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to provide immediate balance
 
The purposes of this program assistance are: 


to assure the allocation of urgently needed
 of payments support to Honduras; 

to tl e private sector of Honduras; and to assure
 

foreign exchange and credit 


a satisfactory rate of implementation of high priority development projects
 

in Honduras.
 
be
 

The S15 million assistance ($2,250,000 Loan; $12,750,000 Grant) will 


an account of the Government of Honduras
 
a 	cash transfer into
disbursed as 
 be repaid
The dollar loan will 


in the Federal Reserve Bank of New York. 

a 	ten year grace period during which the
 in 40 years. There will be 

rate will be 3%.
be 2'; thereafter the interest
interest ratc' will 

be
 

Upon disbursement of the assistance, thirty million Lempiras will 

Bank of Honduras. These
 

in a Special Account in the Central
deposited 

be used for mutuaity agreed development.purposes 

which are
 
Lempiras will 

consistent with the Foreign Arsistance Act, especially Sections 

103 through
 

lOt?.
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G ASSISTANT ADMINISTRATOR (LAC)ACTION MEMORANDUM FOR THIE AI 


Honduras Economic Recovery Program
PAAD Amendmet: 

(No. 522-0250)
 

SUBJECT: 


Your approval is requested to authorize an amendment
 Problem: 

15.0 million, consisting of an
 to the subject program of 


Economic Support Fund (ESF) Grant of $12,750,000 
and an ESF
 

Loan of t2,250,000, which will increase the existing
 
a new total of
 

life-of-project funding from $38.0 million 
to 


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
 

a satisfactory

the private sector of Honduras; and (3) assuring 


rate of implementation of high priority development 
projects in
 

This cash transfer is intended to assist the
 
Honduras. 

Government of Honduras (GOH) to undertake those 

structural
 

adjustments necessary to maintain compliance with their
 

International Monetary Fund (IMF) Stand-by Arrangement. This
 

PAAD Amendment basically proposes a continuation 
of the program
 

authorized in September 1982, with particular 
emphasis on
 

a large unprogrammed fiscal deficit
 addressing the problems of 

Disbursement of
 in 1983 and revitalization of the economy. 


each tranche will be predicated upon separate 
conditions
 

assure that the policy reforms
 precedent which are designed to 

actually
which this program is intended to support are 


implemented. The conditionality is aimed at addressing short
 

well as structural trade
 
and long term budgetary problems as 


a cash
 
problems. The dollar resources will be disbursed as 


The BCH,

transfer to the Central Bank of Honduras (BCH). 


within a period of twelve months of this disbursement, 
will
 

the private

make an equivalent amount of dollars available 

to 


raw materials, intermediate goods, and
 sector for imports of 

The cash transfer will
 industrial spare parts from the U.S. 


generate an equivalent amount of local currency 
funds to be
 

An estimated half of the
 deposited in a GOH Special Account. 


local currency monies will be allocated to support 
the GOH
 

budget, more specifically to meet the counterpart requirements
 

of A.I.D. and other donor projects. The second half of' t b
 

local funds will be used for private sector credit 
deds anfd
 

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
 
While
to deal with the increasingly serious economic problems. 


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
 

In addition, endogenous
deteriorating economic situation. 

factors such as delays in undertaking strong reasures to
 

increase taxes, implementing tax administration reforms,
 

concluding the renegotiation of the external debt, and failure
 

to reform the current foreign exchange allocation process, have
 

to the decline. For 1982, preliminary figures
contributed 

indicate a balance of payments deficit of $89.O million and a
 

fiscal gap of $285.0 million. GOH performance under tOe 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 o. 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
 
two to maintain
Presentation required in the next year or 


stability.
 

The DAEC reviewed the PAAD Amendment on July 21, 1983 and
 

to the following modifications
recommended its approval subject 

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 eyamine this criteria to determine if it is
 

still required and the impact of removing these guidelines.
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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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Amendment No. 2 

I. SUIMARY 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
 

The interest rate
 
be repaid In 40 years Including a ten year grace 

period. 


will be 2% during the grace period and 3% thereafter.
 

B. Borrower/Grantee
 

The Borrower/Grantee will be the Government of Honduras 
acting through the
 

Ministry of Finance and Public Credit.
 

C. Program Summary
 

implement a tough structural adjustment program 
which
 

Honduras continues to 


seeks to achieve equilibrium in the fiscal and balance 
of payments accounts.
 

Results so far have been mixed. While the GOf has drawn the first three
 

tranches under its Stand-by Arrangement with the IMF, the continued viability 

of the program is threatened by exogenous economic 
factors, and delays in 

undertaking strong measures to increase taxes, 
Implementing tax administration
 

measures, and concluding the renegotiations of part of the external debt.
 

has resulted In rcluced government revenues,

Lower than expected export income 

fiscal gap is projected for 1983. 
;ond conrequently a large tinfinanced 

has reduced capital flow; from 
Continu'd political turmoil In Central America 


turn is further reducing the country'n ability to import much
 
abroad 	 which In 


raw materi, l!; and Intermediate goods.
needed 

GOIl has managed to perform ndequately against "[MF performance
While the 

on Central Bank credit expansion, key
in the form of limitscriteria 

the IMF program regarding mncroeconomic performance
assumptions made tinder 
have proven optimistic. For example, although the net foreign exchange 

is being met, the levels of cot.,uodity Imports and exports are 
reserves target 

and dols b85 million, respectively, for 1983,
projected at dols /03 million 


dols 781 million and dols 938 million that had been
 
Instead of the levels of 

is to reduce economicof thin situationprogrammed. Obviously the effect 


growth and employment.
 

are still nound. There are no
The GOI's ba.ic domestic economic policies 

products,in the count ty"s economy except for 6 or ? basic
major dist ort Ion. 

Bank hr,; en:,ired adequate growth of 
price:n are not controlled; the Central 

period 	 t;tudled by thetime (except for the 1980-81private sector crlIit over 	
is

Ohio State Uin iversity team); and formal regulntion of private enterprise 

ateps to promote private sector devetopment


quite limited. The GOIl i n taking 
to transfer ntate enterprises
of productive activities and is nctively rneeklrg 

to tihe privte s,,ctor. The1prot)lemn facing the cotintry involwve adjunting the 

account dinlocations
finca" 	and tblance of paymerirt accounts to take into 
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world market prospects for the country's principal
caused by continued poor 

of previouo economic mismanagement, a 
exports, the lingering effects 

private capital availability, and an
significant reduction of external 

unsettled regional political situation. The possibility of a surge in
 

while it has not yet appeared, may be added to this list 
domestic inflation, 
soon In view of continued high deficit financing, low investment, continued
 

compression of imports and limited domestic production 
of many basic consumer
 

items.
 

D. AID Concerns and G011 Strategy
 

the GOH to maintain compliance
AID's first priority continues to be helping 

endure long term 
with the IMF agreement in the short term as the best way to 

economic 
economic stability and growth. However, it is a!so crucial that 

Context of Implementation of 
growth and employ'Lont bo maximi7.'d within the 

l vt PAAD amendmnt, It his become clear that the 
that aitrevment. Since. the 

torel ,In exchaNe t.carcity adequatoely. It 11.1;
Centr.I1 Pink Il maiitt ng tht 

ol t ore ign
'hed the contro1,; nvcesi;.iry to ensure tht t 1ocat Iott

estabi I 
tlowe ,er, this has', led to 

excha ngq,, In accordalne with it adjustment program. 
rate ot ,.-cot i. iic growth, and lo4wtr

of Ivn rt ;, i reduceda comcnrpri,;;ed Ievel 
in utirn, ire ttEi major

than projcted tax revont'iot . Thl-!. factors, 
nut :;o ,; ,CepL I ble to ,;hortfi xai dticit which I,contri butort; to a rilit', 

and adminis ,ttive const raints, the langeri 
run control. In addition to legal 

,itatv oi the i.conomy are not fitllj7 undt-rstood by key
of the precarlo': 

decision rakers, and the political will to tackle them head on hias not yet
 

been generited. 

It n obligatlonsthe.,i probl emsr, the COIl remain!; commi-tted to meetDesplite 
,tnder the Stand-by Arriingem.nt; and fortunately, there Is itill some
 

reduced

MAntuve.itng roots. A colnhination of higher tax collect ioti?, 

the l imitriirom the Central Hank withinexpendittires, credit ah;orptlon 
add itionil nialen of government bonds for

establihed In thei F agreemett, and 


the prIv e' !.,ctor could ,.n.ibl,' the, GO to sltay near th, tomse,.t fc flita cing
 

for the budget mnder the IMF agreement for this yea r.
 
targ-t e.*;t,th Ilihed 

that the private *sector willto tt, ,','tilit of boidsHowever, there Is it limit 

deficit In controlled thin year within th- limits


absorb. Thus;, even If the' 

highly 111 !htfillthii a m.1n ag,.tl '
 th,, a fr 

m.ijur untdgut ctit n .td/or tax 
cstahl l olh't by IMF r* , , It Il 

deficit co ild te expl'ctt'd ne4xt yer. without 


I n! reain'-.i. The budget deficit will undotbtedly be ai mva or foctin of tht
 

ItCheduled I or

upecrmnji G;()11/1 F niegot iotIOli I or it new agrcient which iare 


Augit i ,t I 1J i 1.
 

it ootint inlon I ie hanic program nlet forth in
This PAAI) I mit'uldihn it 

-lUdoin the above recent devvlwprrietnt i, however, a nliglht
the orilgnall IAAI) 

chatin e of emphisli hi.i been Incorporat'd- nor,. c ric',it rat lon will ll di voted
 

fii eial dell it sind c-onomic redttivat lit
 
to addrewilip, ttie unjropramned 


Thit foriner will the ititiru'nned by s p.i ag, of adminIfitr,itIv'ly
concerna .
 
ndminitrative 
 ref ormn aitned 41t

detoeriined bndget holds; po Itc" change and 

http:Arriingem.nt
http:Centr.I1
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additional bond sales; and the application of part

increasing tax collections; 


of the local currency generations from the ESF program to selected 
budget
 

these measures will substantially reduce the projected
items. Taken 	together, 

is unprogrammed),

fiscal gap of dols 404 million I n 1983 (of which dols 209 

and ensure continuity of COil 
help to lesben the probable 1984 deficit, 

target group. Economic reactivation will be stimulated by
services to AID's 

those Imported 	goods most necessary to
 
the provision 	of foreign exchange for 

the use of part of local currency resources for private
economic growth, 

as counterpart for internationally financed development
sector credit 	 and 

addi t ona 1 fore ign exchange. 
programs whose implementat ion wi iI generate Over 

the Mission's continuing policy uIialogue with the GOIl at the 
the loner run, 

will help to vffct structural changes which are expected to 
hfghe; level; 

and clearer roles for the 
result in improved pertormance of t he economy, 

public and privat sec t o r!;. 

E. Spec IfII c_ loj ,t lv,-!; oI the Assistance 

ob;ectv , of 	 the proposed assi stance are to:
The specific 

- provide complementary t-itiance to the IMF Stand-by Arrangement and 

cont ained therein, and supportsupport the co.lnditiona llty 
when the current one expires;negotiation,; for a ntw arrangement 

the capacity of the (01I to support key development- strengthevn 
and slupport i t trong commitment to ;accelerate projectprojects, 


Implement It Ion;
 

- Inrtase 	the flow of importts to the private sector which will 

III(r,a',' pr'iict Ion and employment;dI rect ly 

- support tlie ongoing broad policy dialogue between the Mission and 

the Coll;
 

, 
- tlijlp rt tii lilt 4111411-i to concluide 	 III,' r 'it'got 1It 1iiii i f puli c 

hnnkg , and negottationn for A
Sertor debt with lorvIrln co tarclal 

with the World Blank;Striiro tir.il Adlui';t m'nt loan 

- "upport t- C011 11oll y tommitmeint to adult legal and adminilntrat lve 

dt, gned to Iii reitae budget reventiltmasure-s 

- oupport ili' ;(llI policy cornmi iet I o mailot ain parivalt' iect or credit 

wi Ih ft tiril and monetary objectIve of 
avail lility In coincordanre 


the adjuitmerlt progrlm
 

F. Implementrit ion 

mill ion connltiti oil tind nltlil 
The total propoted aniaiitancri of doln 54.1) 

million which iti being
dotl 15 million from the Hltitilnts FY83 OYlI, 	 dolit 9.31 

L.AC 1luireiau budget for FY 83, and 
contsIdered an 	 p)Art of a re progrnmm lig of thi' 
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of approval by Congress as part of thedols 30 million which is in the process 
FY83 Government Wide Supplemental Authorization Bill. The first dols 15 

million will be obligated shortly after authorization of the PAAD and tile 

soon as possible after they become
additional funds will be obligated as 


available. The timing of disbursements will be keyed to the achievement of
 

specific GOII actions designed to reach the above objectives. The funds will
 

to the account of tile Central Bank of Honduras
be disbursed as cash transfers 

(BCII) in the Federal Reserve Bank of New York. As a condition to the program, 

the BCII will iake available, over the following 12 months, at least dols 5".35 

million in dollars to private sector importers to finance the purchase of raw 

materials, spare parts and intermediate goods having their source and origin 

in the United States. The dollar resources will he allocated in accordance 

with the Central Bank's import priority scheme utilizing an allocation medium 
As inrecently negotiated between the Central Bank and the private sector. 


tile initial Economic Recovery Program, the Central Bank will maintain detailed 

records of all transactions involving these resotrces for Mission review, and 

will report their allocation I the lMission. 

the fundsk, the COil will depit an eqilvalent amountUpon each dlshuir,;emnt of 
of lempiras in the Special Account established tinder the Economic Recovery 

Program. Ftifty percent of Ical currency resourc'es will be ust;ed ;asCOl 

countr part contribution.; for ext ernally financed development projects, 

there'by increasing hard currency di.,bursements by donor countries and 

will be given top priority, followed by otherir.itiLtutlionn. AID project needs 

high priority programs financed by other IFlT's and bilateral agencies. Tile 

rest of local currency will supplement the private sector credit fund 

original program. The detailed progamming of the localestablished tinder the 

currency will be subject to joint AID/Goil negotiations.
 

