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1.SUMMARY AND RECOMMENDATIONS 

~$AZWlHondurasrcmmns auhr~zain
US an Economic SupportFund Loan of1
010 00 The dollar 1oan,wil be&repaid~4n 40 years ic1luding a ten year 
grace poarfoc. :The interest rate will be 2%during the grace period and 3% 

B. Bi ~orrower 

The Borrower will be the Government of Hodua acin hrug he~Ministry of
7innce and Public Credit. ~V 

The Governm~ent of Hdhdu.as has adopted an economic recovery program which is
 
VVVIrealistic 
 and touigh.. The progrsM involves a l1arge Increaue in~ the tax effort,expendture octsp and monetary restraint~In,order to achievetfscal anldi ~I 

VVtVVXVVbsan etfpaymene quiibiu byth in of983- The program will be 
V pprtd4by an. My Stand-by arangment, which was negotiated-i lte Auguist 

V 

Qhas
4d~ich thi, mlmntei
an whKS~ VO begun to 'pior to its approval byr the IMF 
Eecutive, Bors' hsPA rps' dtc'US -vrmn support of $50 ,

million to the CON Insupport ofjthes efora Iismprtvto U,,Sw,
objectives in Honduras that t he IMHF.>Stndmby 'Arn gun be sbuccessf ul in 
ste~tn the deterioration of the hconomy jlau prvidMBin a 4* ~o renewed 

K 1 

Vthe 
 pupoe ofth proposed asitneare: ' VlIV.I, 

5-. 
 to provide.1iats bauance ofpaymnts support to Honduras; I, I~V2V 

2. to~~VVI theasur alocation ofturently9peeded foreign exhag and reito the private sector inHondurs,particularly' net exporie'rol and' 

I~V'S1>I'5~ 3. to assure austisfactory rate of -tmpeent~tiou of high priority 4.sSSSVV '5 

~I>~~5I4V~ davolpment projects In HondurasV II 

5V
,V-'The~*'oposa4 *00 s$Uion program will he disbursed as a cash- transfer to thse~~'~>I'I-S'V 
4"ACC*UnV-


V(SM)~Ot VOf the Ceta 1(ko onduras in the FederallReerve 3Unk of 
co .orets1'banks land't importers ditSctlyI Ths 'dolar V11 V1pimexchan*.ereourcs rciedbeh 1 v i tpp fbank thr-h05.d@2araexoterig and will be. sold by, thebanks to their :private 'sector ctlients
intI<
eoadaneo vitn the priorttissa lroady established' by the 'Hondursn ' 1I 

I-Authortieis#.V~ ~VVVV5S~

mailto:thr-h05.d@2ara
http:Hdhdu.as


----

As a caonditn of the program,: the CHi ill~ 	 the
poiereo6urcea'fo 

ipration from the United States, within twelve monh follwin
 

Sdsureent~ 
 ofthe cash ransfer, of $50 million worho raw materials,

iner'ei'-t'6 gosand spare parts needed by prvate enterprises i Honduiras. 

-Ta oBC~i-documnt,$ imwt~port-o -e liecomdiesb' dpr-a e&te
anrvieteMiso it e chs All necessaryof ~nationa. 

suprtn douetswl be miiedby the BCH-and th Commercial Banks 

;; 	An equivalent amount of Lemiras wil begnrte ttetime,the Cash~ 
Transfer ri 'mde; these will be used for loans .to pri.vate industrial and 

agricul3tural producers (75%) andforgovarnment~ counterpart contributions to
hig piority evlopment, p.Ioectsa (25%)., Priority attenioi will be givn to;yA~-	 credit for bxortreQ? prd~to wihhgiepomn mat Loans~ will
 
be Mbavailable by the :private cotimercl1ankeatimarket rates of~
 
,interest* Tn viawofthe ffshore origin at thesefunds, the 19% coiling on~
 
h~neot rat chargeas,eaby~ commercial banks41ll no apply The
 
cnterpart supportill~ b~ eia i~P'~ wPhose improved
agg'Ing prjet


implemntation wol rn'i~riefrtnecag prceedsaeImors
 

D.Conditions, Covenants and Negotlating~ tatuus 
 ,.~ 

1~h~ conditiono and covenants proposed for the~loan are stotin -12 
Section 1r E.: In~brief! there Isnorqieetfrcodtoaiy 

<m 

te 
thn itandard..onditions precedentprior to dibueent of the $50 milion~~~

contemplated undr.this pogam* Th~e, Miso ha o~ dta the GOIR needs < 
* 

fullcoplance with the IM tn.blrgaTeMsinI also confident ~* 
thah'Lttr'f,:X tnt'-wc wa eoitdI h second4 round of'
co~nsultations' Is-ullyconsient with "ZK.stadards and'will be approved by 

'" theM~s Zxcu1 BI'rd's. Thiroore there ts' nothing tobe .gained by;~-hodia~p hedibusain, fthmef~ld,-,Uti:'hi,.fOtmauittosee"f~aaressnt 

assistane only would 'erve to incresse :th voice'of, po11lcal a iigaK c
fore# wthin Handuerastht wid prefer non-orthodox uoustaryand~fiscal 

'poicis*'The ability of theGOR toIaI ain its' resolvs tocarry out thisi-
''' 

siff to-,inoeaaethe. importation of,~ ~ 'i 


1 >pro~am depondion its bstg <able 
- esential raw'matrlalsand thus begin the recovery, procew.quickly, 	

-

' -~ 

'Theptoposed 
 covenants provide & formal basis tor assuring that the private 
swtrSets accets to- foreigin exchange for; Imports fromthe U.5. Inat least 

*xpdttioualy 	 : 'of thlan that the local cu'rsney. Ia carefully programmed and
oxpeitiuslus~ thtiL ths Swad-by Li consumated and that the 

~jI< 7 r"aconoih polloy dialogue ofrecent montts continues into the future. <)ThiMison viw this sit~o ovenants <am'sa lpful~fomalityl there to 
-already fundmmwntal a~rsamant on 'policy directions, These Covenants will be !"uatfulin focusing discussion for subsequent III as well as DevelopmenI
Asistanco projr~ms, 	

at 
->2
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* '~ £~V ~ was dliacusse4 V~th ~ ~U~iit@~ Qf F~.naico and 4o ~.iLdont 
~ik botQ~ ~.y ~ravV.&d to Toronto~ to rep 

~%o*tt~s~ ~~N:flWaWd~l~e IBRD. Agr.e~.nt ~th4eobj.cdvea of 

~&a~stut noo (Annix A ~ Subse ue~~kd~.c huione w±t~ 
Pro. d~iii~of ~e central Bank and ~chnLca1 *af~ have 

~ 4i~*±c~lty f.~expeoted ipne8otiating the Loan 
~A~r~&uon~.' ~h& GOl~ ~haa 1ndicatid~hat woiald~ ~rea~ly~pr.f.r ~to conewuato 
~ fu~d ~ Federal Recerve ~
 
~ a~cooiin& ~fo~Id ~f ~5o~ mb'& o7i1 ~to trnpro~e Ito ~balanco uhoet~ a.
 
a! the 'e~d~ o~ th~t~ ~o~h ~Thi; GOfl~~ ~mt~ed * *dLt1~oui action 
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1. The $ettinag #~ 

Bewe.95 ajnd. 1975,~ the GQDP growth~ rate~ in Honduras wa inadequate to 
Es1btnili* raise-living standards. Real per caiaGPwas growing at les 

,
 

thn1,a year.-KHonduras ,did not seem to be able to-generate high retu~rns to
 
;7 ivestent'and rema nedthe least -developed! and poorest 'country1in Central
 

Americaf. ixpor*ts 4of bananns, cofe, and lumber accunted ~form a thin 40%~i
 
~~ ~ of GDP, The absenceof, latje agricultural, estates and~availability of unused 


4aIn rdc 
&K
 

la epIe mor eqial' isttion of inome than "elsewrhere In 
Ceta mela A the same time, relativa~lack oefan eiitreprewuial class,,
lack of strong educational~ and~f ianci'i iititutionis, ad~ lack -o 

irastructure caused Honduran; growth tolag ibehind that of~the country 's 
pvartners in the Central American CommoiVMarket. ~ j-

'Thepublic seectobegan to~expand its role ~significantlyj in;the 197Ose, The 
~ ~central'government accounted for 17%;of GDP expenditure~in 198o, up fromll2
 

Sin 1960. Expausion was notable in creation of produttive Ipfrastructure suc.j~
 
7 , an roads, and effts were made to incraaseioutput of~'forestry'a'nd

< 	agrctural product.t; Social servicesxpihdad and,& dynamicpdvat sector
 
~bogan to grow. Hanfacturn, for example, grew, substantially during the'~.~
 
<ecade; with real growth rates in excess of 1%prya alggnrtdi

the 1975-78 period$ Xprye eiggnrtdi
 

Honduran economic poiysince the, mid-1970s can be reprosented~as a "bigV'
push"* to Increase And diversify the country's export potentialywhile at the 
zamo timae xpan~dng basic services directed to loer~income groups. IThIsf 'x4
attempt to accelerate growth with equity,:rceivred 'major Inontinaloo 
support A4 required continued high levels 'of capital Inflos# :For example,' 
in11980 total donor obligations were approhimately $360 million,'Amuch OV~t 

' 

--	 *

for tho Zl Cajon Hydro-electric and Olancho Pulp andPper llProjeota#,q'Ain A«N 
ZXtendod Fund Facility was negotiated with the Ziff In June 1979 In order to <' A7K:- trongthen the public sector'a finiancial pouitionan gurne, he.sud 
msagement ofthis major development effort#>The efot a su s--lwn
the country to maintain the growth moentum achieved during he coffee-boom. 
years. Itwasassumed that adeqmate roads, harbo#,energy generation# and
 
inatitg~tonal deveopmet ould allow adynamic expansion of both public and -- A A*j 

private enterprIse.
 

Itwas Against this back~round that the economic crisis developed, Political ~ 
A turmoil inCentral America and a 392 decline In~ the terms of trade due to the 

>
 

dounlr of the country's petroloum bill 4nd a stwep fall In coffee prices$

creatod at crisis of confidence. Itbecame apparent that despite the fact that~
 
rho Xvoromit had, In general, been careful not ~to undertake commitments In
 
encess of ability to pay, Its Investment plans and public-sector activities
 
woud now oxteod its~abilty to~tax. Iw,198O, it was unable to~ adhere to the 
lfttao~dd rund bWtllty program established with the THY rne failure of 
4~ANXM,n In'mportantA commercial bank, exacerbated the confidence problem. -.Kw'
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the~~Imotradfrst~~edIpre nus t oeen rft ic 

cotgrowing~~~~~- antbmthdwt:pieInrae 
n'h fc fy knd 

_44md-tRi~rly t jL~srry ubak:,-

§~~omesticd~ ~eeeforcapita andeinedjfo th%eaoterm i etimat's fo 1982sugg~tesingot a dpo 2tr canorte
,Thted ippsob attrbed oer pofitssin
difoic lostaeconotemed ith edutiasctofsIagriceua~ra idn
 

,increased prodiuct$,Ine ct ond>
to 4 raslixorl98alnc hs impoed <a 
RecentoaFViacil Itermed5ian Treerstivetiasfo192nd 


TdtonlythHodrnpiate seto~as rold-
nuptron sectors 'nce -"7'17<~m~ boditmn~nd doeigc anht eetdI atencsayupts forncanees* Sins;98iwenth 

* o finacebeanordry up$; private aveagforIgnle ~ rdtgrw o 

fattha 
 pro or t W adtrdtionay s5ource iity fec eidUnn sysong-inanc
foringn, frod domicomandoeitn lines of credite deli1960 e te 
formerinane beoatoribte to. falingexpprit he latted~r can averag:o. 

attributed to the 'olo&Ang- of; sveral foreign lines of credit An-,response to~the Cantral American polit'ical situation.- Reatively low Interestrates ondomestic- savings are also partly responsible fez the currnt Illiquidity since%Cntr~t.Bank ceilings on loan rates did not permit upward adjustments o ae
padto aav*em. 

The liquidity problm as copounded by a growing O budget deficit owingrapid arwth to current *xpoaditutras. The deficit required domestic 'finance 
to 

vhi.Itcans inthe form of Central Unk credits~tise. the-flow of credit to thepu~blic sector Increased' from the equivalent to 1.1 of MD for the 1977-79portd to the equivalent of 2*32 for the 1960.1 period,: 7he net result woothat the private, sector was and still io, crowded out of domestic financial. 
7- resources* 
 ' 

The 4totribiuoo of credit among different private sector activities has alsochanged &Inc* the mid 1970s. The interest rate structure# subjet toeffective (but never extreme) ceilings throughout the perlodl consistentlyJiscriIinatod against agriculture, the uinstay of 'the Honduran scono.yl andothor inherently risky activities* for Instances between 1977 and 1960 real. 
-' redit flows to alriculture declined from appr~oximately $111 million to $60*11lloos this-Is equivalent to a 451 reduction$~
 
'us, of
Th credit. ro ema s one the major constraint, to economic recovery, thehankwing systeals Illiqui~dity and the continu*dedoo iuAueOOH budget i~4tito t wtw 
prob efss that oust be redressed Imediately If private ~ K ~soctor alcees to credit ts not to b*completely choked off*' (for a detailed 

' discussion on -'the banking systom and finsa Iintermediation see AnnoexP) .-
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 Foreign Trade and Payment Regimes
 

,Between Dcember 31, 1978 and July,30,'l982 net international reserves 

rate at which ingt inte nationa1 ires,erveis dcclined, CetdIBn uhrte 
saw the need las 'earlyau mi'd 198 tio impose ,a-oraiin trade andi'payuent&o ~ 
regime that woutld ensurso to' th~xt possible'he orderly uselof , 
cuntry's foe gn?.*'change esoares 2For the~ privAeL-esector 'depending.on , >" 

foreign trade, the 'nowregime' meant the introduction of -"friction's" ,in to what_ 
heretofore ha be a~I~reltivelyU restictin-fre aystm UuintewrwailJ. 

