this project will be provided from foreign exchange
4vai.adble to the country. Moreover, each country whose
exooriers veceive financing under the project will benefit from
the increased foreipgn exchange earnings generated by the net
vaiue added in che export sector. Thus, this project, in
conjunction with bilateral balance of payments assistance, will

pnificantly relax a major constraint on extra-regional
cipotts, and contribute to easing balance of payments problems.

b. On Net Exports

Table 7 calsulates the potential Increase in

X 0rts Chat could be generated with the imports purchased with
ne credits provided under this proeect. A tecent SIECA

"4.y538 has shown that approximately one dollar of imports of
intensediate goods {8 required to produce four dollars in
sanuiecturing production (gross value). To arrive at a more
conservative econamic {mpact estimate, a 1 to 3 ratio has been
weumed, 4.0., that Si in raw materials and i{ntermediate goods
wportec will penerate $3 worth of manufactured goods. On the

ik of this assumption, and allowing for lags between

roviding credit funds and the resulting increase in exports,
¢ potential Increase in gross exports {s estimated to grow
..‘-.'. «utQ ..- “’52. {l‘i s“";: ;‘:’;‘ioﬂ ‘n 19‘5?0

{hese data refer to gross exports, To

s Bl0 MO (J"-;,l F's PATGITLE, :L".!' ‘n'.ilh‘.‘ rr":. W & Jl(‘f{.}‘.ﬁ s’}n"ld
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TABLE 7

POTENT!AL AMOUNT OF EXPORTS GENERATED BY PROJECT
(In millions of dollars)

0 (2) (3)

Amount of Raw Materials " Potential Increase in Potential Increase
and Intermediate Goods | Gross Exportsﬂf in Net Exportsl
Purchased Under Projectl/ (Col. (1) x 3) (.667% of Cols 2)
1552 30--..... vl =
1584 15°‘>‘ 315 210
1585 151 T 450 300

1/Figures in Colunn | are from Table 6, Col. 4,
2/1t was dssumec that the firs: $10 million AID disbursement effected in the

#1582, along with the matching $20 million commercial bank

1 -
34411 rrﬂi-: e |

o -
contribution, would not result in any increase in exports until 1983, In
chat vear, it would generate $90 million in gross exports. A multiplier
effect (gross value of ranufscturing products to raw raterial imports) of
3 to ] Is sctually conservative since SIECA has determined that imported
Intermediate goods constitute, on the aggregate, only 235 of the gross
value of ranufesturing producticn (SIECA, Evolucién de la Economia Centro-
srericans 1978-80, June 1881, Table 43), which implies a multiplier of
4,35 (one over .23). !In 1684, it was assumed that about $150 million in
rew miterlale ane Intermesiate goods will be purchased on the basis of the
$7 on In the revolving fund (composed of 525 million frem AID and $50

/IS5 Al
miilien from the commercial tanks) torning over twice a year. Assuning a

t ‘ botween ngy and exnorts, the full Impact of this loan on exports
wuld rot te felt unsil the following year.
V/tross exnorts less imnorts of raw materials and intermediate goods.
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intermediate goods that must be imported has been subtracted,
with the result that additional net exports are expected to
rise from $60 million in 1983 to over $300 million in 1987,
Thus, even if less optimistic assumptions than those justified
by the SIECA study are made, the project can be expected to gene
rate a substantial increase in net exports.

The above analysis is predicated on the
assumption that the shortage of financing for imports of
intermediate goods represents the major obstacle to the
expansion of Central American exports. Conversations with
private sector and central bank representatives in the various
countries confirm the fact that the shortage of import
financing is currently perceived as the main obstacle to the
fuller utilization of existing manufacturing capacity and,
therefore, to the export of manufactured products. This is not
to say, however, that other obstacles do not exist.

Imped iments cited by various individuals include unstable
exchange rates (in the case of Costa Rica), the absence of
suitable banking service: to exporters (know-how in areas of
markets and finance, ccllection of bills, timely opening
letters of credic, etc.), high shipping rates and inadequate
transportution. Obvicusly, these must also be addreaszg.

¢. Impact on GDP

The impact of the proposed project on GDP will
oe significantly greater than its impact on net exports since
the earnings of workers, suppliers, entrepreneurs, etc.
gencrated in the process of producing the net exports will be
spent on other goods and services, generating additional
incame, Twe alternative approaches have been used to estimate
the size of the income multiplier for Central Arerica: (1)
relating changes in autonamous expenditures (public and private
investment, govermment consumption and nel exports) to changes
in GOZ over the ten-year period 1970-1980; and (2) estimating
the marpinal propensity to import and save over this ten-year
period (the incame multiplier being the reciprocal of the sum
of these marginal propensicies). These two approaches yielded
an incame multiplier in the range of 1.9 to 2.3,

Using a switiplier of 2.0 for purposes of the
present calcuiation, following disbursament of the full $25
million of the AID loan and the $50 million {n co-financing,

nd allowing Jor time lags, the projected Inctease in net
axports of $300 million (see Tanﬁo 7, Colum 3) will yield an
estizated increase {n GOP of S600 million annually bezinning in




-33 -

1985, In 1980, Central America's total GDP is estimated at
g21.1 billion in current dollars. The estimated annual
incraase in GDP in the target year, therefore, would be about
2,8% of the 1980 GDP:

( S600 million = 2.8%%).
$21,105 million

This significant income effect resulrlng from
the AID loan is due to the various 'mulcipliers' assumed in the
analysis: (a) the 2 to 1 co-financing feature of the project;
(b) the 2 to 1 impact on intermediate goods imports resulting
from the fact that the average bank loan turns over twice
annually on the average; (¢) the assumption (based on the SIECA
study) that foreign exchange provided to finance imports of
intermediate goods will generate at least a three-fold increase
in gross exports; and (d? an income multiplier effect of 2.0,

d. Impact on Employment

"he exployment picture in the CAQM is blurred
by the lack of reliable data, and is further camplicated by the
fact that the labor force in manufacturing is composed of
formal and informal subsectors. The formal sector offers
employment in modern factories of five or more workers and
produces relatively high technology, high income goods. This
gector contalns about one-third o the total manu acturing
labor force but produces 754 of value added by the
zanufacturing .Jc.aor._ The informal sector is camposed of
self-exployed artisans and factories of less than five workers

