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1. SUMMaNY DESIMIETICON

The purposes of this program assistance are: to provide immediate balance
of payments support to Honduras; to assure the allocation of urgently needed
foreign exchange and credit to the private sector of Honduras; and to assure
a satisfactory rate of implementation of high priority development projects

in Honduras.

The $15 million acssistance ($2,250,000 Loan; $12,760,000 Grant) will be
disbursed as a cash transfer into an account of the Government of Honduras
in the Federal Reserve Bank of New York. The dollar lcan will be repaid
in 40 years. There will be a ten year grace period during which the
interest rate will be 2%, thercafter the interest rote will be 3%.

Upon disbursement of the assistance, thirty million Lempiras will be
deposited in a Special Account in the Central Bank of Honduras. These
Lempiras will be used for mutugliy agreed development purposes which are
consistent with the Foreign Agsistance Act, especially Sections 103 through

106,
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ACTION MEMORANDUM FOR THE A
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G
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E;f"7ASSISTANT ADMINISTRATOR (LAC)
'L

SUBJECT: PAAD Amendmeht: {Honduras Economic Recovery Program

(No. 522-0230)

Problem: Your approval is requested to authorize an amendment
to the subject program of $15.0 million, consisting of an
Economic Support Fund (ESF) Grant of $12,750,000 and an ESF
Loan of $2,250,000, which will increase the existing
life-of-project funding from $38.0 million to a new total of
$53.0 million,

Discussion: This amendment will continue to support the
program's primary objectivus of: (1) providing immediate
balance of payments support to Honduras; (2) assuring the
allocation of urgently needed foreign exchange and credit to
the private sector of Honduras; and (3) assuring a gsatisfactory
rate of implementation of high priority development projects in
Honduras. This cash transfer 1s intended to assist the
Government of Honduras (GOH) to undertake those structural

ad justments necessary to maintain compliance with their
International Monetary Fund (IMF) Stand-by Arrangzement. This
PAAD Amendment basjically proposes a continuation of the program
authorized in September 1982, with particular emphasis on
addressing the problems of a large unprogrammed fiscal deficit
{n 1983 and revitalization of the economy. Disbursement of
each tranche will be predicated upon separate conditions
precedent which are designed to assure that the policy reforms
which this program is intended to support are actually
implemented. The conditionality is aimed at addressing short
and long term budgetary problems as well as structural trade
problems. The dollar resources will be disbursed as a cash
transfer to the Central Bank of Honduras (BCH). The BCH,
within a period of twelve months of this disbuvsement, will
make an equivalent amount of dollars available to the private
sector for imports of raw materials, intermediate goods, and
industrial spare parts from the U.S. The cash transfer will
generate an equivalent amount of local currency funds to be
deposited in a GOH Special Account. An estimated half of the
local currency monies will be allocated to support the GOH
budget, more specifically to meet the counterpart requigemeptf,
of A.I.D. and other donor projects. The second half of 'tne” © M
local funds will be used for private sector credit needs and
channeled through a BCH line of credit established through the
banking system.
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The PAAD Amendment also provides an updated analysis of the
Honduran economic situation and a review of the GOH's efforts
to deal with the increasingly serious economic problems. While
the PAAD Amendment concludes that the GOH's basic economic
policies are sound, exogenous factors such as falling prices
for its primary exports, the world economic recession, and
unsettled regional political conditions have contributed to a
deteriorating economic situation. In addition, endogenous
factors such as delays in undertaking strong reasures to
increasc taxes, implementing tax administration reforms,
concluding the renegotiation of the external debt, and failure
to reform the current foreign exchange allocation process, have
contributed to the decline. For 1982, preliminary figures
indicate a balance of payments deficit of $89.0 million and a
fiscal gap of $285.0 million. GOH performance under tihe IMF
Stand-by Arrangement concluded in late 1982 has, thus far, been
moderately successful. Central government budgetary
expenditure growth has been checked, a debt renegotiation
agreement with a steering committee of private banks has been
initialed, and the acquisition of foreign commercial debt under
ten years is substantially below the IMF ceiling. Yet,
budgetary and balance of payments problems are expected to
plague the Honduran economy for many years to come, with a
worsening of the fiscal gap anticipated in the short term. As
a result, it is expected that U.S. assistance will be needed,
with ESF levels significantly above the FY 83 Congressional
Presentation required in the next year or two to maintain
stability,

The DAEC reviewed the PAAD Amendment on July 21, 1983 and
recommended its approval subject to the following modifications
as described below:

1. The Bureau concurred with the provisional 50/50 split
proposed by the Mission for allocation of local currency
between public and private sector financing for this
tranche of ESF funding. It was agreed, however, that for
any future amendments to this PAAD, the Bureau would expect
a 25/75 split between public and private sector local cost
financing, unless special justification for a different
allocation is provided to the LAC Bureau and ARA.

2. The Mission established criteria under the . first .program
tranche which limited the size of loans to any one company
under the BCH line of credit to the private sector. The
Mission should eramine this criteria to determine 1f it 1ie
still required and the impact of removing these guidelines.



Justification to Congress: A Congressional Notification was
submitted to the Hill on July 15, 1983, and will expire on
July 29, 1983.

Recommendation: That you sign the attached PAAD facesheet
providing an additional $15.0 million, consisting of a
$2,250,000 ESF Loan and a $12,750,500 ESF Grant, for the
Honduras Economic Recovery Program.

Attachment: PAAD Facesheet
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PROGRAM ASSISTANCE APPROVAL DOCUMENT
HONDNURAS: ECONOMIC RECOVERY PROGRAM AMENDMENT

522 - 0230
Amendment No. 2

1. SIMMARY AND RECOMMENDATIONS

A. Recommendation

USAID/Honduras recommends authorization of an Economic Support Fund Loan of
$8,152,500 and an Economic Support Grant of $46,197,500. The dollar loan will
be repaid in 40 years {ncluding a ten year grace period. The interest rate
will be 2% durlng the grace period and 3X thereafter.

B. Borrower/Grantee

The Borrower/Grantee will be the Government of Honduras acting through the
Ministry of Finance and Publlc Credit,

C. Program Summary

Honduras continues to {implement a tough structural adjustment program which
geeks to achleve equilibrium in the fiscal and balance of payments accounts.
Results so far have been mixed. While the GOH has drawn the first three
tranches under {ts Stand-by Arrangement with the IMF, the continued viability
of the program is threatencd by exogenous cconomic factors, and delays {n
undertaking strong measurcs toO increase taxes, implementing tax administration
measures, and concluding the rencgotiattons of part of the external debt.
Lower than expected export income has resulted in rcduced government revenues,
and consequently a large unfinanced fiscal gap !s projected for 1983.
Continued political turmofl in Central America has reduced capital flows from
abroad which {n turn is further reducing the country's abllity to fmport much
needed raw materlals and Intermediate goods.

While the GOH has managed to perform adequately againat T™MF performance
criteria in the form of lmits on Central Bank cred{t expansfon, key
assumptions made under the MF program regarding macroeconomic performance
have proven optimistic. For exaople, although the net forefgn exchange
reserves tarpet 1s befng met, the levels of coumodity imports and exports are
projected at dols /03 million and dols 685 million, respectively, for 1983,
{nstead of the levels of dols 781 million and dols 938 million that had been
programmed. Obviously the cffect of this situatfon ias to reduce economic
growth and employment.

The CON's basic domestic economic policles are still sound. There are no

ma jor distortions {n the country's economy except for 6 or 7 basic products,
prices are not controlled; the Central Bank hes ensured adequate growth of
private sector credit over time (except for the 1980-81 perlod studfced by the
Ohio State University team); and formal regulation of private enterprise {8
quite limfted, The GOH 18 taking steps to promote private scctor deveiopment
of producttve activities and {n nctively neckirg to transfer state enterprisen
to the private sector. The problemn facing the country involve adjusting the
fisca® and balance of payments accounta to take into account dinlocations



caused by continued poor world market prospects for the country's principal
exports, the lingering effects of previous economic mismanagement, a
gignificant reduction of external private capital availability, and an
unsettled reglonal political situation. The possibtlity of a surge in
domestic inflation, while {t has not yet appeared, may be added to this list
soon in view of continued high deficit financing, low investwment, continued
compression of lmports and limited domestic production of many basic consuner

{tems.

D. AID Concerns and GOH Sgyategz

AID's first priority continues to be helping the GOH to maintain compliance
with the MMF agreement {n the short term as the best way to ensure long term
econonic stabtlity and growtk., However, {t {3 a'so crucial that economic
growth and enployzent be paximized within the context of {mplementation of
that agreement. Since the last PAAD amendment, {t has become clear that the
Central Bank fa managing the forelyn exchange scarcity adequately. It has
established the controls necessary to ensure the allocation ot torelpn
exchanpge, in accordance with {ts adjustoent program. However, this has led to
a compressed level of fmports, o reduced rate ot cconoate pgrowth, and lower
than projected tax revenues, These factors, fn turn, are the mafor
contributors to a rising flocal deticit which {5 not so susceptible to short
run control. In addition to legal and admini{strative constralnts, the dfangers
of the precarious state oi the economy dre not fullv understood by key
decislon rakers, and the politfcal will to tackle them head «n has not yet

been pencrated.,

Desptte these problems, the GOH remains comnitted to meet {ts obligatlions
under the Stand-by Arrangement; and fortunately, there {a atill some
paneuvering room, A comblnation of higher tax collectlons, reduced
expenditures, credit absorptton from the Central Bank within the limfits
establisnhed In the IMF apreenent, and additional salen of government bhonds for
the priv *e sector could enable the GOH to stay near the domestic flnancing
target estahlished tor the budget under the IMF agrecoent for this ycar,
However, there 15 a limlit to the twount of bunds that the private scctor will
absorb. Thus, even {f the deffclit s controlled thin year within the limits
cutabllahed by the MF aereement, 10 in hiphly douhtful that a mandapeable
deflctt could be expected next year without major budpet cuts and/or tax
fnereases.  The budpet deffeft will undoubtedly be a ma jor focus of the
upcemtng GOH/IMF negotfations tor 4 new agreenent which are ncheduled tor
August , 1983,

This PAAD amendiment propotes a4 continuation of the bhaante program sct forth in
the oclptnal PAAD, Based on the above recent developmente, however, nltght
change of emphaala has been tncorporated: more concentration will be devoted
to addresuing the unprogrammed {lacal dettclt und cconomic reactivation
concerns., The former will he adureased by a packape of adminiutratively
deternined budget holdn; polfce changen and admintntrat ive reformn afmed at
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increasing tax collections; add{tional bond sales; and the application of part
of the local currency generations from the ESF program to selected budget
{tems. Taken together, these measures will substantially reduce the projected
fiscal gap of dols 404 millfon In 1983 (of which dols 209 is unprogrammed),
help to lessen the probable 1984 deficit, and ensure continuity of GOH
gervices to AID's target group. Economic react{vation will be stimulated by
the provision of foreign exchange for those {mported goods most necessary to
economic growth, the use of part of local currency resources for private
gector credit and as counterpart for {nternatfonally financed development
programs whose fmplementation will generate additional forelgn exchange. Over
the longer run, the Minsfon's continuing policy ufalogue with the GOH at the
highest tevels will help to offect structural changes which are expected to
result in improved pertormance of the economy, and clearer rolee for the
public and private sectors.