Export permits are requi-ed of all transactions eoxcesding4 100006 The I ~ 
objective of the permit requirement isto monitor foreign exchange-inflows'and
to logally coit the exporter4 to repatriate earnings,' The exporter submits a < 
permit request to 9th. Externtal Financing Department of thie Cental-ank#. -Once 
the permit to authorized,' theexporter must submit-It to the Ciutoms-~
 

'Department efore the exports can leave the 'country, The, Customs Department
returns the permit to the Central Bank for the mo itoring of'-foreign 'xi:hange ~->~< 
Inflowis. 4'--," - 'J>-~'<-
 444 

The exporter, ones paid# must surrender export earnings to the-Central Bank or 
t.o en authorized agent uihare Itcan be held' so a foreigncurrency denominated 

'.44 4 4osit9 the use of which to subjc oCetra~la reulatonsThe -'4 
purchase of raw materials and Intermediate goods and/or thoipayment~of foreign 
dobt As long as Central link authorization Isobtained along vith thie permit. ~ 
(For further details see Annexes 3 and C). 74' >'~< 

4. Import Trade 

'44The CMrelies privAr1ly oficlmeasures to dicuaeteIpraino 
luxqry and ohrnon-essentiAl Items. In h anhao,diin eta

imposed a priority Import #chemew that"calls for importers' to obtain import
pormits and to request 'foreignexchange from the Central Dank for practically

all cranaactions. 

4 -4 

The first stop Inthe process ts to submit an import permit request, along

with A pro-forma,price quotation from the supplier# to the External Financing 

-

Dopartaent at the Cmntral flank. Incases where the Import to not eligible for 
foroign oechnge on a credit basie according to Central Bank regulationso,the ~ '-

taport permit 'mus be accompanied by'a guarantee deposit inlocal currency 
4 

equi~valent to 200*-of the toretsn currency requeoted. The Central Bank 
cft6*14odrs the request to an import priority list as followe44 ,according

jr-rojp It ssantal consumption Itous and modicinef,Leog. cereals, school, 
'-'
 

UtiiiWU* vitsminsl Gru 2#fuels and lubricants, toss gasolineo, gasI

korassnei Group3 vuaitentale and Intermediate Inputs$ es$* seds,
Ct1h01.eAlsj gfu.. )(achineryo equipment and spare parts, e*g. motor@, 4~ ''~i. 

furunaoa plumbingsqUIpmento endl Cru,5 Other goods and services, eog. i <''4
toosinA utitlot0 jowls# coomtlee.lf4 " 



Once the permit is, approved, the Importer's bank has the right to4 provide the 
forel~n oxohange,' in Awcordance with Central Aank regulationl, subject to 
'availability and if':the. payment does not exceed$,50 O:therwise', the bank 
requests. authorIxAtion.to disburse the foreign exchange from the' Central
 

-- =,ank'sEchange-' De)partmentL.-h -',ereq uaV1'conuolderedz-adprvd--ohe
basis o'ftheage of request, Itheesi1:~lof request, theT prorityof' comodity or 
oervice, frm Iof payment nd -ihe current 11stimate of 4freijn'.4x ch7''" 

. 

'7 	availability. Ec application Is reviewe hyi committee com posed of
representatives from various'de artmenits at Ithe Central Bank. The current -' 

foreign' exchange req~uest backlog approximates $30-40 million Accorigtth
'IF. The size Of the backlog'places considerablestan' onbuoese thet 

must rely on Imported Inputs for either production or marketing*' For further 
details see Annexes B and C.' 

By Central Amertcan standard1s, the foreign trade And payments reglme In. 
Honduras to not undulycumbersome. The procedures are straightforward with' 

~4relatively minor documentation rIeqirements, At the implementation sage;,'however, the Central Bank ishaving great difficulties Inmaking the systemwork smoothly. Neither the External FinancingDepartment nor the Exchange 

De*ar:n0 .hte personnel to deal with the export,.monitoring And the Import 
Implementing the Import priority scheme, and have given only secondary 
atetont h mitor..ing of exor earnifla. Centl~ Bnk authoritlas are
reluctant to commit more resources to implement the foreign tradeanpymt

systems on the grounds that their temporary naur does no wrandItye.
Neverthelsesp the operating efficiency of the system to Improving with e~xport.transactions beginning to receivemore attentione 	 . . 

The system continues to hinder foreign trade tranuactions to the detriment of.. .. 

the private secoYt h omtett euetebclgbfr h 
end of the yaasIMnd KS? resources bicoses available prmsssome 

......... thef (se Lotter of Intent; Annex.A). Even with all these measures In place....
alace
the f payments current amount to estimated by the IF at $29 mi lon 

........ $312 million in 1982 And 1983, resetively.
 

1., The Letter of Intent 

The Government of Honduras has just completed negotiations of a Ltter ofIntent for a new Stand-by Arrangement with the IMF. The Lotter of Intent wa 
sumte to the UM61D as an atahetto the 0011's applicat ion for this BOY.. 

The Letter of Intent requests a Program totAlting 803 104.5 rnille'm or 
$114millIon at the current rate of $1#09 perSM, Of the total, $09 28million (005 illimi) in from the Conpensatory finane facility for which. . 

......... onduras ts eligible by virtu@ o~f the drop. Inrxports which It has sustained
 
over tho past 12 monthso The Stand-by Of WM 76si Wilton ($83#4 million) to
1502 of Hondura$ qutandwill beeavailable in I tranchop of D3.3.... 

7 
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mili~n.,$,6.7mili-n).tAah.~ The first trnche, together, with the CFF drawing>~ 
- 'woul.jbe6i e.4iabls43p npproval b thea'U4F Board of Directors;> this I4s 

Teprincipal objectives .f the' THP Program aretWoestore quilibrium in the .~ 

'~f<icaluitution,and to reduace the-foreign sector imbalance by the and of., 
1983. A principal te~nat of the Progralsrht dvauaton-~wouldt not be a~-~>X' 1 

suitable solution because of the high degree of openness of the econoy. 

?loal qulibiuisto e rouhtabout by aeversly umitin growth In 983
of Cntrl eependitures and by increasing tax~cletosGoern 


.. urrent expenditure targetshaebesefoteCnrlGvrmntutf 
nainlfns- odnr O revenues).: 7he 1983 target, $ 535 WilUion, Is 

only 6.72 higher than the 1982 tergt of $511 million*$ Asthis Is about 
the'expected rate of Inflation# real current xpenditures will in'tact"
 Ahalf 


"decline in1983. (Se.ttachments to. letter of Intent, Annex A) 


Quarterly ceilings have been aged ofr not Central Bnk rdtt the 
Cetral Govenent. 7he increase In 1982 ta liniteitto $ 75 million* and for' 
1983, another $ 25 millio to all that]to. allowed.' Observance 'of this limit
 

2 A 

:ttmandatory for the GO)to be eligible to'draw hard currency from the IMP,
 
7he amount of domestic credi& expansion alloved 'in 'the' system to derived from 

loss originating frou the expansion of Internal purchasing. .
-pthe-blance of payments targets; that tso from the need 'to *too foreign 

reserve-exchange 

AA,powe by the Central lank~.' 

.~Thus, in a practical sense$ the Program requires that- nw taxantd' other 
h gee xedtr ee
 

no-nlainr reene fil th ewe Aa 


the present set of revenue sources. The M0)has already enacted alnimber,
Sand 

of. tax measures, including ar. Increase of the solos tax 'from 3 to- 52, and the 
Kaddition of income tax surcharges of 102 and 152 for the upper brackets of the 

corporate and persona income tax schodules' (cember, 1981)t"the Imposition 
..of certain selective consumption taxes and the imposition of a 'temporary 202. 

A - ad valorem, Import duty surcharge (July, 1982). Araw ad valorem tariff 
schedu5incudings a shift to the Brussels nomenclature will Rplace' the-

-

present assortment of. tariff measures; It to to go into effect before the end'-
.> 

of the y'ear# and ts estited to increase collections by $69 zillion in 1983. 
'Ibigther with admlnistrative Improvements$ these mesures Are expected to 
Ineresse central joverswsent revenues by 182 in 1983o--------------' 

As a result, the central goernment'e overall deficit to projected to decrkne 
A -

(roe $220 iilion In 1992 to $195 million In1983 while external (project) 
rinewi toiprojected to Increase from $125 to $150 million. The final mau' 

'

gap of $20 million In each year vill be closed by the sat@ 'of bonds ~to theA 
non-~bank pr-tvosco and .au "ompublic Insut~bYin enjoytig UlexWe "s..s 



-- 
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nustcr t eto th d pl .ed $6
in1980 and $46 million In 191 Moreo'ver, the private sector wan severely 
tauoezad 	 by the credit tilt t ward the goverinent In 1980 it was allowed only 

' half of the programd growth In credit, Finally, the difficultie4 suffered 
by BAYFllAN, BANADESAI and 'COMD? resulted In special Central'Bank oredics4431 

~. DR 23.9 million 'of the tal-SDR'47.6 4 11iillin'ihich was' &i-1.1able.'4.4 
44+: .... ~ |+d++Sm~yirti+:+ 	 .. 4 441444 

In anticipation of the expiration of the then moribund:IFF, the IMF-sent anArticle TV consultation Mission to Honduras in April and May$ 1982,with the 
expectation~that a new Arrangement would be negotiated. The Mission was 
tzpressod with the rosolve of the new 0011 Administration, which had already 

4 '  can mecasures to Increase sales and Income taxes at the beginning of the4. 
bvdgot period. The now Administration foresaw 1982 as a'period of putting the 

.44 hou~o, In order again, but because of the lagged effect of the'various measures 
0n~tOMI4 ond the underlying weakness of the economy, they did not expect 

- Unanc1al 	perfermance to Improve s~gnificarely In 1982. The IMF7 team 
 -

nogot laced A Stand-by program with the GOH, and Central Rank and Ministry of 
.4 

- Finan~ auithorities began working out details. Other CON authorities, 
4 howvVrC, realixed that Honduras was already Innon-compliance with the net 

41 

4nk g sytem credit to the government calling of the May program. A
result. the GMN did not sign that letter of intent but instead requested nevw 

4 consultation$.
 

Durlrnt his trip to 'Washington InAugust, 1982, President Suaso and his 	 , 4 ' 	

"4vl or# war* advised of the Importance of-an UO' agrement to other
 
*.vu low This was brought out particularly with respect to IRD programs b/
Wirld link ?'resident Clausen. At the request of the GO11 the 1117 mowud up the 
&#oond mnd of consultations from October to August. .4 

'he ro4z o!t August ngtainare slghl morc srtl to te N 
4 artI~d4SW n 0te they were allowed an increase of $36 million In net 

~r~:to the gavrrnsent In 1982. Thlere has been a slight cost to the 0099 in 
*'4.-~A of a delay of probably four months in drawing the' first Stand-by
Lncplus the OTV ttrnch#. Also,' the renegotiation of the CONADI at at 

4 
44 

&txtvet*lspt has beon pushed back, In.the meantime, the ON1 has @eated	 ++++:++++++ the++++++ ++f+?th arrangement.+ 	 i+za+,a,Of 	 + +i+++~i+:{*urther &4ditional taxes and other measures as called for Inthe May letter of
 
~ t~~ #.t 14offet complied with a 0shadow" program. It was a learning
+++++ m rS|+++,+++++ 	 ii + ++++++:+4'4+-	 . m++++++od d,,i~r+ i i +++I +++++

IMY aonditioality, 	 pror~s~r~ai~f~r44 the CM1 regardIng 	 and an opportunity for 
'tte1 convincingly 	 to put their montary, fiscal,40o their determination 


AA4 baA4Ce )tpayments house Inorders
 
.4'+++ 	 + + + O U O l rm ++ € + + ++ ++ .. 