—— --—————--—-—-—

¥ .ne ratio would, of course, be smaller {f GDP increases in
vreal terms between 1980 nnd 1985. No allowance need be made
for inflation, however, since none was made in projecting
N,cr:. (. @,, the analysis in real terms).

i/ The ratios are for manufacturing in Guatemala and it is
assuned that chey u“ﬂy to C.,A. See CNPE, El Sector In-
‘-o'\rQ::'o-i; ce Umzt('ua“i“ .9?6 50 CU«‘IdfOﬁ 11‘ 13. 16| 170
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producing low technology ,oods for low incame markets, It is
estimated that, in 1981, employment in the formal manufaciuting
sector was about 202,000 and about 404,000 in the informal for
a total of approximately 606,000 in all manufacturirf. This
latter figure constitutes about 9% of the economically active
popuiation in the CAQM,

The impact of an increase in extraregional
manufactured exports on employment could be divided into three
states or effects. The direct effect increases employment in
the factories directly affected by the increase in demand. The
indirect effect increases employment in the factories s Ylying
1nputs to the directly affected industries and could spill over
into agriculture in the case of food processing, leather and
wood products and into the service sector for such inputs as
banking, insurance, transportation and the like. The third
effect 1s an I{ncame effect that, through the multiplier,
increases exployment in all sectors of the econcoy as a result
of the increase in incomes in manufacturing, the directly
affected sector.

In Table & various possible employment effects
of an increase in manufactured exports have been calculated
inciucing two possible scenarios for the direct and indirect
Labor effects on ecployment in manufacturing steoming from such
an increase., The first scenario exaiines the exployment
effects in manufacturing {n broadly defined terms, {.e., in
both formal and Informal sectors. The first step was to
calculate productivity in the manufacturing industry by
gividing total expioyment in  industry into total value added
oy this scctor in 1981, The resulting figure (§6,825) was then
used to calculate the direct and indirvect effect on the
projected increase in gross manufactured exports.

In the second scenario, the exployment effects
wre imited to the modern zanufacturing sector alone by

CLLating productivit. par anployee in that sector and usi
the same ratlio as that “com above. By calculating vaius ndd:ﬁ
W modern sanuiaccturing and dividing this by the estimated

saoyzent in that sector, a productivity figure (§15,359) is
vrained, Dividing this figure into the projected increase in
CXpOTER yielcs the direct and Indirect employment effect in the

. = 4 v -~
. Faes ¥ -m-o-__i'::n\ll’:f\-} f-C":Of-

Soth sethodologies make the questionable
of conatant labor productivity through tisme, when in

ity, it will vary considerably fram year to year as
RANges causing eoployers Lo be teluctant to hire or lay




TAIGA B
‘-
ENPLOYMENT INPACT
(1) (2) (3) (%) (5) (6)
Dircct and Direct and
Net Indircct - Indirect Total Total
Foltential Increase Eaployment Employment Employment Employment
Increase in Over Effects Effects Effects Effccts
lict Exports Prior Year (No. of (No. of (No. of (No. of
(illions)V/  (Millions)2/  Workers)d  Morkers)%  Vorkers)S/  Morkers)S/
1933 90 90 4,879 2,168 9,758 4,336
1984 315 225 12,198 5,420 24,396 10,840
1585 450 135 7,319 3,252 14, 2 6,504
1986 k53 3 163 72 326 144
1987 462 9 483 217 976 L34
Cumulative
locrease
{1987 over
1982) k62 25,047 11,129 50,09% 22,258

1/irom Table 7, Column 2.

2/1he Increase in gross cxports that occurs. from any onec yecar to the next.

3/ Derived by multiplying the data in Column (2) by .37 (percentage of value added in valuec of

" fimal output) and dividing this product by $6,825, This latter figure is derived by dividing
total value added in CA manufacturing In 1981 ($4,i34 m[llion) by total menyfacturing
ceployment (605,700). .

A/Derived as in Column (&) except that a flgurc of $15,359 is uscd Instcad of $6,0825, This new

~ figure is YA per ceployee [n modern manufacturing derived first by multiplying total yalued
added in manufacturing by .75, tha osi|mated percentage [n modern minufaciuripg, 2nd dividing
the product by esployment in modern manufacturing (201,900),

S/Colu=n (3) x 2. :

&/Coluan (&) x 2. s

St




off workers until they are convinced that the change is
permanent. However, the assumption of a stable, or at least
predictable, labor productlvity is essential to the estimate of
the employment impact of any investment project.

Colums (5) and (6) of Tible 8 add the incone
effect to the direct and indirect effect.l/ If it is assumed
that the employment multiplier is of roughly the same magnitude
as the income multiplier (estimated at 2.0), the income effect
would double the direct and indirect employment effects.

Colum (5) shows the total employment effect for manufacturing
broadly defined and Column (6) is the total effect in
manufacturing narrowly defined to include only the formal
subsector.