E. Specific Objectives of the Agsfstance

The specific objectives of the yroposed asalstance are tos:
p ) I I

- provide complementary finance to the IMF Stand-by Arrangement and
support the coundftionality contained therein, and support
negotiations for a new arrangement when the current one explires;

- strenpthen the capacfty ot the GOH to support key development
projects, aud support a strong commitment to accelerate project
fmplementatlon;

- {ncrease the tlow of fmports to the private gector which will
directly tncrease productfon and employment;

- support the ongolny hroad policy dinlogue between the Mission and
the GOH;

- gupport curtent cltorts to conc lude the renepotiatfons of publie
gector deht with toreipn commercial hanks, and negotiationa for a
Structural Adjustment Loan with the World Bank;

- pupport the GCOH pollcey commitment to adopt legal and adminfutrative
moeanures destpned to foereane budget revenues;

- gupport the GO policy commitment to mafntatn private sector credit

avatlability fn concordance with f{ncal and monetary objectives of
the adjuntment program;

F. Implementation

The total proposed annfutance of doln 5.3 mi11ion conatntn of and (nftinl
dola 15 millfon from the Minnton,n FYBY OYB, dolu 9.19 millton which {n belng
conatdered an part of a reprogramming of the LAC Rureau hudget for FY 83, and
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dols 30 million which is in the process of approval by Congress as part of the
FY83 GCovernment Wide Supplemental Authorization Bill. The first dols 15
million will be obligated shortly after authorization of the PAAD and the
additional funds will be obligated as soon as possible after they become
available. The timing of disbursements will be keyed to the achievement of
specific GOH actions designed to reach the above objectives. The funds will
be dlsbursed as cash transfers to the account of the Central Bank of londuras
(BCH) In the Federal Reserve Bank of New York. As a conditfon to the program,
the BCH will iake available, over the following 12 months, at least dols 54.35
million in dollars to private sector {mporters to finance the purchase of raw
materials, spare parts and {ntermediate goods having thelr source and origin
{n the Unfted States. The dollar resources will he allocated in accordance
with the Central Bank's import priority scheme utilizing an allocation medium
recently negotiated between the Central Bank and the private sector. As in
the initial Economic Recovery Program, the Central Bank will maintain detailed
records of all transactions Involving these resoirces for Mission review, and
will report their allocation to the Missfon.

Upon cach disbursement of the funds, the CON will deposit an equivalent amount
of lempiras in the Speclal Account cstablished under the Economic Recovery
Propram. Flfty percent of local currency resources will be used as GOH

count arpart contributfons tor externally financed development projects,
thereby increasing hard currency disbursements by Jonor countrices and
frstftutions. AID project needs will be given top priority, followed by other
high priority programs financed by other IFU's and bilateral agencies. The
rest of local currency will supplement the private sector credit fund
established under the original program. The detailed progamming of the local
currency will be subject to joint AID/GOH negotiations.

G. Patfonale .. Grant Flnancing

The recent increased U.S. economic assistance effort for key Central American
governments, Including Honduras, has made a significant contribution to the
furtherance ol economic and polftical stability In the area. Of the major
reciptonts -Costa Rica, El Salvador, and Hondurasa- only the latter s
receiving all of ftn ESF asslstance {n the form of loans. At a time when
Honduras 1s Imposing more sacrifices on {ta people, and belng responsive to
U.S. security concerns, the unequal treatment 18 leading Honduras to question
U.S. commitment to asslst the country through what promises to be an extremely
difficult perfod, both economically and politically. It fa difffcult to
square prant tinancing to countrics having substantially greater incomes per
capita with loan financing for Honduras,

Honduras would greatly benefit {f 85% of the ESF asslatance ia provided in the
prant mode. Any budgetary support derived thereof would assiat in reducing
the budget deficit without resorting to expennive credit, This would have the
added benefit of ansisting the GOH in complying with the IMF Stand-by
Arrangement,
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H. Conditions, Covenants and Negotiating Status

The disbursement of each tranche ot ESF funds, in accordance with the GOH
letter of request, will be conditioned ujon: a) substantial compliance with
the IMF Agreement; b) satisfactory progress in closing the projected fiscal
gap through a combination of budget cuts and {mproved tax collections by
compliance with specific goals established under the U.S.I.R.S./Ministry of
Finance technical assistance program; c) substantial compliance with the
covenants of the original loan agreement and Amendment No, 1 thereto; and

d) the implementation of a morator{fum on GOH guarantees to private sector
firms and limiting those granted to autonomous institutions. In addition, the
first tranche of dols 15 million scheduled for August 15 disbursement will be
conditioned upon a) the standard conditions precedent to disbursement; and b)
the cancellation of all tax amncsties for delinquent taxpayers. The second
tranche of dols 9.35 million scheduled for September 30 will be conditioned
upon: a) the conclusion of the renegotiation of public sector external debt;
and b) the creatfon of GOH task force to study and provide concrete
recommendations regarding the slowdown in the di{sbursements of external
assistance. The third tranche of dols 30 millfon scheduled for November 30,
will be conditioned upon: a)the submission of the export {ncentive law to the
Natlonal Congress; and b)submisston of an analysis of COH subsidies for the
autonomous agencles receiving the bulk of the transfers from the 1983 GgH
budget, and a plan for reducing the level of transfers to those autonomous
agencies, The amount of each disbursement may be evened out, should funding
availabilitices permit.

The covenants proposed for the use of program resources are set fn Section
I111.C. Essentially, they provide continuity to those covecnants cstablished in
the original loan agreement which are still in effect. The foreign exchange
allocation mechanism and the local currency programming will continue to
operate as agreed In the original agrcement with minor modifications to
accomodate changing conditions such as the {mproved foreign exchange
allocation mechanism recently negotiated between the the Central Bank and the
private scctor,

The present economfc situatfon and detafls of the implementation arrangcements
are discussed {n Sections IT and IIl respectively.

IT, Economic Situation

Following a perlod of export-led cconomic growth in the second half of the
1970's, Honduran economic activity was adversely affected by several forces
fncluding depressed f{nternational markets for {ts major agricultural commodity
exports, the world economie recession, high Interest rates, {nternal economic
mismanagement, and political unrest in Central America. The {nterplay among
these forces resulted fn depressed levels of trade, {nvestment, and
consumptfon as reflected fn a sustained decline in real economic growth and
serfous flnancial Imbalances In the government's fiscal accounts and the
fnternatfonal balance of payments. The Suazo Government, which took office In
early 1982, undertook a substantial adjustment effort to redress the financial
{mbalances and place the Honduran economy on a sound footing.
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The GOH requested asslstance from and entered Into a Stand-by Arrangement with
the International Monetary Fund (IMF), The arrangement, which has been in
force since hovember 1982, calls tor the restoration of cquilibrium in the
fiscal and balance cof payments accounts by the end of 1983 through the
implementation of contractionary fiscal and monetary policies and the
renegotiation of external debt. The Stand=-by will provide between inception
and termination, up to dols 107 million (1 SHR=dols 1.07) of which dols 25
million is from the Compensatory Financing Facility. A dols 35 million ESF
loan under the FY82 Caribbecan Basin Initlative supplemental approprlation,
which was disbursed in September, 1982, and an addltional dols 3 million,
which was disbursed in April, 1983, have reinforced the Stand-by.

Economic performance in 1982 was less satisfactory than that envisioned in the
IMF program. GDP aggregates declined in excess of programmed levels., Of
particular significaace are the substantial declines of real {mports and
exports of 31 and 11.6 percent respectively, and the related decline of one
percent in the overall level of economic activity. The GOH fiscal deficit
continued to grow despite efforts to contain current expendltures and increase
revenues. An example of the latter was the forelgn trade and consumption tax
packages introduced fn the course of the year. In 1982, the overall tiscal
deficit reached dols 285 million, well in excess ot the dols 220 mi{llion
projected in the Stand-by Program.

Preliminary balarce of payments figures for 1982 recorded an overall deflcit
of dols 89 million which is dols 8 million short ot the deficit programmed in
mid 1982. The fobalance came akout through a 75 percent decline in capital
inflows with respect to 1981 levels, owing to poor fnvestor cont idence and the
cancellation of most lines of credit from foreign banks.

Despite the economic growth, budgetary, and balance of payments setbacks, tne
COH has managed to stay {thin established performance ceflings set under the
Stand-by Arrangenment. The GOH drew the first three tranches equivalent to
approximately dols 49 million as well as dols 30 million from the Compensatory
Financing Facllity. Budgetary problems will, however, continue to threaten
the viability of the program. Projections for 1983 point towards an
unfinanced budpet deficlt exceeding dols 200 millfon. In the absence ol
extraordinary budpet support and severe fiscal measures, domestic tinansing
for such a deficit Is beyond the GOH's ability to fill the gap without
resorting to the excessive borrowing from the Centeal Bank., Simllarly,
unexpected quota reductions for coffee and hurricanc-tlke winds which
destroyed a substant{ial portion of this year's banana crops will undeemine GOH
efforts to reach budgetary and balance of payments cquilibria In 1983, The
cffects of the r cent recallocation of the Nicaragua supar quota won't be felt
until next year, and then, [ts impact will be moderate,
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expenditures ar projected to surpasse budgetted levels. This development
results from requests for unbudgetted expenditures on the order of dols 48
million in the areas of defense, health, natural resources, and debt service
for public obligations which the Government has had to assume. Net lending to
autonomous institutions 1s expected to exceed 1ts programmed levels by at
least dols 53 million.

The substantial projected deviations from the 1983 budget as approved by the
Congress in December 1982 shows deflcit financing needs well in excess of the
programmed levels in the Stand-By Arrangement, as illustrated below:

Honduras: Central Government Budget Deficit 1983
(Millions of Dollars)

Budget Projected
Overall Deficit 278 404
Financing 278 404
External (Net) 233 150
Internal (Net) (IMF limits) 45 45
Banking system (25) (25)
Bonds (20) (20)
Unfinanced gap -- 209

The GOH faces an unfinanced gap of approximately dols 209 million which
must be ff{lled through a combination of the following: (1) obtaining
financing from the non-banking sector; (2) obtaining extravrdinary assistance
from international donors; (3) reducing current vxpenditures further; ")
ralsing taxes; and/or (5) exceeding IMF limite on borrowing from the Central
Bank. By fts letter of application, the GOH has ccmmited {tself Lo take the
following measures to reduce the unfinanced gap:
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Millions of $

(1) Finance from the sale of bonds to the non-banking

sector (sale of new bonds $30 m., rollove:r $10m.) 40
(2) Reduction in expenditures 36
(3) Increased collectlon of taxes by implementation of

I1.R.S/GOH Tax Administration Program (See Annex E) 17
(4) Additional collections of CONADI's debts

from the private sector 7
(5) Collection of debts owed to other autonromous

institutions 5
(6) Central Bank Credit derived rrm foreign exchange

inflows (New loans arising out of debt renegotiations) 15
(7) Application of January 1, 1983 cash balance 7
(8) Decline in petroleum import prices 7

Reduction in gap as a result of above 134

Remaining unfinanced gap 75

Additionel measures under consideration include further reducing expenditures,
and the passage of new taxes. The GOH has requested that the entire local
currency equivalent of dols 54.35 million be applied to the reduction of the
fiscal gap, which would eliminate most of the above dols 75 millfon. The
Mission has agreed to apply 50Z or dols 27.2 million for this purpose and
conslider the remainder once it i{s clear that the private sector credit needs
are met, and that the GOH is making sufficient effort to carry out the above
measures Iin accordance with the implementation plan included in Section III

below.

D. The External Sector

Preliminary balance of payments figures for 1982, as presented in Table D-6,
recorded a decline of net forelgn exchange reserves (IMF definition) of dols
89 million which I8 dols 8 million less of a decline than that projected by
the GOH and the IMF in mid 1982. The improvement in the overall deficit is an
encouraging but small sign that an adjustment in the balance of payments 1s
under way. llowever, the improvements came about through a further decline in
export fncome and a severe reduction in fmports which had serfous
repercussions on the country's overall economic activity. Income from export
of poods and services declined 13 percent from the level reached in 1981 and
fell 5 percent short of carlier estimates. The decline ts mainly atributable
to low:r prices and export volumes for key commodities. Coffee export income
declined 12 percent owing to a 16 drop 1n export volume. Meat export income
declined 27 percent In response to a 33 percent decrease in volume :xported.
Average sugar prices dropped %4 percent resulting In a 47 percent decline in
revenue from that crop. The only major export {tems recovering from 1981 are
bananas with 2 percent Income Increase and lumber with a 3 percent income
fmprovement.,
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The bill for imported goods and services dropped 16 percent below the 1981
level and 7 percent below earlier IMF estimates. The import decline reflects
adjustment efforts on the part of the monetary authorities to restrict the
demand for non-essential items. Among the import categories seriously

af fected were those with the highest impact on the country's productive
apparatus: machinery and transport equipment declined 43 percent, chemicals
declined 25 percent, raw materials declined 22 percent, animal and vegetable
0ils declined 52 pércent. Restrictions on imports also affected government
revenues in that higher duty import items were the most restricted, in turn
causing a loss in tax revenues.