4, 4+ 4 o4... ... . . .. +++++++ 	 ++++++++++++ ++++ 
4 ~ ~ ~Mrarolitlondity to apparent throughout the entire tetter of intent..44 4 +] + +++ m++++++++++++o+++++ 	 +o+++Thi# progr*%;#i coinprehoenai ard ;omplete. Compliance with the conditionaItty

4114-44 .4 00 , rho* 	 y+++ ++l i d++nL|13 ]bt l~ n++] + +m++{++ 4444:m*+*+''+'to 	to occur stagso 

+ 

otop* ot +++++'already*+++++"'+++++++++"++taken) 	 intwo prior to the IMF7"'+'+'++"+'++ +4 4+
;4444rive M*ar aPproval of the Stand-by, then at four quarterly points during 

+.4 44i,,+++++++m + +,:+++++ + + t e e 4+! d +4 t / +++j + i4i+ IC ++ ! +++++ 44m +++++++:++++++++++++ 
+!++.44 ;+ :+++ m 44++ 4+ 4 4 44~ t~ 44. ~ r+++++<++ 44~+: 4I 4 4+, ~ l :r+f '1+h++++++ :+!i+++ 

+++++++++++++ em + |m l | i e 44+ 	 +++++
4 4

|M +m
44 

m l#?+6+ 	 i¢ 4 44IZ + 
+ 4 44444444. 4 + ++ ++44 4 444++4.4 444 	 4 4.4444 4 44.+ 	 44++?.4444$4444.444444444444.4.4444444++ .44 m + .+++++ ++++ 	 ++ ++++++++:++ 444 . +++-+++++++++ +1%++ ++ + +++ +++ +++ +:+++ ++++ ++ 44.-,.44-.4.444444441. 4.4r+++?+ ++ 4444 

4444414., +++.444 4.4.4 ... ++ .4 44.... ,4444444.44,4.44+ 44444 , 4 ? 4..++,4444;4 :W4.4 4 %'+4444 + 
+ ++++++++.++++++++++| :+?ty++li+;l ++ e 444 4.41404+ i+i-14'+ , 44,44444444444 

?{ .+ 	 . 444 44 + 444 ++ 4++4 41+ 4.4444 4 14, . 4 '+,++, ++++ 
| ++:+ r~ l~l44u4++l 	 444.44,4444r ] ++4, 
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onanmbro nch measuresIn rquiro4 prior ,ofina ZtWF %pproval1 '4 the. 
Stn-y SeAnnex A). h4 

DoeopetCoprtlh,(O I)adto renegoe ee the debt of 'itnnd seveal 


other deetaii.44c*'loIarrears. Merely covering t~he interest 
, '.
 

dotiita qua eyar. lbe~tenegotliabn is~amont to'-1/k'6 
oxp33Ic333t potpvdo 4obt saervice reiefof 54 milio Insia8 nd444million 

t retit 
**e4ta~so *$Incy access to external commercIaL2 oiwn ndwl ii 

tAII983 -Chastened by~this te operenolg3 andd lii 
< 

otal pub~satornot ueof auch loans to $753 millionas of Jun 30 1983 2 
and to *1QOaIlloh by December 15, 19830 .~~ ' ~ 4 V 

of Intent envisions elimination of the
 
xoari cotollthee
oxhag 


3f~roln ~ .aexchange maokt)* Nowltheetev'ef nentad reostrimtic-tioon Imotseen 

ftr balnce of,payments (as oppose4 to Industrial protection or ro.,enue) 
, 4,34 .3rv4aadurinS the life of the Stsn4-bv Arvangsmento 

> 

3~ . 2. Th# Wts;;Analysle and Conditionality 

A4yopos*o th#1e 7'principal finding'. together with summary economic 
situation In.tbswilbe found in C1ar)k Joel$& report on the macroeconomic 

. . 

Annx I. lo summary, the, 1W tmu has accepted, the MR~ analysis that tt'o 
-. 

m.~%.r c~us4* of the presenti crisis area combination of extenal political and 
otuno.%c factors comined ith weak performance of the public sec5tr, 3 3333 

ep 3##aUlyth.ConraA.oovernment. Bacause tho~ xternal factorsa-.re,
3 

0#04tlAy Outside the control of the~COH and the DWI,the agreed program 
3
 

tnctatrates on~ the "aor Internal probh%: required for HIonduras' readjumtment. 
-

SA;o>>~ 

33333.*3333Tho Au.$&at negottations, voe done, against a baclidrop of the at beet,"nixed" 
'0~ -~pafrweae under the Extoodsd lund faclity (371) arrangement of June 1979, 

-3< ,- 333-33333and o: the Inconcluasive negotiations of AprillaMsys 1982@ 

UgArdiAX tht Owur, the U(? noted that the economic and pohltical crisis In >,3~ 

towril MeoricA had an advere Impact on Hionduras' performance In a degree-333333333333 
zML cul not have-been anticipated vheo the arrangement was framed. -The 3 

turyE mantettin of this Ituation shoved uip as weaker than3 expected .~~ 
3 

#*$otatlowsV in each of the lat O~r*e years. The government budgt>. 33, 3 
3 

3 

dotfii vyea llowed o,grov not only Weause revenue shortfalls occured'33bt 
M the ON.33,33, 

did too littlei too tatsroardinx tax Increases in 1980 and 1981't let tax.Ao eAUSO current exponditure Xrovth g~ot out of hands )oreover, 

collctinrts lipW an allw4 4O lacoss Inpublic sco urn 
xpendituros to occur in 1980. Ai a result, the main performance criteria,--333333333 

http:factorsa-.re
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The first set of conditions are to be met before&'the letter4 of intent is'"
 
signed and sent to Washington. These conditions ae: to have submiitted the
 
198 budget to the Congress, and'to have,,incorporated in itthe tariff-'refom
 

4(cnvrso to~'ad valorem' rates at a hihe effctve yld) whih wil be1putA 

Into-ifflect byT~7end of the year; andlto put1 into effect~a system of prior

depsiti in,, local correnoy.,against.4applications for foreign exchange which 4are
subject to-4eemporary'.delays,~; Itis expected't tat these steps4 should b
 

completed by the end of..September or the first dy 4Qf'October.4 .  
,:'~
 

Te-secacon4:set 4of' conditions isto.be'met'Vprior to the Executive Board,'s< 744.7; 
approval 'of theS id-by; th rsnt ino'h'dtie eilto to the 
Congress to reform the'tariff'soucturi;, adjustin'g ,re of the naioa 
walfter autthority (SAN); a decision.,regarding the' future of CONADI (.in; 

Iconsultation with the l5RD);and'adjustient of theport,'hargeeof the 


'N"ational Port Authorityo-ENP,(based on an understandi~g ;ith the IRD)..Therc
,.is a minimum four week waiting period from the receipt of'.tho.eignede letter ofIntent until the Stand-by can be 'put on the 'agenda df thvzxecutive Boird;


thus the earliest likely time for the. Stand-by to go into affect is'early 
.,
 

November.. 

'1 
 ' 4 4 

criteria for compliance with' the Stand-by program'once it 'toapproved'
 
observing quarterly ceilings on net domestic asset creation by the
 

Central Bank; observing quarterly ceilings on net credit'to the publiciector

by the banking system; observing the 'goals for' eliminating delays inmeeting
currag~t account foreign exchange transactions; observing ceilings on the uso
 
of not external commercial loans* and observing the stated intentions 

regarding exchange and import restrictions,
 

The details Of the conditionality compliance criteria will be found in the
attachments to, the Letter of Intent in Annex-:A. ;.Further detailso,including' ..mnetary program tables, will be found In, Annex F. 1
 

E. Prsetsfor Economic Recovery 

V' are cautiously optimistic that the program being undertaken by the COH will
lead to economic recovery And a resumption of real GDP growth:In the next

several years. H~onduras under President Suaso has done-and 'isdoing the'right

thing ecotomically. They have agreed on a stiff program to restore,
equilbrtun Ini the budget And the foreign exchange spheres.. Their present

imbalance Is not so great that a parallel exchange market has sprung up

(althoug~h there to a convenience demand 'for small amounts of' dollars outside

tbe official channels' - for example, one tourist restaurant offers, a.10%
 
discount on bills paid with dollar bills). Price controls are minimal', and In
 
fact sever&l, such as cement and-sugar, are- really support prices. As the IMF7 
correctly observes,' the problem is the, state of the public sector) and this
 
will continue to bo a problem for some times for example, CONADI, DARM)RSA,


Investments In sugar and ceet Sil the basic structure us 
maktoriented and-unfettered with cnrlThe adjustment to worsening 

.
 

terms of trAde~ to always painful, and more painful when a fixed exchange rate
 
4a held to in an open economy., ,.
.. 

'~ 4 

- -

-
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Honduras has weathered the crisis so far. With the prospect' of extraordinary XA 
help from the IMF, from the CBI~ ESP supplemental, and perhaps ,a$10 million 
project advance from the. DB, itwill'b .able'to get past4 the lowpoint of its 

. 

liquidity cycle and get Iemployment and prod ction movingIup again, Tiloner.~ 4~ 4 
run will depend on continued adherence to the program, lthe absence of further Y~ 

:negative shocks, andicontinued ecouragement andl support from the donors,. If. 

we are successful at thistime# the shake-out process thtHnuashsgn 
through,,that willlin effect~put discipline backinto, the Centra-1iGoveriuuent w iV 

~an lead'to liquaidation or divestiture of pulcAvetet in production,
-blle 'a"good lesson~t -- ait nve-q-x aIa
 

1candidate for first in its c'lass in the CB1 sch100l. Still,, it must be
 
remembered. that Honduras ise very prone to natural~disesters - hurricanes, 
floods, drought ~-and now more~than ever rbeforui subject" to political forces~ 
ousd its control that could also jeopardize the gains so painfully~" 

-' ' ,',-accumulated to date. 

-. 1<III$ PROGRAM DESCRIPTION ., 

A. U.S. Interests and Program Objectives 

The imperative for helping Honduras in this crisis is based on the following 
facts. 

- Honduras has just made a successful transition to democracy. 

- Honduras has a tradition of good human rights behavior and still enjoys.
. . 

social, and economic interaction.
 

Honduras has followed sensible development policies and has taken tough 
self-help steps to put its house In order.. 

- Honduras can' probably..recover. from its present economic difficulties in 
the next several years ifgiven appropriate amounts of special 

. 

4. ' 

.>assistance in a timely ways 

Inshort, Honduras isdemonstrating'its strength and resiliance inresisting 
the importation of chaos from the surrounding areas and Inmaintaining Its 
commitment to democracy. flowever, itneeds help inmaking a success of its 
recovery program., The Suato administration has shown the political will to ' 

act, but the full incidence of the tax and utility rate Increases is perhaps 
not yet fully 'recognized by the Honduran public. Hondurans have a great deal 

1of respect for the IMF?, the IBRD, and the USO and ouirlining up squarely 

behind the program will help ensure the political support necessary for Its
 
success. On the other hand, failure to give full support to-the recovery
 
program over the next several years could weaken irreversibly the' very fabric
 
of this fledging democracy. Our objectives for this SOP program are therefore:
 

make the IMF Stand-byea succsssj
 

keep long term development projects moving;
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provide essential credit to the private sector at market rates ~of ;j >
intrest and through a more,:agile system so as to increase employmnt,.
produtonand exports,

~J~;~set -the stage for theCBI trd and investment programs;<~ ~:~ 

resals foeg anking confidence inHonduras; andvp7
 

continue-the liroad policy dialogue which we have suo tot neda 
n7 t~i-ilks. 

4eeobject~ives are a substantial~pcae an~hlthere are ,some 
 *-r>s
they are achievable and Imiportant. Future ESF' tranches plus the~ trade ~and~-~ 
<s,+ 

ivestment 2parts~of-the CB81as well as our Developm~ent Assistanee program
yi'offer other useful opportunities to presfor specific change.s4n~picy or to


giva support topiake the policy changes effectlve'., Forl~xamplel our
Development Adminitration project,,522-0174, willprovideetchnical
assistance to the Ministryof Finance to set up systemis and procedures In
support of Improved revenue administrattonp improved purchaoing 5sy5temal
better computer operations, and the likel.all <desgncoenhancgicali.naemont 

-

A recently approved Small FarmerTitling project.will-enable the
G0H ro convert small family farmers now on national lands Into definitive,
owners of that same land as privatea property., A rpsdFrsr iilpmnt 
v-. 

project would, while Improving forest management and conservation, assist theCON to divest Itself of the export marketing of lumber, lnshorto ivfHonduras.4t the present time we can have a major Impact on policy If we combin <-dialogue And ES? assistance with practical Development Assistance projects tohelp them convert paper policy changes Into action#: ~4-i>< 

Inaddition to the $25 million In.the PY83 ESF budget$ the Mission foresees-the need for additional ESP resources both FY83 andFY04. Moreover, this.PMI)roquosta a W5 million program, or~015 illion over the earmarked amount In 
4 tho legislation. -The letter of aplctin for this UP? assistance from--- 2Finance Minister Corleto (Annex A)request atotal of $60 million'or theA 

Still# the request Is valid and the Mtishion recommends that the additional $25million be =ado available in part in FY82 and In FY83.', both the FY82.
supplemental ES? amount of $35 million plug the FY83 Congressional
Presentation amount of $25 million are Included Inthe C0HIN7 programproecios fr olarand loca currency uses. The sultla rsoourceoswhich we propose to make available-this (local year and next vould provide netattmulus to growth 
-over and above the minimal roth of IXprojected for 1983
inthe Statid-by Arrangement. Wesiae the 125 mil lio'nInadditional FY82 

.
 

ES? will raise- the- rate of growth of COP by 1.12 per- annum, This stimulus
would Inturn provide a
small but real cushion in the for. of Increased tax,-raventues that would result from a 
J 

Providing-these extra higher level of economic activity$ 
2resources vt13 give the program a margin of safety thatwill protect our entire effort inflondura,. 



