PD-AAP- (3T

UNCLASSIFIED

pape A AR S

UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D. C. 20523

EL SALVADOR

PROJECT PAPER
INDUSTRIAL STABILIZATION and RECOVERY

AID/LAC/P-198 Project Number:519-0287

UNCLASSIFIED






UNITED STATES INTERNATIONAL DEGELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20523

ASSISTANT
ADMINISTRATOR

PROJECT AUTHORIZATION

Name of Country/Entity: El Salvador

Salvadoran Foundation for Economic
and Social Development (FUSADES)

The Government of El1 Salvador (GOES)

Name of Project : Industrial Stabilization and
Recovery
Number of Project : 519~-0287

1., Pursuant to Section 531 of the Foreign Assistance Act of 1961,
as amended, I hereby authorize the Industrial Stabilization and
Recovery Project for El Salvador, encompassing a grant to the
Salvadoran Foundation for Economic and Social Development (FUSADES)
and a grant to the Government of El Salvador (GOES), and involving
planned obligations not to exceed Nine Million Four Hundred Sixty
Thousand United States Dollars ($9,460,000) in grant funds over a
three year period from date of authorization, subject to the
availability of funds in accordance with the A.I.D. OYB/allotment
process, to help in financing foreign exchange and local currency
costs for the project. The planned life of the project is 36 months
from the date of initial obligation.

2. The project consists of technical and financial support to
develop the capacity of El Salvador's private and public sectors to
provide policy support and technical assistance, technology
transfer, and training services to exporters of non-traditional
products to extra-regional markets.

3. The Project Agreements, which may be negotiated and executed by
the officer to whom such authority is delegated in accordance with
A.I.D. regulations and Delegations of Authority, shall be subject to
the following terms and conditions, together with such terms and
conditions as A.I.D. may deem appropriate.
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a. Source and Origin of Commodities, Nationality of Services

Commodities financed by A.I.D. under the project shall have their
source and origin in the United States or in member countries of the
Central American Common Market, except as A.I.D. may otherwise agree
in writing. Except for ocean shipping, the suppliers of commodities
or services shall have the United States or the member countries of
the Central American Common Market as their place of nationality,
except as A.I.D. may otherwise agree in writing. Ocean shipping
financed by A.I.D. under the Project shail, except as A.I.D. may
otherwise agree in writing, be financed only on flag vessels of the
United States.

b. Conditions Precedent to Disbursement

Except as A.I1.D. may otherwise agree in writing:

(i) Prior to any disbursement, or the issuance
of any commitment documents under the Agreement with FUSADES,
FUSADES shall furnish in form and substance satisfactory to A.I.D.:
(a) A statement by FUSADES which indicates that it has initiated or
will initiate a reorganization of FUSADES to enable it to undertake
an expanded program of activities; and (b) A statement by FUSADES
which indicates that it has appointed or will appoint an Executive
Director who can assume executive responsibilities for FUSADES' new,
expanded activities.

(ii) Prior to any disbursement, or the issuance
of any commitment documents under the Project Agreement with the
GOES to finance any discrete activity, the GOES shall furnish in
form and substance satisfactory to A.I.D., a complete description of
such activity which shall include, but not be limited to its budget
and implementation schedule.

(iii) Prior to any disbursement, or the issuance
of any commitment documents under the Project Agreement with the
GOES to finance any implementing entity for an approved
activity(ies) under the project, the GOES shall furnish in form and
substance satisfactory to A.I.D., a statement of the name of the
person holding office in said entity and legally empowered to act
for said entity with reference to the Agreement.
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c. Covenants

The Cooperating Country and FUSADES shall each covenant that A.I.D.
will be able to brief and debrief consultants, participants and
invitational travelers financed under the Agreements and will be
furnished copies of reports produced by such persons.