The capital account failed to recover as envisioned by the monetary progranm.
Overall capital inflows declined 50 percent below 1981 levels and 7 percent
below carlier projections. Private capital recorded the first net outflow in
several decades mainly in the form of loan repayments. Long term private
capital flows went from dols 33 million in 1981 to negative dols 18 million in
1982. Short term private capital flows declined from dols 11 million in 1981
to negative dols 34 million in 1982. Long term official~capital inflows
declined 34 percent below 1981 levels, while short term capital reached
negative dols 4 million. These developments suggest that international
bankers, who provided financing for both the private and public sectors,
continued to red line Honduras as a high risk country.

The most recent Central Bank balance of payments projections for 1983,
presented in table D-6, and summarized in column A in the table below reflect

expectations for a continued economic depression. Export income is projected
to remain at the same level as in 1981, This projection is based on continued

weak price and low quantity assumptions for principal exports. Within the
total, there is some improvement in the export of minerals, wood, and fish

of fset by a deterioration in bananas and coffee exports. Imports are
projucted to increase 1.8 percent owing to planncd increases in the
importation of food products, machinery and equipment, chemical products and
manufactured items allowed by an expected 12% decline 1in the petroleum bill.
Import projections constitute the only variable under the control of the
monctary authorities in the balance of paymenLs accounts. The import controls
allow the government to minimize the current account deficit whenever capital
flows appear insufficient to avoid a large loss in international reserves.
According to Central Bank projections, capital flows are projected to increase
787 over the 1931 net inflow of dols 115 million. The recovery would result
mainly from a 657 Increase in the flows of long term official capital, and a
slight recovery of long term banking sector capital. The private sector would
continue to be in a deficit position, as long term flows would reach negative
dols 7 million and short term flows negative dols 15 million. The
compensatory account figures assume that dols 25 million in ESF resources will
be available this year, the rest being be provided by the Venczuela Investment
Fund and the Bank of Mextco. The resulting net reserve loss of dols 25
million is far from the equilibrium (no reserve loss) projected under the
Stand-by for 1983.
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The Misslon views official capital flow projections with caution since they
rest on the assumption that the EL Cajon hydroelectric and other projects are
on stream to receive a substantial portion of hard currency disbursements.
This type of assumption has usually proven optimistic in previous years.

While it is true that many of these disbursements are tied to imports, there
still is a portion of the forelign exchange {nvolved of approximately 24
percent which can be construed as "free" foreignm exchange. Furthermore, the
renegotiation of officially guaranteed private sector debt is not likely to
result in the utilization of dols 40 million in fresh capital resources
included in the Central Banks balance of payments projections, Most likely
dols 30 million will be disbursed. For these reasons, the Mission prepared an
alternate balance of payments projections for 1983 reflecting different
assumptions on the capital account: a) Official capital flcws levels of dols
160 million; b) A correspondingly lower import level of dols 1,027 million; c)
lower private and banking sectors capital flows; d) A new ESF assistance level
of dols 54.35 million. These assumptions are reflected in alternative B in
table below. Under these projections, the dols 57.35 million in ESF resources
(dols 3 million from the first amendment and the rest from this request) would
gubstantially improve the end-of-year position of the monetary authorities and
bring the net reserve loss to only 5 million. If such a loss proves
unsustainable the GOH still has the fallback position of attempting to cut
back imports in order to reach equilibrium.

Balance of Payments Estimates — Summary
1982 - 1983
(Millions of U.S. dols )

1981 1982 1983(A) 1983(B)

Exports (Goods and Services) 903 791 791 791
Imports (Goods and Services) -1233 -1033 -1052 -1027
Tade Balance (Goods and Services) -330 =242 =261 =236
Transfers 27 30 32 32
Current Account Balance =303 -212 -229 =204
Capital Flows 228 77 187 150
Long Term. (Net) 222 114 202 165
Private 33 -17 -8 -10
Official 178 117 193 160
Banking 11 14 17 15

Short Term (Net) 14 -37 =15 -15
Compensatory Finance (Net) -7 40 17 49
Disburscments 65 48 80
Of which AID-ESF (35) (25) (57)
Amortization ‘ 25 3l 31
Errors & Omissions 2 6 - -
Change in International Reserves 72 89 25 5

(-increase)
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E. The Stand-by Arrangement

Honduras officially entered a 14 month Stand-by Arrangement with the IMF in
early November 1932. The signed letter of intent requested a financial
package totalling dols 107 million or SDR 99.6 million at the current rate of
dols 1.C7 per SDR. Of the total, dois 25 million (SDR 23.1 million) is from
the Compensatory Financing Facility (CFF) and dols 82 million (SDR 76.5
million) from the spproved Stand-By Arrangement, which expires on December 31,
1983. The financial assistance is programmed for disbursement over the
duration of the arrangement Ln six tranches. The first one of dols 25 million
(SDR 23.1 million) is from the CFF, and was drawn upon IMF approval of the
arrangement. The subsequent draw’ngs of SDR 15.3 million (dols 16.4 million)
each were programmed for disbursement on 11/15/82, 2/15/83, 5/15, 8/15 and
12/15 respectively.

The detailed objectives of the GOH's adjustment program under the Stand-by
were documented in the original PAAD for Program 522-0230. The overall
objectives can be summarlzed as a reduction of the overall (iscal deficit
while increasiug the public sector investment ctfort. The contractionary
objective is linked with reaching an overall equilibrlum in the balance of
payments by the end of 1983 (i.e. no change in ret official foreign exchange

reserves).

Conditionality throughout the arrangement's duration fis composed of
limitations on net domestic asset expaasion, central .bank net credit to the
public sector, and the amount of foreign commercial debt with maturities of 10
yzars or less entered into by the public sector. In addition, the GOH
commitied itself to submitting for legislative approval a tariff reform law
that would shift the tarift structure to the Brussel's nomenclature. The
tarlff reform also would shift taxes to an ad valorem basis and increase the
average rate of taxation.

GOH quantitative performance under the arrangement is detailed in Appendix B.
Net domestic asset expansion has remained under the ceiling turough the end of
April. Net credit to the public sector, which represents a substantial
portion of domestic finance for the central povernment budget deficit, created
some compliance problems. In late December, the GOH was (n danger of
exceediug the sub-ceiling on net credit to the public sector owing to current
expenditure growth in the latter part of the year. This situation caused the
GCHl to change the definitional treatment of Interest payments on

government ~guaranteed private sector debt which the Central Bank had to mecet,
from crelit to the public scctor, as envisfoned in the arrangement, to credit
to the private sector. The rationale was that the private sector ultimately
would have to pay back the Central Bank. The net result of this change was to
check the growth of Central Baak credit to the public sector, maintaining it
under the Qrogrnm's sub-cceiling without exceeding net domestic asset
expansion. While the GOH's mancuver was technically acceptable, the Interest
payments had been proprammed as credit to the government under the
Arrangement, making the change programatically unacceptable to the IM . A a
result of discussinons reparding this Issue, the second tranche diawing
programed for Februiry 15 was delayed until the GOH could lower fts usce of net
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credit to the public sector. By selling bonds to the non-banking sector, the
GOH financed the portion of the interest payments exceeding the program's
credit subceiling, thus contracting somewhat the financing available to the
private sector. The second tranche drawing was not made until mid April. A
third tranche was drawn on May 15, 1983.

The compliance problems, which are closely related to a larger than expected
budget deficit, reflect the fact that a number of program assumptions were not
met. Of particulir importance is the failure of the GOH to press for
legislative approval of the tariff reform. The proposal was designed
primarily as a revenuc instrument with little regard paid to the possible
introduction of further distortions to the already protected industrizl
sector. Thus, when Congress and the private sector reviewed the reform
proposal, its technical flaws became apparent. It is unlikely that the rceform
will be approved this year. This problem was compounded by the severe decline
in international trade which affected owverall revenue performance as
government revenue depends heavily on foreign trade taxes. While the program
assumed a decline of 9.5 percent for income derived from merchandise exports
and 8 percent for merchandise imports, actual performance was much worse with
declines of 13 percent for exports and 24 percent for imports. In addition,
interest payments on government guaranteed private sector debt were
underestimated by dols 12 million.

Despite these protlems, GOH performance under the Stand-by can be deemed as
moderately successful. The GOH continues to move ahead with the least
controversial portiens of its adjustment program: central povernment budget
expenditure growth has been checked; a debt renepotiation agreement with a
steering committee for private banks has been initialed; the ccquisition of
foreign comnercial debt under ten years is substantially below the celling,
and the COH has begun talks with the IBRD for a dols 50 million Structural

Ad justment Loan. Budgetary gap problems, however, will continue to plague the
government and may well jeopardize compliance later in the year. Only strict
adherence to the above program and adoption of the new tax on measures under
consideration will avoid the derailment of the arrangement and ensure the
IMF's willingness to discuss a new arrangement fot 1984, The CGOH considers
the arrangement to be the cornerstone of fts cconom{c adjustment program, and
is well aware of the consequences of fatling to comply with the provisions
therein., The prospects of having to devalue the lempira and to unleash an
inflatlonary spiral in the abscence of IMF assistance is perhaps the most
powerful political argument which may nudge the government into taking the
necessary steps to mafntafn a working relatfonship with the Fund. The danger
with the crists managenent approach taken by the GOH, as opposed to a
preventive one, {s that even politically unpalatable ffscal measures may prove
too little too late to prevent just such a scenarfo.
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III. Program Objectives and Rationale:

The original Economic Recovery Program (522-0230) and its first amendment
played a key role in assisting Honduran attempts to redress the balance of
payments and fiscal disequilibria. The dollar and local currency components
of both loans enabled the monetary authorities to comply with provisions under
the Stand-by Arrangement with the IMF, and facilitated disbursement of the
first three tranches thereunder. The second amendment to the program
requested herein, in addition to supporting the objectives of the original
Economic Recovery Program, will further the policy dialogue that the program
has facilitated. The policy dialogue now underway between the Suazo
Adnministration and the Mission encompasses frank policy discussions on
specific areas in the agricultural sector through the Presidential
Agriculturel Task Force, as well as watters relating to macroeconomic policy
initiated through the Economic Recovery Program. Both initiatives have proven
fruittful and worth continuing. For example, the Suazo administration recently
approved a series of far reaching policy changes in the forestry area, which
regulted from discussions between the Presidential Task Force and the GOH,

In the macroeconomic area, formal and informal consultations between the
Mission and the monetary and fiscal authorities provided the forum to
establish the objectives of this program. The attached letter of request and
compliance with the orlginal loan agreement provide clear evidence of the
government's intention to continue supporting the thrust of the program and
undertake the policy reforms for its implementation. Also, the GOH, despite
fntense political pressure to lower interest rates, has made a firm commitment
to maintain flexible policies which are designed to ensure credit growth and
are consistent with the monctary and balance of payments objectives of 1its

ad justuent program. Specifically the GOH has committed itself not to lower
the current interest rate ceiling of 19%, and to maintain, at least the
present differential petween this rate and the Central Bank discount rate of
13%. This will continue to ensure adequate credit to the private sector along
with upward adjustments in the ceiling if needed, and changes in the discount
rate on the basis of quarterly reviews of monetary policy. New interest rate
ceflings will take irto account the liquidity in the banking system, the money
supply, and the rate orf Inflation. The GOH will consult with AID prior to
implementing any changes In the sald policies.