G. Rationale f,.: Grant Financing 

The recent increased U.S. economic assistance effort for key Central American 
significant contribution to thegovernments, Including Honduras, has made a 

furtherance of economic and political stability In the area. Of the major 

recipl.nts -Costa Rica, El Salvador, and Honduran- only the latter Is 

receiving all (if its ESF assistance in the form of loans. At a time when 
toIlonhduir,i 1;I mp t g more -;;icrlfte wi on Its peoplv, anl being responsIve 

io leading Honduras to questtonU.S. security concerns, the unequal treatment 

II.S. comm tmvnit tn asni!t th. colntry through what promiosen to he an extremely 

diffirtlt period, both economically and politically. It In difficult to 

s;quire grannt ln.incinp, to cmot rlI e having nubt.intlally greater Incomes per 

capita with loan financing for flonduras. 

londurt!; WOtilt ratly If 857 of t he ESF a finltance in provided In theg rld bene.fit 
grant mode. Any budgetary support derived thereof would ansint In reducing 

the budget deficit without resorting to expensive credit. Thin would hale the 

added benefit of anointing the COil in complying with the IMF Stand-by 

Arrangement.
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!t.Conditions, Covenants and Negotiating Status
 

ESF funds, in accordance with the GOH
The disbursement of each tranche ot 

letter of request, will be conditioned ulon: a) substantial compliance with
 

the IMF Agreement; b) satisfactory progress in closing the projected fiscal
 

gap through a combination of budget cuts and improved tax collections by
 

compliance with specific goals established under the U.S.I.R.S./Ministry of
 

Finance technical assi3tance program; c) substantial compliance with the
 

covenants of the original loan agreement and Amendment No. 1 thereto; and
 

d) the implementation of a moratorium on CeOl 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 
precedent to disbursement; and b)conditioned upon a) the :itandard conditions 

The second
the cancellation of all tax amnesties for delinquent taxpayers. 

be conditionedtranche of dols 9.35 million scheduled for September 30 will 

upon: a) the conclusion of the renegotiation of public sector external debt; 

of COIl task force to study and provide concreteand b) the creation 
of externalrecommendations regarding the slowdown In the disbursements 

assistance. The third tranche of dols 30 million scheduled for November 30, 
will be conditionedi upon: a) the submission of the export incentive law to the 

National Congres;s; and 1)).;nbmis;'ion of an analysIs ol COIl stubid; 1 les for the 

autonomous agencies receiving the bulk of the transfers from the 1983 GGP 
a plan for reducing the level of transfers to those autonomousbudget, and 

agencies. The amount of each disbursement may be evened out, should funding 

availabilities permit. 

are set in Section
The covenants proposed for the use of program resources 
III.C. Essentially, they provide continuity to those covcnants established in
 

the original loan agreement which are still In effect. The foreign exchange
 

allocation mechanism and the local currency programming will continue to
 

original agreement with minor modifications tooperate as agreed In the 
accomodate changing conditions such as the Improved foreign exchange 

allocation mechanism recently negotiated between the the Central Bank and the
 

private ,ector. 

The present uconomic situation and details of the Implementation arrangements 

are discussed in Sections TI and Ill respectively. 

II. Economic Situation
 

Following a period of export-led economic growth in the second half of the
 

1970's, Honduran economic activity wan adversely affected by several 	 forces 
commodityIncluding depressed internatlonal markets for its major agricultural 

export,;, the world economic recession, high Interest rates, internal economic 
unrest in Central America. The interplay amongmismanagement, and political 

these forces reiulted in depresaed levels of trade, Investment, and 

coniumptLion as reflected In a sutstatned decline In real economic growth and 

serious financial mba lances In the government's fiscal accoiunts and the 

International balance of payments. he Suazo Government, which took office in 

early 1982, undertook a subttantial adjustment effort to redress the financial 

Imbalances ani place the Honduran economy on a sound footing. 
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into a Stand-by Arrangement with
 The GO!! requested assistance from and entered 
arrangement, which has been ill 

the International Monetary Fund (IMF). The 
the restoration of eqitilibvium in the 

force since Nvember 1982, calls tor 
throughbalance payments accounts by the end of 1983 the 

fiscal and of 
fiscal and monetary policies and the 

implementation of contractionary 
inceptiondebt. The Stand-by will provide between

renegotiation of external 
to dols 107 million (Q S9R1dols 1.07) of which dols 25 

and termination, up 

A dols 35 million ESF
 

million is from thl Compensatory Financing Facility. 


loan under the FY82 Caribbean Basin Initiative supplemental 
appropriation,
 

3 million,

which was disbursed in September, 1982, and an additional dols 


which was disbursed in April, 1983, have reinforced the Stand-by.
 

Economic performance in 1982 was less satisfactory than that envisioned in the
 

of programmed levels. Of
 
IMF program. GDP aggregates declined in excess 


real Imports and
 
particular significaace are the substantial declines of 

exports of 31 and 11.6 percent respectively, and the related decline of one 

the overall level of economic activity. The GOIt fiscal deficit percent in 

to contain current expenditures and increase

continued to gro; despite efforts 

revenues. An example of the latter was the foreign trade and consumption tax
 

in the course of the year. In 1982, the overall fiscal

packages introduced 

220 million
deficit reached dols 285 million, well in excess of the dols 

projected in the Stand-by Program. 

1982 recorded an overall deficit
Preliminary balance of payments figures for 

of dols 89 million which is dols 8 million short ol the deficit programmed in
 

a 75 percent decline in capital
mid 1982. The Imbal:ince came about through 
levels, owing to poor investor contidence and the

inflows with respect to 1981 

of credit from foreign banks.
cancellation of nost lines 

Despite the economic growth, budgetary, and balance of payments setbacks, the 

COtt has managed to stay tthin established performance ceilings set under tile 
equivalent toStand-by Arrangement. The GOiI drew the first three tranches 

as 30 million from the Compensatoryapproximately dols 49 million as well dols 


Financing Facility. Budgetary problems will, however, continue to threaten
 

the viability of the program. Projections for 1983 point towards an
 

dols 200 million. In the absence ofuinfinanced budget deficit exceeding 

severe fiscal meas;ures, domestic t ililug
extraordinary budget support and 


for such a deficit is beyond the GOil's ability to fill the gap without
 

xce,ssiv borrowing from the Centr.iI Bank. S imilarly,
resorting to thivt 
unexpected quota reductions for coffee and hurricane--l ke winds which 

utndermine COildestroyed a substantial portion of this year'"s banna crops will 

efforts to reach budgetary and balance of payments equilibria in 1983. The 

effects of the r, oent reallocation of the Nicaragua sugar quota won't be feLt 

until next year, and then, Its Impact will be moderate. 

http:Centr.iI


A. Overall Production Trends
 

overall level of economic activity continued its downward trend in 1982. 
The 

grew 2.8-and I percent in 1980 and 1981 respectively, declined Real GDP, whtch 
1 percent in 1982. The GDP breakdown by sector of economic activity presented 

in table D-1 (Appendix D) shows that every sector's activity, 
with the 

exception of agriculture and utilities, recorded negative growth in 1982. 

Real value added in agriculture -the mainstay of the 
economy- Increased only 

fortto increase theproduction of basic
reflecting- goverment .oLpercent-

Earnings from major export crop production declined asa result of 
grains. 

depreued international markets.
 

Te real GDP breakdown by type of expenditure (Table D-2) presents 
the current
 

sobering terms; every expenditure componenteconomic decline in yet more 
Real private consumption declined 2.5 percent
declined at least 2.5 percent. 


Real government consumption declined
 as a result of lower employment levels. 


9.2 percent reflecting the COH's austerity program in 
accordance with the
 

The rate of decline In gross

current Stand-by Arrangement with the WM?. 


24.5 percent In 1981 to -4.8 percent in
 capital formation, has subsided from -	
Real

The foreign trade component recorded a substantial decline.
1982. 

exports fell 11.6 percent from already depressed levels, 

while Imports 

declined 31 percent responding to foreign exchange scarcities and 
government 

balance payments through
efforts to reduce the current account deficit In the 

import controls.
 

B. 	 Honey, Credit, and Prices 

This 
supply of money and quasi-money (Table D-3) grey 

16 percent In 1982.
The 
exceeds the 6 percent growth targeted by government for its 1982
 figuro 10 percent,
Honey (currency plus demand deposits) grew

monetary program. 

which exceeded the no growth target of the monetary authorities. Quai-money 

ist for the year. The 
grew 20 porcent also exceeding a 10 percent target 

the banking

resulting liquLdtty can be attributed to a drastic increase in 

the year. The deposits are largely 
system's deposits In the second half of 
composed of lempiras which are awaiting the availability 

of foreign 	exchange.
 

indicate
bank -figures for Internal credit expansion (Table D-3) 11 

Central 
While credit to the public sector increased 13 percent growth for 1982. 
 This is a result 

percent, credit to the private sector Increased 11 percent. 


of a contractionary credit policy with respect to 1981, 
when public sector
 

The relative
 
credit Increased 29 percent and private sector credit 8 

percent. 


credit contraction corresponds to the Government's 
commitment to reduce net 

domestic asset expansion, while Increasin8 credit to 
the private sector as 

part of its Stand-by Arrangement with the TfM. 

behavior (Table D-4) slightly exceeded the
 The consumer price Index (CH') 

grew 9.4 percent in 1982.
targeted level of 9 percent, as the CP 

Satisfactory levels of basic grain production, which responded to government 
t components with high
incentives aasisted in holding down price growth. 


I.I 



Import content such as clothing and personal care items recorded strong 
increases of 20 percent each already reflecting the scarcity of some imported
 
items and higher consumption and Import taxes.
 

C. Public Finance
 

The GO continued Its efforts to redress the financial imbalance in the public
 
sector's flicel accounts with less than satisfactory results. The official 
-budget -fgures for-1982 show dols-285million for-the-overall-fiscaldeficit--­
(Table D-5) which is 40 percent greater than the 1981 deficit, and 29 percent 
greater than the deficit programmed under the Stand-by Arrangement. The 
fiscal deficit resulted from a disappointing revenue performance and
 
unexpected expenditures.
 

As in previous years, the 1982 revenue performance foll short of projectud
 
levels; however, that year's porformance must be exismined against the backdrop
 
of new taxes introduced In 1982. The dole 38 million revenue shortfall
 
against MYW projections resulted from a combination of factors which Include a
 
13 percent drop in foreign trade tax revenues owing to the decline in economic 
activity and, disappointing results from the government's weak effort to
 
improve tax administration. 

On the expenditure side, current expenditurni exceeded U41 programed levels 
by dole 8 million and 1981 levels by dole 19 million. The overrun represents 
unexpected transfers to autonomous Institutions with financial problems.
Capital expenditures increased 35 percent over the 1961 level and 5 percet 
over the amount projected by the I9. The Increase can be attributed to an 
In.rovement in the execution of FZ financed projects. Capital transfers to 
autonomous institutions show a 35 percent increase from the 1981 level. 

The 1982 fiscal deficit of dole 285 million was financed with net external 
resources amounting to dole 138 million and net domstic credit of dole 147 
million. The domestic credit exceeds the 1961 level by dol 57 mIllion and 
the projected level'by dole 42 million. As in previous years, budgetary 
-finance requirements soaked up a substantial portion of domestic credit which 
cut the private sector's access to a proportional samre of increased financial 
resources.#
 

The latest budetary purforomnco projections for 1983, as prosented in Table 
D-S, point to a very difficult year. The projected overall deficit currently
stads at dole 404 million, which exceeds the programmed deftict by dols 126 
million. Several factors account for the projected porformance. The most 
important is a revenue shortfall from budgeted levels of approximately dole 
120 million, The lower revenues will result from'a weak revenue collection
 
efforts in the first part of the year (in pert due to continued amnesties
 
approved by the National Congress for past due tax bills), and depressed 
import and eport levels, which are major sources of tax revenues. The 
negligible economic growth will cause collections of income and sales taxes to 
fall below projections, even though revenues willtincrease due to higher tax 
rates approved by the CON in 1982, On the expenditure side, current 

4J 

84 
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This development

expenditures ar projected to surpass budgetted levels. 


results from requests for unbudgetted expenditures on the order of dols 48
 

of defense, health, natural resources, and debt service
 million in the areas 

Net lending to
 

for public obligations which the Government has had to assume. 


autonomous institutions is expected to exceed its 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 deficit financing 
needs well in excess of the
 

in the Stand-By Arrangement, as illustrated below:
 programmed levels 


Honduras: Central Government Budget Deficit 1983
 

(Millions of Dollars)
 

Budget Projected
 

404
278

Overall Deficit 


404
278

Financing 


150
233

External (Net) 


45
 
Internal (Net) (LMF limits) 

45 

(25) (25)


Banking system 

(20) (20)


Bonds 

-- 209 

Unfinanced gap 

Thie GOiI faces an unfinanced gap of approximately doln 209 million which 

(1) obtaining

must be filled through a combination of the following: 


extraurdinary assistance
financing from the non-banking sector; (2) obtaining 

(3) reducing current expenditures further; (4)
from Internntional donorr.; 


ralstg, taxe.; and/or (5) exceeding LMF limits on borrowing from rte Central
 

Bank. 
 By Its letter of application, the GO11 has ccmmited Itself Lo take the 

to reduce the unfirianced gap:following measures 
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Millions of
 

(1) 	Finance from the sale of bonds to the non-banking 
sector (sale of new bonds $30 m., rollovet $10m.) 40 

(2) 	Reduction in expenditures 36
 

(3) 	Increased collection of taxes by implementation of
 
I.R.S/COH 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 autonomous 

institutions 5 

(6) Central Bank Credit derived frrin foreign exchange 

inflows (New loans arising ouL 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. Tihe GOil 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 million. The 

Mission has agreed to apply 50% or dols 27.2 million for this purpose and 

consider the remainder once it is clear that the private sector credit needs 

are met, and that the GOIl is making sufficient effort to carry out the above 

measures in accordance with the implementation plan included in Section III 

bel ow.
 