Victor M. Rivera
Assistant Administrator

Bureau for Latin America
and the Caribbean
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PROJECT SUMMARY AND' RECOMMENDATIONS

A, Recommendations

USAID/E1 Salvador recommends the authorization of a $9.45 million grant
for the support of Export and Investment Promotion efforts to be made by
the private and public sectors of El Salvador,

b. Summary

El Salvador's GDP expanded by an average 5.4 percent per year between 1960
and 1978, This growth was based primarily on investment and exports of
traditional agricultural products tc¢ extra-regional markets and of
manufactured goods to the Central American Common Market (CACM). After
1978, however, the worldwide recession reduced international prices for
agricultural commodities and decreased demand within the CACM while the
civil conflict resulted in the destruction of crops, and infrastructure..
From 1978 to 1983, El Salvador's per capita GDP and exports both decreased
by approximatly 35 percent, unemployment and underemployment rose to
nearly 40 percent and the country experienced significant political and
social unrest,

The new government elected in May, 1984 faces the challenge of
reactivating the economy in the midst of a protracted civil conflict and
an international economic situation which does not favor the bases upon
which earlier Salvadoran prosperity had been bullt,

A broad consensus exists in the GOES and the Salvadoran private sector
that the expansion of non—traditional exports to extra-regional markets 1s
the best means of reactivating the Salvadoran economy and of establishing
the basis for sustained future growth, The reorientation of the vigorous
Salvadoran private sector to those markets, particularly to the U.,S.
market under the advantageous terms of the CBI, is one of the major
objectives of the riew Salvadoran government. This project provides
support for the export and investment promotion efforts of the GOES and
the Salvadoran private sector for industrial stabilization and recovery.

The project goal is to generate employment, income and foreign exchange
for E1 Salvador. :

The project purpose is to develop the capacity of the private and public
sectors to provide policy support and technical assistance, technology
trausfer, and training services to Salvadoran exporters of non-traditional
products,
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A.

Through policy develeopment and technical and financial assistance, the
project will support the GOES' effort to develop a strategy for export and
investment promotion and activities related to implementation of that
strategy. Included in these activities vill be the revision of related
laws and policies, the establishment of improved support mechanisms and
the reactivation of the San Bartolo Free Trade Zone,

The project will also finance the creation of a trade and investment
promotion service (TIPS) within the organization of the Salvadoran
Foundation for Economic and Social Development (FUSADES), a non—-profit
private sector organization, This service will provide technical
assistance at the enterprise level to specific export projects whose
objective is generation of non-traditional exports to extra-regional
markets., FUSADES will also provide export related information and

technical assistance to businessmen through business associations and will. . .

perform studies related to economic reactivation through non—-traditional
export and investment promotion,

The Mission will sign a Project Agreement with the GOES and a Cooperative
Agreement with FUSADES, The Ministry of Foreign Trade will be the primary
implementing entity for the project's public sector component. However,
in policy development, the Ministry of Planning will be the principal
coordinating entity. FUSADES will have overall coordination and
management responsibility for the private sector component.

The total cost of the Project is $15.3 million. A.I.D. will provide $6.9
million in project grant funds for the private sector component and $2.6
million for the public sector component., An additional $5.2 million in
local currency from the USAID's Economic Support Fund (ESF) balance of
payments program will be made available as counterpart to cover local
currency costs of the public sector component, Iincluding costs related to
rehabilitation and expansion of the free trade zone and implementation of
organizational improvements in the Ministry of Foreign Trade.
Participating institutions will provide an additional estimated $0.7
million in local currency in the form of cash and in-kind contributions.
The 1life of the project 1s three years.

BACKGROUND AND RATIONALE

El Salvador's Macro-Economic Situation

The Salvadoran economy has been badly shaken by a variety of internal and
external political and economic factors during the past five years, Armed
conflict, acts of terrorism, the world-wide economic recession, contraction of
demand for exports within the Central American Common Market (CACM), the
increased price of imports and the overvalued exchange rate are among the



principal reasons for the decline. Together, these forces have drained
international reserves, reduced fiscal revenues, constrained bank credit and
devastated the productive sectors, In addition, they have generated negative
impacts in other important economic activities such as private investment,
external credit availability, and other capital movements,