The cconomic adjustment program which Honduras has embarked upon calls for
serious sacrifices from the Government and the people. The 1982 budget
austerity program had adverse eftects on development programs, while import
restrictions reduced the country's ability to produce with detrimental effects
on enployment. The situation {s likely to get worse as the key assumptions of
the IMF program, reparding the levels of economic activity which guide the

ad justment process, have already proven invalid. Further sacrifices are thus
needed which will require taxpayers to carry additional burdens while
gpoveranent services are reduced. These will be necessary [ the economic
recovery and ad justment are to be realized. The hardships invoived in the
adjustment program are unpreccdented in Honduras' contemporary history and
risky for this fledglng democracy. Honduras, with most of {ts citizens now
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l1iving in poverty, may have to accept an even lower standard of living in
order to place the economy in a sound footing. Accomplishing this will become
increasingly difficult if the increasing danger of hostilities with Nicaragua
call for additional d-:ense expenditures which have little impact on the
economic welfare of the population.

The main objective of this ESF program 1is to assist Honduras irn its structural
ad justment efforts by:

- providing complementary finance to the TMF Stand-by and supporting
the conditfonality contained therein and support negotiatfons for a
new arrangement with the IMF when the current one cexplres;

- supporting the GOH policy commitment to maintain flexible interest
rate policies in concordance with fiscal and monetary obinctives of
the adjustment program;

- strengthening the capacity of the GOH to support key development
projects and support a strong GOH commitment to accelerate project
implementation;

- supporting current efforts to conclude debt renegotiation of public

gector debt with foreign commercial banks, and negotiations between
the GOH and the IBRD towards a dols 50 million Structural
Ad justment Loan;

- increacing the flow of {mports to the private sector which will
directly increase production and employment;

- supporting the ongoing broad policy dialogue between the Mission
and the GOH;

- support fng the GOH commltment to adopt lepal and administrative
measures desligned to reduce the budget deficit;

The IMF program envisfonced an ESF package of dols 25 million in CYB3 which is
just about the level for which A.L.D. has rurrent authority and probable funds
availability (dols 27.35 million) of which dols 3 milllon has already been
disbursed. Even {f the dols 30 million supplemental currently under
consideration by the U.S. congress Is approved, the 1983 cconomic pleture will
not reach the levels of economic activity projected {n the Stand-by. The
export shortfall will be over dols 100 millton less than projected, and the
unfinanced budget gap, even {f all local currency were used for that purpose,
will sti11 be dols 21 million. Without new taxes and other measures, the 1984

fiscal gap promises to be worsc.
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The assistance proposed herein will help significantly in addressing Honduras'

macroeconomic problems.

In order to ensure the greatest impact from this

assistance, the Mission and the GOH have agreed to the following
The assistance will be disburscd {n three

tranches in order to ensure that the policy reforms supported by the program

implementation arrangements.

are actually implemented.
each tranche are as follows:

Amount Date
1) $15 million Aug.15

2) $9.35 million Sept. 30

3) $30 million Nov, 15

Specific Conditions
for cach tranche

a)The cancellation
of tax amnesty for
delinquent taxpayers,

b)Compliance with
standard condi{tions
precedent to
disbursement

a)Conclude the recently
initialed foreign debt

renepotiation agreement.

b)Complete nepgotfations
for utilization of the
L/C penerated under
this Amendment to the
Program.

c)the formation of 4
GOH task force created
to study and offer
recommendat {ons
regarding slow
disbursements by IFls

a)Presentatfon of
export incentive law
to the National
Congrens

b)submisslon of an
analysis of GOH subsi-

dies to autonomous agen=
cien, recelving the bulk

of the tranafern from
the 1983 Budget, and a
plan for reducing the

level of those tranafers

The schedule and conditions for disbursement of

Conditions Common
to all‘tranchvg

1)Substantial compliance
with IMF Agreement

2)Satisfatory progress
in the {mplementation of
GOH/IRS Program designed
to lmprove tax adminis-
tration as measured by
compliance with
implementation targets
presented in Annex E

3)Compliance with all
covenants of original
los. agreement and
Ammendment No. 1 thereto

4)The Implemerntation of
a moratorium on GOH
guarantees to private
sector firms and
limitirg those granted
to the autonomous
agencies
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The conditionality of the program aims at addressing short and long term
budgetary problems as well as structural trade problems. In relation to the
budget, the conditionality ensures that the GOH will take the necessary and
{mmedi+te administrative steps which will result in more revenues and will lay
the gr .ndwork for a more efficient tax administration in the future. At the
same e, the GOH is committing {tself to reduce expenditures by restricting
the granting of government guarantees to the private sector. The tax
administration measures were derived from the GOH/IRS workplan presented in
Annex E and developed under the Migsion's Development Administration Project
(522-0174). The GOH estimates that L 33 million in additional revenues over
the remainder of this year will result from this effort. The slow utilization
of external finance is being adressed by the creation of a high level task
force to study project implementation problems, and to provide the GOH with
specific (mplementable steps to Iimprove the utilization of these resources.

Regarding structural problems, the Program is supporting GOH efforts to submit
an Export Incentive Law to the National Congresr This law will set the legal
and incentive framework to encourage the diversification of the export base,
to take maximum advantage of the Caribbean Basin Trade Initiative currently
under consideration by the U.S. Congress. The Mission is funding a team of
trade experts who are assisting the GOH in the drafting of this law.

A. Attribution of Dollar Resources

The Central Bank's (BCH)foreign exchange illocation mechanism, which was
utillzed to attribute the proceeds from the Economic Recovery Program
resources (522-0230), has proven workable and will remain in force for this
grant amendment. Desplte {fnitial problems, the system has required no
additional restric.lons. In fact, a BCH/privute sector group have recently
negotiated an allocation mechanism which cstablishes clear guldelines that
enable the private sector to plan its forelgn exchange operatfons more
accurately. This working group has been instrumental in maintaining
procedures simple and liberalizing others,

Regarding the attribution of the dollar resources under the initial dols 35
port ion of ESF loan (522-0230), as of April 31, 1983 the BCH had provided
substantial evidence that all of the loan proceeds were attributed for the
Importatfon of raw materials, intermediate goods and spare parts from the
U.S. Thus, the original dols 35 million werec attributed in a period of seven
months against the 12 months allowed under the agreement.

The Mission believes the BCH system to be adequate for the attribution of the
regources requested herein. Thus, A.1.D. will make cash transfers to the
account of the BCH {n the Federal Reserve Bank at New York immediately upon
gsatisfaction of the Conditions Precedent to each disbursement. The GOll will
covenant that a like amount in foreign exchange will be made available to the
private sector for the importation of goods eligible under the Economic
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Recovery Program. Subsequently, A.I.D. will be provided with listings of the
import categories, importers, and FOB value of imports of all transactions
eligible under the program. Each listing will be cross referenced with import
permits and foreign exchange sale authorization on file at the BCH for A,I.D.
to inspect and audit on a continuing basis.

B. Utilization of Local Currency Resources

Immediately following cach disbursement of the loan/grant proceceds to the
GOH's account at the Federal Rescrve Bank of New York, the BCI will deposlt
equivalent amounts in lempiras in the Special Account established under the
Economic Recovery Program. The MIssion believes that an allocatlon which
allows 50% of these resources to support the budget, and the rest to support
private credit neceds is an appropriate balance which will meet the objectives
of the program. Budgetary support will assist the government in approaching
budgetary equilibrium and at the same time increasing the flow of external
financing by making adequate counterpart contributions to IFI financed
projects. The Mission's top priority is to fully support the counterpart
requirements of A.I.D.'s project portfolio. Once these requirements have been
met, the remaiuing public sector funds will be utilized to provide counterpart
support for projects financed by other IFI's and/or PVO's which generate
foreign exchange, increase employment, support productive activities, or
provide infrastructure or GOl services for AID's target group. The Mission
anticipates that the current excess liquidity in the banking system will be
reduced as the GOH attempts to fill the budget gap by placing a L 120 million
in bonds with the non-banking sector. For this reason, one half of the local
currency generated will be destined to enhance the credit fund established
under the original program. The lending volume under this activity will be
closely monitored to ensure that these funds will not remain idle, should the
current liquidity conditions remain. In that case, the Mission will consider
reprogamming this portion of the funds primarily for other private sector
activities, or public sector support 1f substantial progress 1s made in
f11ling the unfinanced gap. The specific uses of the local currency will be
determined through open negotiations between A.I.D. and the GOH.

The local currency program under the original Program and Amendment No. 1
destined L 20 million to support the GOH budget with particular emphasis on
the counterpart needs of A.I.D. projects, PVOs, and other IFI projects. To
date, approximately L 2.1 million have been disbursed under these activities.
The rest of these resources, or L 56 million, were programmed to support
private sector credit needs through the establishment of Central Bank lines of
credit channeled through the banking system. As of June 30, approximately

L 18.7 million had been disbursed under the program. Annex F presents a
detailed Status of Disbursement under the Program.
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C. Conditions and Covenants

1. Conditions Precedent to Disbursement

In addition to the standard conditions precedent to disbursement, AID
has established additlouaal conditions for the disbursement of each of
tranches. (See III.A. above) These special CP's will provide assurances that
key policy reforms supported by the Program will be implemented.

2. Covenants

The cooperating country shall covenant that, unless A.I,D. otherwise
agrees in writing, it will:

(a) continue to nbserve the covenants contained in the
Agreement and Amendatory Agreement No. 1, providing moreover that these shall
apply in like manner to the dols 54.35 million provided by Amendment No. 2 to
the Program, and to the lempira resources corresponding to Amendment No. 2;

(b) control the fiscal deficit through expenditure reductions
and a vigorous revenue collection effort which are to be guided and evaluated
by the IRS/GOH tax administration program.

(c) conclude its renegotiations with foreign commercial debt in
such a way that the best Interests of Honduras are served, and that the credit
worthiness of the country is maintained;

(d) assure that sufficlent domestic credit and foreign exchange
is available for productive activities in the private sector, and that such
credit and foreign exchange will flow without undue regulatory restrictions;

(e) take legislatlve and/or administrative measures to promote
the expansion of exports to the world market.

(f) pursue flexible interest rate policies consistent with
fiscal and balance of payments objectives in the IMF program, and consult with
AID prior to making any interest rate policy changes.

D. Program Committee

Luis E. Arreaga, Program Economist, PCR (Chairman)
Eric R. Zallman, Project Development Officer, PCR
Paul H. Wackerbarth, Economic Counselor, EMB
Ronald Witherell, Chief, HRD
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SECRETARIA L. HACIENDA Y CREDITO PUBLICO

REPUBLICA DE HONDURAS

Tegucigalpa, D. C,, NO e

Unidos, cue es nuestro mayor mercado, abriéndose nuevas posi-
bilidades cuando la iniciativa de la Cuenca del Caribe con su
legislacién sean aprobadas por el Congreso Norteamericano;
Proyecto al que comp hemos manifestado en otras oportunidades
merece nuestro decidido apoyo. kL Provecto de Ley de I[neentci-
vos para las Exportaciones serd remirido al Conereso Nacional
en el tr.nscurso del mes de septivmbre del corriente oy se
hardn todos los esfuerzos posibles para obtencr su aprbacion
en el transcurso del mismo.” Por otro lado, se ha iniciado el
proceso de negociacidn con el Departarento de Comercio de los
. Estados Unidos para lograr un Tratado Bilateral de Inversiomes,
el que inter-ificard las relaciones comerciales entre nuestros

paises.