D. 	 The External Sector
 

Preliminary balance of payments figures for 1982, as presented in Table D-6, 

recorded a decline of net foreign exchange reserves (IMF definition) of dols 

Is dols 8 million less of a decline than that projected by89 million which 
the COIl and th, IMF in mid 1982. Tile improvement In the overall deficit is an 

encouraging but small sign tl'at an adjustment in the balance of payments is 

under way. However, the improvements came about through a further decline in 

export 1lI('omo a iid a see ' rvdur'l fon In Imports whichlIhad strloris 

repercussions on the country's overall economic activity. Income from export 

of goods and services declined 13' percent from the level reached In 1981 and 

fell 5' ptercent ;hort of varl fr vstlmatefi. The dvcllie Is mainly atriburtable 

to low..,r pricetS and export volumles for key commodities. Coffee export Income 

declined 12 percent owing to a 16 drop in export volume. Meat export income 

declined 27 percent In response to a 33 percent decrease in volume 2xported. 

Average tgar price!; dropped '4 percent resulting in a 47 percent decline in 

revenue from that crop. The only major export items recovering from 1981 are 

bananas with 2 percent income increase and lumber with a 3 percent income 

Improvement . 
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The bill for imported goods and services dropped 16 percent below the 1981
 

The import decline reflects
 
level and 7 percent below earlier IMF estimates. 


the part of the monetary authorities to, restrict the
 
adjustment efforts on 


Among the import categories seriously
demand for non-essential items. 

the country's productive
those with the highest impact on
affected were 
 percent, chemicalsand transport equipment declined 43 

apparatus: machinery 
declined 25 percent, raw materials declined 22 percent, animal and vegetable
 

oils declined 52 percent. Restrictions on imports also affected government
 
restricted, in turn 

revenues in that higher duty import items were the most 

revenues.
causing a loss in 	tax 


recover as envisJoned by the monetary program.

The capital account failed to 


Overall capital inflows declined 50 percent below 1981 levels and 7 percent
 

Private capital recorded the first net outflow in
 
below earlier projections. 

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
 

Short term private capital flows declined from dols 
11 million in 1981
 

1982. 

Long term official-rapital inflows
 to negative dols 34 million in 1982. 


declined 34 percent below 1981 levels, while short term 
capital reached
 

These developments suggest that international
 
negative dols 4 million. 

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,
 

reflect
presented in table D-6, and summarized in column A in the table below 

Export income is projected
expectations for a continued economic depression. 

level as in 1981. This projection is based on continued
 to remain at the same 


Within the
 
weak price and low quantity assumptions for 

principal exports. 


total, there is some improvement in the export of minerals, wood, 
and fish
 

Imports are
 
offset by a deterioration in bananas and coffee 

exports. 


1.8 owing planned increases in the 
projected to increasL' percent to 

of food products, 	 machinery and equipment, chemical products and 
importation the petroleum bill.

allowed by an expected 12% decline in
manufactured items the
 
Import projections constitute the only variable under the control of 


The import controls
 
monetary authorities in the balance of payments 

accounts. 


the current account deficit whenever capital
allow the government to minimize 

a loss in international reserves. 
flows appear insufficient to avoid large 

increase
 
According to Central Bank projections, capital flows are 

projected to 


net inflow of dols 115 million. The recovery would result
 
78Z over the 1981 


long term official capital, and a 
mainly from a 657 	 increase in the flows of 

term banking sector capital. The private sector would
 
slight recovery of long 

long term flows would reach negative
in a deflcit position, as
continue to be 

dol; 7 million and short term flows negative dols 15 million. The
 

25 million in ESF 	 resources will 
compensatory account figures assume that dots 

the rest being be 	 provided by the Venezuela Investment 
he available this 	year, 


of Mexico. The resulting net reserve los's of dols 25
 
Fund and the Bank 

loss) projected under the
 
million is far from the equilibrium (no reserve 


Stand-by for 1983. 
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The Mission views official capital 
flow projections with caution 

since they
 

rest on the assumption that the 
El Caj6n 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 foreign 
exchange involved of approximately 

24
 

"free" foreign exchange. Furthermore, the
 
percent which can be construed 

as 


renegotiatlon 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
 

the Mission prepared an
 For these reasons, 

dols 30 million will be disbursed. 


alternate balance of payments 
projections for i983 reflecting different
 

a) Official capital flrws levels 
of dols
 

assumptions on the capital account: 


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
 

reflected in alternative B in
 These assumptions are 
of dols 54.35 million. 

Under these projections, the dols 

57.35 million in ESF resources
 
table below. 

(dols 3 million from the first 

amendment and the rest from this 
request) would
 

If such a loss proves
substantially improve the end-of-year position of 
the monetary authorities and
 

bring the net reserve loss to only 5 million. 


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 )
 

1983(A) 1983(B)
1981 1982 

791
791
791 


Exports (Goods and Services) 
903 

-1027
-1052
-1033
-1233 

Imports (Goods and Services) -236
-261
-242 

Tade Balance (Goods and Services) 

-330 


- 32 -204
32
30
27 -

Tnses- -229
Transfers -212
-303 


Current Account Bdlance 

165
228 - 77 - 187 150
 

Fos-- 165
CapitalLongta Flows 
222 202
114 


Long Term(Net) -8 -10
33 -17 

Private 193 160
117
178 

Official 17 15
14 

Banking -15 -15


11 

14 -37 


Short Term (Net) 

49
17 


Compensatory Finance (Net) 
-7 

65 48 80
 

Disbursements (35) (25) (57)
 
Of which AID-ESF 31 

40 


25 31 
Amortization 

62 

& Oissions
Errors 

5
25
89
72 

Change in International Reserves 
(-increase) 



E. The Stand-by Arrangement
 

Honduras officially entered a 14 month Stand-by Arrangement 
with the IMF in
 

letter of intent requested a financial
 early November 1982. The signed 

SDR 99.6 million at the current rate of
 package totalling dols 107 million or 


the total, dois 25 million (SDR 23.1 million) is from
 dols 1.07 per SDR. Of 


the Compensatory Financing Facility (CFF) and dols 82 
million (SDR 76.5
 

million) from the approved Stand-By Arrangement, which expires on December 
31,
 

The financial assistance is programmed for disbursement 
over the
 

1983. 

one of dols 25 million
The first
duration of the arrangement in six tranches. 


the
 
(SDR 23.1 million) is from the CFF, and was drawn upon IMF approval 

of 


arrangement. The subsequent drawi.ngs of SDR 15.3 million (dols 16.4 million)
 
5/15, 8/15 and 

each were programmed for disbursement on 11/15/82, 2/15/83, 

12/15 respectively.
 

The detailed objectives of the GOHl's adjustment program under the Stand-by
 
The overall
 

were documented in the original PAAD foc Program 522-0230. 

the overall fiscal deficit
 

objectives can be summarized as a reduction of 


public sector investment cfort. The contractionary

while increasing the 


objective is linked with reaching an overall equilibrium 
in the balance of
 

no change in net official foreign exchange
payments by the end of 1983 (i.e. 


reserves).
 

Conditionality throughout the arrangement's duration is composed of
 

limitations on net domestic asset expansion, central bank net credit to the 

public sector, and the amount of foreign commercial debt with maturities of 

less entered into by the public sector. In addition, the GOH 
years or 

commitLed itself to submitting for legislative approval a tariff reform law
 

structure to the Brussel's nomenclature. The

that would shift the tariff 


taxes to an ad valorem basis and increase the

tariff reform also would shift 

average rate of taxation.
 

is detailed in Appendix B.
GO1l quantitative p'erformance under the arrangement 

Net domestic asset expansion has remained under the ceiling tirough the end of 

Net credit to the public sector, which represents a substantialApril. 
portion of domestic finance for the central government budget deficit, created 

some compliance problems. In late December, the GOf was in danger of 
public sector owing to current

exceeding the sub-cefling on net credit to the 
lJatter part of the year. This situation cau,;ed tilt

expenditure growth In the 
onGGI to change the definitlonal tri2atment of Interest paymetit~s 


debt which tile Central Bank had to meet,

gove rnment-guaratLeed privaLe suector 

to the public ,ictor, as envisioned in the arrangement, to creditfrom cr( lit 
was that the private sector ul tinatelyto the private secLor. Thre rationale 

was to
would have to pay hack the Central Bank. The net result of this chang,, 


sector, maintaining it

check the growth of Central Bank credit to the public 

under tile program's s;ub-cell lg without excetdin, net dome'ntic as;et 

While the ,OIl's maneuver was technic;aily acceptable, the interestexpansion. 

payments had been prourammed as credit to the government under the 

Arrangement, making the change programat ca iy unaccetptable to the I ".. As a 

resutI of discus si ns regarding this Insue, the second tranche ditwing 

programed for Februiry 15 was delayed until the O11 could lower its use of net 

10 
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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
 
the
 

credit subceiling, thus contracting somewhat the financing available 
to 


not made until mid April.
private secto.r. The second tranche drawing was A
 

third tranche was drawn on May 15, 1983.
 

closely related to a larger than expected
The compliance problems, which are 

the that number program assumptions were not

budget deficit, reflect fact a of 
to press for 

met. Of particular importance is the failure of the COIl 

The proposal was 	designed
legislative approval of the tariff reform. 

the possible
primarily as a revenue instrument with little regard paid to 


to the already protected industrial
introduction of further distortions 


Thus, when Congress and the private sector reviewed the reform
 sector. 

It is unlikely that the rcform
proposal, its technical flaws became apparent. 

This problem was 	compounded by the severe decline
will be approved 	this year. 

trade which affected overall revenue performance as
in international 


While the program
foreign trade taxes.
government revenue depends heavily on 


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
 

for exports and 24 percent for imports. In addition,
declines of 13 percent 

sector debt were
interest payments on government guaranteed private 


12 million.
underestimated b-y dols 


Despite these protlems, COHl performance under the Stand-by can be deemed as 

moderately successful. The COH continues to move ahead with the least 

program: central government budgetcontroversial portion!; 	 of it!; adju;tment 
been checked; a debt renegitiation agreement with aexpenditure growth has 
private banks has been initialed; the ccquisition ofsteering com-ittee for 


foreign commercial debt under ten years is substantially below the ceiling,
 

COil has begun talks with the IBRD for a dols 50 million Structural
and the 
plague
Adjustment Loan. Budgetary gap problems, however, will continue to the 

government and may well jeopardize compliance later in the year. Only strict 
underadherence to the above program and adoption of the new tax on measures 


the and ensure the
consideration will avoid the derailment of arrangement 


IMF's willingness to di-;cuss a new arrangement fot 1984. The GOl considers
 
economic 3djustment program, and
the arrangement to be the cornerstone of its 


is well aware of the consequences of failing to comply with the provis!ons
 

of having to devalue the lempira and to unleash an
there in. The prospect; 

the absence of IMF ass istance is perhaps the most
inflationary spiral in 


powerful political argument which may nudge the government into taking the
 

necessary stepq to maintain a working relationh tp with the Fund. The danger 

with the ci-IJs; mappna,'1e 'ipproach taken by the COl, as opposed to a 

preventlye one, Is thit even politically unpalatable fiscal measures may prove 

too little too late to prvent Ju,;t such a acenario. 
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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
 

The dollar and local currency components
payments and fiscal disequilibria. 

of both loans enabled the monetary authorities to comply with provisions under
 

the Stand-by Arrangement with the WMF, and facilitated disbursement of the
 

first three tranches thereunder. The second amendment to the program 

requested herein, in additJon 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
 

Administration and the Mission encompasses frank policy discussions on 

specific areas in the agricultural sector through the Presidential 
relating to macroeconomic policyAgriculturel Task Force, as well as matters 

Both initiatives have proven
initiated through the Economic Recovery Program. 


fruitful and worth continuing. For example, the Suazo administration recently
 

approved a series of far reaching policy changes in the forestry area, which
 

resulted 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
 
clear evidence of thecompliance with the or!ginal loan agreement provide 

government's intention to continue supporting the thrust of the program and 

undertake the policy reforms for its implementation. Also, the GOH, despite 
a firm comaitmentintense political pressure to lower interest rates, has made 


to maintain flexible policies which are designed to ensure credit growth and
 

are consistent with the monetary and balance of payments objectives of its
 

adjustment program. Specifically the GOH has committed itself not to lower
 

the current interest rate ceiling of 19%, and to maintain, at least the
 

present differentill oetween 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
 

ceilings will take irto account the liquidity in the banking system, the money
 

supply, and the rate oi inflation. The GOII will consult with AID prior to
 

implementing any changvs in the said policies. 