With these two methods, the employment {mpact
of the project can be estimated between 22,000 and 50,000 jobs,
approximately 4% to 9% of the manufacturing labor force in
1981, There are two reasons for pointing to the low side of
LLL vange (22,000) as the most realistic estimate of the total

aployment effects of the project. First, inasmuch as the

projected increase in exports amounts to only 4,5% of
hunuxactur1nb output in 1981, a 4% increase in employment seems
more reasonable tﬁan 9 percent, Second, the lower estimate --
..L-. the total additional employment generated in the modern
manufacturing sector alone -- probably represents the maximum
employment impact of the project since very little informal
manufacturing is directed at the extraregional export market,

e, Conclusion

The preceding analysis suggests that the
: project is likely to have a very substantial impact on
net u;-art GDP and employment. In part, this is due to tho
¢ to ] co-financing on which the AID loan is conditioned;
part, to the fact thac the shortage of foreign exchange ia
penerally viewed as a major bottleneck to the expansion of the
repion's industrial exports; and in part, to the revolving

- — G ._,--.__'.._,.,

/e {ncome effect must be added since the direct and inuirect
lfitu 6 measure only the impact on manufacturing and on other
inductries ;,.ow.x.Y inputs for the manufacturing sector.
ihey o not include the secondary income effects resultin
fran the spending of the income received by the factors o?
production anployed in manufacturing.
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nature of the proposed fund, which will enable the region to
purchase an amount of intermediate goods and generate an amount
of exports equal to a substantial multiple of the initial
resources provided for the fund,

This project addresses one major constraint to
expanding extra-regional trade. The actual effects will depend
on adeqaute external assistance and domestic will to address
other constraints.

Finally, the econamic impact figures projected
in this analysis should be regarded as theoretical upper
limits. To the extent that other bottlenecks are not addressed
and act to bhold down the growth of exports over 1983-87, the
actual economic impact will be below the limits indicated
here. Even so, the analysis suggests that the impact on
exports, income and employment is likely to be very substantial.

3. Extraregional Market for Central American

Manufactured Products

This section analyzes available data in order to
make a judgment with respect to the ability of the
extraregional market for manufactured products to absorb the
{ncrease in exports that this project is expected to generate.

The historical trend in Central American exports
lonal produces,™ consisting mostly of manufactured
he period 1970-80, is presented in Table 9. Over
period, the region's total exports of manufactured goods
increased at an average annual rate of 16.8%, far in excess of
the annual rate of intlation. The most rapid rate of expansion
was experienced by Costa Rica (annual rate of 224) followed by
Guatemala (16%4) and Honduras (16%). Nicaragua's weak
purformance (average rate of 7.4%) is due to the sharp decline
eaperienced after 1978, which is attributable to the civil war
and a set of policies discouraging grivate sector activity.
ouring the pre-revolution period 1970-78, Nicaragua's exports
of non-traditional products increased at an annual rate of 15%.

hi=Ctadl
-
LN

T n

111 countries, inciuding Central America.
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TABLE 9

EXPORTS OF NON=TRADITIORAL PRODUCTS?
(MOSTLY MANUFACTURING), 1§70-80
(In millions of dollars)

(1) (2) (3) (4) (5)  (6) (7)
Total CA  Col. (1) as i
vanufactured of Aggregate

Products CA Exports GUA. EL SALV. HOND, NIC. C.R.
%
1570 351. 4 32.0 117.7 88520 13272006033 58.9
1973 517.8 31.1 VG L G Sl U 100.4
1975 728.8 31.8 207.4 174.8  58.9 126.0 163.0
1877 1055.2 25.5 292.8 249.4 72.3 176.5 275.4
1578 1170.0 25.1 335.2 273.0 95.8 184.3 281.4
1979 1243.9 28.0 381.0 311.2 115.8 122.5 313.6
1980  1660.7 35.9 629.0  327.7 1K7.h 123.5 433.1
1§70-£8 16.8% 18.2% 14,08 16.4% 7.4% 22.1%

iProducts otner than the following vhasie products''s fresh meat, shellfish,
saranas. refined sugar, coffee (unhulled), cacao, tobacco, wood, raw totlon,
ron=ferrous metols, silver and platinum, plants, flowers and seeds, (om=
rives all exporis of non-traditional procucts, incluzing those destined to
i I America., _
reot SIECA, fstadisticas Macroecondnmicas ce Centroamerica 197080,

ew

¥4 ' i n
wUILY 1w, 12114 l';-."g
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While detailed data showing the composition of
exports of manufactured goods for the region as a whole are
lacking, Table 10 shows the distribution of manufacturing
exports for Costa Rica in 1980, Exports of manufactured goods
are widely distributed over a number of categories, The most
important by far is fodstuffs and beverages ($177 million)
followed by chemical products ($97 million), metal
manufactures, machinery and equipment ($82 million), and
textiles, apparel and leather goods ($74 million).

These product categories should continue to sell
well in the U.,S. and other extra-regional markets, assuning
that the region follows sound monetary-fiscal and exchange rate
policies to assure the competitiveness of Central American
products abroad; makes efforts to resolve transport, quality
and design problems to continue the rapid penetration of
foreign markets that have characterized Central American export
performance during the 70s (Table 10); and that there is same
reduction in the currei.t level of violence and uncertainty.
The cuatemala Export Pramotion Agency (GUATEXPRO) was asked to
project exports of non-traditional products to markets outside
the non-CACM on two alternative assumptions: (a) that the
principal obstacles (the shortage of raw material import
financing and same other impedimentsl/) are removed; and (b)
that these obstacles remain., GUATEXPRO projected increases in
non-traditional exports of 17.8% for 1982 and 21% for 1983 on
the assunption that these obstacles are removed; and increases
of only 4,84 in 1982 and 1.8% in 1983 if they are not. Another
factor to consider is the projection of OECD imports from the
LDCs of products in the category labelled 'chemicals,
manufactures and machinery.' These are projected to increase
fram $90.0 million to $322.8 million over 1981-1990, indicating
an average annual canpound growth rate of 15.2%.2/

:1_7"1':1': wling inadequate funigation, cooling facilities and
packing sheds at the airport for agricultural products,
and improvements in port facilities on both coasts.