La rencgociacién de la deda externa con uv grubo de bancos
extranjeros, asf como con los acreedcres de BANFINAN, estad
bastante adelesntada. Esto involucrari la extensién de pagos
de unos 5.121 millones de la deuda del sector privado, la cual
estaba contratada o garantizada por CCNADL y otras institucio-
nes descentralizadas del Estado; estas negociaciones conclui-
r4n a mis tardar en el mes de septierbre. En el caso de
RANFLMAM, se espera fimmar pronto el acuerdo entre el Banco
Central v los acrecdores extranjeros que permitir& cowpartir
proporcionalmente la recuperacién de los activos. La resolu-
cidn de estas Jdos nerociaciones conrribuird a mantener la ima-
gen finmciera de Honduras y aliviar4 la presién sobre los pa-
gos externos que actirilmente tiene el pafs. Para establecer
mejores controlas sobre el enceud miento externo, s sonetera
al Conwreso cl broyecto de Ley de Crécito Publico en el trans-
curso del mes de octubre. ’

in relacion con la necesidad de crédito del sector privado,

que es uno de los objetivos fundanentales de la iniciativa
para la Cuenca del Caribe, hay expectativas de asegurar la ace-
cuida disponibilidad de crédito mediance uni cent inuacidn de
las polfticas ronetarias que se han seguido, complencntados con
recursos adicionales proporcionados a través del Sistemt Banca-
rio Nacionil. Estos recursos adicionales son para inversiones
en agricultury ¢ industria con fondos Jel Banco Mmdial y el

covadd
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SECRETARIA DE HACIENDA Y CREDITO PUBLICO

REPUBLICA DE HONDURAS

Tegucigalpa. D. C., N2 i

Banco Interamericano de Desarrollo, asi como por los L.56 mi-
1lones procedentes del Programa de Recuperacién Econdmica
proporcionados a través del Convenio firmado en septierzre de
1982. También se espera un incremento de préstamos prccecan-
tes de bancos comerciales extranjeros coro resultado de la
renegociacién de la deuda y de los acuerdds sobre BANFLISIW.

Creeros que estos factores asegurarin que habra financizrien-
to adecuado para el sector privado. Para dar mis seguridad en
este sentido, tcmaremos medidas para asegurar que la incerme-
diacién financiera opere bajo principics ce libre mercico.  En
este sentido, el Gobierno se compromete a no bajar la actial
tasa maxima de interés y a seguir una politica de tasas de 1n-
terés que reflejo por lo menos o] misro diferencial que en el
presente existe entre la tasa general de redescuento del Banco
Central y la tasa mixima de interc¢s autorizada por el 2anco
Central para operaciones activas del Sistema Bancario con SUWE
propios recursos. Las autoridades morezarias continuirin on
su actual politica de analizar rrimestralmente la tasa ce re-
descuento y de efectuar cambios en la misma consistentzs con
los objetivos fiscales y de Balanza de Pagos descritos znte-
riormente y la variacién de’precios intermos. Cuando el 3&nco
Central considere necesario las modificaciones de la politica

de tasas de interés, el Gobierno y la AID efectuaran ccnsultas
previas sobre la materia.

Fn nonbre del Gobierno de Honduras, solicitamos que el Cobier-
no de los Estados Unidos incremente su Programa 522-0230, Pro-
ama de Recuveracién Econdmica por ura cantidad de = ------
USS$.52.000,000.C0, lo que elevarfa 1 3.57.000,000 el firancia-

miento provenienze del Fondo de Apoyo Econémico (ESIy. Estos
recursos apoyaran el Plan Gubernanmencal de Ajuste Finianciero

que actualmente inplementa el Coblierno cen el prop6sito ce sol-
ventar los problemas que plantea la crisis econémica. De acuer-
do a las censults realizadas, entondimos que el desentbolso de
la asistencia aqui solicitada segin consta en el Arexo 1L esta-
ra sujeta al progreso satisfactorio efectuado en la ejecucion
del Programa aquf descrito.

ool
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SECRETARIA DE HACIENDA Y CREDITO PUBLICO
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E]l Gobierno esta consciente que 1a evolucién de nuestra econo-
mfa y la de otros paises del istmo, demanda que Honduras can-
bie su estrategia de crecimiento econdémico, reemplazando la
produccion basada en la sustitucion de importaciones por \nd
basada en el incremento de las exportaciones al mercaco mn-
dial. Entendempos que la politica de los Estados Unidos, al
hacer disponible recursos del ESF, es la-de programar dichos
fondos para ayudar al sector privado del pals recipiente que
busca el mercadeo de sus productos en el exterior. Por lo tan-
to, se dara prioridad al uso de la asistencia ESF en Lenpiras
para apoyar al sector privado en un monto equivalente 2 L.32
millones, los que seréan destinados para crédito adicional a
través del sistema bancario.

Al mismo tierpo, en este momento tan diffcil por el que atra-
viesa Honduras, se solicita que el rosto de la asistencin ESF
en Lenpiras, sed canalizada a través del Presupuesto viacicnal,
para que se pueda financiar los L.1.180 millones en gastos pre-
supuestarios sin violar el Acuerdo de Crédito Contingente con
el FMI. Esta asistencia al Presupuesto permitiréd al Gobierno
asegurar la rapida ejecucién de proyectos a2 desarrollo, que
de no contar con esta posibilidad tendrian que ser paralizados,
especialmente aquellos que tiemen un fuerte componente de fi-
nanciamiento externo; las actividades financiadas por la AID
recibiran la mixima prioridad. Una vez que las necesidades

de contraparte hayan sido satisfechas, se le-dard prioridad

a otras actividades financiadas externamente y & programds na-
cionales de importancia como lo son los de la Reforma Agrarid.
Con el propésito de flexibilizar la utilizacién de recursos
entre el sector privaio y pablico, se solicita que por futuo
acuerdo las proporcicnes indicadas de financiamiento entré
anbos sectores puedin ser modificadas.

La ayuda aqui solicitada viene a conplomentar los esiteros
que cl Gobivmo estA realizande, para poder atenuar el awido
déficit fiscal que por la depresitn econéuica ha alcinsado und
magnitud de L.415 millones. El financiamiento de este déficit
se ha .planeado en parte mediante las medidas siguientes: colo-
cacién adicional al valor presupucstado de L.60 millones de

ool
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bonos financieros, a ser colocados fuera del Sistema Bancario,
ademas de la recolocacién de L.20 millones que fueron vendicoes
en 1982 como parte del financiamiento de dicho afio; ahcrro de
L.72 millones a través de medidas de restriccién en el :zisto
presupuestacdo del Cobieruo Central; incremento en los inuresos
corrientes del Gobierno por concepto del rendimiento de las
medidas sefialadas en el Anexo I, por un valor de L.33 millones;
recuperacién por concepto de pagos de servicio de deuch exter-

' na realizados por el Gobiermo Central por cuenta de Institu-
ciones Auténomas L.25 millones.

Se propone que la distribucién detallada de los fondos aqul
solicitados sean objeto de un eatendimiento formal por escri-
to entre los dos Cobiernos, una ve: que los arrveglos dol prés-
tamo sean caiplet.dos.  De todas formas, el Cobicrmo ¢ Hondu-
ras considera prioritario el aureniu sustancial de la utiliza-
cidn de financiariento externo disponible por nedio de nore-
novado énfasis en la ejecucién de proyectos para lo curl se ha
establecido un grupo de trabajo AID/GdeH con el procésito de
diagnosticar y cecarendar soluciones a problemas de ejecucidén
de proyectos.

Esperando su favorable consideracién a esta solicitud, nos cermiti-
mos expresarle las seguridades de nuestra mis alta consideracion,

A Y
£ e (@
¢ /’_Q,]W///\
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4 ART(R0 CORLETG
Toray,
Ministroy
Hacienda y Crédito Pabiico
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SECRETARIA DE HACIENDA Y CREDITO PUBLICO

REPUBLICA DE HONDURAS

AMEXO T

Disminuir a 60 dfas el atraso existente en el pro-

cesamiento de declaraciones de impuesto sobre venta.

Preparacién menseal de un listado por corputacién
de contribuvenres omisos del impuesto sobre ventas.

Preparacion por conputador de un listado de contri-
buventes al Inpuesto sobre la renta en 1981 cuyos
ingrosos exceaieren L.5,000 y ro declararon inpues-
to en 1982,

Establecer un limite de ventas anuiles mis alto al
existente para apiellos recaudadores a impuesto
sobre venta que no deben deglarar sus impuestos
mensivilmente, Lino anualmente. :

Aplicor con apern la ley la concesidn de perini-

s0s provisionales de inportaciones y auejurar la
liquidacion al 19 de septiurbre, de todes los per-
misos provisionales pendicntes de liquidicién al
30 de junio del presente ano.

Tnstalacion deoaellos de cont rol en tangees de
depduitos de aleenol.

Disminuir a 0 Jdfis el atraso eaistente en el pro-
cesamicnto de inpursto sobre ventas de declara-
ciones

Annex A
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DE }F.JORAMIENTO DE RECAUDACIONES TRIBUTARIAS"

Meta

Sept. 15

Sept. 15

Seot. 15

-
wn

Sept.

Sept. 15

tov. 15

Nov. 15
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ANEXO II

PROGRAMA DE RECUPERACIONES ECONGMICA

PROGRAMACION DESEMBOLSOS
(Millones de Do6lares)

Fecha Cantidad
15 de agosto de 1982. 19
30 de septienbre de 1982, 17
30 de noviembre de 1982, 16
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Mr. Anthony J Cauterucct

Director
Agency for International Development  (UNOFFICIAL TRANSLATION)

Tegucigalpa, D.C.

RE: Economic Recovery Program
A.I.D. Program No. 522-0230

Dear Mr. Cauterucci:

1.

3.

We are pleased to advise you that the Government of Honduras has met the
targets set in the IMF Stand-by Arrangement as of April 30, 1983, which
has allowed us ko drav down the third tranche in hard currency, equivalent
to SDR 15.3 millton (L 33 mtllion), on May 16, 1983. This {s an {mportant
step in our Government's program of structural adjustment and economic
recovery which has as [ts purpose restoring the financial equilibria in
the National Budget and the Balance of Payments. The $38 million f{n
Economic Support Fund assistance provided by the Government of the United
States of America since September 1982 has played a significant role in
helping us to fulfill our agreement with the IMF as well as to maintain
the pace of certain domestic development programs, and we wish to thank
you for your cooperation offered to date.

Lowever, while we are in compliance with the Stand-by Arrangement at its
mid-point, we face major problems in the remainder of the year in
satisfying the basic requirements of the people of Honduras with respect
to thefir aspirations for [mproved health, education, employment, and
{nfrastructure. Our coucern derives from the marked deviations that are
to be observed between the GOH/IMF macroeconomic program and our
projections of the future cnurse of majocr economic varfalles.

The economfc sftuatfon {n 1982 deterlorated bryond our expectations; the
Gross Domeatic /roduct decreased one percent in real terms, and the
resulting revenue ahortfall caused a larger than programmed budget
deficit; moreover, the balance of payments showed a net reserve loss
equivalent to U.S.$89 million in spite of our efforts to cut back fmports,
due to a substantial decline In the volume of our exports and the
unavailablil{ty of commercfal bank credit {rom external sources. The
situation has not lmproved {n 1983, 1In accordance with our latest review,
revenues are uow projected to be L 207 million short of the level
forecast, while there are {ncreasting pressures on the Government to
increase expenditures beyond the L 1,180 mflllon level budgeted. Exportn
continue to bhe depressed, external 1nes of credit nave not been
reestablinhed, and aa a reault, {mports continue to be restricted,

The Government's plan for wolviry thene problems and promoting the
reactivation of the economy foclude a serfes of forceful measuren to
reduce the ftacal deffcit, fncrease the avatlabllity of forefen exchange
for the country, and ennure the avatlabtl{ty of credit for the private
sector.  The polfcten of adjustment agreed to with the IMF will permit
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these objectives to be achieved, and in order to ensure success ifn this
regard, plans have been made to follow the measures agreed to with the ™F
as well as additional measures which are described below.