The economic adjustment program which Honduras has embarked upon calls for
 

serious sacrifices from the Government and the people. The 1982 budget
 

austerity program had adverse effects on development programs, while import
 

restrictions reduced the country's ability to produce with detrimental effects 

on employment. The situation is likely to get worse as the key assumptions of
 

the IhF program, regard ng the levels of economic activity which guide the 

adjustmett process, have already proven invalid. Further sacrifices are thus 
needed which will require taxpayers to carry additional bdrdens while 
governmnt nervices are reduced. Thene will be necessary If the economic 

recovery and adjustment are to be realized. The hardships Involved in the 

adjustment program are unprecedented in londuras' c3ntemporary history and 

risky for this fledging democracy. Honduras, with most of its citizens now 
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living 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 ditfense expenditures which have little impact on the
 

economic welfare of the population.
 

The main objective of this ESF program is to assist Honduras in its structural
 

adjustment efforts by:
 

- providing complementary finance to the TMF Stand-by and supporting 
athe condii onal I 	 ty contained therein and support negot lations for 

with the IMF when the current one expires;new arrangement 

- supporting 	the GOH policy commitment to maintain flexible interest 

with fiscal aind 	 monetary ob-ctives ofrate policies In concordance 

the adjustment program;
 

- strengthening the capacity of the 00l1 to support key development 

projects and support a strong GOH commitment to accelerate project 

implementation; 

- supporting current efforts to conclude debt renegotiation of public 

sector debt with foreign commercial banks, and negotiations between 

the GOH and the IBRD towards a dols 50 million Structural 

Adjustment Loan;
 

- increaLing the flow of Imports to the private sector which will 

directly increase production and employment; 

- supporting the ongoing broad policy dialogue between the Mission 

and the GOll; 

- support I ng t he (OIl comm Itment to adopt legal and administrative 

designed to reduce the budget deficit;measures 

The IMF program envisioned an ESF package of dol 25 million in CY83 which is 

just about the level for which A.I.D. has current authority and probable funds 

availability (dols 27.35 million) of which doln 3 million has already been
 

If dols currently under
disbursed. Even the 30 million lup;plemental 

consideration by the U.S. congretin Is approved, the 1983 economic picture will 

not reach the levels of economic activity proelcted in the Stand-by. The 

will bv over dols 100 million le i. than project ed, ani theexport shortfall 
unfinanced budget gap, even it tll local currency were used for that purpose, 

will still be dol, 21 million. Without new taxes and other measures, the 1984 

fiscal gap promises to be worse.
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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
 

have agreed to the following
assistance, the Mission and the GOHl 
implementation arrangements. The assistance will be disbursud in three 

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

The schedule and conditions for disbursement ofare actually implemented. 

each tranche are as follows:
 

Amount Date 


1) 15Smillion Aug. 15 

2) $9.35 million Sept. 30 


3) $30 million Nov. 15 


Specific Conditions 

for each tranche 

a)Tlhv cancellation 
of tax amnesty for 
delinquent taxpayers. 

b)Compliance with 

standard conditions 

precedent to 

disbursement 


a)Conclude the recently 

initialed foreign debt 

renegotiation agreement.
 

b)Complete negotiations 

for utilization of the 

L/C generated under 

this Amendment to the 
Program. 


c)the formation of a 

GOl task force created 
to study and offer 

recommendations 

regarding slow 

disbursements by IFIs
 

a)Prerentatlon of
 
export Incentive law 
to the National
 
Congress; 

b)submis ion of an 
:naly ;l of (Oil niubti­

dies to autonomous agen­
cdes, receiving the bulk 
of the transtfer. from 
the 1983 Budget, and a 

plan for reducing the 
level of those transfers
 

Conditions Common
 
to all tranches 

I)Sibhtalt ll ail comp liance 
with IMF Agreement 

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

3)Compliance with all
 
covnants of original
 
loa. agreement and
 
Ammendment No. I thereto 

4)The Implementation of 
a moratorium on GOHl 
guarantees to private 

sector firms and
 
limitirg those granted
 

to the autonomous
 
agencies
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the program aims at addressing short and long 
term
 

The conditionality of 

In relation to the
structural trade problems.
budgetary problems as well as 


will take the necessary and
that the GOHl
budget, the conditionality ensures 


immedilte administrative steps which will result in more revenues and will lay
 
At the
 

-;ndwork for a more efficient tax administration 
in the future. 


the gr 

is committing itself to reduce expenditures by restricting


the COHl
same rae, 

the private sector. The tax
 

the granting of government guarantees to 


administration measures were derived from the 
COH/IRS workplan presented in
 

Annex E and developed under the Mission's Development 
Administration Project
 

that L 33 million in additional revenues over
 
(522-0174). The GOIl estimates 


this year will result from this effort. The slow utilization
 
the remainder of 


task

is being adressed by the creation of a high level 
of external finance 


to provide the COHl with
 
to study project implementation problems, and
force 
 resources.steps to Improve the utilization of these

specific implementahle 

Program is supporting COil efforts to submit 
Regarding structural problems, tile 

will set the legal
Law to the National Congresr This law 

an Export Incentive 
incentive framework to encourage the diversification of the export base,
and 

Caribbean Basin Trade Initiative currently
to take maximum advantage of tile 

The Mission is funding a team of
 

under consideration by the U.S. Congress. 


trade experts who are assisting the COl in the drafting of this law.
 

A. Attribution of Dollar Resources
 

illocation mechanism, which was
 The Central Bank's (BCIl)foreign exchange 


utilized to attribute the proceeds from the Economic Recovery Program
 

resources (522-0230), has proven workable and will remain in force for 
this
 

the system has required no
Despite Initial problems,
grant amendment. 

sector group have recently

add it Iona I res.trI c, Ior.;. In fact , a BCH/private 

negotiated an allocation mechanism which establishes 
clear guidelines that
 

operations more 
enable tile privalte ,ector to plan Its foreign exchange 

Instrumental in maintaining

accuraLely. This working group has been 


procedures simple and liberalizing others.
 

Regarding the attribution of the dollar resources under the initial dols 35
 

the llII had provided(' 2-O2 I)), ;: of April 31, 1983port ion of ESF loan 
of loan were attributed for the 

suibstantial evidence that. ;ill tie proceeds 
Intermediate goods and spare parts from the
 Importation of raw materials, 

35 million were attributed In a period of seven
 

U.S. Thus, the original dols 


months against the 12 months allowed under the agreement.
 

attribution of the 
The Mission believes the BClI system to be adequate for the 

will make cash transfers to the 
resources requested herein. Thus, A.I.D. 

Reserve Bank at New York immediately uponFederalaccount of the BCIt in the 
to disbursement. The COIt will 

satisfaction of the Conditions Precedent each 

in foreign exchange will be made available to the
 
a like amount 


private sector for the Importation of goods eligible under the Economic

covenant that 
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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 each disbursement of the loan/grant proceeds to the
 

GOl's account at the Federal Reserve Bank of New York, the BCII will. deposit 

equivalent amounts in lempiras in the Special Account established under the 

Economic Recovery Program. Tile Mission believes that an allocation which 

allows 50% of these resources to support the budget, and the rest to support
 

private credit needs 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
 

to fully support the counterpart
projects. The Mission's top priority is 


requirements of A.I.D.'s project portfolio. Once these requirements have been
 

sector funds will be utilized to provide counterpart
met, the remaining public 


support for projects financed by other IFI's and/or PVO's which generate
 

foreign exchange, increase employment, support productive activities, or
 
The Mission
provide infrastructure or GO services for AID's target group. 


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
 

tinder the original program. The lending volume tinder 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 if substantial progress is made in
 

filling the unfinanced gap. The specific uses of the local currency will be
 

determined through open negotiations between A.I.D. and the GO.
 

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.l.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 line! 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 additlo.aal conditions for the disbursement of each of
 

These special CP's will provide assurances that
tranches. (See III.A. above) 

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 observe 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 sufficient 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 legislative 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 ii.Wackerbarth, Economic Counselor, EMB
 

Ronald Witherell, Chief, IiRD
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SEO1RETAR[A DE HACIENDA YI CREDITO PUBLICO 

&I
DE HONDURASfREPUBLICA 

13 de julio de 1983 N9. AT/1IL....Tegucigalpa, D. C., 

AWMONY J. CAUTERUCCI 
VliFO QlICI1 Direc:or 

Agenc apara el Desarrollo If.: Progrma de Recuperacifn 
Intemcional Eco6n-mlca, Progrcaa do la 

AID N0522-0230.R..I10Presente, 

* Ti Estirxad6 Sr. Cauterucci: 

.V: 1. Placenos 'nfornarle quo el Gobierno de Honduras al 30 do abril 

de 1983, ha cumplido ,con las eutas estnblecidas en al Acuordo 
de Cr~dito Contlgn:e con al Fondo !.natarioIntornacional 
(FM4), lo,cual nos ha periitido girar el 16 do MAy do 1983 el 
tercer tram en wmda, dura equivalents a, DEG 15.3rd~lones 

:. ----	 (L.33 villones), Este es un paso inportawte pars el Gobierno 
, co de ajuste 	est uc aly cupracit n en su program, econ 

e1 cual tiene cam 	 prop~sito restaurar los equili­r:' 	 econ~nica, 
bros, financieros en e1 Preu sto Nacional y en la 

$. 38 inillones de asistencia provenientes del
P ,.'", 	 de Pagos, Los-
t",. 	 Fondo de Apoyo Econ6ndco (ESF) proporcionados po: el Gobierno 

de los Estados Unidos do Antrica desdo septieobre doe 1982, han 

deseapeftado un papel sipnificativo pars iteaner la vig€cia. 
de nuestro acuerdo. con el FK;, asi: cono pars sostener laj cu­
cidn de ciertos progrras nacionales de desarrollo, por lo quo 

=manto.desearos agradecerle la cooperacidn brindada hasta eL 

con el2. Sin e*bargo, en tanto quo hewos cuzplido con el acuordo 
, hasta la mitad do su vigencia, afrontr.ios problemas seriosFM 

en lo quo resta del aflo al cratar do satisfacor. los requisito. 
b~sicos del pueblo 	de Honduras an lo quo rospecta a sue aspira­

ciones do nujor salud, educaci6n epleo a infraostnc.tura. 
S.Nuestra preocupaci6n se dospronde do desviaciones observadas 

entre el progr macroeconm~ico del Gobiorno do Honduras/Fondo 
cur-Thnetari Internacional y nuestras proyecicnes del futuro 

so de itportantes variables econ6mcas. 

- 0 

" 3\..
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3. 	 La sltuaci6n econnca en 1982 so prfilO en un decerioro qua. 
excedi6 nuestras e ctativas; al Producco Interno Bruto dism±i 

Snuy6 -elz7uo.-par 6iento -an t6rminoas -realen, .l~a -resultants. caida. 
de los izWrsos tributartos causaron d icit presupueucario -s 

mayor a que fue pro rado; la Balanza do Paos result6 en ' a
 
p6rdida do reservas netas equivalente a US$.89 utllones a psar
 
do nuestros esfuerzos para dififnuir.lns inportacionos, lo qe
 
so Ob6 a la cadn susncial en el volunen do nuestras eoxor­
taciones y a la falta do disponibilidad do cr6dito comercia ­

baiecario de fuentes exernas. La situacidn no ,hauejorado en
 
.1983, de acuerdo conla 6ltim revision los ingresos fiscales
 
pareste slo esthn pvoyectados en L.207 miUosnes miwos qua ei
 
nivel presupuestado, en canto qua exiscmn presicones cada vez
 
rAs fuiertes sobre el Gobiemno para auznutar el gasto pOblico, .As
 
alU del nivel presupuescado de L.l ,180 millones. Las expora­

las lineas do crdi:o externhs no,ciones siEun deprimidas. 

sido restablecidas y por consiguiente las lunortaciones conti­
nCwn restrinidndose.
 

4. 	 El plan del Gobierno para resolver escos problemas y procr.ver 
rende una seris do madidasla reactivaci6n do 'A ecownoa co 

en6rgicas para reducir el dficit fiscal, incre. tar La dispo­
nibilidad do divisas pira &Ipais1 y asegurar Is disponibili­
dad do crxdito para al sector privado. Las plicicas do aius.e
 
acordadas con el Y4 pmtitirn lograr estos objetivos y par
 
asgurar el 6xiLo en 6LC 5.pecto, so plana soLoCtU can 1".r­
didas acordadas con al FM.y las adicionales qua se describe a
 
continuacidn.
 

5. 	 Para roducir *I dOfecic fiscal, el etarno ha eprendido des- ' 

do 1982 un proarm discAndo pas amuntar stutanciab, nte los 
ngresos fiscales y restringir los pstos. Pr7oycciones pars
 

1983' y 1984 u/eran l prose ia do um d6f€ict prosp.stario
 
global dogra u dinslonos lo ha dad, La pauca para as­
tablecer iii sisca tributarbo mrgico y d nlco. Entmr
 
ocras wdidas, so proopm las u'uenc*s: i) no coneder p-.6­
rrosg an los plaos ara pgos do imnstos vigencs anuIss 1e­
ys rospetivas; it)con.lnu ralizxdo . Izfiensificar ras­
eros esfurtos pars rocauar rm..s *1 .r6xmoafo L.1 ud1lo­
nos d. lodudores a WI; y W) 8t8li el sistu do
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recaudaciones mejorando la estructura adnistrativa de la
 
Direcci6n General de Tributaci6n, por medio do 

un apgo es­

tricto a una serie de metas en el plan de trabajo escableci­
do con la colaboraci6n del Servicio Interno de Rentat de los
 
Estados Unidos, y expuesto en el Anexo I a esta carta, Espe­
raws qua esas mdidas resulten en un aumnto de L.20 millo­
nes en las recaudaciones fiscales sabre el pr6ximo aio 7 medio. 

i),no conce-Et, materia de restricci6n de gastos se propane: 
der wAs avales gubernamentales a eupresas de capital wyari­

ncstario privado y lLitar los cofcedidos a enresas aut 
para apoyo a actividades productivas; ii)mantener el gasto 
pCblico dentro de los limites presupuestados de L.,.180 millo­
nes; iii) examinar alternativas para qu las empresas qua 
estAn en podor del Gobierno sean trasladAsdn. al sector privado
 
sin ocasionrrle perjuicios financieros al sector pdbLico.
 