--

1. Justification for a 'CashTransfer
 
%~~~~KThe Economic Recovery Program has been designed to use thie CshTransfer~ ~ 

mecanim~ecause of the urgenit need to transfer~the fore ign exchange and,
beas the'.alternate mechansa Comodity' Imor tProgram, Iis unnecessary

4jT7Ii t -uwokale a7 pre '~ thatimt~prssn 
-~The need for ~the foreign exhange is particularly,'pesn tti time of the~ 

year.. They )ondu'ran foreign eixchange an domesti'c~liquity, cycle reflects the
primarily agricultural~n rof exprts and.theea.are 'concentrated inthIe 

., 

early. uonths of th~e yaar. 'loV4 point in'the.cycle ltypically."Is rached in-'The 

November'of, each year$ before the coffee and hanana,expor tiupturn can have'
their effect.' This year, as, weapproach the 1owvpointofjte cycle -tha net U7 

'July 30, while the backlog of aplcain fo motprls shthel $30
40million range. The ESF hands by being available In Oc tober ,vil
significantly reduce the backlog and allow A measure of normalcy to reign in 4 

the foreign exchange regime*' ~~ 2>--

On the other -hand, s.Camodtyluport Piogram' (CIP requireaexchange controls 
to Mae the dollars available through this mechanismto be attractive. 

r 

Howeer, onduras does not ;have exchange controls, and the tend.4of eventssgetthat they will not be needed In the coming year. Withou exchannge~
Scoocrols,--a CIP would not--work- In this'pivate- enterprise? oriented-economy . 

Iitiative and existing commercial relationc~nov functioning., Nor do we wish 
to uso. wish toFnteueatep thatf Importski syte 

Moroovori a CIP to unnecessary ati this time. Private sector importers hv
well established commercial relationships with U.S. .exporterat and CI? ould 
only disrupt these much more efficient channels, and wvould ln':the. process
ralse the cost of doing business with the Us$# Inaddition the U.S$ is
already far and away'the domInant supplier of raw materials and trtermodlate. 
Rood#, andhn soreo spare~parts wlll be largely determined vltho sourceof temciebigreopairae Thus there to no comercial advantage to, the,U4.to institute aCP
 

Nar viila Isev to give better control over capital flight, The present 
sysem imorttransactions ppovidoso an adequate check for thisfmnitrin 

purpose. Yxreovor# IMF? and Central Bank experts have concluded that capital_,.flight Innot itmajor problem at thstime# They are also of-the opinion thatother avenues for capital flight (services, exptnrt traflsactions)vwould be much 
.easier to use 'than the Import transaction route. Therofore, there toano need 

-~ to impose a strangulation of private commercial -channels for the purpose of

cootrolling capital flight, nor to Itlikely that such controls vould be 
a ff OctvNO 



~vwe esetimate that-'. CIP woulddeand a great des, of USAID staff time. At y;1 

preset the yS4ZD staff iAs fullly,occupied', -and'if we were to undertake ~aCIP7 
<K . ould]4 v todvr uttenion from tssw consider more iprat 



on teother hand*,wt hthe Cash:'1ransfer mechanism, we cconcettrte.'our ' 

attentionl'onGOH~ ma'oeoormic polices andootheprivate sector's 7ability 7 

to~ respond4 to 'the C3X whilesil1 eing our.,requireents fr' financial 

~OV6-.ih-tran if -n-ocal-'cu 	 y 77re' 

Weteeoreconclude that the~ CashTransfrechanism isjustified by its"' 
advantge In'termsofIts 'peeds its consitancy 7vith~existingj private 'a"'..y 4 

commercil channels, and its positveimpact Ion the polic',"dalog,e-,, Thts C -P
 

7to ule ou*t because -of' ouridestr& to avoid either7 imposingAor .encouraging 
excang controls or flnancing:,OHIprs n because-it offers no real
 

* ~~.posibility for impovingU.Sepot pespectives-or zrducing capital flight.~,~..~K 

2.. Utilization and' Management of- DollarfResources v'' 

a ashTransfer to the account of~the ,3CH Inthe,Faderal Reserve
AID illmak 

Bank of NeowYork immeditely upon satisfaction of the 'Conditions Precedent. ... ' 

Because of the backlog-'in applications.for-foreign exchangel the,$50 million ' 

to<"' imaitla 	 "-5;nede 	 no tranching is proposed. 


The COR will covenant 'that1 t will77make available at -least $50 million In
foreign exchange to the private sector over the next '12 months for raw 
materials# intermediate goods$ and spare ports imports from the UoS. < K 7 -< 

'The Central Ban~khas suggested tht 'the simplst moist effective means of 
cooplying with' this covenant would "beito provide verification 'to 'the USIP in..-

the form of copi of Central Bank foreign exchange alesrecelpts along with 
.. 

copies of the Import7 permit hich d.escribe the nature of..tle goods being j 4 

K' Imported, the source snd'orlgin, and'the FOB and CIF value..thereof.,-,a'The.'7-

Excchange Sales 'receipt provides reference Ito7 other$ more 'detailed' and 
voluinous documentation whtich' can' be examined uipon request 7by' the UBAID, The 

Sorlgn 

Mi~4ssion believes that 'this method of voritication seats 'all our requirements. ~ 

Co ocal Currency Procures~u 	 ~ 

2' 	 Z~mndiatoly upon deposit of the $50 million Cash Transfer Inthe Now York ~ ' 
Federal 'R.aerve Sink,-the Central 'RAnk will open a'Special Account In-the 

"' 

amout of IL.100 million#. Twenty-f ive parcent,, or L#25 million of this local'7 
curec 1wl be u~sed to support the 00)1 budget so that high priority,. 747-7 

development projects,' especially thoeesupported 'by AID and other donors, will 
' 7 '1 "'be Iuplemented expeditiously, Seventy-five porcent,-2or 1,75 million, will be 

" 

7 

used to increase the credit available through the private' commercial banks' for' i7 
timAall and imedium sited loans to 'the priv#,6*.sector for weorking capital with 77 

euphasis on non-traditional exiport oriented' use'and on Inrasn emplymen7 

.taverting 	 77... .. une.mployisnt,~ 



Priority Development Projectj~~~~1 Support '' 'fY 

The Q0O% has a~large portfolio of projocts5Ii1,, iplementation or about to r~;
beiand muany, ofthese, bring in la Irge amount! of forin~exchang. Thus, 

allcation ESV onerated'1calcurreieyV supoidtheir, implementation can have 

~~rY~Uc"'' availability oaf'~utrat 1ho -'amounc aval lable,.he re."7plus $, 2 millionthatT 
will b gnated ;%n-early.,1983:from&a recently signed PL-480,Titi. 1V,AA1) A 

Thus, the GO) 11"l In osutation wlth~tthe USAIDI to vpr~ogram these fundsou 
augmien the 'fundin; that-willt be' ovailabl-e 'm6~the 'regulsi GOHWbudgot Insuch'" 

'~ ~'a way'as to got the maximum seodr foeg ecag bnftowt.p'irt
 
boing'4given to AID project.: We expect~ the programming i'o-.take place n
 
Decembr, 1982 or January,.1983, which's 'wten~the O0U:.budt Is typ I al
 
firme~d Up. Upon USAID agr'eementto thie uise""of the fud$a mpeetto

Letter will ba issued to indicite'agreement toA'the" withdrawal' of 'the funds.
 
from the1 Special'Account. A 

VSAZD's gross counterpart requiremnts'for GOH budget-year 1983 are shiown in 
Table 1; th.eerequirements exceed the amount of local'currencies available ' 
and are shown here Inan Illustrative uenss to'idt hat threwil'et 

" more than enough good uases for.the amount, provided for 'this purpose*,7 Finally, : 
it can be seen from Table I that the iocai~currencyvillbo'usod fOr tho, 
purposes of. Sections 103 through 106, of the Foreign Assistance Acto. Several' 
of, thoea projects make use of PVO's as liplementing"agents (.'.go, Rural_
Housing Improvement, Small' Farmer Technologies).' In addition, thc GOlIhas 
requested ass istance from this source to begin to open up. the Mosquitia 'reas 
by trail blazing a road'to connect the t'runk'highway system 'with'the Isolated 
road network In the refuges area.' Prioritywill be given to these uses,
consistent with the Immediate recovery objectives of the Program and the'K "'availability of funds.K , 

We should4 point out that the local currency credit activity, below, will also"' 
serve as counterpart to donor loana, particularly in the provision of working
capital to complement IRD' investment lending' programs'.'' 

http:lable,.he
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ocal currencyIn order~ to reviv the OcQnQQYP, th major emphasis ofth 
maitning *mp1yen and4 production byproramtopl-ced on Ainceain orA private uector' through the-o~ ~ 

me#nof roidAtEing woring capitallans to the 

tota banksm~~e..
~u~, vety-filve percent of the!,iocaicountyf 


currency 'gnrstoi -Kiaietwot7$376-,ol $-, wil-be- channeled--
through the C tral Ravn1's mechanism for advancing credit o h private 

-~ 

banks of the country. 'fhe system to Ibe usdb thieCentral Bank tocomercia L 

ailable to the private 11banks. and theirisake the londable-funds, "Sait1 rgy 
potential customers Isa refinement of"th&prent~ discount~aystes. The 
revised system will provide, -the,com r &IIbnswtdawgrl In an 
ashount of the ESF eneations- that'-is established by a Cenitral. Bank formula,

be *blso Wdraw on~it line' of credit suit needs
4 ~~Te comearcial bank will 

tund. to makre loans ,ithin establishe. WIll 1pay the the-paramestetl It, 
current Cftntralr hUk discount rate, 15X, -on "~Chdraingso> It willbe 



.eligible to repay the advances:1at suWh time as 'It na longer needs -the funids. 
it
On the. other hand, once the Cosmorcist blank hasmado a draving.101n the fund, 


will he free to continue t@ tuss the fudsfor. speric ofns-ys ai lon& as 


has eligible loans' covering the amount- drarn, 'andlwll ~beit shows that, it 
eligible for renewing advenco,if tar the.yarly4 liquidation'required by law. IJK{A 

The 1uSAID will monitor detailed.oper'ations of the fundfor,,the f Irat lyeas. 

The comercial MOnle will provide to-the Centrali lanka~otl~ooto 
theIr use of the drawn~ fundse The. report'will, apiymnthlnae r~ofto': 

~ witheborrowers, the amount borrovedth amont cite the us*etof 
put, and othqIt relevant details. +borrowed funds weare 

The comercial banks will lend the ZS? generations for perioda up,,to one 
In view of-the off- ehore origin of the money, the rate of interest to,year$
the final borrowe-rwillnot be subject to the 19X per amnum ceiling on loans 

mAdevwith domestic funds.', 

The Central Bank will aloat-h funds Inproportion to~ec coumrial> ~KI 
' 

bank's capital and-roserve position Theutilitsatitnratefor tM Central> 
lank linesvtwilulo be taken into account, 'The Ipitiatlrlloeation of~ the '-

> 

funds among the various commorcisl banks will be available for drawing untill 
January 31, 1983, After-this date funds wlll be available for dra on a 

> first-cons, firat-ervasd basis.~ 2 ~ I 

1"he maimum sit* of a loan from these funddwill be $250,000 per borrower, and 
each cornerctal bank using these funds will utilise at least ,102 of its 

tor loans of $25,00 or less. Those loan sixe limits are establisheddrawings -/ 

- -- ' 
-- -/7 

-- ~~As proxies for small and medium estatiashmeiits, The concern that, smaller 
subject* will be left out is also addressed by the- elimination of,& 

- '-credit 

1/7 itetrest rate cetiings which peit 00sreial banks, to cover, the "risk* and 
htshor cost And higher cost of lending to smaller establishments.----------

--

I .