El Salvador's economy has traditionally been dependent cn a few subsistence
crops and the traditional export crops of coffee, sugar and cotton, The
formation of thae CACM in 1960 stimulated the creation of manufacturing
enterprises based on import substitution and participation in the Central
American Common Market. The strategy sought to attract private investment in
industry by providing protective tariffs and other incentives. The
industrialization strategy, together with the growth in traditional
agricultural exports, was successful in fueling rapid economic expansion
during the 1960's and 1970's. Real GDP increased an average of 5,42 per year
between 1960 and 1978, Annual growth in the industrial sector was also rapid:
it averaged about $% during the 1960's and about 6% during 1970-1979,

Exports and investment were the main engines of growth, Investment grew
faster than GDP, and the investment/GDP ratio increased from 14% in 1960-1962
to 23% in 1976-1978., Investment was financed mostly out of domestic savings
which increased from 12% to 20 of GDP, While savinge grew rapidly, per
capita real consumption was restrained: the GDP share of private consumption
declined from 78% to 68%., The other growth factor, exports, also increased
its GDP share from 22% in 1960-1962 to 367% in 1976-1978., Manufacturing
exports became significant--about one-third of total exports.

The positive macro-economic performance masked serious structural problems
that were already undermining the future, including: a) the continued
dependence on the export of a few traditional commodities; b) the gradual
reduction of import substitution opportunities for finished goods; c)
diminishing opportunities in agriculture as the country's limited territory
and natural resources required higher levels of costly inputs to increase
production; and d) the establishment of industries that are relatively
inefficient and not well suited to compete in world markets, that rely heavily
on imported inputs and are dependent for expansion on a growing regional
(CACM) market.

During 1978-1981, however, the CACM became a shrinking market and El
Salvador's economy experienced a serious setback as both private sector
uncertainties and political violence increased. The 1981 GDP was at about the
1974 level, following an 18% decrease from its peak 1978 level., Both
investment and exports experienced declines of about 60% and 17% respectively
from their 1978 real levels. As a percentage of GDP, Investment averaged 13%
and exports averaged 337% during 1979-1981. Moreover, these ratios show a
deteriorating trend; by 1981 investment was 12% and exports 267 of GDP,
Consequently, between 1979-1982, exports dropped by about 25%.



Five principal factors—-lower commodity prices, the overvalued coldn, the
impact of the agrarian reform ou cotton and sugar production, the guerilla
conflict, and trade difficulties within the CACM--adversely affected the
performance of El Salvador‘s exports In recent years, Coffee exports reached
a peak level of 207,000 metric tons in 1979 but declined afterwards, reaching
about 150,000 metric tons in 1981, because of production problems and lower
coffee prices. Cotton exports showed a sharp deterioration in 1979-1981 as
production decreased, due to the impact of the agrarian reform and civil
strife. Sugar exports had not overcome the negative impact of low
international prices during the late 1970's when this activity experienced the
impact of the sgrarian reform (which affected most sugar mills), the
nationalization of sugar exports, and violence. As a result, sugar production
and exports dropped sharply, Manufactured exports have had difficulties
because the CACM, El Salvador's principal market for these exports, became a
contracting and unreliable market in recent years. The recession in the
industrielized nations triggered a reversal in the terms of trade of El
Salvador and its partners in the CACM and led to a reduction in demand for its
ron-traditional products to that market. Payment difficulties among the CACM
partners and tensious in the region further disrupted the market, which was
already exhibiting diminishing growth possibilities. Finally, the lack of
financing, originating in the lack of foreign credits from foreign banks and
suppliers, as well as private capital outflows, adversely affected El
Salvador's manufactured exports,

The decline in exports resulted in further contraction of production and
income and increasing open unemployment. Open and underemployment, estimated
to be at least 40 percent, constitutes one of the most pressing problems for
El Salvador at the present time.

B. Significance of Non-Traditional Exports to Economic Recovery

Agriculture continues to be important in El Salvador. This sector accounts
for approximately one-fourth of GDP, employs over one-half of the economically
active population, and generates roughly three-fifths to three-fourths of
total export earnings. Agriculture's role as the mainstay of the Salvadoran
economy is perhaps best reflected by the fact that historically the country's
level of economic activity has been determined primarily by the price
fluctuations and production shifts of its traditional commodity
exports-—-coffee, cotton, and sugar, Currently, export crops are affected
adversely by unrest, uncertainties about future land reform efforts, and low
export prices.