2/0ECD projection provided by AID/W in STATE 141354,
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TABLE 10

EXPORTS OF MANUFACTURING PRODUCTS BY COSTA RICA
(In millions of dollars)

Yanufacturing Incustries, Total
Foodstuffs, beverages ond tobbaco

Textiies, clothing anc leather
industry

Vool incuiiry, wood products,
inclucing furniure

Puper procucts; cutput cf printing
coteblisrments ond pu.lishing
houscs

cremicel substences

Parufactiure of ron-rmetailic
firecots weln tte eacenticn of
ticue derived Trom petroleum
GnC CCui

. . . . L
Yonvtelture o metan products,
CaIlanery GndoequipTang
vl ranuilovuring andustirics

1980}/

Rest of
the World

Central
America

Total

257.2L6

260.659

517.505

151.5561

18.311

6.545

3.485

34,768

1.400
1.738

29.0L7

10.360

25.610
55.666

6.856

16.005

62.029

7.569
4,078

62.EE3

29.623

177.201

73.977

13,44,

19.490

96.797

8.965
5.817

§1.930
L0.253
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C. Financial Analysis

1. Project Resources

The AID loan to BLADEX will be $25.0 million, of
which $10.0 million is planned for obligation in late FY 1982
and the balance in early FY 1983, The loan will be for 15
years, including a 5 year %race period, During the grace period
the interest rate will be 6%. Following the grace period, the
interest rate will increase to LIBOR but will be subject to
renegotiation based on an assessment of the risk factor for
lending in Central America at that time., BLADEX counterpart
for the project will consist of the co-financing generated
through the mechanisms discussed in Section II.B.3.c., above.

All of the loan funds will be used for foreign
exchange requirements; any local currency needs will be
supplied from the co-financing or fram the borrowers' own
resources.

2. Cash Flow Analysis

A cash flow analysis was performed to estimate the
growth of the revolving fund generated as a result of the AID
loan. Although the loan funds will be obligated over two fiscal
years, the analysis is based on a calendar year and assumes
that all AID funds will be available between September 1982 and
September, 1983, In addition, the analysis assumes that:

a) The AID loan will be for 15 years at 64 during the 5
year grace period, with the interest rate going to
LIBOR at the end of the grace period;

b) All funds will be for short-term loans (medium-term
louns pianned under rhe project are excluded from this
analysis because the amounts and terms of those loans
cannot be defined at this time);

¢) Co-financing will be provided at a ratio of 2:1 to the
outstanding balaice of the AID loan principal
throughout the 15 year life of the project;

d) Co-financing will b2 received through short-term loans
which average one year and require that principal be
repaid on quarterly basis;

¢) 1% of the portfolio will be needed to pay for
adninistrative costs;

) bBad debt expenses will be 14 of the total portfolio;
and

B) BLADEX will lend at current murket rates which are
defined as LIBOR plus a spread of 2%,

e ————
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Using these assumptions, several projections were run and are
sumaarized in Table 11 (see Annex H for the details). The only
varieble which is changed in these projections is the market
{nterest rate--that is, the interest paid on co-financing
recived--since the remaining variables have been fixed in
accordance with proposed terms of the loan.

The portiolio represents the amount which will remain
in the fund after all principal and interest on the loans have
been repaid. The most conservative projection assumes that the
lowest interest rate at which BLADEX will borrow is 9.% (i.e.,
LIEOR) and will lend at 11% (i.e., including a 2% spread for
risk, overhead, etc.)., This results in a portfolio of § 36.0
pillion in year 15, Less conservative assumptions with higher
interest rates result in correspondingly higher balances in the
portfolio.

The fund will be able to grow during the first five
veors because the spread between the interest on the AID loan
and the rate at wehich BLADEX will lend will be used to
capitalize the fund, The co-financing will contribute little
to the capitalization since it {s assumed that the co-financing
principal will be continually repaid. (The one quarter lag in
the repayment will, however, make a small contribution.) It
should also be noted that, since the initiation of repayments
on the AID loan principal will correspond to the increase in
the interest rate on the AID loan to LIEOR, the fund will
actually experience several years of decapitalization since the
spread on the AID funds (the previous source of additional
capital) will be eliminated while new principal payments will
soauce the existing capital base. Any decapitalization will,

wver, depend on how much the fund has grown during the five
¢ prace period. For example, at the lowest interest rate,
decapitalization occurs until all principal and inCerest
¢n repaid because the fund did not achieve a size large
to prevent the continued draw down on the capital
AL the higher rates, however, decapitalization is a
ively short-temm effect because the size of the fund {s

flcient to coanpensate for draw downs on the capital base.
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TABLE 11
SUMMARY

CASH FLOW PROIECTIONS UNDER DIFFERENT ASSUMPTIONS

ASSUMPTIUNS :
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3. Financial Status of BLADEX

a. The Accounting System

The BLADEX accounting system has been computerized
from che inception of the bank. A trial balance is run daily at
the close of operations. Three desk model mini-computers are
owned by the Bank and used for cash flow and other projections,
Individual information on all member banks, including balance
sheets, income statements and financial ratios is autcmated for
instant recall., This information is updated monthly by the credit
officers, Addicionally, country profiles are kept in the autamated
data bank so that country risk analyses can be dune. These risk
analyses are based on 12 indicators, including balance of
payments situation, amount of gold reserws, exports as percentage
of GNP, exports as a per cent of net foreign debt, and gross
revenues as campared to debt service., BLADEX canmpletes almost all
of its financial transactions electronically, an operation that
is facilitated by on-line ticker tape communications to major
world Doney arkets,

The following analysis i{s based upon BLADEX's audited
financiel statements for the period ended December 31, 1981, and
uavdited statements as of March 31, 1982, The CY 19681
information was reviewed and certified without exception by Touch
Ross & Co. (&r..,:m:.-a:;vu financial statements for 1978 through
1981 are in Annex H .