7/- 4nsAultono with the Control lan%suggested that-further restrictions in 
lem Itas" la4rge oegmnt of tredit subjects currentlyIsit wosuld out a 

-K-n 
by th yss'"llqiiy
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2. CovenantsA

fnd (1X)I. oth: th trcatIl: 

The Copeatn d cove inter, therire ion 

the enl an and theU SADill maesptihcea
 

diCountr shaawll 
 ness Aon agree 

,,.........ii.:, aa+ ++++!+
- a, 

intermeiat tooercetrlnkaintaiecot(O5)spasparsamprtsfrmlte
and .S
 

-'~~(23 
 lxpedtious th lotal curenc inltahe spotia cckut
te u ask the ofaln d 


to ctryof oegnraanefomteemre as and alctn
el the
 

a-abl o make theConditi arecden to s~uhrden iureccntemplaeder that 

allocatingao 25% the...hof In s ftheGornmntbudgetmohies reailatblne to ,&ehovvat o toovnoary icl Mblac fpyet ojcie hc 
ths *Teprgram Ioutr dsigael toenppnt well asAD aes fa, tothscus 

..... upn ecit+ofth *O'ili:' n tsbak ccun i Te edraRseve 
macro-*ake avilytalrae to th isa Asrivaesetoathleativesmilof
 

c.a......l wit e xport# emlyta..... ++
epha onio onbu 
 . 

a. . . .. .a ............. ;+ i + +k +
..... + 
 'it
++Ib ?+'+:
i;+(.4 ma!i+?+?k e estA effrt to++hsoo fthe qualiati ve an+M+d quantitative++...../ a......... 

f++ A.and
(Pres++inancdb other external doo. oa oiceaetefo'ahaiiccont int o, andno
'e rlbek of 
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'y~TA 	 01nm CREDITOF FIANHA iDPUBLI 
7 eub1Sc~f~r r 

TSCBIDn' DC, Au*8Ust 24,. 1982 	 jj ~ Not. S-158 - 2 

Tucglaj D*C. 	 4 

4rov
Duiahvvtto Wa# tiniton, nt Prsidat, Dr. 1Rbrto,8uaxo~ 
~vAcvery, ancourqgd by hit progress of tho Carlbh.mi Rocn''nitiative in 

U *3uinUg4its1,atio And, In particular, In socuring thehteet*to 
~4~ ~that would be cmdo Ava1lob4t from the
 

'As the Covenmn of onduras authrity charged with ulcboroig
 

exreditious Actioto i~a'aa1iAble to Hoursuc n.a my b
 
apropiat?,d by the~ t1.S. Coi rots In' th preset- U. S ixcas~1:,yei# Itis' 

byo &iour'o1srstnI@n thaV, the, 4u.'lorntly'einnbtwObi~ aocvro 

f ' 0 5 , -

yor gooo~oiftcs with:.the uthrin tc nVo~tito to seo n
 

Incroax in.~t~m 11pndra,alocationr~ undur his to4fg million.
.ttt $6 

var -rin whic th Intres rate 

.rot 	 a vit f1 .d 14~oid 

pr nnm h#1 f'! 	 4Iul 

It -v~otnI too 

ros'o.s iI rdct:or.cpt 

Asyo ko. onuaslboufr~A 	 h wurII4t 

s t II n n'h yarfo t10seon 

o 
yaa In a14W and 11I141unmI)mn maMjrid j~wn rli 

i. 	 nim>- of our ka inutrc nr i 0biko anrpc e eo 

worldprcos mrkut fo their roductsandWsau othcunr' 

olruq, oftoe'tj*n hurt echi~v ad o vo~lngcaptal 

http:Carlbh.mi


~A tisson fromU theIMF1( isno0w hli us to fomuatamoetary, n 
fiscal program that will1 put th economy on a courseto!~yd vorcovery. 

Thsroram~ ~cont0mplate even stricte controls, of governmenft. 

epnditures, further* revenue raising measures, the sale of Governm~ent of 

Honduras bondq at marketrates offintres to the non-bank publitc, and 
reform-of-theauoomosadsomtaonoouhhAftn ,,iss' o~ih Government-, 

patcval icln bac their aciiiss hthygnrt 

supuoR rathoertha losses 

Honurs asrequested, the use 6f; resources of th udine a 
con~tingency aCr@0Umfnt~ covering thie period up o tch.eand of 1983. 

The oermn of HondurAstof rly ommittedtthi prora an i 

prepare~d. to take the obp e~ess03ary :to observ0'ath specific monetary andy-> 'i 

-r ~ 

cbiioollogtrmdollar'm asssetAica,,such.,as th6 reuested E.oofl93c 

SuportFuna.:I f wIdno esuhaitIL7 ,Ihelp, :"we illh Ia to 

mA1(460vare-Cutts i tur developmett 'bud~ot,.In' ordsr~to keep puic± sectorK-~-

borrowi11t rom th1,Contr415h11 Wthin'the,taretosflevel.' iour 
Goona hasi biian vry )hiipfulto 'ti~n r&tducinA~or ioRNLNi11C 
re,11,ar ns ofi na in l co nep r fu,1$.n 

7)rclnirInui~ 

4#qtowco, we or# t h pointwhere we vill i~veo 7slowo or even otop, 

thu~ rc of iplemntation of pvojec.ich e iolp ngt oo h 

-

~7I~ 

othtr.Mswoldbe dobly reraable ba~~i o only ould the -~ 

diec bonati to of th#e projcts boPt o1ff intothe future, but~ also Lti 7, 

country a* a 'Whole would not-@ceio ;tho foraiprn oXhAn8o tjL isused by 

I+. '' hy Coverozont propoios, tos 
a-"4-e-7%iir, thot i 'a%-A 1b* to tho privat$ 

funE$rtoa 
iwetr(t 

in, the ,firpt- Nnceby. 
tjl4;nucv IopsirL$ 'r~oeihi 11(t> 

-

7,1.Pa#,o 14 t%~tr oll wtillf"tI h ,Icra 

us-#ec~0104 tet%irosfondscIn00(110ingwnn"owns 

ofi00h1tr t 1!.1 t 



2 e me 

2<Support the budgi'ta of Honduran Government agencies Iplementing
devolopmenproject thnt help the nation's poor moo*t their basicj:J"v.
hiuran heeds (201%); the preciso'alocation of these mons inte18
 

~~' ~ separate,
budg~t tdf the IRopublic would, bo,,he subjectof 'a, 

Iplmetaon arement between our respective Governments at a~ 'U~
 

Providefunding for-working capital Joans .to~ small and meodiumi scale 4 
muanufacturing and agriculture activities where employment can be 
incrasedor layoffaaoidd(8 )these, funds would'be,channeled i:hj ii 

<throu~h the Contral.'Bank's existiLng~redlicount ,nochanism, to 'the 
country 's private, coercal banksfor 4edn o:hidctd 
purpouss In view of, their off shore origi':t~hesefunds would, be ~ -~ '~4"% 

subject to the provisions of:Paragraph 4 of Resolution No. 389-11/81,&7 
dated November~ 3, 1981, 'of the Board ofDirectors,,,of the. Central, Bank. 

Uocause the need for these ESF funds to so urgent, Iwould ask you to 
take evory step possible to accelerate our application fort htisa 

" 

'<~. 
assistanro~, Tf Itwould be possible to praydoup with'a draft loan 
Agotmn before the funds' officially become available, It' would help to 
spftod up our procu1inf of .he'agroement within th Governmcrnt of ' 

Yonuras. , For our parr, .1can asueyutu yGvrmn iltk 
exrodiir oteps to asure approval, of, tho loan agreement y~tnoi 
Adzstration and the Conaresi" in order to mot~the legal requiremeonts
prcoeent to d~shursaent In the. shortestpossible time. 

On behAlf Of President luato Cordova, I vish to thank you in, advance for ' 

yoor, spoclil holp In thfs Important endevour 
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To ucigalpa, Honduras. 

ton _D1n 04j yun, C,__2 

Dear~ d Mr -6oico 

last Airn twoA'I' Noduas acnmi n iutotyA ~ ""Ars fiaca 

two angrowth>~do1r3lngte Paut ferom aJn avrage.of712aconopd8h Aai
 

and ardtlyo~to hlycause 

tofathox elrrorto politiolconidn i Vhi~a 

11 b U0cralaetoof forbnon lnof redit n e~rpnne 

in rei'a ando~s~n~ usondwito 

Th wo Qna.) tho prodvativo bseutmoftlx dpansd erasn ofOff' heoomy 


C~~AAoodoc hav crepatedied fo ofsnotar torur, fc I
dublmtta'dooota~ 

n C,1A; 4 aon coxon t.*fo . conunl theomac conotoun~y 1ateyof Ina 
hiri apror om -A ncioa byA'Fn i'Jn 91. Te**r 

groofdo1raotho uirh oseto 31o4iutorgtofA-1/2 pr cntofi CheIn0N 
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2 ubtnta shrfl in ce .'.a government. revenues.. 
 which reflected 
 bot
 

3 . ... th downtur in.4" the dom sti oco o4Y 4- - q do-.4'-44. '4 *4.44. -tt 44443 

4 in n. tax admurr nisnt rnti x~e ditu o g ew bou in ine wit pr gra 

projoctions,~~~~~(' 2fte ulc bu oalotayet r r wb ol ,3-/ e -" 'r.' 

6~~~~' can in~fasapdcioi 

4 4 

191 beas 
 netetcyniue 
 rnn
 
4 
743W'4j'-'.initr..v 

bottleneckc" and the4.'- lako dmsiccutepr fns
 

As''444,4a result."'- of 
 t . trnd4"3.4a pulc seto savings44~ fell W*1 shor of what 

wA rgrmdancneqetyotebnkn 
yse 
 a frc 
 to.4 finnc 
 a4'4 444.~44 

"'-'-2 the cutaia2. uhortanrijaenriln capita inflows maeutioe arir In ad4<'-'4 

17 a9cpt~ e-A~ f4mre oVGrj5Waon In thti fiaca.pstedioth''.~ " 

11 U V4 O!4Lc rlO t4' tol t44C'-1%4*44..4- 11 4s tr M 4..vto4 moo'.4na it 


inthenk c'A'~,..np do est In44.4'.
 

A4N adOist ation CUXkzOn exedt**aot4tn. 
 po~u~~*444 
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2hscommitted itself to re.dress the fi~nancial im~balances created over the ~
 

~3 ~ lattoyor n to ,strengthen the ptiblic finances in auch a way as to
 

4 a tt eovery in the publi c noten fowi~armn
 

5- on the balance of payents. Accordingly, the Government of.Honduas
 

1 4<~ T--he Constitutional.Governament which n 1982'~ 

Sfoct 

61- has, beep iplemnting an adju~stmient program during 1952 which is dasignod to 

7 bring aIbout. a substanitial iniprovement in teove:all fiscal and balance of 

a paymenti porforinanca. Becauseofoth continuing de'-Pt~i economic -'-PBi 

9 ctivity atid foreigun trade in 19802, Uthc authoriti*s do not expect nignificant, 

10 osutsf ro~ thi 'tidjustmentpogra un~til noxt year. In su.pport of. its -

11. stabilt'~tion alffori, tho Hon#uran Govornmont raquests the use of rund ro,

12 surv~es unn4r owtilnk4Y arai., uint, cet1~'iding through the ctnd of 19,03 in fli-, 

13 ont quivalont, to BOR76.5$ mifllion. Tho miaini aint of-tho program iuoQN2-~i-

3ubtnil
15 of GD -onhwhc wil allo fo eutoni dmsi 

16 bn inancing ofthe pulcn4' n193 h oaian osdr h 

tar3o-o lovie1 of~ tho fiscal'(4,1rcit for 1903, toQ be uoini as it will bo 

f'--ivoi'tvd m~inly wi th long.-toili extornni vrodlits, montly on~conconnionuI tur 

trnv ;O. r444te4 $1ew 

iniu uront oe ihiturano and incrva~odi h bond&aloat 'intedomrptic sion

b. 1- tho OovoriwwnL han fl1vnfuos reduccd the growth -' 

ban;, m~rkt. with i view to anuuring Lbwt to Cuntra1 Govoriuniont's racocurtio 

Cvnt W to 

55 - . 

to na 4 Aak coipwLb l11iite . 50 1illon in 1082 and to L 50) 

nili: in 1,) Now ravorniw-moinsu( re In.roae In tile 1902 bv~1jt 

t4ljdaincoas powhich i an in tb. valrot tax rato from 3 por cant to JI tonte ' 

33' 



th n troucaiOn'flc Jincome tax surchU.X95 'of 0ar cat an~d 15 por cunt' focr 
2 tho uppor~brackots of the corporate and portonal incom~e txshdl n 

tho elimin~ation of certain income tax~ axom~pticna. In addition,t i 4uly 1 .82, 

4-tha.-ational-Co nraaappoved4--lgtslA tion wihotbisa slot 

sumption 'duties and a temporary. import sua ra.ndaiesutnily 

'~~ 6 the penialties for underpayment or delays In tho, payment, of, incomo and sales 

7 taxjo., Al.so in August 1982, the Government implemiented ran administrative 
..... ... . .. . . . . , + + 

6 	 reform of thle Salon tax. An a rosult of those measures# 'central governmnt
 
revonctan tarn projotut to grow par cents or by per
thin year by 12 3erl 

10 cant of CDP* on tho expenditure, side# the GovernmntM~s I itod the gro,.wth 

of currcit oxpandituros thin year to only Iabout 2 per cent, or Ilose than 
12 half Use rate of Incroaso rocotdod last.jyear.~ 4n oder Lo achiovg this result, 
13 	 the Covurzmont hax reducod porsonno)l throaghout the ConrAl Adminlatrationt ,4 

14 has cut to a miniijum its outlayc for god n vr~o thog th on7r=2.1t; 

I of strict oxponditure control procedures. Dopito thasiiiao h&I*ovnapuv OaraU I 
doficit of the Central Government will increase in 1982 be'cauc of a )ar;,G'4 

37 ncreauo in not lending to r~over Jnterotit vpayments on1 certain t~zatrdd 

of tho i evate an;1public voictor to foreigis cuwrci~l h~nkg. In LIM VOC 

...... +++++i+ 

opo 'tion w~ould be roduced by 1-1/2 Isor cunt of GD1P thx yoar.	 
.. 