In order to reduce the fiscal deficit, the Government has undertaken since
1982 a program designed to gsubstantially Increase fiscal revenues and
reduce expenditures. Projections for 1983 and 1984 suggest the presence
of an overall budgetary deficit of large proportions which has provided
the stimulus for establishiug a forceful and dynamic tax system. Among
others, the following measures are proposed: 1) to cancel tax amnesties
for deliquent taxpayers; 1{1) to continue carrying out, and intensify, our
efforts to collect during the coming year L 15 million froum CONADI
debtors; 111) to streamline the tax collection system by improving the
administrative structure of the Directorate General of Taxation, by means
of strictly following a series of targets in the work plan established
with the cooperation of United States Internal Revenue Service, and set
forth in Annex I to this letter. We hope that these measures will result
in an increase of L 33 million in fiscal tax collections over the next
year and a half. With regard to the restriction on expe.iitures, the
following measures are proposed: 1) to grant no more government guarantees
to interprises with a majority of private capital and to limit guarantees
granted to autonomous enterprises to those for productive activities; i1)
to maintain public expenditures within the budgeted limited of L 1,180
million; 111) to examine alternatives so that enterprises which are in the
hands of the Government will be tranafered to the private sector without
causing a financial hardship to the public sector.

In order to achleve the objective of increasing the availablility of
foreign exchange, the Constitutional Government of Honduras has firmly
committed itself to maintaining in effect the Stand-by Arrangement, by
taking all necessary steps. These measurcs consist of short term actions
to renegotiate the forelgn debt contracted with the foreign commercial
banks and obtain additional resources in hard currency by negotiating a
new Arrangenment with the IMF, and Structural Adjustment Loan with the
World Bank, as well as a credit facility for export financing with the
Interamerican Development Bink, and additlonal Balance of Payments Support
from A.1.D. In the long term, the generation of foreign exchange will
depend on our taking mcasurcs to maitain and stimulate exports. As a
first step, the Congress approved in 1982 fiscal reforms to the Mining
Code which offer incentives to new investment.,

Currently, we are working on a draft law for export incentives, which will
provide legal structures and incentives to support our effort to increase
non-traditional exports. A team of advisors financed by A.1.D. i3
providing techniral asslatance In the development of proposals for
coordinating our laws with the policies and legislation of the United
States, which represents our largest market, opening new possiblities when
the Car!bbean Basin Initiatlive and its corresponding legislation are
approved by the United States.
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‘The Draft Law for Export Incentives will be sent to the National Congress
during the month of September of this year and all efforts will be made to
obtain its approval during the course of the year, Moreover, we are
currently negotiating with the United States Department of Commerce a
Bilateral Investment Treaty, which will intensify commercial relations
between our countries.

The renegotiation of the foreign debt with a group of foreign banks, as
well as with BANFINAN creditors, 1s fairly well advanced. This will
involve stretching out repayment of $121 million of private sector debt,
which was contracted or guaranteed by CONADI and other decentralized
institutions; these negotiations will conclude at the latest in the month
of September. In the case of BANFINAN, it is expected that the agreement
between the Central Bank and foreign creditors will be signed shortly,
which will allow the recuperation of assets to be shared proportionately.
The resolution of these two negotiations will contribute to maintaining
Honduras's financial image and will release some of the pressure on
external payments which currently affects the country. In order to
establish better controls over foreign debt, the Draft Law for Public
Credit will be submitted to the Congress during the month of October.

Regarding the credit needs of the private sector, which 18 one of the
fundamental objectlves of the Caribbean Bagin Initiative, there are
expectations for assuring the adequate availability of credit Ly means of
a continuation of current monetary policles, complemented by additional
resources provided through the National Banking System. These additional
resources are for investment in agriculture and industry with funds from
the World Bank and the Interamerican Development Bank, as well as the L 56
million from the Economic Recovery Program provided uncer the Agreement
signed in September of 1982. An increase in loans from foreign commercial
banks is also expected as a result of the renegotiation of the debt and

agreements concerning BANFINAN.

We believe that these factors will ensure that there will be adequate

financing for the private sector. In order to provide greater assurance
in this regard, we shall take measures to insure that financial
intermediation will operate under free market principles. In this regard,
the Government warrants that it will not lcwer the current maximum
i{nterest rate and will follow an interest rate policy which will reflect
at least the same differential which currently exists between the Central
Bank general discount rate and the maximum rate of interest authorized by
the Central Bank for active operations of the Banking System with {its own
resources. The monetary authorities will continue with thefr current
policies of analyzing quarterly the discount rate and making changes 1in
this rate which are consistent with the fiscal and Balance of Payments
objectives deascribed previously, as well as the variation of domestic
prices. When the Central Bank considers {t necessary to make
modifications in the interest rate policy, the Government and A.I.D, will
carry out prior consultations in this regard.
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In the name of the Government of Honduras, we request that the United
States Government increase its Program 522-0230, Economc Recovery Program,
in the amount of US$52,000,000, which would increase to Us$90,000,000 the
financing provided under the Economic Support Fund (ESF). These resources
will stpport the Government's Financial Adjustment Plan which the
Government is currently implementing for the purpose of solving the
problems brought about by the economic crisis. In accordance with
consultations made, we understand that the disbursement of the assistance
hereby requested, as set forth in Annex II, will be subject to
satisfactory progress in the implementation of the Program herein

described.

The Government is aware that the evolution of our economy and that of
other countries of the isthmus demands that Honduras change its strategy
of economic growth, by replacing production based on import substitution
with one based on the increase of non-traditional exports to the world
market. We understand that the policy of the United States in making
available ESF resources is to program these funds to help the private
gector of the recipient country which seeks to market its products
abroad. Therefore, priority will be given.to the use of the ESF
agsistance in Lempiras to support the private sector in an amount
equivalent to L 52 million, which will be destined for additiondl credit

to the banking system.

At the same time, at this difficult moment through which Honduras passing,
it is requested that the rest of the ESF assistance in Lempiras be
channeled through the National Budget, in order that the L 1,180 million
in budgetary expenditures can be financed without violating the Stand-by
Arrangement with the IMF. This assistance to the budget will allow the
Government to insure the speedy execution of development projects, which,
if 1t were not for this possibility, would have to be paralyzed,
especially those which have a strong external financing component;
activities financed by A.I.D. will receive maximum priority. Once these
counterpart needs have been satisfied, priority will be given to other
externally financed activities and to important national programs such as
those of the Agrarian Reform. In order to gtreamline the utilization of
regources between the private and public sector, it 18 requested that by
mutual agreccent the indicated ratios for financing between both sectors
may be modified.

The assistance hereby requested will complement the efforts which the
Government 1s carrying out, in order to attcnuate the acute unprogrammed
fiscal deflicit which as a result of the economic depregssion has reached

L 415 million. The financing of this deficit has been programmed in part
by means of the following measures: additional placemenc of the budgetted
amount of L 60 million in financial bounds, to be placed outside of the
Banking System, in addition to the replacement of L 20 million vhich were
sold in 1982 as part of the financing for that year; savings of L 72
millfon through measures which restrict the expenditures budgeted by the
Central Government, an increase in the current revenue of the Government
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by the income to be produced as a result of the measures set forth in
Annex I, 1 the amount of L 33 million; the recovery of foreign debt
service payments made by the Central Government on behalf of autonomous

i{nstitutions in the amount of L 25 million.

It 1s proposed that the detailed distribution of the funds hereby
requested be the subject of a formal written understanding between the two
Covernments, once the loan arrangements have been completed. At any rate,
the Government of Honduras considers as top priority the substantial
increase in the utilization of the external financing available by means
of a renewed emphasis on the Implementation of projects for which an
A.I.D./GOH working group has been established for the purpose of assessing
and recommending solutions to the problems in project inplementation.

In expectation of your favorable consideration to this request, we express
assurances of our highest consideration,

ARTUR.O CORLETO MOREIRA GONZALO CAKIAS PINEDA
Minister of Finance and Public Credit President

Central Bank of Honduras
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ANNEX I

TARGETS OF THE "TAX COLLECTION IMPROVEMENT PLAN"

Decrease to 60 days the delay existing in
the processing of sales tax returuns.

Monthly preparation of a computer listing
of taxpayers who are remiss in the payment
of sales tax

Preparation of a computer listing of 1981
income taxpayers whose income exceeded
L 5,000 and who did not declare taxes in 1982,

Establish a limit on annual sales which is
higher than the existing limit for those
collectors of sales tax which are not required
to declare their taxes monthly but rather

annually.

Apply with.etrict adherance to law the
granting of provisional import permits and
assure liquidation by September 15 of all
provisional permits pending liquidation by
June 30 of this year.

Installation of control secals on alcohol
storage tanks.

Decrease to 30 days the existing delay in the
processing of sales tax returns,

TARGET

September

September

September

September

Scptembar

November

November

15

15

15

15

15

15

15



ANNEX II
ECONOMIC RECOVERY PROGRAM
PROGRAM DISBURSEMENTS
(MILLIONS OF DOLLARS)

DATE AMOUNT

August 15, 1987 19
September 30, 1982 17
16

November 30, 1982
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STAND-BY ARRANGEMENT SUMMARY

Amount of arrangement 482 million (SDR 76.5 million)

Additional resources from the |
Compensatory Financing Facility
(CFF) available upon approval

of Stand-by

$25 million (SDR 23.1)

Life of arrangement 14 months (Nov. 1982 - Dec. 1983)

Schedule of Disbursementc®

Amount Source Target Date Date of Disbursement
(millions of $)
32 CFF Approval of Stand-by 11/05/1982
16.4 Stand-by 10/31 11/15/1982
16.4 " 2/15/83 04/15/1983
16.4 " 5/15 05/15/1983
16.4 " 8/15
16.4 " 12/15
Conditionality
1) Policy measures to be taken before sending signed letter of intent toO
Washington:
a) Presentation of a CY83 budget to the Congress with revenue
estimates based on a tariff reform.
b) Require that all {nternational payments in arrears have a 100%
local currency deposit in the Central Bank.
Status: Bot4i requirements have buen met.

2) Policy mecasurces to be taken before Executive Loard approves Stand-by!

a)
b)

c).

d)

Status:

Presentation of tariff reform package to the congress.

An ad juatment to SANAA's rates.
A commitment on the future course of CONADI in consultation with

the 1BRD,
Ad justuents to ENP's rates for scrvices,

All requirements have been met.
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3) Conditionality in force throughout duration of Arrangement:

a) Ceilings on Net Domestic Assets of the Central Bank.
scatus: See Table 1

b) Sub~Ceiling on Net Domestic Credit expansion to the public
gector from the banking system.
Status: See Table 2

c) Reduce current international transactions in arrears (the
"presa”) by at least $20 million by the end of 1982. Any
arrears remaining at the end of 1982 will be eliminated before
the end of October 1983.
Status: See Table 3

d) Ceilings on the country's utilization of Net External Commercial
Credit.
Status: See Table &4

e) The GOH does not {ntend to introduce any multiple currency
practices, or to impose any new restrictions, or intensify
existing restrictions on paymunts and transfers for current
international transactions during the period of the Stand-by
Arrangement. Likewise, the government does not intend to impose
any néw restrictions, or intensify existing restrictions on
currents fo balance of payments reasons.

Status: None of the above measures have been introduced.

TABLE 1

PERFORMANCE UNDER STAND-BY ARRANGEMENT:
NET DOMESTIC ASSET EXPANSION
(million of Lps.)