Para lograr el objetivo de increnentar la disponibilidad de di­

visas, el Gobierno Constitucional de Honduras se ha Cc .roC1i'-
Acuordo do Crddito Con­do firnmrence a mantener en vigencia el 

tingente, ct ando todas las medidas ner.esarias, Ests medidAs . 

consisten en acciones a cortp plazo para renegociar la deuda 

externa contraida con la Banca Privada del exterior y obtener 

recursos extraordinarios on moneda dura negociando un nuevo 
do Ajuste EstrUctural,con .acuerdo con el FM y un prdstmi 

Banco Mmndial,%asi co u crddito para financ.ianienco do ex­

poqtaciones con el Banco Internericano de Desarrotlo Y apoyo,
A largo plazoadicional para la Balanza de Pagos con la AID. 


edidAs parnla generaci6n do divisas dopenderl en qua tomers 
mantener y estirular las exportaciones, con. un priner paso. 
al Congroso aprob6 en 1982 refonnas en mceria fiscal al Cdi­

incentLvos para numvas Lnversimmuls,go do XHfrria al cual. ofrece 

En la actualidAd, estanus trabajando on un proyacto de ley de 

incentivos para las exportacionos, la cual proporctonara as­
tructuras toraos a incentLvos para apoyar nutroas esfurzod 
ai a mntar Las e.poctaciones no tradLcLonales. Un oquapo do 
asesores fitanciAdo par la All) nos estA proporcionando asis­

tencLa t6dcica en la .orculaci6n do propuestas parrm'nizar 
leyes con la politica-y la logislaci6n do Estadisnuostras 

-Ma 

I 
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es mayor mercado, abri.ndose nuevas )osi-
Unidos, cue nuestro 

del Caribe con su
bilicade:3 	cutndo la iniciativa de la Cuenca 

aprobadas 	 por el Cong-reso Norteamericano;legislaci6n sean 
henvs nmnifestado en otras oportimidadesProyecto al qu. corn 

EL Provect-o dc I-0y de [n,.nL­nirece Eu(1.,;t'OV decidido apoyo. 
o al C .,.cLOnal,rc';3

vos par ., Exportz;iciones serA remdri 
del res de septiwbce dL corrL'nCnL0 ;o y sO 

en el tir-scurso 
ap:--iin

hardn todo-; loS estuerzos posible:; p:ir;3 obLenc: 3Lu 

Por otro lado, se ha iniciado el
el transcurso del mismo.'en 	 de los 

proceso de negociaci
6n con el Departarento de Comercio 

Unidos para lograr un Tratado Bilateral de Inversiones.•Estados 
relaciones comerciales entre nuestros

el que interificard las 
paises.
 

de bancosdo la de da externa con um grupoLa reunegociaci6n estAcco los acreedores de BANFINAN,extranjeros, ast con 
nracda. Esto involucrar- la extensi6n de pagos
bastance neU-

de unos $.121 millones de la deuda del sector privado, la cual 

estaba contratada o garanti7adA por CCNAD1 y otras institucio­

nes desccntrali:7idns del Estado; estas negociaciones 
conclui­

rn a twis 	tardar en el tres de septici-bre. En el caso do
 

se esnora finrar ronto el acuerdo entre el Banco
BANFLMAN, 
Central y los ncreedores extranjeros qiie peniiitirA comartir 

la recuperaci6n de los activos. La resolu­
proporcionaTfnce 

crtr ibilira inni'itener Ia im-i­ci6n de ost .; do:; rwi,ciaciones 
la presi6n sobre los pa­

gen fin,-mnciera do Honduras y aliviarI 
Para establecer gos externos que actialriente tiene e!l pais. 

el encdouc.,11,tto. o>:t':Lumo, se so;o .'MeijolrQ c 	 nt -r) 1:-; :;(;bre 
Pciblico en el trans­

al Conw-e';o cl Proyecto do Ley dc Crcdito 
curso del 	 iiis du octrbre. 

privado,'n relaci6ti coun lia necosidd do cr6dito del sector 
fundtLmuintiles do la iniciativa quo es iuo do los objetivos 


para 1a Coerca Ciribe,
0del lity expecutaivas do asegur2r la ade­

ctLUd. I i :,t)c' Ui(iiQ.d, 2, cr(Iito nrcdi,':te unn ccnt Lu'ci(,n de 

que so han seguido, cotiplericntfLdos con
las polfLtica; ,r netari'I5 

a trav6s del Sisterni Banca­adicion, iles proporcionadosrecursos 
Estos recursos adicionales son para inversianesrio Nacionill. 

Mitndial y 	el on agriculturi e industria con fondos del &inco 

.... ....../ 
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asi com por los L.56 ri­de Desarrollo,Banco Interanericano Econ6.icadel Programa de Recuperaci 6 n 
llones procedentes en septie:.-,re de 

a travds del Convenio firmado
proporcionados de prdstates prcced-en­

Tanbi~n se espera un incremnmto1982. 

tes de bancos comerciales extranjeros 

coro resultado de la
 

la deuda y de los acuerd6 -sobre BANFI--..renegociaci 6 n de 

que habrA financfi-Te-­factores asegurarnCree-os que estos ensegLr_-*i 
para el sector privado. Para dar nAs 

to adecuado la incerr2­asegurar que 
este sentido, tcrarezros medidas para 

.diaci6n financiera opere bajo principics de libre mrr* do. En 

a no bajar la aczu.alcomprometeel Gobierno seeste sentido, 
a seguir una politica de tasas 

de in­
tasa m.xima de interns y 

que en eldiferenciallo mnos el mism
terds que refleje por Banco

la tasa general de redescuento del 
presente existe entre z? ? .,oa'- por el

la tasa 1:i'- de inter6s:Central y susBancario c.r. 
opcrac Lanes activaS do-!

Central para - cn' . r s ccn'-i.-Las. autoridadespropios recursos. la de re­
de analizar urie'straLhmente tasa 

su actual politica 
la mis:ra consistefntas con 

y de efectuar carnbios en
descuento descritos ance­

' Balanza de Pagos
los objetivos fiscales de 

de'pr e cios internos. Cuando el Banco 
y la variaci6nriormente de la politicalas nndificaciones

Central considere necesario 
el Gobierno y la AID efectuarn ccnsultas 

de tasas de interns, 
previas sobre la aviteria.
 

que el Cobier­de Honduras, solicitamos
En nombre del Gobierno 

su Programa 522-0230, Pro­
no de los Estadon; Unidos increrente de -----­caxntiad6 n Econ,5micA por una 
grama de Rpcujeraci 

1 39 1.000,000 el fir.c_­que elevarf.,US$.52.000,00. 00, Lo 
Apovo Eccr.6nico (ESI). Estos 

miento proveniec!e del Fondo de e rode Ajuste Finan'iel Plan Gubernatreftalrecursos apoyarn de sol­ccn el prop6sitoel Gobierno que actualn nte uimeenta De acuer­la crisis econ6rni.ca.planteaventar los proble:rs quo 
el desc±n lSo de 

do o i.'; cn:;,llt ,!; rcalizadis, entn., ".. que 
el Anexo I esta­

la asLstfnci.i iqul solicitaca scgi'h conita en 
en la ejecuci6n

sujeta al progreso satisfactorio efectuado
rd 


aqui descrito.
del Progran 

,\)' 

http:econ6rni.ca
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n de nuestra econo-

El Gobierno estA consciente 

que la evoluci
6


dmmnda que Honduras cam­
mia y la de otros paises del istrm, 

bie su estrategia de creciniento 
econ6nico, reenplazando la 

por ma.de irportacionesen la sustituci 6 n
producci6n basada al mercado m~n­

de las exportacionesel increnentobasada en los Estados Unidos, al 
que la politica de

dial. Entendemos dichosla-de progralardel ESF, es 
hacer disponible recursos 

fondos para ayudar al sector 
privado del pais recipiente 

cue 
Por io tan­en el exterior.sus productosbusca el mercadeo de en Lenpiras

uso de la asistencia. ESF 
to, se darA prioridad al a L.52 en un tmonto equivalente

sector privadopara apoyar al 
millones, los quo serAn destinados 

para cr~dito adicional a
 

sistema bancario.trav~s del 
el qu(_ atra­djftcil poreste mrmento tan

Al misn) tie.)o, en At i ESVIa asiste:rsto do se solicita queviesa Hc.ndur.-), 
a travds del Presupuesco :acicr al, 

en Leniras, sea carflalizada en gasuos pre­
los L.1.180 millones 

se pueda financiarpara que 
sin violar el Acuerdo de Cr~dito 

Contingente cn 
supuestarios

Esta asistencia al Presupuesto 
permitira al Gobierno
 

el FRML. de proyectos cia desarrollo, que 
asegurar la rapida ejecuci 6 n 

ser paralizados,
de no contar can esta positilidad tendrian que 

de fi­fuerte conponentetienen un
especialmnte aquellos que 

financiadas por la AID
las actividadesexterno;nanciamniento las necesidadesUra vez que

la mnxima prioridad.recibirAn se le "darA prioridad
hayan sido satisfechas,de contraparte y a programas na­externare n te 

a otras actividades [inanciacas 
la Refora Agraria.docowo lo son losde ifportancia 6cionales n de recursos 

Con el prop6sito de flexibilizar 
la utilizaci

que por .vtluo 
el sector privao y pliblico, se soLLci.ta 

entre entrede financiamientoindicadaslas proporcicnesacuerdo 
arboS sccLo,'A; puect'in ser modificavL1'.. 

ol x:1m.Ir lo:;
aqui sol icitada viene a counr ::5 

La aucda para poder atenar el ,-uido
est.i realiZafndo,que el Wbit-,:lo Ka ac :T- i'ua 

que por la depresi6ti econ61-LLca 
dfi~cit fif;c;1 de esto d6licitEl finrncianentoL.415 millones.nagnitud de 

las redidas siguiente:: colo­
parte mdiante se ha planeado en 

caci6n adicional al valor presupuestado 
de L.60 millones de
 

.... 

.
 

!
 

http:soLLci.ta
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fuera del Sistena Bancario,a ser colocadosbonos financieros, vendidosde L. 20 millones que fueran
aderns de la recolocaci 6 n 

de dicho aflo; ahorro de 
en 1982 cow parte del financiamiento 

enel :.:;coen -­
L.72 millones a travs de medidas de restricci

6 

los Ln;vesosdel Gobienio Central; increriento en
presuouestado 

por concepto dcl rendimiento de las
del Gobiernocorrientes 

por un valor de L.33 willones;en el Anexo I,miedidas sefialadas 
deud6, exter­

recuperaci 6 n por concepto de pagos de servicio de 

na realizados por el Gobierno Central por cuenta de Institu­

ciones Aut6noamas L.25 millones. 

de los fondos Lquidetallada 
forrml por escri-Se propone que la distribuci6n 

sean objeto de un 6atendinientosolicitados r-, , . pipr-.
to eritre lo,; dos Gobiernos, -rw ve:, qti lo:; 

De todis for-T!l., el (bie.o d, ,and,':­
taTo sL'in c(i1)lCt., t3if 

suSt;ancial de >- iliza­
ras considera prioritario el ajruniw 

ci6n de finaiici=ricnto externo dispunible por tiedio dc -- '- re­
vapara lo ct l se 

novado 6nfasis en la ejecuci6n de proyectos 

establecido un grupo do trabajo AID/GdeH 
con el proc6s-iLo do
 

de ejecuci 6 nsoluciones a problemsdiagnosticar y recoinendar 
de proyectos.
 

a esta solicitud, nos ee~iiti­
su favorable consideraci6nEsperando 

rios alta consider,,cion, 
mos expresarle las seguridades de nuestra 

0 

CA3, \?,A,,5/3E,-
' 

1..4L2" Preo id.t . ­
cnyi i tr
 

Banco Centrail de .th-
Haciendai y Cr6dito Pu6bniC 
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ADM( I 

TRIBUTARLAS"DE RECALMEC!ON-SDE 'MBJOAWIOMEIAS DEL "PLAI 

Metn
 

Disminuir a 60 dias el atraso existente 
en el pro- Sept. 15sobre venta.1. 	 dc inpuestocesaniento de declaraciones 


listado por coirputaci 6 n
un2. Preparaci 6n rrnsual do 	 Sept. 15o ventas.
de contribuvc.,ntes orisos del im)ues sobre 

3. Preparaci 6n por ccuputador de izi listrda do contri­
la retLl cl 1981'cUyos

buvuyiLv:; di ir:,':.tLO sobre 
exc OLier t,L.5,000 y ro declarg.ron inputs­

• -' 

Seoc. 15 

to L11 100. 


ui l1mite do vent.r; anu.Ie.s mAs alto al
 
4. Establecer 

exi Stcnto pinra 	,iq,:1los .recau(L-idore!; a in'ucsto 
no deben declarar s;u; inr)uestos

sobre vcnt, qut:,, Sept. 15 
n : in, 	 ornanuablm,nte.,,,i , 

pernm­la ley ha co m'w,";iA ,h!eau,',
5. Aplic.',r cont 

so"; 	pt ',l:i (ii)l, du- i()ert ae,ciorl;urar-w:; y La 
15 de septiiihrre, de todn ; los per­

liquid,.citn' .0 
e;dl IiquidIci6n al 

nlisOa; provi,;ian,'1lls pdnirt 
Sept. 15 

30 dc juii' d(I pl-o.,cnte a/io 

tiiqo:' de1Io; do cont rol. en
6. Insc i, ',.0, 	 Nov. 15 

dcp6; it.o:; dc -ilc'hul. 

t.e

7. Disminuir i a '() df.i'; el at r;o :i!; ,() c el pro­

sobue venta:; de declara ­
cesaui,-:rto d, ubpu-'';to 15 
C (lle:;Nov. 
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XECRETARIA DE HACIENDA Y CREDITO PUBLICO
 

REPUBLICA DE HONDURAS
 

N9..........
Tegucigalpa, D. C.. 