6. 	 Viii c~vernment has alno ta~on etept, to £mpravo Owh plIr*'fldNtico o!t 
+ 
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21* 	 10h auhrte intend to strg tfinancial position of SAN~A 

2 ovor th@ midiu tarn anl to~this affect they have recently rescheduled ~ -4
 

3 DNAOW5Ae 4*bt with tha Contral Bank and have initiated a program o n
 

itsaa
±ecapitlzationi.2 

S. Umkng to 1.980- the Government intends. to adopt additional moasuresi.
 

6 witisa view to imroving the savings porformano of the pubic sector. >~
 
7 	 n the pranvntation of its 1983 buget to the Natonal Congress in, Septembor 

1 982# the Covrmant has announced that it Intends to estabish a reform~ of 

tho ogztos tAriff which wi11 involve aMChift from 1 4P00ifi to an~ ad 

10 a~ basin tit wall as a conversion to the Brtusels nomnclaturu. Tho -

1.. *afom will also involve an Lncreare in the Average duty of* the tariff to,
 

AUow for tho olia~nation of exsti~ng surcharges and to raise the overall
 

:3 lvol ot u&tnsdui The authoritlaz will present the custme raforto ' 


th*trJo 102.ho tepoary-s-vr t bride he time until the now 

16 ariff cames tnto aftat.,~ the Rtional. CQ~rass established an ad valor*.. 

1x4vr urort ilrp t~ 20po rn in My If1 h tariff refou., togotboria w 	 1w 

7it- witi tMo ful yoAr's of fran of Vi~c othor sevenue nantioa in~trodluced in'-

:5-1 ~ i OXs) -Vd to Yf.W01 A14tfj1n Ireveas' during 1903 eq~uivlvt'tt-~ 

0A.4 of nent'n fincalC:QM k.tt~t 	 ~ 

1vosoi, g~ current f t," O~wi4'~iznt wil) 11ito4 

to Around 6 c'.'rnt noxt year, 41#ordot vs n-- 4rvoalte -the t~Vn% 

rtwth tfl 	 cQ'O~tu'~ be 

~ 	 )wi' t t,~# untWhii04 quAWt4l*.r It I i i ? local curl"~W 4 

4	 I 

s 4r 004sn1tue in 10t@h,M. ti~th i.' et I- Irt 01, &t14 	 OW9~ 012 

Ut t. t s~4*x*ot#w i ~ ~1&utc 	 ~W~~te lieJateA~---- 7~ 

wilrwih 	 lwl wi! wi 44un utt o , noiftf,,hc t 

O4"UW~4 1h, INirotm in ci.# th tMt ~~-- il 	 i inwto Usii s1 e 



I j ! 
6NN A ' 0, 

19- D'it r nI' the G 
 afrorts to improve the public finance$, A 
2 tlc=a6 i4ntornationaliial 
 reserv i i 190,
 

3givan the oo to acQOMAdAt. a modarAto growth in crodit to theprivatei<s 
4 #*0o we~iak porformanCO of' financial. savings anticipated,' Monetary'"
 

5 oiy tharofore, will be aimed at limiting 
 the overall~aac of aymnt
 
674~ deficit" to US~ millio 
 in 1082, and at achieving approximate overall>;2 

IIIIIIII, II'I!I 

balnC of payments equilibrium durin 13 Anmentionad earlier, the mon i
 
etar programi contemplates,,an oxlnuton innet oredit of the' banking system 4' 

9 to tho puablic auotor of L 150 millioniflQ Goy rmIinnI a efzor~uin1902 and of'4 L 50 million in108
 
10 hich~i ~om~ptible with the pqrvWpublic voe1tor dnficit and 
 the antici-.~),'j

12 ted eorvg borowing Iby that Sector. Concuistont' with'ths annual. pro-> 
 ..4 ~2i4i. 
13 1aco~nb inb)ank Oredl t expansion to tho puli sctoar, quartovrXy ceilings $ ' + 

4 QI thent I4iio dntotofthenonfinancial publi the do*o isorth 

.5 ban)kLni system MY*~ boonu'establshod 
 through Docembox 1903# as speclified in" <> " 

16 Tobl 2 I onorit wt theR6j@ootivvs of the monotary program, th no'. 

4=4tc sptoofth CntolBak raprgamed to increase by nor.more than ~ "4 
16 ~L 21*4 Ail~ during .1982# ard by not more thar, I-40 umillion during 1983,, n
 

q *wrtorly cojlitugs for the not domastic ascots of the Central Banki have boon 
2" ot~lihod through 'cmag 1003, as Indicated in Table 341 Consistoit with 4~ 

tvrno IL~5 tlia Control Bank's ntot credit expansion to the rest of the 
',3*"4 

d. 0,Oy~wnic targutod to increase by L 30 million during 1983, comj"Vad 
wih i Itn in 1002. Maoprojoctions arv Wosod ot the authoritioe,' '7 

U.# 2#t r*u1en doQ*OWVin To this otfaet, oanotionsfor romorv4'' 
vti11 bU the app1ioation or poll&, tn"", e InrmooIncluding 

~~rn Itwurenp t*, covowstitCl *uleicesK :4""4>' ""' 
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.1 1,o~n to the future, the overnmeont innns omiimz etena orown 

~ ~ 	 nodrt ~ ~ ~ 7.2~ ~ ~ ~opbi ~ eto ~ ~ rvnatc4~iltrsb~ aeirt ~ 

3i 4ntho torn ctructuro of th etena dbtan to moderate th etsevc
 

S4 burdarI. The authorities also intend to limit severely th gratin o
 

guarantees 'on private sector ex~ternl,
5,~.,..3437. 	 as wall as internal, Lfldobtdnoa.q ; 2 

7 	 the ~not us* by the pubcooco, inclwung official fiancialIntuios 

of axtocrna credits oil Comercial torms to no '~.more than US$75 million in thu# 

period of the. atn-yarneo nigJn 93 and to no more than 

0 	 USS$100 P1W.1on during the .ontira pariod ofthe stand-by arrangement. Credits > 

011On tI terms aro- defined as Io with initial~mtrte ofls 
Ith, yearn ex@cluding r'@,@rva llabilt~iuo the Cointral Bank, dlisburse

i.13t~u~s Xidow~ tIo tu icnnVonauean ol~facility, arnd tholaumounts wentl 0n94'l;iJ 

o4r~ldbtoa.., 

1$ 	 1 '0hoGevront of )lonlurAis bolieotf4 that doesttic wages 'and pricest 
. 

16'~ ohul o~#n-t4~aly ref~t the $kflarplay, of miarkeot forces# Accordingly, "' 	 3 

17 th'e vc~qo of rricc coitrion won rviluced Pt .MXrch 1032 and in buing smin

'8---talned only f, ossoiti convtpov goods Atid no41ilos.' Also# those 
con

:10t W101 1.1 fit&!Ublk tLprchK3# the amuronco of dlsto zono. 3 £' 

20 i '%'*, J4L*f$iily t othurwiso Mi'- , , 4
41j'0 Ltt*0ovurrvont 
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aiae 

~~Anterdde -onvi.r- ]ae -rta-oficir--1as *uqo~s-f 

a iLsd setiembr oprimeros dfas de octubre, 1982):~ 

a) Incorporac~n de larefoma arancelarta en al proyector dcl a WV 
~presuipiitsto paraA1983 a ser prosefitado alL CoersncoalV 

4 

Kb) La pticsta on vigencia do) rm4uislto de dep6sitos con'tr los 

pa.o allva--ad (arrl~ dpst); ostos depsitos[Aoborkn 
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ret l F-1 -ad 
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oponing of a eight letter of credit or other form of prepayaentp the 

-,Import permit request must be accompanied by a local currency deposit..<equaivaemnt to lOOP of' the foreign exchange to be disbursed# -The iCotoakprcse h pcliet oaccording to the import-,ipriort~ listig decie abov, and ac'cording' to the imports' 
47 

*legibility -to be finned vithrcredit, (Central r ank'regulations call~<-4'~ -j' for cash- payment for non-aeintial items eism It exter'nal credit As. 
-- 4 available).4' 
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be accompanied by a declaration of'ffreIgn exchange Inflows.4b4s~w-(Declaract~n do Ingrepo doaDivtsas,1EXhit D), If the~prepayment is in local, currency, the Central Bank doesinot ~~,accept'it as valid, $but requires that anqialn mntiforeign currncybedeposaed_ auvln aot.ithn *~ 
71-- -I -- ' th'- t- the Ce tal a k o h 

444 

Ste 

Step 

21 If the~ payment for exportsuIson credito thseCntra Bankanthe exporter 'negotiate toem f~or the ~repatristionof earnings.
Usually, the Central Bank allows a perodI of up4 to 90 days fromthe time the permit ianegotiated untli export proceeds must be~surrendered to a bank. 
Once the export permit Is authorized, the exporter takes the 

~" 

>< 
92> 

authorization to the Hionduran Customs Department wich Inturn
allows the merchandise described in the Permit to leave thecouutrys 

Stp The Customs Department annotates the export permit upon thedeparture of commodities described therein and returns the 
export Vormit to the Central Bank for monitoring of the foreign 
exchange Inflow from the export transactions 
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FIACA- )HARMS~f AND'I1NTRMEDIATION IN R;ONDURAS 
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I. ratri~ by~ th-ile ,u io tranlsacttons. ndn andborwn) 
AVA110bil to,,svr anE5XdIs~5tos J rsto norlaize4 %securitiesmarkt In-~~Honaturass M~ost- Investomrs ely on the bankInx~yj rs l-i a ~ p k
financial- resou!rces lue sciIi andi7 i 
aItocks - h~owsr, the majo t10 f themeIAre placedvi1th I~iobmiklng system.~~h :4 
Savers. on the other-hando-mu' "-' yon localcurreney denominated depos i ts:as: 
the only avaiable fori&a....... t. to:sv wunderianu.t .K. 
mportan of the fienctal Inteedft~on performed, by the yelati.vely. smU1 

anM urban based, banking system tindurss. S5uchsAsystem,i doinated',by,;
private commercil baks$ followed by a small group of devolopment banks1,tsavins and loans assoctationso andlsome, T finantersm 

Thre ts also's rural credit union network of minor transactions volume (but.<
of great importance to Its memabers). Zn addittool Informal Intermediation Is 
available mainly I the rural ares o. storage houses. merchants and local
moneylenders. The volume of Informal transactions lh not knoap~. ~ ' 
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Th. banking system In IHnduras officially haes four different typos of 1stitilonso The Centrol Bank, Private Comeero al lanakso Public, (autonomous) 
chaactrisicsof ech closs of these Institutions can be summerised as 

as %hCoottllank ofndurasI 
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The mAjor obJectiv#s of the Central Bank ores to maintain, the parity of the.
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4in4, ysl,#4rogat*&ft tho oconomyl to control the supplyisnd cost of $mny;to Suide th aig system towards the productive sectors that contribute
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toppatd4throuO a nmber of instrumente available to the Centrol Bak*p~
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be Private Coercial flanks; 

There are,12 privately owned domestic commercial banks in HIonduras and threeprivaeforeign banks (see Table D-1).4 Together," these banks operateal2!7W
S hs thrghoitmajor citie'sIn Honduras* The operational Importance of 
the privatei commrcinVbanks1o reflcted Inthaeir are ofthe oatnndin. 

an prfolio In th baknptmwihsoda 
ntrms o w4" . fsTtesm 

obsrvd s he commercial banks share delined from 87 n1978,to MX In~ 

The decline in commerial banks! participation Incredit markets 'can-be
explained by. the growth of development bank~s lending since the mid:1970ol and 
A recent drop In the growth of savings captured by banks. A 1981study of the
$%*nduran banking system confirmed that current lending activities are 
co~nstrained by the low liquidity in the banking system. The stuJdy concluded 
that the majority of~the commercial banks oe 4ina'ncially healthy aind prepared
to lend when more resources become available.V 

~ 

... Public.nks. Devel.ant 

C.. eopaen 
Ther or the publtwncandevelopment banks Inliondurast the Agricultural

Devoivaet Bak )UADESA)p the ---Naina nvestmen~t Corporatton (CONADI)$ 
ad 
n 

rbe ancMuncipl Au~noo (AW'A). Thyserve~arclue industry, and
the muiiaiis repetvely ogetherp these banksoae e31,branhes,
of which 28 belongt BANADESA. The development banks' porfollo in1980 
of flows, development bak Irant~d 16.6% of new loansSatdb h ytm 

d, B2!cIalized-Ravinits Institutions 7 44 

4444 .4 

There are **yen- xavings and loans Associations and on# wfinanclers"O otmed bythe *even oasocefations, all of which are involved In the finance of the.
houoinn Industry. In 3960, the combined portfolio of these institutions was 

vqut~te to92 of outatandilng loans In the lionduran financed system, 
rofortng he on term nature of their Rending. For that "ame year, now 

loans Amounted 'ton.6 o ewvon granted by-hbakn system. 
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Recont-Ftnancin1 Intermiudatlon T1rends ' " 

During$ the coffee boom yenrauQ( 1977-79 fnancial intoedl.arlvs were able to ' 
moot the creditneeds of agowing economny and partictilarly~tho prIvate
noctor; nominnI credittgrowth averaged 21Z for thatperiod.~ In facto Zoanableo 
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LiquIdIty probleam res~ltod (rom n ohorp drop Ini financial Savings growth and 
00e canc#ellation of foreisn, lnos of crod~ito gure D-1j dopicts the expansion & 
V %bit1ungk-n rdIt to~ vt-~tr The rate o 

growth o~f avings declinod from '20 percentin and-l979 tonearly zero In 
~ 4 omd-1980, rebouanding to the 10 percent levol In"1981. .The shat1' doelne' In 

" 

savings growth can be attributed to the political turmoil in susrrounding~,
countries as well as the uncertainties crestod by the 1981 oecetoral process .~.,.. 
In iloniirms. Similarly, the~low level interest rates paid ;on~savin,hudepost'
wait not 	compototive with offshore rates. liondurannbanks wero financially,
uivibl.e to offer IitQr itavitus rate* (eveln though these were not subject to a 

-~ ~; 	 ceilinig) because' the' high reserve. requirement of the Contral lank (302)'
 
coupled with 'the 192 ceiling on loan rates left an Inadequate margin ftor bank
 
costae
 

The worsening liqssidIty pnouiIon of the 4'omrcial Ninkim and the need to 
finance 	Internnil) it growing Central Govisronm.s doricit forced the.Contritl 
%ank to 	4ramatically It'wreass Itos hare' of t'reidt. crealion. Inthe process#
t',# Central Bank' utitied Its net (oreign oxchanoe reserves, which wore drawn
 
down to prectrious lvels (So*'Thble P-1). 