Period
Performance Ceiling 1n force
Currency Net Foreign Net Domest

Date Issue + Assets - Assets
10/15 271.9 (138.2) 410.1 510 9/30-12/31/82
10/31 275.8 (167.4) 443,2
11/30 295.8 (197.7) 493.5
12/31 343.1 (154.4) 497.5 510
1/32 324.9 (120.8) 445.7 505 1/01/83-3/31/83
2/28 326.6 (129.9) 456.5
3/30 333.2 (140.2) 473.4 505
4/15 311.5 (156.9) 468.4 505 4/01 -6/30
4/29 314.3 (167.3) 481.6 505
5/31 308.1 (153.5) 461.6

505 7/01 -9/30

505 10/1  =-12/31
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TABLE 2

PERFORMANCE UNDER STAND-BY ARRANGEMENT:
NET CREDIT 10 THE PUBLIC SECTOR

(millions of Lps.)

Performance
Central Rest of Public Period
Date Government <+ Public Sector = Sector Ceiling in force
10/15 623.4 73.5 696.9 725 9/30-12/31/82
10/31 622.4 67.2 689.6
11/30 640.6 75.2 715.8
12/31 716.1 68.9 785 725
1/31 717.0 70.8 787.8 730 1/01/83 - 3/31/€3
2/28 709.5 68.9 778.4 730
3/30 651.2 67.1 718.3 735 4/01 - 6/30
4/15 653.3 67.8 721.1 735
4/29 646.4 72.9 719.3 735
5/31 690.2 77.2 767.4 735
755 7/1 - 9/3)
775 10/1 - 12731
TABLE 3
PERFORMANCE UNDER STAND-BY ARRANGEMENT @
INTERNATIONAL PAYMENTS IN ARREARS*
(willions of §)
Date Payments in Arrears Remarks
9/82 30 Level at time of arrangement negotiationm
11/82 25 Level after meeting condition a).
12/31 -0-

*IMF Conditions:

a) ''Reduction of payment in arrears
b) Elimination of Payments in arrears

by $20 million by 12/31/82
by 10/31/83
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TABLE 4

. PERFORMANCE UNDER STAND-BY ARRANGEMENT:
UTILIZATION OF NET EXIERNAL COMMERCIAL CREDIT BY THE PUBLIC SECTOR

(millions of $)

Debt Contracted Ceilings for the period
11/82-6/30/83
75

*Information not yet available.
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Best Avcilable Docuinent

IJA(2) - NONDPROJECT ASS)STANCE CHECKLIST

The ~riteria listed in Port A ate applicablir qrnerally to FRA funds, 2nd
should be used irresorntive of the program's fundina source. In part B a
distinction if{ made hetween the rriteria applicahle O Security 6upporting
Assistance ané the rriteria applicahle to Development Assistance. Selection
of the appropriate critecria will deoend on the fundina enurrce for the proqram.

CROSS-REFERENCES: 1S COUNTRY CHECKLIST UP ~0 DATE? IDENTIFY. Land Titling Project
HAS STANDARD ITEM CHEFKL1ST BREN REVIEWED? Yes. (522-0173)

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCF

1. App. Unnumbercd: FAN Sec 653 (h)

(a) Describe how Commitrtces on Apprn- ).a. Congressional Notification
priatinns of Scnate and House have been submitted July 15, 1983
or will be notified rconcerning the non-

project assistancey

(h) is asrjartinnne within (OD"TB',iﬂnﬂl llbc Yes
Year Budgst) eaountry or interndtional

otqanization allosatinn reported to the

Conqress f(or not more than $1 million

over that fiqure Dlus 10%)?

2. FAA Sec. All(a)(2). 1f further leoif- 2, No-
larive actionin requirsd wvithin renipi-
rnt country, what in hanie far reannn-
able exprctatinn thart surh arrion will
he completed Yn rime to prrmit nriderly
acromplinhment of  puronse of the an=-

ristarce?

3. AN Sec. 209, €)9. Ir. anmjstanne more 3. No.
eticiently Al rflerrjuely Qiven
through reaional ofr multylateral oOr-
qani zatinns? 1{ o why 15 aAnsintance

AAt o0 aivrn? Infarmatinn am ~onglin-
rinn whether A= 1=ran~e will enpcnuraae
1eqinnal ecedinpment PrOgram. t{ ae-
rintance 1 {or nrwly inlependent enun-
try, ,is i futniehed  throogh  mult) -
Tateral oraanri otanns ar oan o aceacdance
with maltidareral plans te the maximum
oxtAnt, aADPropiy ot e?


http:milltilit,'i.il

Page 2 of 7

4. FAN Sew. RAOL(a) (and  Sew. 20100) tor 4, The program objectives are

Aeyelopmant  loans). Informution and to provide Honduras wich irme-

Cane : : 1 £ vy ..
ronclusions whether  assisrance  will diate balance of payments sup:z:::
and to provide credit resourzed

encoucraqs efforts of the country to: P X
(a) incceese the flov ol internotionsl to t?? nond:Fan PrlvaFF‘S:C:CT'
. o . s . v W da .
tcades (b)) tontrr privote 1nitiative The' 1r5t.o JeCt% e‘ 1%*_ “’?
- a direct impact in Iacilizating
and co=pecition; (c) encoura2qe develop- . e
. . . foreign trade flows by enadblin:
ment 2and uce of ‘coopecratives, credit ) :
4 savings ond loan asseci Honduras to buy imports. The
uni1ons. °Z "df q pcla second objective will provice
tions. (e 1 nnouraqe mqnoonlxst}c much needed financial resoucces
prarties: (e) impcove technical el€i- to the private sector at marke:
cirnty of induntry, onciculturs, onl  iprerest rates, This:in turn
commecuny and () strengthen Ceee labne 4411 improve the domestic alle-
unions. cation of. financial resources
and expose credit recipients ©d
5. FAA See. 601 (D). fntormartion anl ron-  free market rates.
clusion on horw annintanee will
I BLIE . 5. privatre trade aml 5. Not Applicable
investinent abrowd and saconcaqe private
U.S. particpation in foreign asniitirance
progeams  (inslud- ipg use of pcivate
tcade channels and the secvices nf .S,
private enzerprise).

6. FAA Sec.. 612(b); Sec A3A(h). Describe 6. Not applicable -
cirpn  taken to  gansure that, to the
m. cimum extent ca%nihle, the courity i3
c, tributing loral cuctcencies to " meet
t cnst of roantractual and nrhee
& vires, and fareign curcencien ownel
by the dnited Stares are wneillzed  to
ment the cost al coontractual aml orheg

.

arEViCe,

7. ¥AA Sec. 6l20D. Does the United 7, The U,S’ does not own exce#s
Graters owun swieenn foreign eureency and, Honduran currency.
1l o, what areamgenents have hera mnde

(oe 1t cel=an?
8. [u_um:;('. CRITUITA SOR SOMPADILCT ALYSTOTAE

l. HORprO jeet Ceiterin tor Feanonmi € 1. The assistance will:

- support the GOH-IMF agreezent
that secks exterral and inter-

T a. FAA Sec, 531, How will this nal cconomic balance
Arnintaare T euoonrt promnte - suppors private sector efiss
econnmic nr palitical cram liey?. to incrcqﬁg producricn this-
the provision of foreign ex-
change ’

- U.5. povernrment econcric

support 1n likely to i=prove

L l D LU ils I he econporic and policital
Best Availalls Docuicend the voonura and policital .

ll)‘ (".l'C:\.'J Luar | SRR G
BN

Suopnrt Funding
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2. ‘y_g_r\_tbﬁ‘_g:}_-__.(_‘.(}_r_r_;__i_n_. (ar  Develnpment
Assistance

a. FAN Sec. 102(c) ) Sec. 1117 Sec.

28la. Fxtent O which activity

will (1) eftectively i nvolve the

poor in jevelopment, hY extending

access to economy at local level,

increasing lahor-intensive produc-

spreading {nvestment out {rom
emall towns and rural
help devclop coope-
ratives, acrnist rursl and urhan
poor to help themnclves Loward
hetter jife, and otherwise encour=
éqe domocratic private and local
qovernment ins;itut&ons?

tion,
cities to
areas; and (2)

FAR Sec. 103, 103A, 108, 105, 106,
lgl. ]s assistance bring made 2a-
vailable: /include only appliceble
paragraph -- e.q.. B, h, etC. -
whikh corresponds  to anurces of
funds uced. 1f more than one tund
source 1S used for assistance,
include relevant paragraph {or each
tund source./

(1) [101/ for agriculture, rural
development oOfF nutritiomy it
so, erxtent tO uhich activity is
specifically Ansigqned tO in-
creane productivity amd i proOme

of rural poori AL A/ it tor
aqricultural research, s full
account taken oOf necde  of

emall (armersy

(2) [30£7 for population planninq
or health: it so, ewxtent to

vhich Activity extendn  Inwe
cnnt, tntrgr adend AeYavery
ayttems 1O v e healtth and
(amily pYanmng AntVIEeS,
gy to rural ArfrAS and
phaty  extent tavhich annists

Ancr Qivesn artention tO inter=
relartinnahio netwren (A)Y DOPUS=
tatinn aravwth and {(1IW) drvelODp~-

ment  and Averal) improvement

TRATIMER v

Page 3 of

N.A.

2.b.

(1) N.A.

(2) N.A.



(3)

(4)

in living ctardards in de-
veloping countriaes. 1s ac-
tivity desiqned to build moti-
vation tor small tamilies in
proqrams such as education in
and out of school, maternal
and child health services,
aqriculture production, rural
development, and assintance to
urban poor?

[TOE? for rducation, public
adminiatration, or human re-
sources Acvelopment; it so,
externt to which activity
strenqthens nonformal educa-
tion, makers formal aducatinn

more celevant, esprcidlly (or -

cural tamilice and urhan poor.
or -rtrenqthens manaqcmrnt ca-
pahility of {natitutions enad-
rling the poor to participate
in development)

ZTOQ? for technical as-ist-
ance, enetqgy. research, re-
construction, and selected de-
ve lopment problems) it $0,
extent activity sz

{n) to help aYlevinte enerqy
prohlem)

{h) reconctiucsion  aftec  nNa-
tural ar manrade Afra-teoy

tc}y U(or rorcyal Arvelnonent
pronhlem, and to #nahle proOper
utilirastion of earlier U,S.
{nfeastrurture, etc., Aasfnist-
ANCAHy

{H (A1 pioqrama nf arhan ¢er=
veelnpment , copertally rmal)
1vor-1ntennive entrtprises,
marketing ~yetemr, and finan-
1 a) Ar Ather ineatjtutions to
e 1D wrhan pnot partircipate In
ccomarie  and  nnctAl  develop-

ment,

(3)

(4)

N.A,

N.A.
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(s) /101/ by qrants tor coordinat-
ed private effort to develop
and ditceminate intermediate
technolnqies appropriate for
Aeveloping countries.,

FAA Sec. 2073 Secc. 113. Fxtent to

——

which arnsistance reflectc appro-
priate emdhasis oni (1) enzouraa-
ing development of democratic,
economi €, political, and social
jnstitutinnsy {2) self-lielp in
meeting the country's food needsy
(1) improving avallablidity of
trained worker-power {n the coun-
try; (4) proqrams desiqned to meet
the country's health ncedsy  (5)
other important areas of economic,
political, and cocial Aervelopment,
i ncluding industry (ree labor
unione, cooprlatives, AnG voluntary
AqeniCr e Sy tiansvortation ond com-
murication) olannina and puhlic ad-
ministrationy wrban Adcvelopment,
and modernization of existing laws)
or (6) intearating womcn into the
recipient country's national econo-

my.