As in post banks, virtually all of BLADEX's income {s
Gerived from interest earnecd. BLADEX divides interest earning
absets into throe categories: interest earning deposits, short
torm loans and medius term loans. Furthermore, every effort is
e Lo maintain a 40K 407 20% balance in these three categories.
The &UL representing interest earning do'&miu is kept in
orteters deposits with large caomercial banks earning prevailing
rhank rates. This is a low risk activicy for BLA&!. The
oo UL represents short-term loans outatanding on which the
average turnover has boen 120 days. This is used for export
Linarcing where it gencrates foreign exchange at LIBOR plus a

™
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margin., Because foraiggnexchanga is both the basis for its loans
and repayments to the k, any loss due to currency fluctuation
is minimized, Finally, the remaining 20% is in medium-term loans
which currencly average 4.6 years.

In 1981 BLADEX maintained a reserve for possible losses
equal to 0,625% of loans outstanding which, in the management's
Jjudgment, is sufficient to cover such eventualities. 'Ihr%h
1981, only one loss had been suffered (amounting to $200,000)
while this account had a balance of $2.5 million. The Mission
feels that cthis {s conservative because they are lending to
shareholder banks and not directly to the final borrower. In the
proposed loan BLADEX will establish a reserve for possible losses
equal to 104 of the AID portfolio outstanding in Central America.
This will give them an added cushion to allow lending to a higher
risk region,

b. Financial Performaxce

SLADEX obtains money from two main sources: (1) deposits
placed with BLADEX by central and camercial banks and
international organizactions; and (2) from borrowed funds.

Deposits placed with the bank totalled $424 million in 1981, which
indicates a strong acceptance of BLADEX by the world banklr?
coomunity., Borrowed furds for the same year were $146 million.
These are borrowed based on the LIBOR rate. Interest puid to
depositors is also based on LIBOR.

Although the bank's earnings per share has risen from
$47.75 to §153.17 since operations began, this has not been
distributed, Rather, shareholders have voted that they be kept as
retained carnings, Ia fact, from inception the bank has funnelled
all its earnirgs into operating funds, thereby increasing its
porcfolio ana contributing significantly to {ts rapid growth,
ouring the April, 1982, shareholders meeting, a stock dividend was
declared for the first time., This stock dividend insured that
retained carnings would be maintained as a part of the Bank's
targible net worth.

in slightly morte than two-and-one-half years BLADEX

reached the billlon dollar plateau in amount of exports fi- nanced
anc required only nine additional months to reach the two billion
doliar mark, During 1951, BLADEX extended $606 million in
advances and other short term loans (representing 68% of total
loans sade), $97 aillion was for medium-ters loans (111) and $188
sidiion was for acceptances (21%). Disbursements for single loans
during the year ranged In size froam §1,282 to §18 =illion,




For banks, leverage is used as a measure to indicate how
much of their total assets is covered by capital. In the case of
BLADEX, this ratio is currently a conservative 14:1, With more
experience and a proven track record, it is planned to increase
the vatio to 20:1, Due to the ¢ sition of the BLADEX
portfolio, i.e., 40% is in virtually risk free deposits and 40% is
in telatively problem free short-term export financing, a leverage
ratio of 30:1 would be acceptable. However, leverage is not .
solely an internal policy, but is subject to market pressures. A
well accepted rule of thumb, therefore, is the 20:1 ratio BLADEX
plans to achieve, Motwithstanding, the nature of BLADEX's asset
mix should make it possible to realize a 25:1 ratio without
encountering much market resistance, Up to that point, BLADEX
went b on the conservative side and should not face any
difficulties in obtaining deposits. The fact that BLADEX
surpassed its five-year projections (prcgared before operations
bepan in 1978) by obtaining more than $420 million in deposits in
three years of operation 3 an i{ndication of the banking
caomunity's confidence in BLADEX's management.

§ - o -
-~ LOnciusion
—— e e

in a period of less than four years, BLADEX has develo
into an important regional bank which, within the limits it has
ut for {tself, is very effective in mtirﬁoche needs of its
clients. Altho gh it has experienced a rather phenamenal growth,
the above analysis demonstrates that BLADEX {s, in fact, pursuing
s falrly conservative course in its initial years.

SLADEX has been able to grow rapidly yet in a controlled )
whion because (1) a high damand exists for its funds while
Sosing the Bank to little risk, (2) the short-term nature of
sost of its loans results In quick turnover and re-investment of
{Ls resources, and (3) shareholder banks have expressed continued
confidence in the Bank,

Based on this analysis, the Massion has concluded that no
{al constraints exist which would affect BLADEX's ability to

) & ERaadi 16 Liia b ‘JrUJ‘.r‘:tI

ititutional Analyeis
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(08 Beclion exanines all aspocts of the development uf
. with the exception of (ts financial growth which 1a

| owod .;,;.'.u:;.'.'Lv;y alove .
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1. Background

BLADEX began to take shape in 1977 with the
development of it Articles of Incorporation and Py-Laws which
guide the Bank's operations. The original charter was si on
September 18, 1977 in Cartagena, Colambia by 24 individuals
representing 25 banks fram 19 countries in Latin America. The
principal objective of BLADEX is to pramote Latin American
exports, particularly non-traditional goods and services, by
providing pre- and post-export financing in the form of short-temm
advances, Eankcr‘s acceptances and medium-term loans.

BLADEX was formally incorporated in Panama in 1978
withn authorized share ca?ital of $99.0 million (representing
99,000 shares). By late 1978, an initial capital inscription of
approximately $25.0 million had been paid, which permitted the
Bank to caomence operaticns in January, 1979. A total of 193
banks participated in this initial inscription. The central banks
or thelir designees fram 20 L.tin American and Caribbean countries
each contributed $200,000 for $4.0 million in equity, 172 private
camercial banks from Latin America, the United States, Euroga.
Asia and the Middle East contributed approximately $18.5 million,
and the International Finance Corporation (IFC) contributed $2.5
million to became the largest individual shareholder. In 1981,
the authorized share caﬁ‘i’ul was increased to $110.0 million and,
05 of April. 30, 1982, the number of shareholder banks had
{ncreased to 232 ralsin{. paid in capital to a total of
approximacely $34.0 million. (See Table 12).