Intret Rates 

Interost rate policy in Rondurs to set by Central Bank authorities through
the applicalon of ceilinS for diferent loan categories 'and different 
quhis"'oney deposits. This approach to Interest rate anagemnt did not cause 
major allocation problems before the ail shock of the early 1970s when 
.eternal financial mnarkets were relatively stable and the Honduran Interest 
rate struicture did not differ substnntially fro, the external one (see Table " 

i0'It fondurant FinnnrIal System Interest Raten)o 

Riawt 1914, Control NAnk authoriie have" been attempting to "catch up'" with 
oxternal financial conditions* Their attempts h~ave fallen ahort of full 
adjustownt siore their Intoreiot rate celinrgs have boon consistently below key
interest rate* 4broad. Ioa rate reilings' have the perverse, effect; of not 
allowing banks to adjust their saving deposit rates upwardly which has 
contributed to savings flight (a sort of "hot p..y* effect) and a slowdown in 
the itrowth of financial smvins. 

Perat policy rehanges inlude thue unificatlon or the Central Bank discount 
ratoo at 11to the uifficAtion of the interest rate ceiling at 192 (basic grains 

,.'" 

AMd low Woaw housing egeludod), quarterly Interest rate reviewa, sod 00i1 
.ffot to *oil bands to the non-lianking sector at competitive Interest
rostoos' 	 11e tww Ivoi ofisr itie oquialent of III per annum fer 18 month 
bnds, 122 for 12 ownth bonds And the rquIv~rnt of lI I per annum for 6 mont'h
 

' ~11w Tse sifre s.*Zge that An Intervest rate' 11heralisatIonmay be
 
i4Monmy anA completed within A 2 ye'ar period. IsiborAl lawtion would remove
 
vimt W twog 1wetaforr is oftrefsfdstortion In the domestic allocation of 

''."' 	 . 
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Hlonduras to buy imports. The
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infIoV. f hs Itm ar pae "blwte ie". are 

removed~t]IfosA f IsotnoN 

ths. teict," wtin A tmruenr astreoln thm actua~Ol5defiita."f 

w . .. 

ii...the 

This was. done InTable 2. Hote that inthis presentation the 

overall. bulia:c of payments deficit becomes,$164 million In 

19821and..$62 million in)983 (Table 2). The last line of the 

tAblo shows the remaining unfinalcod gap before th'e new IIMP 

resources are brough~t to bear. 

S5.The export projections weore well coordinated between 

)MP team~ and the cent ral bank. ,They are for tall practical 

-

A.purposes, 

ft 

identic-al. They were carefully done, with the IMF 

toam checking price data and price projections of tho major 

export products with the home office. Total exports are pro
.......................................... 198. ......... f' 

6. With regard to imports. there Is a rather significant 
4iocrepancy between the projections of the IMP1 and those or the 

. 

CentrAl lian)t. Por 1982* the IMP projects Imports of $807 will 

. .lion4comparo4 with a Central Bank projection of only $817 mall' 

IIon. lit 101436 the lDtP's projection is, again igher $038 oil-

K. 

.lio~o versuis $976 nilon for the Central Bank. 

Tuo factors ay accoint for this discrepancy, The 

1141' projection asssimes-that all *oovtisAt arrive Inthe coun

try will be cleared from cotsios and thits are coutnted as, iso.' 

port%$ Thrcentsra1 bank projection counts so Isports only ''"'-'.i1 



goods which have cleared customs, and apparently does notthoe 

Iq IdsSunds

_-in-fl-

mentally, howover, there Is basic difference Inmethodology in 

projecting imports. The IF projects Imports as a~residual, 

while the central banks projects imports "from the bottom up", 

loe. by aittlor categuilts of Imported goods projected Indepand-


Potb the IMFP and control bank projectionsa show a sit

nli lant decline inthe loyel of imports between 1901 and 1982,
 

The IMF projection
followed by a partial recovery In195). 

an $%decline betwveon 1911 ad 198? followied by aindicatos 
The Central 11#0 proeoctiott
mdesjt,4.61 tecovory over )982-13. 


Itrecovery in
&how* a 15% contraction lin 19,? followed by a 

At this time, the Central Bank's 1912 projection appears7 190). 
the fact that during the five-mottthnote realittle inview of 

poriod Januaty-Nay 191Z, Inports contracted by lit with respect 

to the same period in1981, sulggtiog that the Import contrace 

tion this year is liwely to be such nore severe than the It 

projected b~y the fIF.
 
.-

~7.The capital Account shows a sionificaitt ioprov~ment 
4' 

inoftitial ("nnfinoncil put4 Icsector") disbortsemonts tw 

turvit 1144 4ti 1198$ - by Is%-- which does not dit(or sigff-r 
n
c~nuly trom the centtal Waks own projectiofts,(Tat'). I). 



~. -Y gX I' 

%~ -6 

In sun th vrlpaac fpyet eii s
 

addei, thIMP prjcsumosudbttl
oimprve"nof son $n~10
 

millboth 1for 18d asuftor tht
Afteralwn prdojeitedhountral
 

bank projtone&teu.nne a s 9 ilo n18 n
 
$1iin In19he o eAdditianal resouymes dhefici ox

* macted heo ato$1de (oe$7million 8 In19, aeta
nds$riouillion

iner, the *P procto fapovlln someet100
aillubeltw)til sot 


* ilo fr18.Afea projected Omilo;bto illemoeoNin yn h a081 

than adequate to cover the relatively small rempining gap pro
jetted for 190. Tos favorable IMP projections obviously
 

asisooe clowc. tonfornuity Wits.Agreed ceilings on public expendi" 
tures AMd crttit creation* 

The trrnd innot Ie,.crnistion.0 reservaro between Dccomber
 

* $M41978 and August 17, 1982 is as follows: 

*171*OiljW at si E C mllinl f In 192 Oo $2 milio In
 

104V
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exports of gjoods and services) has risen #toadily over this. 

poriod fro S2 in1976 to a projected1204% in1982. By 

Inteornationalsta!.ndards, a deb~5tevice rati of 124 is not 

considered high. IHowevor, this rise Inthe rtocoincides 

with ,a worseninin the courys QYverl) balance of payments 

situation, whi~ch moons that its. a lity to service its debt has 
boo sinfcnl Impaired~=. Ti ihihsth mot oo
 

*cotractigdb on concesionary tems avoiding to the extent 

possi~ble. now short and modlumtorm loans at commercil Ina 

terest ~ ~ ~ ~ ~ rae;adoffvrn rjcs ~ ~~'ieyt~ ~ broigfo ~ 

havei shr-tr on th balance of pamets
a*~ postiv Impact 
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1979 67.S102. 169.8 11 . 

.1981 112.0< <6-24 1. 1Z806 9.6~' 

V THEll GROSS h014R$TIC PRODUCT (GCDI) .$7i+k 

Vie central bapnk a projection of the GDPin bt urn 
and constant, pr~cos, wi th breakdown by f ITaIepn Itrs 

presentd in Table 8.~ Note that the real GDP remained un 

changvd fit 19810 sctian o eln by 1.4 in 1 2 an t 

-

Th upo private and puli fie caia formtio has~ V 

do oind~sbirply in 3981 (by 9.8%) mnh[ Is projected to detlino-';~~ 

amain il 1982(by ~ iIPortsf of goods slid services hava dc- '"~ 

clinod by 1051- tIn 191 wid e projected to decline againby 

The'deline In Im~ports isparticularly dramatic over 1P9812 *,< 

and 902. According to central bank estimates, imports of .j"'i 

god A11 srie oin b12In 19$1)n are projecIed to 

Lem I w Ia 
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roi 	 Tbe8)Ic~ hlKiiThe-GDP- proj aJt1o-f 

there so ems little to support the projected 3.61 increase (i 

real terms) inprivate fixed capital lormatiron*, Somo opt iis 

may also undorlie the 1983 cxport p'rojoctIotv~ucroase of .Au 

to delfnImprts of goods and slorvicos Ore projected402%). 

ItInreal terMS, a decline that couldrwell be greater if
-j by 

Increase more than anticipated. Th udsblimport prices-. 

shows a n increase In 198$ imports K<K
of payments project ion~ 

-~ance 


of 4.S% incurrent prices& 	 Inreal torms, this could easily 

2 to 4 percent. Th~us, the rcal) GDP t'~ 
translateO Into~ a decline of 

014 face of, a 0light contrac,n
projected to Increase by ItI 
, .is 

occur, finvnoistioninleal mpots*i Thl s could 	 olb 

drawn down further, ifgrowth wore concentrated iw aroas that 

not depend on imports, or if the import contracti~on could bedo 
A 

finisso4 conlsumer goods. Inventories, hover,havelYXtited to 
the scope- fot urtho comprcssdecline~d steadily sIncv 1979 and 

Thus, 4the 93GDIpo
ing constaser goods imports Is limited., 
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delid (9..440 million in 1982.to L390 mIilon 


External financing isprojocted to rise from L250 to U400 mil
lioo whtilecredit fromtecnoiae banking system to the 

centrul government is projected decline from LISO million to. KL~ 

LSO mi1llion (see Table 9). This isa tall. order calling for an~ 

unusualmout of fiscal~ and monotnry restraint. The t4O all

linin bond baler. (covoring the kb.3ance of "domestic finc
 

to ro in1983.
 

Jnjsytembu wth thepiat eto n autonomous pbi
 
institutiohsnoinf oxoslquidity. 
 'V 

2.Th M procts a ofyjruduction Inthe overall deficitt< 


th pulcsco-rm17 million in 1982 to L450 =11oni
 
198(Table 10. As5 a proportion of GDP, tis involvsLa
 

is rojcteto rie rom.10'to t.9 millinont4hin tota 

bohIP"1111 1143@ I. ill~ Otrn Impiest9Z government 

grup to inreAs -a ymr lon nmnl41011,anI 
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Cn aIn vlovoficalhiassurediimentht the wesre no~t, an that 

In 1981A.to thone projected fort1983moasurodeduct from 19 "'<tax
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Inconclusion; the projqctid revenue performance ii 

(@si~le, but isbased on modeiratedly opt4mistic asmpin
 
wfihregard to the general level of oc~omic activity In ID83.W .
 

<'7 ;5~S. Tax reform: 'theo ab1iiy of tho Central.Govornment to jj; 

mainta'in the level of tax revenues in19,81 and secure substan
tilincreases i192in 193 dp. as *a*possible b~h 

of far-eacuin tax reforammasures, without which revenue 
collectionsvol have declined signiftantly since 19SO. Un-< 
doubtedly,.these measure@s haecontriue further depress. 

':ins 5"econiomic- activity.* 

The major tax revanue~ns o adopte are: 

Ini1081, the method of aEltn the Income tax was 
'- ,~< changed, and had thoef~fet of, reducing ded uttIons from taxbl 

21 income.' A second measure was the adoption of Dere o 5' 

whfich imposed a 1101 tax on consumer goods and a St tax on raw 

in1j12 the general soles tax was Increased fromiV 2 

t,tao"'$14 surcorgK or ioF~totO mw Imposed onth higher ' 

excerptions, in th pesnlvcm-ae ere eIlmited, and 5'5' 

sol.ettiv consump~tion taxe5swee itpesed. The**~ Invol'ved a s5 

wi d o v t y a r fi g o 
 d s , I n c l d i n l i q o r $ o l u r d -J nt'- a i p o r 

vtu..*tt *and.55.55 -arln sto.o (1 oSO"corigt 

cy5itidors.5 Th goenmn als 
 Imoe a5. 20%5. general
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f6ncy plsdemnd dP0
4. oIeY iSIUP 1ipp(y tpsI 5 axe. 

costn 1982 and tolinease byony .2
pacod~ tQ remain inUEuUr 

in,183.Quai mney(savings deposits and certificates) are 

projected to increase by 10% annually inboth.29OZ and 1983. 

In sun, the program poraltsonly a very modest expan
,. .sion Incredit creation and money supply. 