9 

ANEO II 

PROGRAA DE RECUPEPACIONES ECONQCA 

PRfGRA AC ION DESEMOLSOS 

(Millones de D6lares) 

Cantidad
Fecha 


15 de agosto de 1982. 19
 

30 de soptier.re de 1982. 17
 

16
30 de novicrbre de 1982. 


http:soptier.re


Hr. Anthony J Cauterucci
 
Director
 
Agency for ;nternational Development (UNOFFICIAL TRANSLATION)
 
Tegucigalpa, D.C.
 

RE: Economic Recovery Program
 

A.I.D. Program No. 522-0230
 

Dear Mr. Cauterucci:
 

1. 	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 to drai, down the third tranche in hard currency, equivalent 
to SDR 15.3 million (L 33 mIllion), on Miay 16, 1983. This is an important 
step in our Government's program of structural adjustment and economic 
recovery which has as Lts purpose restoring the financial equilibria In 
the National Budget and the Balance of Payments. The $38 million in 
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. 

2. 	loweer, 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 their aspirations for Improved health, education, employment, and 
infrastructure. Our co:icern derivcs from the marked deviations that are 
to be observed between the COH/LMF macroeconomic program and our 
projections of the future course of major economic varl,:,les. 

3. 	 The economic situation In 1982 deteriorated byond our expectations; the 
Gross Domentle ,'rodtict decreaoed one percent In real terms, and the 
resulting revenue nhortfatll 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 imports, 
due to a sub;tantial decline in the volume ot our exports and the 
unavailability of commercial bank credit from external sources. The 
situation has not improved in 1983. In accordance with our latest review, 
revenues are now projected to be L 207 million short of the level 
forecast, wlhile there are incre.ning pre'.;?;uren on the Government to 
increase expendituri beyond the 1, 1,180 million level budgeted. Exports 
continue to he depren;,;ed, exte'rnal linen of cridit lave not been
 
reestnblished, and an i1 renult , importn continue to be restricted.
 

4. The Government'n plan for ' nlvi r' thene problemsj and promoting thf. 
reactivation of n a oh meanluresthe econotay ilide vries forceful to 
reduce the Ii*;ckal deliicIt, increane the avaliability of forv.gii excharnjnv 
for the co intry, slnd i'nutlre the v. luability of credit for the private 
sector. The pol,:ien of adjustment agreed to with the I4 will permit 
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in this
 
these objectives to be achieved, and in order to ensure success 


24F
 
regard, plans have been made to follow the measures 

agreed to with the 


as well as additional measures which are described 
below.
 

the Government has undertaken since 
5. In order to reduce the fiscal deficit, 

1982 a program designed to substantially 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
 

Among
 
the stimulus for establlshing a forceful 

and dynamic tax system. 


i) to cancel tax amnesties
proposed:
others, the following measures are 

to continue carrying out, and intensify, our
 for deliquent taxpayers; ii) 


the coming year L 15 million from CONADI
 efforts to collect during 

iii) to streamline the tax collection system by improving the
 debtors; 


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
 

We hope that these measures will result
 
forth in Annex I to this letter. 


in an increase of L 33 million in fiscal tax 
collections over the next
 

regard to the restriction on experitures, the 
year and a half. With 

government guarantees

following measures are proposed: i) to grant 

no more 


to interprises with a majority of private capital 
and to limit guarantees
 

granted to autonomous enterprises to those for 
productive activities; ii)
 

to maintain public expenditures within the 
budgeted limited of L 1,180
 

million; III) to examine alternatives so that enterprises which are in the
 

hands of the Government will be transfered to the private 
sector without
 

causing a financial hardship to the public sector.
 

objective Increasing the availability of 
In order to achieve the of 

foreign exchange, the Constitutional Government 
of Honduras has firmly
 

committed itself to maintaining in effect the Stand-by Arrangement, by
 
term actions
These measures consist of short 
taking all necessiry steps. 


with the foreign commercialcontractedto renegotiate the foreign debt 
in currency by negotiating a 

banks and obtain additional resources hard 
Structural Adjustment Loan with the 

new Arrangenment with the IMF, and 
a credit facility for export financing with the
 World Bank, as well as 


Bv.,k, and additional Balance of Payments Support
Interamerican Development 

In the long term, the generation of foreign exchange will
 from A.I.D. 
depend on our tak!ng mea';ures to maitain and stimulate exports. As a 

reformis to the Mining
first s.tep, the Congres,!; approved in 1982 fiscal 


Code which offer incentives to new investment.
 

incentives, which will 
Currently, we are working on a draft law for export 

to support our effort to increasetrticture; incentivesprovide legal anid 
of financed by A.I.D. is 

non-traditional .xports. A team adv.;ors 

providing terhn! ri I :i.-iO'tare In the development of proposals for 

our law!; wiLth the policies and legislntion of the United
coordititnru 

largest market, opening' new possiblilies when 
States, which repre,,ients our 

In!tintive and Its corresponding legislation are
the Caribbean Basin 
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
 

Moreover, we are
 obtain its approval during the course of the year. 


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
 

This will
 
well as with BANFINAN creditors, is fairly well advanced. 


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
 

In the case of BANFINAN, it is expected that the agreement

of September. 

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
 
In order to
external payments which currently affects the country. 


over foreign debt, the Draft Law for Public
 establish better controls 

Credit will be submitted to the Congress during the month of October.
 

Regarding the credit needs of the private sector, 
which is one of the
 

fundamental objectives of the Caribbean Basin Initiative, 
there are
 

expectations for assuring the adequate availability of credit by means of
 

a continuation of current monetary policies, complemented 
by additional
 

These additional
 
resources provided through the National Banking System. 


for investment in agriculture and industry with funds from
 
resources are 


the L 56
 
the World Bank and the Interamerican Development Bank, as 

well as 


million from the Economic Recovery Program provided uncer 
the Agreement
 

An increase in loans from foreign commercial
 signed in September of 1982. 


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
 

In order to provide greater assurance
financing for the private sector. 


in this regard, we shall take measures to insure that financial
 
In this regard,


intermediation will operate under free market principles. 


the Government warrants that it will not lcwer the current maximum
 

interest 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
 

The.monetary authorities will continue with their current
 resources. 

policies of analyzing quarterly the discount rate and making changes 

in
 

this rate which are consistent with the fiscal and Balance of Payments
 

objectives described previously, as well as the variation of domestic
 

When the Central Bank considers it necessary to make
prices. 

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
 

These resources
 
financing provided under the Economic Support Fund 

(ESF). 


will sopport the Government's Financial Adjustment 
Plan which the
 

Government is currently implementing for the purpose 
of solving the
 

In accordance with
 
problems brought about by the economic crisis. 


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
 

the world
the increase of non-traditional exports to
with one based on 

market. We understand that the policy of the United States 

in making
 

available ESF resources is to program these funds 
to help the private
 

sector of the recipient country which seeks to market 
its products
 

abroad. Therefore, priority will be given to the use of 
the ESF
 

assistance in Lempiras to support the private sector in an 
amount
 

equivalent to L 52 million, which will be destined 
for additional credit
 

to the banking system.
 

At the same time, at this difficult moment through which Honduras passing,
 

rest of the ESF assistance in Lempiras be
 it is requested that the 


channeled through the National Budget, in order that the L 1,180 million
 

in budgetary expenditures can be financed without 
violating the Stand-by
 

This assistance to the budget will allow the
 Arrangement with the IMF. 


Government to insure the speedy execution of development projects, which,
 

to be paralyzed,
if it were not for this possibility, would have 


especially those which have a strong external financing 
component;
 

Once these
 
activities financed by A.I.D. will receive maximum priority. 


counterpart needs have been satisfied, priority will be 
given to other
 

externally financed activities and to important national programs such as
 

In order to streamline the utilization of
 those of the Agrarian Reform. 


resources between the private and public sector, it is 
requested that by
 

mutual agreedL,ent the indicated ratios for financing between both sectors
 

may be modified.
 

The assistance hereby requested will complement the efforts 
which the
 

in order to attenuate the acute unprogrammed
Government is carrying out, 

as a result of the economic depression has reached
fiscal deficit which 


The financing of this deficit has been programmed in part
L 415 million. 

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 which were
 

sold in 1982 as part of the financing for that year; savings of L 72
 

million through measures which restrict the expenditures budgeted 
by the
 

revenue of the Government

Central Government, an increase in the current 




- 5 ­

by the income to be produced as a result of the measures set forth in
 

i the amount of L 33 million; the recovery of foreign debt
Annex I, 

service payments made by the Central Government on behalf of autonomous
 

institutions in the amount of L 25 million.
 

It is proposed that the detailed distribution of the funds hereby
 

requested be the subject of a formal written understanding between the two
 
At any rate,
Governments, once the loan arrangements have been completed. 


top priority the substantial
the Government of Honduras considers as 


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 implementation.
 

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

assurances of our highest consideration,
 

GONZALO CARIAS PINEDA
ARTUO CORLETO HOREIRA 

President
Minister of Finance and Public Credit 
 Central Bank of Honduras
 



ANNEX I 

TARGETS OF THE "TAX COLLECTION IMPROV iENT PLAN" 

TARGET
 

1. 	Decrease to 60 days the delay existing in 
the processing of sales tax returns. September 15 

2. 	Monthly preparation of a computer listing
 

of taxpayers who are remiss in the payment
 
September 15
of sales tax 


3. 	Preparation of a computer listing of 1981
 

income taxpayers whose income exceeded
 
L 5,000 and who did not declare taxes in 1982. September 15
 

4. 	Establish a limit on annual sales which is
 
higher than the existing limit for those
 

required
collectors of sales tax which are not 

to declare their taxes monthly but rather
 

September 15
annually. 


5. 	Apply with.strict 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. 	 Soptembar 15
 

6. 	Installation of control seals on alcohol
 
November 15
storage tanks. 


7. 	Decrease to 30 days the existing dqlay in the
 

processing of sales tax returns. November 15
 



ANNEX II 
ECONOMIC RECOVERY IOGRA 

PROGRAM DISBURSEMENTS 
(HILLIONS OF DOLLARS) 

DATE A4OUNT 

August 15, 198f 
September 30, 1982 
November 30, 1982 

19 
17 
16 
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STAND-BY ARRMNGEMI.NT SUNNARY 

$82 million .(SDR 76.5 million)
 
Amount of arrangement 


Additional resources from the
 

Compensatory Financing Facility
 

(CFF) available upon approval
 
$25 million (SDR 23.1)
 

of'Stand-by 


- Dec. 1983)
14 months (Nov. 1982 

Life of arrangement 


Schedule of Disbursementes
 

Date of Disbursement
 
Source Target Date 


Amount 

(millions of $)
 11/05/1982


32 CFF Approval of Stand-by 

11/15/1982
10/31
Stand-by
16.4 
 04/15/1983
2/15/83
16.4 
 05/15/1983
5/15
16.4 


16.4 " 8/15 
12/1516.4 


Conditionality
 
intent to
 

to be taken before sending signed 
letter of 


1) Policy measures 


Washington:
 

a CY83 budget to the Congress with revenue
 
a) Presentation of 


reform.
estimates based on a tariff 


Require that all international 
payments in arrears have a 100%
 

b) 

the Central Bank.

local currency deposit in 

Bot0i requirement,'; have been met.
Status: 

Board approves Stand-by:
be taken before Executive
2) Policy measure: to 

tariff reform package to the congress.

a) Presentation of 


b) An ndju9tmeInt to SANAA'i rates.
 
on the future course of CONADI in consultation with 

c). A commitment 

the 1BI(D.
 

ENP's rates for services.d) Adjustvmjents to 

Statug: All requirements have been met.
 

http:ARRMNGEMI.NT
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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 I
 
the public


b) 	 Sub-Ceiling on Net Domestic Credit expansion 
to 


sector 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
 

The GOH does not intend to introduce any 
multiple currency


e) 
practices, or to impose any new restrictions, 

or intensify
 

existing restrictions on payrants and transfers 
for current
 
the Stand-by


international transactions during the period 
of 


Likewise, the government does not intend to 
impose


Arrangement. 

any new restrictions, or intensify existing 

restrictions on
 

reasons.
currents fo balance of payments 


None 	of the above measures have been introduced.
Status: 


TABLE 1
 

UNDER STAND-BY ARRANGMENT:PERFORMANCE 
NET DOMESTIC ASSET EXPANSION
 

(million of Lps.)
 

Period
 

Ceiling in force

Perf ormance 


Net Foreign Net Domvsti
Currency 

- AssetsAssets
Issue +
Date 


510 9/30-12/31/82
(138.2) 410.1

10/15 271.9 


(167.4) 443.2

10/31 275.8 


(197.7) 493.5

11/30 295.8 	

510
(154.4) 497.5

12/31 343.1 


505 1/01/83-3/31/83

324.9 (120.8) 445.7


1/31 

2/28 326.6 (129.9) 456.5
 

333.2 (140.2) 473.4 505
 
3/30 	 505 4/01 -6/30
 
4/15 311.5 (156.9) 468.4 


505

314.3 (167.3) 481.6


4/29 

5/31 308.1 (155.5) 461.6
 

505 7/01 -9/30
 

505 10/1 -12/31
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Central 

Date Government 


10/15 623.4 

10/31 622.4 

11/30 640.6 

12/31 716.1 

1/31 717.0 


2/28 709.5 

3/30 651.2 

4/15 653.3 

4/29 646.4 

5/31 690.2 


TABLE 2
 

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

(millions of Lps.) 