FAR _Scc. 7Bl(h), Deccrine extent
to which program recoqnt 708 the
particular needs, deniren, and ra-
n:;mlinn ol the prople ol the coun-
try; wtili2ec the conntry'n intel-
Yectual rerconrees Lo enconrage ine-
titutional idrvelopment ) and aup -
porte rivic esovcation and traininqQ
in skille required for e{f{rctive
participation n qovernmental and
political proces.ner  rcrnontial tn
ncl(-qnvernment,

FAA fees, 0V (2)-t4) and =(F))
Sec. 201(r); Sec. 211(a) 1))~ (1)) and
={R). Nore the activity QqQive rea-
ronable tenmyne of cont rahuting tn
the developnent nf ecnnomic resanur=
ce~, or tn the ynireanc ot produc-

Annex C
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3.

tive copacities and self-sustaining
economic qrowth; or of educational
or other institutions directed to-
ward social progress? Is it relat-
ed to and consintent with other de-
velopment activities, and will it
contribute to rcalizahle lonqrange
objectives?

FAA Sec. 201(b)(6);: Sec. 211l(a)(S),
(). Information and conclusion on
possible effects of the assistance
on U.S. rennomy, with special refe-
tence to areas of substantial labor
surplus, and extent to which U.S.
commodities and assiatance are fur-

.nished in a manner consistent with

{mproving or safequarding the U.S.
balance-of-payments position.

Nonproject  Criteria _ for  Nevelopment
Assistance (l.oans only)

b.

FAA  Sec._201(h) (1). Infarmation
and conclusion on avajlability of
€inancing from other free-wvorld
soutces, including private sources

within the United States.

FAA Sec. 201(b) (2)y 201¢(d). Intor-
mation and conclusion on (1) aopa-~
city of the rountry 10 repay  the
loan, includina recasonablencss  of
repayment prosprcts, and  (2) rca-
sonableness and leqality (under
1aws aof rountry and Unitecd States)
of lending and relcnding terms of
the loan.

FAA  Sec. 201 (c). 1¢ lnan s not
made pursvant to a multilateral

‘plan, and the amount of thr loan

rxennde £100,000, has rountry sub-
mitteed o0 AID in apnliration for

cuch fonds together with acsurances
to indicate that (undr will he urnerd
in an eronemically and technically

sound mannrr ?

N.A.

NQA.

‘Page 6 of 7



4.

b.

FAN _Sec, _202(a). Total amount of
monecy under loan which is qoing di-
rectly to private enterprise, is
going to intermediate credit insti-
tutions or other horrowers for use
by private enterprise, is beina
used to finance imports from priva~-
te sources, Or is otherwise being
used to finance procurements " trom
private sources?

Additiona)l Criteria f(or Alliance
for Progress

Aﬁote: AM1liance f(or Proqresn 2at-
sistaonce shnvld add the following
two items to 2 nonproject check=~
lise,/

FAA Sec. 28} {':1{3)-(B). Does a5~
sistance take into account princi-
ples of the Act.ol Bogota and Char~-
ter of Punta del FEstey and to what
extent will the activity contribute
to the economic Or political inte-
gqration of latin America?

FAA Sec. 251(b)(8)3 251(h). For
Joans., has there been taken .into
sccount the effort made by resip-
jent nation to repatriate capital
fnuented  in other eountries by
their own eciti2enn? ]+ Yoan con-
aintent with the findinan and ree-
onmendations of the Intrr=-Annrican
Comnyttee far the Alliance for Pro-
qress (now "CEPCIES", the Permanent
Executive Committee of the OAS) in
ite anmual review ol national de-
velopment actjvities?

N.A.

Annex C
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TABLE D=5
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Unfinanced gap

Source: Ministry of Finance, IBRD, AID

HONDURAS: CENTRAL GOVERNMENT BUDGET
(Millions of Dollars)
1981 1982 1982 1983 1983
ACTUAL IMF PROGRAM  ACTUAL BUDGET PROJECTION

Current Revenues 371 416 378 485 365
Current Expenditures ~415 =426 -433 474 472
Additional unbudgeted .

. expenditures - — - - _48
Current Savings =44 =10 55 1l =155
Capital Expenditures - 84 -108 -113 -228 -130
Net Lending - 75 -103 =117 - 61 -119
Overall Deficit 203 =221 -285 -278 =404
Financing 203 221 285 278 404
External (Net) 113 126 138 233 150
Internal (Net) 90 95 147 45 45
Banking System (79) (75) (25) (25)
Bonds (11) (20) (20) %8)

N






Annex D

1/ Preliminav
>/ Proveccion

T"Z'_"" ;]'_-'J 1 pa. n.C.
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TABLE D-5A
Page 2 of 2
1979 1980 1981 tas22/ 1oy
A § 14

Valor 21.9 20.0 24.5 20,9 42 .9

Volumrn l.ibhras 36,663.0 32,347.0 33,177.0 45 ,800.0 50,000.0

Precin 0.60 0.62 0.74 0.65" 0.71
AZUCAR

Valor 26.6 - 58.7 93.1 49.0 h0. 4

Volwumen kilos 55,223.0 81,473.0 83,053.0 96,057.0 90,909.1

Preecin 0.48 0.72 1.12 0.51 044
CAMAROMES Y IJ\Hf:nSTAS

Valor 48.5 h6.8 52.5 55.9 607

Volumen kilos 2,6R4.0 3.273.0 3,645.0 3,594.0 3,700.0

I'recino 18.08 14.31 14.40 15.64 16,41
tABACO

Yalar 24.2 27.4 26.7 21.5 21.1

Veolumen ki Los 4,5493.0 h,h66.0 4 hR7.0 3.170.0 2,821.0

Precio 5.39 5.99 5.95 6.79 7.42

CSURSTOTAL 1,187.5 1,294.4 1,196.6 1,087.1 1.0 4
oTrns PRODUCTOS 277.5 149.8 3i1n.6 235.0 241.%
TOTAL BIENES FOB 1,4€5.0 1,644.2 1,507.2 1,322.1 1,.324.0




PAN O CEUTRAL DE BORDEPRAS
e, tatndion Beanomlcan

TABLE D-58 Page 8 of
IMPORTACIONES C1F DE HOMDURAS PPOR SECCTONES NMAUCA
(11i Liones de lempiras)

o 1979 1980 oat ozt | 0532-1
0. Productos alimenticies 113.3 171.1 154.6 116.8 : 125.2
1. tehidas y tabaco 0.7 8.8 14,0 8.5 9.3
2. NMateriales crudos no comestibles 19.2 22.2 19.7 141 15.1
3. tembustibles y lubricantes 226.0 2.3 326.4 340.1 207.0
h. Novile y manteca de ovipen vepetal

v .nimal 13.7 23:3 22.7 10.8 1.6
5. Productes quimices 275.5 308.6 2.2 256.1 2742
6. ArtTculos manufacturadns soplin el )

material 392.2 423.8 412.0 307.6 T,
7. Pyuinaria y material de transporte 94,2 600.9 /96,2 271.6 2930
A, Avtfenlos manufac b vlas diversas 116 .1 174.8 118.1 o4 a.n
N Animales vives nooeLp. v omereaderiag )

diveras 3.2 2.8 4.\ 6, h 7.0

TOT AL 166D 20086 190 LA2LR O LAS6.D
Yotal menos seceion V.,h37.9 l;ﬁ‘]ﬁ.'l 1,91.6 1.,0R3.7 1.159.0

- S =P & W e E————— ® T . on T e et ————— - P e

- !
. - . s
1/ micliminar | T2

.: ,' l'r--'_"l'---* H o'"'

Tepueipalpa, DG, 11 % mave ol 1981
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Annex E

Implementation Schedule for Tax Administration Improvement Plan

Reducing to 60 days current delays in the
the processing of sales tax declarations.

Preparation of monthly computer listings of all
businesses which have failed to present a sales
tax declaration from one month to the next.

Preparation of a computer listing of all income
taxpayers in 1981 with income in excess of
L 5,000 who did not declare income in 1982,

Raising the yearly sales ceiling for those
establishments which declare sales taxes
yearly instead of a monthly basis.

Liquidate all outstanding temporary import permits
as of June 30, 1983, and excercise strict controls

over the issuance of such permits.,

" Complete the installation of.seals in at least

70% of all alcohol storage tanks in the hands of

-private industry.

Reducing to 30 days current delays in
the processing of sales tax declarations.

Target Date

Sept. 15

Sept. 15

Sept. 15

Sept. 15

Sept. 15

Nov. 15

Nov. 15
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ECONOMIC RECOVERY PROGRAM

Status of Local Currency Disbursements
6/30/83

The L 76 million local currency program negotiated with the GOH assigned L 20
million to support public sector activities, and L 56 million to support
private sector activities. The allocation of funds for each of these
activities follows:

PUBLIC SECTOR

Counterpart support for A.1.D. projects: 9,300,000
- Aguan Valley Electrification (522-0138) 416,000

- Agricultural Research (522-0139) . 400,000

- Rural Technologies (522-0157) 2,219,000 (1,719,000 Disbursed)
- Agricultural Sector 11 (522-0150) 925,000

- Rural Trails & Access Roads (522-0164) 147,000

- Rural Water and Sanitation (522-0166) 570,000

- Rural Primary Education (522-0167) 3,800,000

- Rural Housing (522-0171) ‘ : 35,000

- Land Titling (522-0173) 483,000 (110,000 Disbursed)

- Small Favmer Coffce Ilmprovement (522-0176) 200,000

- Low Income Housing (522-0194, HG-007) 105,000

Support for GOH financed PVO activities: 3,200,000

The GOH is disbursing these funds to PVO's to support
activities included in the GOH Budget. The most important are:

PVO Activity
CARE Agriculture & Health 1,580,000
Aldeas SOS Education 300,000
Honduran Red Cross Health 200,000
Panamerican Agric.

School Agriculture 200,000
Octher PVOs 920,000

3,200,000 (895,500 Disbursed)
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Financing of new PVO projects: 5,000,000
These funds are being administered by the Mission for
new PVO activities. To date the following amounts
have been allocated:
Project Pvo Amount
Horizontes de Amistad Horizontes de Amistad 100,000
Training of Migrant Youth Aldeas S.0,S, 200,000
FACACH Credit Coop. Dev. FACACH 282,000
ANACH Admins. Consolidation AIFLD 200,900
Small Farmer Agric. Dev. Proj. Partners of America 870,000
Bay Islands Dev. Proj. PADF : 470,000
Integrated Pest Management PanAm. Agric. Schoo 310,000
Vocational Training and Prod. Prog. Hogir Amor y Esperanza 200,000
Environmental Education II Hond. Ecology Assoc. 150,000

Proposals have been received for most of the remaining L 2,218,000
not yet committed.

Counterpart support for IFI financed projects: 2,500,000
2,300,000 of these funds are financing a GOH advance to the

construction company building the Ceibita-Santa Barbara-

San Nicholas road which i{s being financed by CABEI. The

advance will be repaid over a 30 month period and the

repayments will be used as counterpart for IFI projects
to be agreed upon between A.I.D. and the GOH.

—————

TOTAL PUBLIC SECTOR L.20,000,000

PRIVATE SECTOR

The private sector component of the local currency program
is designed to provide credit to finance working capital

for various productive activies. The specific components of
this activity follow:

Credft for cooperative basic grains production 3,500,000
This line of credit was established at the Central (Disbursed)
Bank to finance basic grains production through

regional cooperatives. These funds are being

lent at an interest rate of 16% (the going rate) through

the National Bank for Agricultural

Development (BANADESA).

Production Credit for Cooperatives 500,000
This line of credit was cstablished to finance

productive activities of cooperatives,

1t 16 being administered by

the Workers Bank (Banco de losTrabajadores).




Mortgage credit for land sales

This line of credit was established at the

Central Bank to provide financing to small farmers

and cooperatives wishing to purchase agricultural land.
The credit fund is being channeled through the private
banking system.

Private sector working capital credit

AL 4B million line of credit has been
established to finance working capital for

small to medium size companies and

and cooperatives working in agriculture,
agro-industry, and manufacturing activities,

The funds are being lent by Honduras' 15 private
‘banks.

TOTAL PRIVATE SECTOR

Annex F
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4,000,000

48,000,000
(15,114,700 Disbursed)

L 5¢, 000, 000