~ Soma observers have raised the question as to whether the 

agreed program to consistent vith aon a modest recoverr of 

w.private sctor activity( apd hence with the projected increase 

in private investment and ~reAl GDP (Table 8), While the :101 

expansion In total bank credit to the private sector any seem. 

adequate, It should be borna, In mind that Honduras, like theA 

rest of Contra] America,-has suffered from the tuholosala cancel

lainof credit lines from foreign bents and suppliers. 
Vil IVDT SIUATION 

The All) missions has reqtiv*ted a J4posont with respect to,~ 

17 the feasioilty 0( 111acifif amc 1600 miWion n short-term )oPs 

for uorkil capital purposas-directed at'small and meiumsie 

enepie engaged in manugjt'uinnfl and ogribusineis activityV. 

.There Isno doubt about the o*istae, ~of 4siificant 
fnunsatilred deasand, for cradtt for workingj capital purposes 

Iodutaa i tie n spite of the reduvced lovel ofeothit 

nincaciiy there i%#_%tronA demnd for c*e4it oigt
 

t lie need to replace foregn a nd supplier%croi lie an
 

-4V 
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~~~competitive free-market Interest rates#, avoid reliance on price.--~,~ 
controls ox the IpstooftiShtor exchanso controls. 


§nally. the government has also, committed itself to reduce 
 Its
 
- foreIgn debt on current international transactionOl(currently 

$30 million) by at least $20 million by the end of 1982 and to 
eliminate such arrears completely by the end of October~ of 1963. 

Honduran authorities find those restrictions numerous 
and stiff. They agree, however. that most of then are essoe
trial* Their main complaint Is that. while many of these condi
tions have boon mot (particularly -in the areas of tax reform 
and nonotary-riscal restrints), no drawilngs were allowed this 
ypar and none are likely before tlovember, 

4. Conmpliancea with the fINV Anroamoni 
-

-.
 This Issu will be discussed interms of three Inter
rolated --but distinct --Issues: the willingness of the 0011 
to abide by the torus of the Agreemontt the economic fesilbil.I 
ity of the agreed program; and the likihIooJ that the 0011 will 
be abiv to comply with all of Its terms and tests. 

VThere can be no question with respect to the determl
~ nation of the Ho~nduran auethorities to comply with all the torus 

ofteINV lesnP Agreencl onal points hauve bee 
reached batween the INV isslieR band 00~ oll authorities pV~rior,7 

#~i~7"to thetea- departure on,A"utt M. The llonduiranatorte 

wer ready to s" tho Letter of Intnt thow-dod there* 3vyWnI 
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more convincingly, the various tax reform measures already 

taken (most unpopular politically and which almost certainly 

aggravated the country's severe recession), the restraint dem

onstrated by the authorities in the areas of government expend

itures and monetary policy, and the adjustments already made in 

the rates of public utilities, demlonstrate the government's 

recognition of thc se riousness of the economic situation and 

the need to undertake these painful reforms. 

To asses.s the proglram' s econimic feasibility, I have 

looked at the interrelat ionhip btween four key variables over 

the period1970-1983: roney GDt, bank. c edit to the private 

scctorl ,!;a V'i1 rn wsithou rrfno i andi imo rts . Thm' \'ear-to

year percent changse, a re as; follo;s: 

Ac t ial Projec ted 

GI)P (in current prices) 14.71 8. Is 7.61 1C. 6% 

hiauk Crd!t to PI vate 
SecI or 7.8% 8.5 % .9% 10.1% 

Ref orm 21.2% 0 3.6% 10.7, 

Imports 22. S% -6.2% -8.0% 4, S 

Note the r,.'I 1ati' ioi'lh p hrt' t W tiI he VallouI', i tt s III 

1Q82-81 an, Olpposed io pilo I ' Ar.,. If Anythingl, tih iel.itli" 

,hip I o vl I t dinll n I i \I[ I . i 6 1I%,v o a li' !I i I v, 1tv nit 1 % 


I t he i II /0 -b"t IJ lI I - H, I uhi " i lhr' ADil tiV"LI I 4 , W Ir OUi I H
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while imports declined by 6 to 8 percent. Thus, in terms of
 

these intvrrtlationships (as well as in terms of other consist

ency tests that the IMF team usually runs), the program appears 

feasi bI e.
 

The final question to be addressed is whether the G011
 

is likely to be able to comply with tihe various targets set; 

or, put in anothe way, whether the scena rio projected is the 

most likely. In this connection, I would like to review the 

major annumpt ion; on which the IM prog ran appears to be 

based. 1 shou ld .nplsi ze t he fact t hat I have not seen these 

assuript ion c:xpt i( it ly .stated ab tihe IM.IF report was not yet 

available at thie tin, of my vi it. On the bas;is, of my di scus

N.ons with IMFi- ,ip t ctunt an off ithr Hl se iv', il Ilank CGOl 

cials and vx a ina1 I~ o f thue IMF projv( t. ion,, the following 

as sumpti uli appea c il IMl ,iitl it the p ogram: 

(1) Ti (.'!H w, I bw'";h i to i,,i.t pI, sirlslr for sub

st1 it ,l ',. i.iVy l, I p ,'' ot 1p(j 1 ( vi lpl oyt't':s, a% wel l a prv s

s,re, fol' qot 1I' ; i v% i yond t provided in thea tui us e'' 

(2) 1h' ,,tWI t y ,itat ill1 1 not Vo'o s,'ui to1 tht. 

poilt that It'' ti ll1 h,,v,' to v'xp.nl budget ; atth. it%. dvfns' 

W i'a;t, it will not I.We c t ", 'toho i t S ow+ 'n,, i (off " 

tI a lI I I r I lt lt I I vI "If tir,,MyM % of I ullali CI h a! 
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(3) The export projections are based on the assumption 

of a slight improvement in the world economic situation -- ie. 

2 to 3% real growth in the OECD countries in 1983. 

(4) Very little ihcrease in import prices (inflation 

in the OEC) countries is expected to be in the 4-6% range in 

1983).
 

(5) A significant improvement in the rate of utiliza

tion of official capital inflows, as well as some improvement 

in pi ivate and banlking, capital availability. As noted in the 

balance of paymentns'. ,'(et t ion, the IMIF projeci ions ashume a $33 

million 14F proi. a in I9S-, and an additional $29 illion in 

1983. 

(6) Suc: ,w ful deb(1( r(,iIC,'Ot irgtatlion of the five public 

apt onorotls instit l )nl Cuilli1y ini dif iculty. 

(7) Somic irptoverm, t iii t hr pub)I ic ' n . iquidity prefer

ence in I"X3 (i . 1n0 ,,,AV.,J W1ill , .. f, on the part of t ie 

puli c t o hold n my haIanmt rb'. 

lh,",' atnump',il nn, add uip to ,Ia :at hte f avo abl sce

na l 1n. No1r of hth: .' I l"le iI ', .'vvhI . 1iI n ooIl' uat ion, 

M . it i5s P y. to AP uqII a I,f,av ii, iV A'I i i luf c I itl 

0I . I v (A P It I%, Aln P, . I AM PA II I"I , I I1% ,.A 1 , 1I, G p i o", 

luall Plivatv, .lap .Ia folmai n"II; anld U.'thl the, a%%u.ntpllio)l that at 



to simuatesom reovey I prvate econoic activity in 

<~2 w~-'fact decline in 1983, the public revenue projections may ~well

prove over-optimistic and tLhe deficit targets would'U exceeded.i1''. 
In,, sum, 'while thero i s no question with, regard toth'~'- -~ 

determinton of the 60111 authoritieos tce-abide by all the terms ) ik 

or the DIF agroomont, and while I consider the program thatwas 

negLotted conomically'.feasible, _I. )olievait is based on a- -- ' 

rather fjevorablo scenario. Itlsntnecessarily the most-' 

likely ono. .1 would have pru4cted ascenario based onsoe 

less sanguine assumptions. 

' viewof,those considerations, I hope thatIthe114 w~ il K-7V 

Swhat 


.~,In 

be (lex tblo with regard to its testing of Gn~If ccmpliaenco. vSpo 

cii~alyshul smeolftho tests be fioIshould hoO.-<"al- onily Io f 
thathi;would not lead 7to Aho,suto' i sscndwig 

rights (as has occurred inthe past). Rather,' I would hope 
 . 

that, the, flI would semi a team to Honduras, to, detorwdno whathor~ 

failure to awo tile-agreed- quartorly targets-was duo to .fators 

becyond tho authorities' control., IC-so, thp targets should be 

A.. 

than strict compiante with testabutIt on projections. that 

should be the deiin actor@. would catilurge ta 

this flexibility govern the provision-'of our lISP assiatanco. 

http:exceeded.i1
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If it should be tranched, disbursements should not be automat

ically s;uspended iu uni ton with any suspension the IMF might 

decide upon. SunpeniOn of disbursements should occur only if 

been a deliberate change in GOIIwe determriht' that there has 

policy that threat ens, in a fundanental manner, the basis of 

some esentialthe stab Ii 1i on pro,,rarm or the adop" io n of 

st ruc t a 1iI ad ju t tie it s. 
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Tha b~alance of paymonts ,,a (ic t as esiae b h M 

as "t67 e'noroJ ac 
a A"MA I D /4 

dii th 19lt1nd',
larerifal "6i 6i-64P' thre rn-ei'K'IHQ, ' dctfnae)ase line" to shoVw how the d@E urcb a y shud'cr 

land~~~ C62 tina 1(oti'hpoctdS ad 1dilin 185." 

butge stll ovnfiilnaoyd apoftaboutfT50 ml ionWf reVi w 
t towme~ecth ln" :So t fianed) 113 thoeytd ihu 

Jet international
N reserves of the consolidated banking

systemdroppod from a'positive $116 mil11ionoat -the, - nd of,17
to Miflus $106 million on JUno 30, 19820.;The -debt sorvice ratio
has risen steadily over 1976-82, fromn S.2 to 12.4 percent', 

The Gross Domestic Product1 Is projectoed to decline by"
1.4% Inreal termsin 1982, but to~increaso by l%in'1983.
This target calls for a 3. 6V increase in-ra riienv't 

~, , ment and may wellbo overoptip'istice 1 V. 

The central government's bdedfitIspo acted to
decline from L440 mil lion In1982 to,.L39O million In 1983. The ~ 
V financing of this doficit by the bankinj system islimitad toLISOl5O lion In 1982 and, to-only ,1LSO mi 11in An 1983. 11 The Tf~i7 &~ 

crease in current @xpanditras -in 1983 is limited,to, S.%.h
ovoriiment'has already onacted a varloty oif tax measures in ~ 
~oth 1081 and 1982 projected to yield 1.320 mlliopin. the latf 

-:tor year. higher tariff schedule projected itoadd anotherL120 million
'A 

to revenues in 1983 is~oxpected togo into force. 
at th beginin of nex yer* 

Ttlnet creudit to tho, pbllc sector is pro ected to- ---
Inceas by 30S In39820, utb only 76In1983 rdit toK ~the pr~vate sector is programmed to Increase by 101 Annually in 2~both 2982 and 19834. Hlley 'u1pply (l) should, Increaso hy ,only ~ 

4 
Pt~11.01 in 1982 and 4.21 in 1983, Inflation Is moderate., The 

http:Pt~11.01
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consumer price index increased by only 9.3% between July 1981 
and July 1982. 

. The GOII authorities are determined to comply with all 
tecms of the IF agre-mvnt and have already taken a number of 
far-reachin,, and painful steps to ' eet their connitments. The 
progrim worked out with the IF is economically feasible and 
inte:rially consistent. However, it is based on a number of 
mod.rately opt ii st i assumptions that add up to a favorable 
scenario. A nuIn1),,r of developments outside of GOII control 
could occur that k Jmld cause some targets to be missed in 
1983. In thal ,.vent , it is hoped that the I.F would not auto
maticall) order suspension of GOJi drawing rights. 
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TABLE 13 ANNJEX T' 
I',]P,e Ill ni 41l 

INDICQ " 'EI, DE PREI=OS AL CCVS4IIDOR, POR I1q 

M SE S 
1979 1 9 

I&ice 

(1 0 1 9 
VarlVr, 

cioneu llvndo' 

:( 1 

ci es 

1 9 

Indice 

8 2 
% Vari;a 
ci(ner 

!.oro 1,6.5 3.3 13fl.9 1.7 152.0 1.9 

12(8.-ro52.5 1.6 1A.1 1.6 154.8 1.8 

129.4 0.7 142.2 0.8 155.5 0 E 

g), 1 1 131.2 1.4 142.C 0.4 156.5 0.6 

I IIvo 132.6 0,6 144.3 1.1 157.0 0.3 

J ;.Iio 132.8 0.6 1411.9 0.4 157.9 0.6 

Iul ao 110.7 134.0 0.9 1'6.l 0.P 159.7 1.1 

133.6 -0.3 ].1().6 0.3 

133.4 -0. ,14(.5 -0.1 

bc-tu we 134.7 .0 146.6 0.1 

vic.-i,.'.135.7 0.7 1 ..7 1.! 

iwc. iI r 136.6 0.7 1"9.1 0.3 

pic ' InxO:t" l1 132.4 14..fl 

Incrhiento antu'al 18.1 9.6) 

Sourcv: Central MiBnk. 