Incame i{n the Bank's first year of operation was §1.5
sillion, with assets of $192.6 million. By the end of 1981, the
not annual incaze had grown to $5.2 million and assets to $691.1
million.

-

2. Shareholders

When the Bank was created, three classes of
shareholders were established: Class A, caoprised of central
banks and atate-owned banks designated to be in this class; Class
B, consisting of public and private banks or f/nancial
institutions with a majority of their capital fram Latin America;
and Class C, cauprised of international cammerc{al banks. At the
1951 shareholde.s meeting, a Class D shareholder was established

¢ intornational organizations. Currently, the IFC is the only
shareholder In this class (previously, it was a Class B

» » -arrvy
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TARLE 12

BANCO LATINOAMERTCANO DE EXPORTACIONES
(BLADEX)
As of March 31, 1982
Percentage
No. of Total Ownership
Shareholders Amount ($ '000) Amount of Total
AFEBYRCED A 8 c 0
1 584 ) - 1,172 1,055 100 - 2,921 8.62
St Y 670 326 - - 996 2,93
1 15 « - 1,172 491 - - 1,663 4,90
1 11 - = 1,172 498 - - 1,670 4,92
U L TS e 538 £51 - - 1,089 3.21
I e e 291 10 - - 301 0.89
1780 = e 1,172 686 - - 1,858 5.47
15L& See 509 88 - - 597 1.76
el B Vaite 509 100 - - 609 1.79
1 37 = =it 291 100 - - 391 1.15
) b s TR 291 368 - - 659 1,94
LT 4 e et 291 100 - - 391 1.15
IS e 509 138 - - 647 1.91
I I e e 291 8 - - 299 0,88
18 = = 525 581 - - 1,106 3.26
2 ieiie 1,172 175 - - 1,347 3.96
1 13 - 1,172 1,930 - - 3,102 9.13
LYETETD 350 291 - - 64) 1.89
& = = 509 569 - - 1,078 3.17
310 ele 670 860 - - 1,530 4.5]
w il D S - - 800 - 200 2.36
e ) e - - 400 - 400 1.18
w ' Tatlll] Ve - - 200 - 200 0.59
3 TR ST - - 200 - 200 0,59
o et e - - 1,600 . 1,600 .7
ohlws H] e - - 400 - 400 1.18
i o n ] e - - 400 - 400 1.18
e U Y - - 1,150 - 1,150 .39
P e - - 600 - 600 .77
ne iy 1 - - 400 - 400 1.18
Tl &S e . - 2,000 - 2,000 5.89
ottt ) - - 400 - 400 1.18
hwgicia fentLll Gie - = 2,500 2,500 .36
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The shareholders meet annually and are responsible
for electing the Board of Directors. The Board has ten membera
(three each from classes A, B and C, and one from Class D) with
each member being elected to a two-year term by the shareholders
of their respective class. The Board meets quarterly with BLADEX
management and provides guidance on a wide range of policy
issues, An important function of the Board is to elect the
Executive Vice President of BLADEX who is the legal representative
of the Eank as well as the Chief Executive Officer in charge of
day to day operations.

Annex G, contains the Articles of Incorporation and
By-Laws of BLADEX and details the specilic responsibilities of che
shareholders, the Board of Directors and the Executive Vice
President.,

3. Sctructure, Management and Staff
Figure 1, ahows how BLADEX 18 currently organized.,

Under the Executive Vice-President are three
functional departments: Assets, Liabilities and Administrative.
Zach Department 15 headed by a Senior Vice-President. The Assets
Department {5 responsible for managing credits to clients, for
syrdications and for medium-term loans. The Liabilities
Separtment handles deporits, floating rate notes, Lines of Credit
and acceptance financ.og. The Aduinistrative Department performs
camputing, personne’. and accounting functions.

In oder to manage the rapid growth of the Bank, {ts
stalf has alzmost tripled since operations began in 1979 (from 33
to 87 as of April, 1982). Future growth on the size of the staff
coomensurate with the growth of the Bank {s planned.

Approximately half of the staff (43) have a
univer-aty-ievel degree, and slightly more than half (45) are
woi . BLADEX places a high priority on traln!r% {ts personnel at
al) levels of responsibility., This priority {s demonstrated by
the relatively low level of turnover experienced thus far. Also,
60, of the professional staff i{s 30 years old or younger.

Annex G, provides adaitional detail on the
camposition of the BLADEX staff and how it {s divided mnong the
functional departments.

4. lendirg Repulations and Procedures

As a relatively new Institution, BLADEX has been able
CO deaign JLa operations around (he capabilities of advanced
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automated data systems., The Bank has recently installed an IBM
System 38 which maintains all of its records, includir? up to date
listings on its portfolio balance, in easily and readily available
autcmated form. The staff includes a senior camputer expert as
well as programmers who manage the system and assist other staff
membars with specific requests.

In accordance with its statutes, BLADEX may lend only
to ics shareholder banks in Classes A and B, Further, before
lerding ro any bank, the respective country must have a Class A
shareholder, This regulation limits the banks which may borrow
fram BLADEX to those that are Latin American.

In its lending operations, a primary concern is the
pranotion of exports fram the region and, during 1981,
approximately 73% of the goods financed by BLADEX were destined
for non-Latin American markets, The primary market was North
Anerica (40%), with Europe (20%) and Africa and Asia (72)
accounting for the rest., For transactions financed in Central
#Amrica, the same percentage of goods exported outside the region
also holds true.

As noted above, the Assets Department manages the
ranting of credits to client banks. Nine officers from the
.A..‘Jl rtment constantly travel to these banks to review loan
applications and to up-date the detailed analysis BLADEX maintains
on their financial status. Using this {nformation, the credit
officers are able to recammend appropriate action to the Senior
Vice President for Assets.