For E1 Salvador, with a small open economy, export growth is the lifeline to
economic stabilization and recovery. The economy, however, cannot continue to
depend on traditional exports for generating and sustaining dynamic growth,

It needs to Iincrease and diversify exports, especlially those of non-— ‘
traditional goods. Industrial, agro—industrial, and non-traditional
agricultural production and exports need to be generated. Because the CACM is
no longer a viable growth market for non-traditional manufactured goods, new
and more competitive markets will have to be penetrated. To do so, businesses
will have to become more efficient in their production and marketing. In



order for this economic reorientation to happen, the necessary production and
marketing know-how--commercial and market information, new technologies and
techniques, linkages between producers and new markets—--have to be developed
and supported.

The Caribbean Basin initiative (CBI) represents a great market opportunity for
new non—-traditional exports., However, Salvadoran industry is not in a
position to turu easily to the export market in the U.S., in large part,
because the required know—-how and government policy support framework to make
that happen is inadequate, The Government of El Salvador (GOES) and the
country's productive private sector will require assistance to develop more
favorable conditions for implementing a new, export-led growth strategy which
can take advantage of new, extra-regional markets such as the U.S. through the
CBI.

C. The Role of El Salvador's Industrial Sector to the Recovery Effort

USAID analysis of El Salvador's comparative trade advantages indicates that
non-traditional exports to extra-regional markets are feasible, The analysis,
discussed in depth in the Project Identification Document (PID), discloses
that the nation's agro-industries, textiles, leather goods, and metal working
manufactures have particularly strong comparative advantages. Promoting the
production and export of such products is thus a practical approach to
industrial stabilization and recovery.

The economic consequences of a non-traditional export--led recovery of the
industrial sector would be highly beneficial. For example, the restoration of
the 1979-1980 level of activity would create an estimated 7,000 to 8,000 new
jobs and more than $100 million in foreign exchange earnings.

The revitalization of the San Bartolo Free Trade Zone would constitute a
significant impetus to new industrial activity. Established in 1974, the zome
had attracted 14 firms by 1978. All but three were foreign—owned firms
employing Salvadoran workers in labor-intensive drawback operations for export
to the U.S. under the advantageous terms of Tariff Articles 806/807 of the
Generalized System of Preferences. Today, only five exporting firms continue
to operate in the zone.

The GOES has expressed an interest in improving and upgrading the zone to lay
the basis for attracting new investments. At present, seven firms have
requested or have shown interest in acquiring zone facilities. Not all of
them, however, are Interested in exporting to extra-reglonal markets. A
strategy is needed for revitali7Lng the zone and attracting Jocal and foreign
private investment for expanding’ free—zone,pxnéacfion for export, within the
context of El Salvador's difficult circumstances. The large capital
investment has already been made in land, infrastructure and buildings.
Expansion of the zone, through new shell construction and basic
infrastructure, could support employment of 13,000 to 15,000 people. The five
comnanies in the zone voday--which have lasted through the troubled years——-are
excellent endorsements for the advantages of both the zone and El Salvador as
a location for industrial plants.



The presently poor climate for local and foreign investors precludes major
industrial expansion in the immediate future. To promote growth in the medium
term, however, a longer term development strategy must be initiated., Growth
prospects beyond 1985 will depend, to a large extent, on significantly
accelerating manufacturing growth for export to non—-CACM countries, as a
source of employment and foreign exchange. El Salvador's industrial sector,
with its strong entrepreneurial tradition, can, with assistance, spearhead the
new export drive, There are indications that businesses in El Salvador are
already initiating expansion or exploring such activity, For example, despite
ongoing tensions in the country, Texas Instruments and AVX Ceramics, which
have plants in El1 Salvador, are gearing up to expand their operations., 1In
addition, other small and large businesses are striving not only to maintain
production but also to invest for improving productivity. In the three months
that the International Executive Service Corps (IESC) started a program in
country, 20 technical assistance projects have been initiated. This reflects
a significant demand for technical services for improving and developing
private enterprises, Thus, a program for providing assistance to El
Salvador's industrial sector can and must begin now. This is particularly
crucial given the present high unemployment, the expected growth of the labor
force, and the limited growth prospects of the traditional export crops.