Pro 
Performance 


Period
Public
Rest of 
 Ceiling in force
Sector
+ 	Public Sector 


725 9/30-12/31/82
696.9
73.5 

689.6
67.2 

715.8
75.2 
 725
785
68.9 	

730 1/01/83 - 3/31/83

787.8
70.8 
 730
778.4
68.9 	 - 6/30
735 4/01
718.3
67.1 


735
721.1
67.8 

735
719.3
72.9 

735
767.4
77.2 	 9/3)
-
755 7/1 


775 10/1 - 12/31
 

TABLE 3
 

PERFORMANCE UNDER STAND-BY ARRANGEMENT:
 

INTERNATIONAL PAYMENTS IN ARREARS*
 

(millions of $)
 

Remarks
 
Date Payments in Arrears 

9/82 
11/82 
12/31 

30 
25 
-0-

Level at time of arrangement negotiation 

Level after meeting condition a). 

a) -Reduction of payment in arrears bj $20 
million by 12/31/82
 

*IMF Conditions: 
 arrears by 10/31/83

b) Elimination of Payments in 
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TABLE 4
 

PERFORMANCE UNDER STAND-BY ARRANGEMENT:
 

UTILIZATION OF NET EXTERNAL COKMERCIAL CREDIT BY THE PUBLIC SECTOR
 

(millions of $)
 

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


75
 

*Information not yet available.
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Best Available Documnt~l
 

3A(2) - NONPROJECT ASSISTANCE CHECKLTIST
 

app icah' Q-nr3VlV 	 to FAA funds. and 
-riteria linl.eli in Part A ai, 

aThe 	
proqram's funfinl source. In part E 

should be used irresrictive of the 
NolicIhlP to S.peurity Supportinq

distinction if made hetween thp criteria 
Selection 

and the critoria apolicahle to Dvp)opmpnt. A1sstAnce. 
Assistance 

on the funlina r-nur,-e for the proqramr.. 
of thp appropriate criteria will tpeond 

DATE? DENTIFY. Land Titling ProjectIS rOUNTRY CHEfKLIST UP TOCROSS-REFERENCES: 
REVIEWED? Yes. (522-0173)

HAS STANDARD ITEM CHErKLIST BrEN 

A. GENERAL CRITERIA FOR NONPROWECT ASSI.STAN 

FAA Sec 53(h)1. Ap. Unnumbered; 

l.a. Congressional Notification 
(a) Deschie how Commites On Apprn-

1983
submitted July 15,
and House have b)enpriations of Senate 
non­or will be notified concerninq the 

project assi stance, 

1.b. Yes
withir. (OnrAtinnal(h) 	 is aj.U.," 


or internbtionAl
Year Buiqpt) country 

rroortpd to the
orqanization alo,.atinn 
than $1 millionConqress Ior not more 

over that fiqur," olus 10%)? 

2. NO.
 
2. FAA Sec. & .l(a)(2) If furt.hlr l oin-

)ativp 	 artioni-. requird within r,,ipi­

is hnrnir. fnr r,'nSnn­r-nt country.. whtt 

thr nuch rictinn will


able expnct.,t~nn 

to t'rmit nr,l'rlV
he comoetrd in time 


of rPrmo of thpn s.­
Acco-oli shmvnt 
r. ntarce? 

- ti ':;t motPf 3. No.
3. FrA Src. * 09. 

'
()9. Ir..'A'., , i v l y Qi v r nI'(,( i ( | ,. n t l Y 1f,',1 ­

nsa or millt iIt.rrA or­
throuqh rra 3 


no why i Ai ntine=,
qnni7.ntinn-,? I( 
-


nnt %n nivenn In(nrm.itinn -iryi rinn:i
 

wil P r1 ,n1017.iqr­nion whrl hi- i-

.
teqi nn. I ....... Irl mrnt If( '.
 

ri tn'P i" f.it n--wly i nirpeniiefnt rniln­

try. . i f,;jIIli r,, I hr,,lqh miilt i ­

m
with milltilit,'i.il 	 pl.,nr to the mgmiii 

t
eKx'tfl . ,r)ProPI -t ,') 

http:milltilit,'i.il
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The program objectives are
4. 	 FAA !.;-':. OiI (.M): (jini 7.,,:.fft for 4. 
to provide Honduras with i..,e­

eVe orn.,flt ioan.) Tnformjtion and 

diate balance of paym'ents su:.:r­whrthe assistance willroncluni'ons 
 resou.-e.
provide credit
the country to: and to 


encouraq.z effortn of 

to the Honduran private sec:c-.
 

the flul.' of intecnitional
(a) incceas 

The first objective viil have
 

trade (b fotr-rc Private initiative 
a direct impact in facili:atin.
 

foreign trade flovs by enabli.:
 ant co-peiton; (c) en':oraqes.ecelo-

and lan associa-Honduras to buy imports. The 
unons, and r 

endloan assoncla- second objective will provideuntions, (nd ai nqS 
much needed financial resou.tces
tions: (d) .improruraqe monoolist ic 

pra.ties: re) improv e cphnical e(CU- to the private sector at market 

ci enoy of in iit.ry. aq ricultir. ind interest rates. This.in turn 
will improve the domestit allo­e-nm.'r4:te2 .mnud ((I ;tr,;nqthn f re, i.0,c 
cation of. financial resourcestinionn. 

and expose credit recipients to 

. o,Sr.. 60thi. In(orma.tion a.1 re' - free market rates. 

a1lusirin on hiw a .!;i; t.onr- will 
5. Not Applicable
.,nr otr-iq, u.s. pti vo r tril and 

invr:;t;nv, t abroad~ .1f-d FIn,:101r.1n,, :)rivalr, 

U.S. -rticp~'tion in foreirn ,.i'.rin.e 
proqrain.; (incluri- ipq use of orivate
 

trade cha rneIs and the serviores nf J.S.
 

priv.e enterprise . 

6. FAA Sec.. 612(b); 6) (h). Decrihe 	 6. Not applicable
Sec W 

:,r:; takrn to a s.ujre that, to the
 

m. -tmom eytent :ssihle, the coir.itry is
 

C, tributin; or:al currencies to "met
 

. or r 

o' n, I 
t CoSt of ront r.i ie~t and h" 

1, v "'-;. ani f r ,rin ,.,rren:Io f 


try thr ,Initc,I f.i t itv. .%rr, siti it r,.lto
 

r ,,t ,r :i.l. a.l orher.(
in,,,,t thr .n.r n( 

. Oo. the tnit 'i 7, The U.S.- does not ourn excei 
7. V'.A S-: . 612(,I 


Honduran currency.
st Otrp. own Owl:,.''. Cfr,.iun f., rr,-no- .in,1. 


t f -, wt.it ,ir ,,l',''~ ' hotve hor.i nl,
 

(or Lt -. c I 

,.;
S. F Jn rmc;(:.i;i A FIR ; CrIF.CT TAI '.F 

f,ono rO ). Ct rr I t r t., for Fro'oirnjt I . The assistance will: 
support the GOH-IfF agree-ent
-Suo , t FunoILnq 
that seeks external and in:er­
nal economic balance
WiVI this
a. FAA _1 C . How 

sector ef:'..'tJ
support private

ii',t.1'V7C r.1uo,)r t pnrite 

to incrense producticn th::-.,;.
 
foreign e­the provision of 


chng 

U.S. governnrent econ.-ic 

auppo rt it, I kly to - ive 

,C 
.Best Availubh D0CL 1C 

conft! n on t . r . 
.115, v !4-rc 'd", i,:* r.,':. ,', \ 

http:FIn,:101r.1n
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2. r l rtrn [r litnDv~nm 

Assi stance 

a. 

b. 

TA\h Sec. S02(c)p ec. 1li1 Sec. 

281a. Fxt ent to which activity 

'1" (1) effectively involve the 

poor in evelopment. hy e ltenvnq 

access to economY at local level, 

increasinq labor-intensive pro, uc­

tion, .preadinq investment out from 

cities to small towns and rural 

areas; And (2) held develoP coope­

ratives. arM .t rural And urhan 

poor to helP themne lveS toward 

hetter life. and otherwise encour­

aqe democrati private and local 

qovernment insti tutions? 

F1A Sc. lfl, 0h 104, O , 106, 

107. asJi. sanc, bing made a­

valAhlp: /inclyude only applicable 

paraqrAph -- e.g., a. h. etc. -­

whilch corr P 3nn.S to r r ces of 

funs usird. Tf more than one fund 

source is used for assistance, 

include relevant paraqraph (or each 

fund suurce./ 

(1) Z103/ for aqriculture, rural 

development or nutritior11 if 

so, extent to which activity is 

specificallY i,s iqned to In­

r .r praeiiictivit aV.. i n - Om e 

of rural poori zLlf AI if for 

aqricultural reseArc h, Is full 

account t.,ken of n e- of 

2.a. 

2.b. 

(1) 

N.A. 

N.A. 

N.A. 

(2) L 0 4/ for population planninq 

or hPalth: if so, extent to 

whirh Arivity rxt end5 I)w­

n-, . In rIfqt ,IA ,E'(1 ,10. 1 vs I y 

e' .m.. i n PiEiivioil- h.", I h MAi. 

(,iml I/ 10o.nln% nn net v 'i . , 

,o.I ,i, y o) rurnl .rr'A .5 n id 

o,, fI eent tnwhich ,sr.,i st-

Inrvc q1Ver' attrntion to Inter­
rrel.% in ' i r ~h l p llrtwrrn ( A) PnDpI­

(2) N.A. 

lat i,)In ,ircowt 11 a.ind 

prnt .1%,i nv,, r.-s 

(lt) ,ve )op­

imtorovyerrent 
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in livinq ctardarda in de­

veI npi n countries. is ac­

tivity ripqned to huild moti­

vation for small families in 

proqram. such as education in 

and out of school. maternal 

and child h,alth services, 

aqriculture production, rural 

development. and asnistAnce to 

urban poor? 

(3) LTOS± for rduratinn. public 

ardministrAtiOn, or human re­

sources developmenti it so. 

extent to which Activity 

strenqthona nonformal educa­

tion. makrs formnl oducatinn 

more relevant, esPeci allY (or 

rural fnmilie and urhAn poor. 

or "ptrenqthens manaqempnt ca­

pahility of int i tut ions Pna­

hlinq the poor to participate 

in developments 

(3) N.A. 

(4) LT0 67 (or trchnical as-zist-

ance. enerqy. researrh, re­

construction, and selected de­

veloonent problems i if so. 

extent Activity iS: 

(4) N.A. 

(A) to 

prnhlrmi 

hrlP alIevlnltf' olnorqy 

(h) rernr 
tmral or 

.lu tinn .f( t 
lrAIPiV ste'r 

r 
t 

na­

(c) (or -Eor, ia1 dovevrl rtent 

prohlem, and to onahtle p(opor 

uti i ation v f earl ier U.S. 

lnf rA strurture, etc., a nst­

.i nc' I 

Wd) (no 
v , .I -, i ,mr n t 

protAM'm 
, c r 

n( tirhan sP­
o7 A.e. I I Y -1ma tI1 

l.1- or-i nt en,ive enterpri ses. 

mArktirvl -ys-'rm r .. and finmn-

VI .0 -r nthe i 1 mtifutiont to 

I,0-IP ,ioth, ,pn,,( lArtirIo atC In 

o C)t. #Fkr I nri 'Ci AI develOp­

'It 
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(5) 	Z107/ 1w qrants for coordinat-

ed private effort to develop 
di nemi nate intermediateand 


technoloqis appropriate for
 

developinq countries. 

c. 	 FAA Sec. 2071 Sec. )13. Fxtent to 

which asistance reflectr appro­

encourao­priate emphasiS on: (1) 

of democratic.inl development 

And social
economic, political, 


(2) self-help in
jnstitutionst 


meetinM the rountry's fopoi n rdrl 

(3) 	 i mprovi nq avatlAbility of 

in the coun­trained worker-power 


try; (4) proqrams desiqned to meet 

health needss, (5)the 	 country's 

areas of economic.other important 

development.politicAl. and .ocil! 

includinq indu-.tryj free labor 

vf,, an, Voluntaryuninns. co11I8ti 
Ond corn-AqPric) e'. tiansuortation 

munication planntnC AnM pjhlic ae­

urban" rvr Iooment',mini.trationt 
and mo'erni.AtlOn Of existing laws; 

or (6) intearAtInq women into the 

national econo­recipient country's 


my.
 

d. 	 FAA Sec. 281(h). Df-hcrihe extent 

i r'e the
ItO 	 which prn(1r, m rerr.n r a ­pa rt ir tiln r n ,,,.11%, Arn i rr , anfi 

pArti", Of thr ptnole of the rin­

cnontry' intri­try; iit i %7r1 tho 
Pct i, 1 , 'r ,', to rn-oir.oqr in,­

titutin.1 ,Irvrrnpvmentli a nd ".uP-

port!. 'ivic r,Jcation ani tr,%Ininq 
ro-qui rpd (or effectivein ski I1I 

r n n a Ipartict bt)( Ion In qovpf t arvi 

rr,.,Pnt IA to
poitIcal )roce .sCF 

se I -qrivr nmI.rn . 