Although it has been 1n o ration for just three and
a hall years, BLADEX is pcrfomi Its rapid financial
zowth ha w..mmoui effectively and ‘has been matched by an
a,,:.ﬁ,):xau increase in the Bank's staff.

Thae professional staff {s young but very well
quaiified, anc the exphasis placed on training has been rewarded
Y 4 dedicated ataff which has responded to the challenge created
)y the growth of the bank. The availability and use of an
ced a iteated data systen has also groatly facilitated the

".-i';-ﬁ o)+ e r an l

in swemary, after reviewing all available
nformation, the Mission concurs with the finding of the IFC in
\h most recent Supervision Report of BLADEX: It ..."is sound,
woll manages and mowing in the right direction in terms of
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achieving its:broad objectives." (p. 4, Annual Supervihion Report
of the BLADEX Portfolio Review Committee, April 30, 1982).

E. Social Analysis

A traditional social analysis examines the design of the
proposed project with respect to the social and cultural
characteristics of the target group to determine whether these
present any constraints which would affect implementation and
achievement of project objectives. For this project, however, a
traditional analysis has not been undertaken for two reasons:
first, the project deals most directly with coamercial banks and
the industrial sector through well established procedures and,
second, the proposed design does not include any new features
which would affect the relationship between the industrial sector
and labor force which depends on it. Instead, this discussion
briefly reviews the gencral social environment in which the
project {s set and the benefits which will accrue to the
industrial labor force.

with the development of the industrial sector spurred by
che CAQM, the demand for labor (primarily unskilled) contributed
to the steady stream of migrants looking for work in the urban
centers., In addition, as the disruption of daily life in rural
areas caused by the unstable political situation has intensified
over the past few years, the perception that work could be found
convinced many people to leave the rural areas in search of a
better life., What they have found, however, is that employment
opportunities, even for unskilled labor, have becane scarce and,
in many cases, are disappearing altogether as plant owners decide
L0 scale back or cease operations in response to the contracting
market, the shortage of credit for working capital and the general
uncortainty about the future.

The growing level of unemployment is a major cause of
concern throughout the region. In this period of political
..... tabilicy, nigh levels of unamployment can create a fertile
pround for extremist groups to exploit in recruiting participants
for their accivities. If unattended, this situation will serve to
deepen the sctrife which characterizes much of the region.

The proposed project, therefore, is particularly well
suited to respond to this situation because by providing resources
chat the private industrial sector needs for production purposes,

v will also have a significant amployment Impact. As estimated
in the econanic analysis, at least 22,000 jobs, representing
sproximately 4% of the existing labor force, could be affected by
the project, Section I11.8.2.d, above, contains a detailed




discussion on this impact, including the income benefits which are
expected as a result of the increased employment.

Based on the importance and magnitude of the employment
and income benefits that will accrue to the industrial labor force
and the fact that no new features are introduced, the Project
Camittee has concluded that the proposed project is socially
sound.
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IV. IMPLEMENTATION ARRANGEMENTS
A. Project Management
1. Role of BLADEX

a. Management Procedures

BLADEX, through the Senior Vice-President of the
Liabilities Division, will have overall responsibility for project
implementation and for keeping ROCAP advised on all matters
related to the loan. The Senior Vice-President for Liabilities
will also inform the BLADEX Executive Committee (consisting of the
Executive Vice-President and the other two Senior Vice-Presidents)
on the progress of the loan.

The Executive Vice-President of BLADEX will be
responsible for advising the Board of Directors on the status of
the project. The Board of Directors, however, will not have any
direct role in project management since all nmessarLautMrity,
including approval of any loan request, has already been delegated
to the Executive Vice-President,

No major variation from the current analysis
BLADEX conducts as part of its normal operations will be
required, Existing staff is sufficient to meet all demands which
way arise in implementing the project,

b. Project Implementation

Credit officers in the Assets Division will be
responsible for reviewing all loan requests. They will examine
the criteria established for this loan along with the normal
factors BLADEX reviews when a loan application is received (e.g.,
country risk analysis, camposition of the shareholder bank's
wrefolio, and the implications of the added liability on the
Suok's financial position). Based on their analysis, the credit
officers will recammend either approval or rejection to the Senior
Vice President of the Assets Division who will then advise the
txecutive Committee on the appropriate course of action to follow.

At the outset of the project, BLADEX will advise
ROCAP of {ts estimated requirements for a 60 day period and:that
scount will be advanced and deposited in an account in a major
J.S. bank identified by BLADEX, As funds are disbursed from the
account, BLADEX will advise ROCAP and request that the account be

:‘u;alunibf‘.ud.
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When a loan request is approved, BLADEX will
notify the shareholder bank of the decision and initiate the
preparation of appropriate loan documentation. At the same time,
BLADEX will arrange for the transfer of funds needed to finance
the approved activity. Most of these at:eg: will occur almost
simultaneously because the camunication between banks is handled
electronically,

Following disbursement of funds, it will be the
shareholder banks' responsibility to provide BLADEX with all the
documentation to show that project funds have been utilized in
accordance with agreed upon terms. BLADEX will not have any
direct relationship with the final borrowers. A similar procedure
is currently aﬁplied for all of BLADEX's lending activities with
its client banks.

As part of the normally scheduled visits to the
client banks, the credit officers will review project status with
appropriate bank officials and, in this way, will identify any
problems which may arise and call them to the attention of the
Executive Camittee,

2, Role of ROCAP

ROCAP's Program and Project Development Office will
have overall management responsibility for the project.
Specifically, the project manager assigned to that office will
monitor all loan activities, maintain regular camunication with
BLADEX on project status, assure campliance with the Loan
Apreement, participate in project evaluations, and report to AID/W
on a continuing basis,

An implementation camittee has been established to
assist the project manager on addressing and resolving any issues
that may arise. Fiscal control of loan funds will be the
responsibility of the ROCAP Controller.