D, Constraints to the Expansion of Non-Traditional Exports

Constraints to the expansion of non-traditional exports to non—-CACM markets
include general or macroeconomic policy constraints and technical constraints
at the firm level, and constraints imposed by the conflict. Principal among
these constraints are lack of credit; lack of foreign exchange; an inadequate
public policy framework for promoting exports and investment; and lack of
access to technology, markets, and business development assistance.

1. Technical constraints

Under extreme adverse conditions, over $440 million of industrial goods and
services were produced by business in El Salvador in 1982, The sector's
output is attributable to an estimated 60,000 to 75,000 individual enterprises.

During project development, a considerable number of entrepreneurs and local
business groups were interviewed and discussions were held regarding the
capability of the industrial sector to expand exports. It was found that some
enterprises are well managed and developing efficiently. However, a large
number of enterprises lack the managerial, information and other technical
resources to grow and adapt to changing international market opportunities,
Various groups and individuals have the financial and entrepreneurial
capabilities to launch new activities but are inhibited by a lack of specific
product and marketing assistance,

GOES programs and external donors currently offer some training, information,
technical assistance, and market linkage assistance.



Consultants working with USAID on developing this project have found that
confidence is low regarding the practical utility of these programs, because
the available assistance does not address the specific needs of businesses,
To take risks and organize change, enterprises require assistance that is
specific to their particular industry and product.

Organizing and changing business systems, ctrategies, and products is a
continuous process. Enterprises often need help in conceptualizing new ideas
in a form that they can use to initiate investment in feasibility and market
studies, Later in the process of new project development, firms need
assistance in studying options for equipment, distribution channels, and
operating systems. Installing new systems may require employee training
and/or other guidance specific to that product grouping or industrial
sub-gsector. Finally, to develop and maintain competitiveness, firms must
undertake ongoing product adaptations and productivity improvement. Product
speclfic assistance is thus required for all stages in order to maintain
commitment and positive development by the firm for the expansion activity,

The project proposes to help enterprises improve their plananing and
organization of new export activities by providing them with linkages to
industry and product specific information, suppliers, licensers, buyers, and
other business development assistance.

2. Macroeconomic Constraints

The Salvadoran private sector has hiztorically acted with entrepreneurial
vigor and success. In recent years, however, the national crisis has eroded
the business community's willingness to take risk and invest in change and
expansion, With new government directions emerging in support of private
gector initiatives, the reactivation and reorientation of the industrial
sector for export expansion can become a reality. Its attainment will require
a new set of public policies to facilitate the process,.

El Salvador's trade policy ls implemented through a variety of means,
including allocation of credit, the application of foreign exchange policies,
and administration of fiscal incentives. The iImplementation of trade policiles
involves a number of different GOES agencies, such as the BCR, MICE, and the
Ministry of Finance. Inter-ministry coordination 1s inadequate, and decisions
often appear contradictory with stated policy. One of the first steps that
must be taken 1is the formulation of an appropriate and coherent national
export and investment development strategy. The strategy should address GOES
policy constraints to expanding exports, and support mechanisms and programs
have to be implemented more effectively,

Principal policy constraints that need to be address..d include: a) an outdated
Export Development Law and a too narrowly focused Fiscal Incentives Law; b) an
underutilized San Bartolo Free Trade Zone; and c) inadequate export and
investment promotion capability to buttress private export initiatives.



The new GOES administration wants to define, develop, and implement a new
export~led development strategy. An Inter-Ministerial Coordination Committee
on Exports has been formed, and discussions between high level GOES officials
and private sector leadevs have ensued, This project will provide technical
and financial assistance to the GOES to examine the policy framework and to
carry out needed reforms. Credit assistance and foreign exchange needed by
enterpriges will not be provided under this profect at this time, but rather
through other efforts by USAID and other doncrs.