1 -114)1ee.IrtA . .. 111 i -(4)- .n, 

dSe*c. nfli r): ~rc.211 (M( I )j nL.± 

-(fli, r~or< thp nqtiV)ty Qive rea­

i.r rrm of Cin', ri ut Inq tornn.%b ,' -.-
reinur­th% drlvrlq.,rnt ^f ornfiumiC 

c',, nf in the in:rqre 'r of DrouC­

(5) 

C. N.A. 

?1 

d. N.A. 

lM I 

lg4 

N.A. l 
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tive capacities and self-sustaininq 
economic qrowthl or of educational 

or other institutions directed to­

ward social proqrres? Is it relat­

ed to and consintent with other do­

velopmrnt Activities, and will it 

contribute to realizable lonqranqe 

objectives? 

3. 

f. FAA Sec. 201(b)(6); Sec. 211(a)(5). 
(). Inforrmatinn and conclusion on 

possible effects of the assistance 
on U.S. r"nnomy, with special refe­

rence to areas of substantial labor 

surplus, and extent to which U.S. 

commodities and asnistAnce are fur­

nished in a manner consistent with 

improvinq or safequardinq the U.S. 

balance-of-payments position. 

Nonprojrct rriteria for Develooment 

f. 

3. 

1.A. 

N.A. 

Assistance (loans only) 

a. FAA Sc. - 201(h) (1). 7nfnrmation 

and con'lusion on avai lability of 

fi nancinq from other free-world 

sources, includinq private sources 

within the United States. 

b. FAA Sec. 201 (b)(2)a 201 (d. Infor­

mation and conrltinion nn (1) rapa­
c'ity n Iht rom,:lI lry Ic ro'l,.1y t he 

loan, incIui ni reaOnAhlIJekS of 

repayment prospects, and (2) rea­
.ona beness and leqAli ty (under 

laws of country 
of lendinq and 

and Uni ted States) 
relendinq terms of 

the loan. 

C. FAA rec. 201(c). ITf loan is not 
made purSuant to a multilateral 

'pl.,n. ,and t he Amnunt of tht loan 

exr',,nel , in0 .no , has rotint ry ,sih­

mi t -I, -, All) In ,prl irAt inn fnr 

::ticrh ( , ', tosqvt.h' r witlh .t.P;eerdnC. 

to indirlte th.it fionzti will he ur.rd 

in .n 
sotnd 

,,vi,,mtc, ly 
mn.annr r 7 

and technically 
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d. VAA SrT. 2.n2(). Total 
money under loan which Is 

amount of 
qoinq di­

reetly 
qninq 

to private enterprise, is 

to intermediate credit insti­

tutions or other borrowers for use 

by private enterprise, is boeirn 

used to finanne imports from priva­

te sources, or, is otherwise beinq 

used to finance procurements' from 

private sources? 

4. Additional Criteria for Alliance 4. N.A, 

for Proqress 

L4ote: Alliance for Proqre.l.k a­

sistance should add the followinq 

two items t6 a nonoroject check­

list./ 

a. FAA Sec. 21 1,1 )-(B). Dops as­

sistance take into account princi­

ples of 
ter of 

the Act.of Bogota and Char-

Punta del Fstei and to what 

extent will the activity contribute 

to the economic or political inte­

qration of 1.atin America? 

b. FAA Sec. 251(h) (8)i 253(h). For 

loans, has there been taken -into 

account the effort madr by re.:ip­

lent 

i nv r 
nation 

,t1 in 

to repatriate capital 

other Cnuntrie? . by 

their own citizrnr.? Yr. 

nirttl.nt wilh thr fineiinni 

loan 
)ni 

con­
tor­

ninmrndatinnn of t.htr nt rnr-MWricAn 

C,)mmitt-. for thry. /lliance for Pro­

qress (now "CrPCIES", the Permanent 

Executivp Committee of the OhS) -in 

ir. mikial revirw nf national l-­

velopment activities? 
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TABLE D-5
 

CENTRAL GOVERNMENT BUDGET
HONDURAS: 


Current Revenues 

Current Expenditures 


Additional unbudgeted 

expenditures 


Current Savings 


Capital Expenditures 

Net Lending 

Overall Deficit 


Financing 

External (Net) 

Internal (Net) 

Banking System 

Bonds 

Unfinanced gap 


(Millions of Dollars)
 

1982 1983
1981 1982 

BUDGET
ACTUAL IMF PROGRAM ACTUAL 


378 485
371 416 

474
-433
-415 -426 


..--

iI
-"-10 55 


- 84 -108 -113 	 -228 

- 61 
- 75 -103 -117 

-278
203 -221 -285 


285 278
203 221 

138 233
113 126 


45
147
90 95 

(25)
(79) (75) 

(20)
(11) (20) 


1983
 
PROJECTION
 

365
 
472
 

4
 
-

-155
 

-130
 
-119
 
-404
 

404
 
150
 
45
 
(25)
 
(20)

209
 

Ministry of Financet IBRD, AID
Source: 
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TABLE D-5A 
Page 2 of 2 

1979 19)80 191 19.92 2 

7 1tic 

Vs Ilor 
Vn1l'Im-ii 
Pr,(: in 

1.i hr.i., 
21.9 

36,663.0 
0.60 

20.0 
32,3467.0 

0.62 

24.5 
33,177.0 

0.74 

29.9 
,5,0/111.0 

0.65" 

1.2.9 
50,000.0 

0.71 

AY'ZICAR 
V.1 or 
Vnlu,,'n 
Pr:r i n 

,AMlfI(OINES y 
V! Inr 

'',1itr 'ii 

'refr in 

1 ilo. 

I.AfliqosrAS 

k iJ:: 

26.6 
55,223.0 

0./48 

48.5 

2,6A4.0 

18.08 

58.7 
81,473.0 

0.72 

46.8 

3,273.0 
I/,.31 

93.1 
83,053.0 

1.12 

52.5 
3,61,5.0 

141.410 

119.0 
96,057.0 

0.51 

55.9 
3,594.0 

15.66 

180.!, 
90,909.3 

0.41, 

3,70.A 
16. f,I 

I 'gAl;I 
Var 
Vr, 1unon 
Pr-ci o 

k i t: 
24.2 

4,493.0 
5.39 

27. 4 
4,566.0 

5.99 

26.7 
4,/17.0 

5.95 

71.5 
3.170.0 

6.79 

21. 
2,821. t, 

7.A,7 

!i-

';lt-T^I. 

1;I1IfIUToS 

1,187.5 

277.5 

1,294.4 

3149.8 

1., 196. 6 

31n. 6 

1,087.1 

235.0 

1,(' 

1. 

TMFAL. 111 NEJ.S FOI ,..n 1 1.5 __. 2 1 

I/71 1're'Mimiiinir 
P,,vr~c i :, 

T.':..,,, ;:-Illi. D.C. 11 (inmnyo d.l19511 
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C1l7 I 1. lONDrIAS PO1 SFCCTOJIM.S NAIIWAIhPORTACIONE'S (IilI.Ioner, tie lenpira. ) 

1979 1980 iRt 1982 1983­

cion 113.3 171.1 154.6 1I6.f8 125.20. 	rodcth:os aimnti 


I0.3 8.8 l4.0 W.5 9.3
 
1. llehbd., y t1hco 

15.1
19.7 14.1
19.2 22.2 

2. I:teriinl q crmint no comnwstibl1e 

7(17 .0226.0 7142.3 326.41 341.1 
3. :, h i .i v. lih ri. ; Le. 


4l. . * IuI * n"I.aitL"c..' dl: nr"i p.cl vegCetl
 
0 23;3 22.7 1O.8 II.f,1:.7
.i1 

271s..332.2 256.1275.5 308.6 

5. I'rnlt'ctlo: rptrnirt's 


f6. Artfi:tillis' mailrt.- 1t1ur:ialnl' ser.1n ci	 412.0 .O7i.6 1 111.11392.2 423.8
t.ter 

293..'
494 .2 600.9 496.2 271.' 

7. 11 i-Iiiiuu;wri n y mal vi ia:1 #If Ltr:in:porte 


n 116 .1 13416.8 138.1 l).'
 
n. Pwtli .*i," rvli i ' .I :liif'r~ 

n. i I'" vViv , .'. . i *l . 
.6 7 .03.2 7..I 

1,,(,3.9 .. 3fl. _ 2_O..0 . .Q I,0, ,.(
T 0 T A I. 	

­

1,696.3 t,591.6 1.093.7 1,159.
1.31.9
Totl menon secriIn '1 

I
./I:.i', 


-. l *tatj'ipn,.-*:.-,-.-." :1 (' t.. 	 I'l 



9 o 
TAL -6Pg 


2 U 9; i:
4' '.. 

Ejv,.rD130BALNIZA E 

9..... " .......
 
-" 


1981 19.32197'9 1980 r
 

-67_.0. .Y SERVICIOS -42.0 . ,. 
..
... 


A. p :. de Mercad. Y Servicios , • ,. .. $ ,.. . 

I. Eyporac.de ;:'ercad. F0B5b/ r IbT7l .. 1..8 J2.9
 
2. Flete y seguro s/mercadeFras 13.0 16.3 


. .
 
. 41.7 49.0 61.0 50.0 7,3.Gastos de viaieros 48.5 35.8 30.1
39.4 


4. Dlvidendos e intereses 
 17.5 1.0
13.4 16.1 

5.Transacciones del Gobierno 109.7 10
 , 97.9 104.7 
6.Otros conneptOs 


. 7 .
2,143.4 2611.5, 2,466. .76 2 


B. Importacifn de I.ercad.X Serviclos 
 7001537--1.­1,566.8137.1 11908.' 1197.2.

1.. Imporraci~n'de mercaderfas Fb 170 153.7 1-.0 E

137.1

2. Flete y seguro s/mercaderfas 
 53.5 45.7
57.4 62.. 

3. Gastos de viajeros 
 155.4. 87.3 

4. Retribuc. alas nvers. extjs.directs. 136.2 

90.0
 
"
255.0 33.
144.0 200.1
5. Intereses s/la deuda Ext. y otros 112'.Zi i.'c., ...
, 0!o.­• ,07.:6
95.56.4 07.4
Otros conceptos + 
~~7. 6.Transaccilones del Goblerno 


55.0 50.040.9 43.0 
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Annex E
 

Implementation Schedule for Tax Administration Improvement 
Plan
 

Target Date
 

1. 	Reducing to 60 days current delays in the
 

the processing of sales tax declarations.
 
Sept. 15
 

2. 	Preparation of monthly computer listings of all
 

businesses which have failed to present a sales
 
next. 	 Sept. 15
 

tax 	declaration from one month to the 


3. 	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.
 
Sept. 15
 

4. 	Raising the yearly sales ceiling for those
 

establishments which declare sales taxes
 

yearly instead of a monthly basis.
 
Sept. 15
 

5. 	Liquidate all outstanding temporary import permits
 

as of June 30, 1983, and excercise strict controls
 

over the issuance of such permits.
 
Sept. 15
 

6. 	Complete the installation of.seals in at least
 

70% of all alcohol storage tanks in the hands of
 

-private industry.
 
Nov. 15
 

7. 	Reducing to 30 days current delays in
 

the processing of sales tax declarations.
 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
 
9,300,000


Counterpart support for A.I.D. projects: 


- Aguan Valley Electrification (522-0138) 	 416,000
 
400,000
- Agricultural Research (522-0139) 


2,219,000 (1,719,000 Disbursed)
- Rural Technologies (522-0157) 

925,000
- Agricultural Sector 11 (522-0150) 


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

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

- Rural Primary Education (522-0167) -.
3,800,000
 
35,000
- Rural Housing (522-0171) 


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

- Soall Farmer Coffee Improvement (522-0176) 200,000
 

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

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

to support
The GOI! is disbursing these funds to PVO's 


in the GOH Budget. The most important are:
activities included 


PVO Activity
 
CARE Agriculture & Health 1,580,000
 

Aldeas SOS Education 300,000
 
200,000
Honduran Red Cross IleaIt' 


Panamerican Agric.
 

School Agriculture 200,000
 
920,000
Other PVOs 


3,200,000 (895,500 Disbursed)
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5,000,000

Financing of new PVO projects: 


These funds are being-administered by the Mission for
 

new PVO activities. To date the following amounts
 

have been allocated:
 

Project 

Horizontes de Amistad 

PVO 

Horizontes de Amistad 

Amount 
100,000 

Training of Migrant Youth 

FACACH Credit Coop. Dev. 

Aldeas S.O.S. 

FACACH 

200,000 
282,000 

ANACH Admins. Consolidation AIFLD 200,000 

Small Farmer Agric. Dev. Proj. 

Bay Islands Dev. Proj. 
Integrated Pest Management 

Vocational Training and Prod. Prog. 

Partners of America 

PADF 
PanAm. Agric. School 

Hogir Amor y Esperanza 

870,000 

470,000 
310,000 
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.
 

2,500,000
Counterpart support for IFI financed projects: 


2,300,000 of these funds are financing a GOH advance to the
 

construction company building the Ceibita-Santa Barbara-


San Nicholas road which is 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.
 

L.20,000,000
TOTAL PUBLIC SECTOR 


PRIVATE SECTOR
 

The private sector component of the local currency program
 

Is designed to provide credit to finance working capital
 

for various productiv* activies. The specific components of
 

this activity follow:
 

Credit for cooperative basic grains production 3,500,000
 

the Central (Disbursed)
This line of credit was established at 


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).
 

500,000
Production Credit for Cooperatives 


This line of credit was established to finance
 

productive activities of cooperatives.
 

It Is 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 


A L 48 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 
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4,000,000
 

48,000,000
 

(15,114,700 Disbursed)
 

L 56,000000
 