ROCAP will not exercise prior approval rights on
loans being contemplated by BLADEX. The project manager, however,
will visit BLADEX offices on a regular basis and, as feasible,
will visit participating banks in conjunction with visits planned
L BLADEX's crodit officers to assure that funds are used in
accordance with the Loan Agreament.

In additior to quarter.y reports on loan approvals,

coumitments, disbursenents and the uses of AID funds, BLADEX will

e required to submit an annual audited financial statement and an
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annual audit prepared by an independent CPA firm accopthble to
ROCAP,

B, Implementation Plan !

The proposed project has been designed to address the
critical probgaa of the scarcity of foreign exchange needed for
essential imports, BLADEX already has installed a mechanism which
i{s capable of delivering resources quickly and efficiently and,
therefore, the project will rot lose any time in establis hf a
framework within which to address the present crisis. Eligibility
criteria have been purposefully kept at a minimum to permit
maximun flexibility, As a result, it is expected that once the
Loan Agrecoent is signed and the Conditions Precedent satisfied
(which BLADEX should do in a short period of time) loan
applications will be reviewed and first disbursexents made without
delay.

The project includes no major activities that must be
planned for a specific time in order to assure smooth
implementation. Once the CPs are satisfied, the principal
activity will be to monitor loan requests, ngprovals and
disbursements, Table 15 contains the schedule of the principal
project events.

Table 15

Implementation Timetable
1. Project Authorization Received September 1982 .
2. loan Agreement Signed September 1982
3. Conditions Precedent Satisfied October 1982
4. Initial Disbursement October 1982
5. FY 83 Funds Obligated December 1982
6. Review of Co-financing Levels March 1983
7. Project Evaluation October 1983
8. PACD September 1984

‘. |

Evaluation Plan

Given the demonstrated demand for resources such as
those to be provided by this project and the existence of a
functioning mechanimn capable of delivering them to the target
aroup, the loan {8 expected to be disbursed in a very short
poriod of time, As a result, only one evaluation is planned
over the life of the project, ’
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This evaluation will focus on the objective of the
project to assist in increasing non-traditional exports to
areas outside of the CACM and will assess the extent to which
loan funds have helped participating enterprises expand their
export produ “ion. The longer term t expected from the
project, such as increased GDP and emp t, are not expected
to be fully evident during the life of t pro,}ect;
nonetheless, the evaluation will be ablc to gain some insight
as to the initial short-term impact in these areas.

BLADEX and ROCAP staff with assistance from outside
consultants will carry out the evaluation. The Logical
‘ranewotk (See Annex F) will be the general basis used for
measuring project progress in achieving goal and purpose
targels,

D. Disbursezent Procedures

ROCAP will make a dollar advance to the revolving
fund, the balance of which will equal BLADEX's projected
Wwh=lencing requirements for a 60 day period. ROCAP will
replenish the advance upon sutmission of vouchers and
Supporting documentation (e.g., a copy of the notification to a
ciient bank that funds have gaon transferred to its account)
which evidence loan disbursanents.

E. FProcurement Procedures

in this project, BLADEX will function as an
{ntermediate c'odu institution., Procurement procedures,
therelore, will be in accordance with the Hcln set out in
Chapter 19 of Handbook 1, Supplement B, All project funds will
bo used to pay for the @ procurament of goods with dollars
(foreign  :harge). The source and origin of the goods
procured will be in those countries Included in Code 941 of the
ALl Goographic Code Book and the countries of Central America.

f. Condicions, Covenants, and Nepotiating Status

L, Conditions Precedent to Disbursement

he project has been designed to draw upon an
...... ; exi .f. g sechaniss within au.m:x for channeling funds
érges grovp. FProj iect analysis has shown that this
echanies, .3-.~:-‘. {§ esse "'Ial to achievirg the stated
objecsives, :',.:,._::a ns well and that no changes are needed to
el e TeQuiltalen LB (af £he ;ofOJQC[o
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Other than those Conditions Precedent which are standard prior
to inicial disbursement (i.e., designating official
representatives and obtaining a legal opinion on the Bank's
authority to enter into an agreement with AID), BLADEX will be
required to attest that there has been no significant change in
{te financial situation since the time of its last certified

audit statement.
2. Covenants

a. Funds made available under the loan shall be
utilized for financing activities in those countries in Central
America which are designated for participation in the Caribbean
Basin Initiative,

b, Borrower will create a system for accounting
foi che AID funds separately, with all re ts of principal
& interest (once an adequate reserve for losses {s
established and aduinistrative costs are covered) to be used
caly for :'ncize purposes for which AID funds were originally
made available.

¢, Borrower will submit a quarterly status rt
to AID containing a breakdown of subloans, types of industries
recelvirg assistance, camnitments and disbursements, terms and
corditions of financing, uses of BLADEX and AID funds, and
other cooxents as appropriate.

d, BLADEX agrees to provide, during the
Jlsburscent period of the AID loan, co-financing for the
Srolect in en anount equal to twice the AID loan; that
coesinancing is defined as the outstanding balance of credit
rovided by it for the purpose of proamoting exports from
countries eligible to par tcipate in the project, minus the
sverage for 1981 of the ouuundlr? balance of such credits and
caciuaive of any credits provided fram the AID loan or funds
erived fros the AID lcan; and that BLADEX shall, during the
wotice tems of the AID loan, maintain a level of co-financing
uch that the average @ount of co-financing during any six
sonth nericd ie no Less than twice the outstanding principal of
the ALD loan during that six month period,

@, BLADEX agrees that, prior to using project
for sedius ters lending, it will sutmit, in form and .,
Lbetance satisfactory to AlD, J description of the type of
s ters lending proposed and the criteria established to
sprasse the subloan investzent,

5. Nepociatine Status

| < The proposed project has been developed in close
| wrdination with BLADEX, whose staff has made significant
| cributions to the content of the project paper. No problezs
' ¢ forescen in the negotiation of a loan agreement,
cecte to slgn the loan agpreement shortly after receiving the

e b »i't::'in:Qt 160,
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