E. Relationship to CDSS and A.I.D. Policies

The USAID/E1l Salvador CDSS prepared in 1984 established economic stabilization
and recovery as its highest objective for both the short and long run, Omne of
the principal elements of the strategy designed to achieve that objective 1is
recuperation of the industrial sector through among other processes,
development of non-traditional exports to extra-regional markets, particularly
to the U,S5, under the CBI.

This project will provide technical assistance to firms involved in the
production and marketing of non-traditional export products and the
development of an adequate incentive structure to motivate businessmen to
reorient their efforts to this sector.

The CDSS also makes specific mention of continued support for the Salvadoran
Foundation for Economic and Social Development (FUSADES). This project will
provide financial support for FUSADES to develop a trade and investment
promotion service, a program to provide export related information and

training through business assocliations and a program of economic studies
related to non-traditional exports. It will also provide FUSADES with the
resources to expand its organization to enable it to manage these new programs.

F. Relationship to the Current Missiom Program

The Mission has provided large scale assistance to private industry indirectly
through the balance of payments support program, The Program has provided
substantial amounts of scarce foreign exchange that have been used to finance
the lmport of intermediate and capital goods. These goods, in turn, have
played a crucial role in keeping Salvadoran industries afloat. 1In addition,
$21 million from the above program was placed in a special structural working
capital account in the central bank, Normally healthy firms which were
experiencing cash flow difficulties due to exceptionally adverse economic
circumstances were able to recelve loans from the fund. With the proceeds,
the enterprises were able to refinance thelr debts, lengthening the repayment
perlod in the process.

G. Other Donor Complementary Activities

IBRD: The International Bank for Reconstructioa and Development (IBRD) is in
the latter stages of design for a project which will provide $40 million %o
the Central Bank for 1ndustrial recovery and exports, The Project has the



following objectives: (1) to rehabilitate existing financially viable
industries by providing foreign exchange financing for working capital and
medium term investment needs; and (ii1) to establish a more effective
institutional framework for appraising investment projects and channeling long
term development technical assistance to priority areas.

Approximately $15 million in short term loans will be provided tc exporters
for financing inputs required for export production. Approximately $25
million in long term financing for fixed assets investment and working capital
will also be provided to both exporting firms and selected import substituting
firms, provided they have a positive net impact on the balance of payments,

The long term investment funds will be channeled through the Fondo de
Desarrollo Econimico (FDE), a development fund currently operating within the
Central Bank. The Fund has its own staff, financial resources and separate
system of accounting for reviewing and approving investment projects submitted
for financing through the banking system. With the IBRD Project, the FDE will
be transformed into an autonomous entity with a Director who would be
responsible directly to the President of the Central Bank,

IDB: The IDB approved an Industrial Recovery Loan for El Salvador amounting
to $40 million in December 1982 and another $60 million in July, 1984, The
loan provides short, medium, and long-term financing for the importation of
raw materials, spare parts, and machinery by private sector manufacturing
enterprises, Larger, rather than small and medium sized firms, have
benefitted from the line because small and medium enterprises lack the
technical expertise necessary to comply with application requirements,

This project will complement the above mentioned IBRD and IDB programs by
making potential beneficlaries aware of the avallability of the credit offered
through those programs, making them aware of qualification requirements and
giving them access to technical assistance which might be needed to fulfill
those requirements, The project will be particularly useful in this regard to
small and medium size businesses which have little experience in dealing with
this type of credit and in preparing the project feasibility studies required
for qualification.

I1II. DETAILED DESCRIPTION

A. Goal and Purpose

1. Goal: T7To generate employment, income and foreign exchange.

2, Purpose: To develop the capacity of the private and public sectors to
provide policy support and technical assistance, technology trangfer and
training services to exporters of non—-traditional products,
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B. Project Strategy

This project seeks to support the efforts of the GOES and the private sector
to reorient substentially the productive capacity of El Salvador in order to
generate non-trauditional exports to extra-regional markets, It is considered
feasible because:

. The GOES i1s committed to an extra-regional non-traditional export strategy
as a new initiative for the future economic development of El Salvador.

. The private sector of El Salvador will play a major role in the
implementation of the export strategy for non-traditional products.

+ Domestic investment, complemented by foreign investment, will play a key
role in the development of non—traditional exports to extra-regional
markets,

Within the project USAID will support the GOES' efforts to formulate,
articulate and implement a national strategy which will focus public and
private efforts on increased Salvadoran non-traditional exports to
extra-regional markets. The Salvadoran Ministry of Foreign Commerce (MICE) is
the primary GOES agency responsible for government action in the area of
exports and foreign investment.

The proj=ct will support MICE as the coordinator, facilitator, and promoter of
private sector production and export merketing efforts. In the course of
intensive review of this project, several GOES ministers expressed interest in
development and/or strengthening of MICE's capacity to perform these
functions. During the project implementation period USAID will, through
policy development and financial support, assisv MICE's efforts with the
private sector,

The private sector component of the project will develop a new capability
within FUSADES, an established private sector imstitution, to provide a
dynamic trade and investment promotion service (TIPS) which will 1link
Salvadoran firms interested in exports to necessary information, technical
assistance, and possible foreign partners, The primary focus of TIPS' efforts
will be improvement of production and marketing of non-traditional exports to
extra-regional markets. Although a long term effort to attract foreign
investment must begin now, it is expected to yield only limited results during
the project implementation period. It is more probable that Salvadorans will
invest in coventures with foreign partners to access markets and technology.
These relationships will include licensing, production sharing,
sub-contracting and technical assistance agreements, TIPS promotion will
emphasize this type of investment,

FUSADES will simultaneously manage a program which will deliver information
and training to potential exporters through business associations. The
training provided by the associationes will complement the TIPS program, One






12

The investment promotion efforts made under the project will be narrowly
focused on well defined targets, It is improbable that foreign firms will
consider major new investments in El Salvador until the conflict abates. It
18 more likely that early successes will be gained from efforts in promoting
local iavestment in joint ventures with foreign companies through
sub-contracting, licensing, production sharing or technical assistance
agreements,

A targ:ted effort will be made during the project period to attract new
investors to the San Bartolo Free Zone. This will be supported by policy
development to maximize E1l Salvador's competitive position in world markets
and financial resources to upgrade the San Bartolo Free Zone and expand it as
demand requires,

Though most exports will be made by medium and larze companies, there is also
an opportunity to generate employment and forrelgn exchange from the export of
products manufactured by small businesses, The project will asgsist in the
organization of the production of small enterprises for export to
extra-regional markets through speclalized trading companies and other
marketing Iintermediaries. The project will provide technical assistance to
organized small producers and to Salvadoran trading companies to help make the
necessary connection between producers of a specific product and the mercket.

C. Outputs and Inputs

The project consists of two components: (1) Private Sector Export and
Investment Promotion; and (2) GOES Export and Investment Promotion. These
components are mutually reinforcing,

The private sector component of the project supports the establishment of a
private trade and investment promotion service (TIPS), the strengthening of
Salvadoran business associations to enhance their ability to provide export
related information and training to their members (ASA), the performance of
private sector economic policy studies and the development of FUSADES'
institutional capacity to manage these programs.

The public sector component of the project provides support to the developument
of a GOES export and investment strategy and mechanisms for its implementation
with special emphasis on development of free zones, Support is also provided

to the GOES for export related policy studies.

1., Private Sector Export and Investment Promotion

a) Outputs

1) Trade and Investment Promotion Services (TIPS)

This activity 1s designed to make available information, technical assistance,
and business development services to Salvadoran enterprises through the
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establishment of linkages between those enterprises and various sources of
technical assistance and resources within and external to El1 Salvador.

The project will finance a trade and investment promotion service (TIPS),
which will be established by FUSADES in E1 Salvador and complemented by a U.S.
based support team almed at aggressively facilitating private sector
investment and trade, TIPS will promote non-traditionul exports, will
identify potential investors and exporters and will provide to them access to
product or industry specific information and technical assistance, primarily
from the U,S,.,, which they require to implement their productive ventures
successfully, TIrS will be the vehicle through which information and
technical assistance needs of Salvadoran enterprises are identified and access
to the necessary tailored support is provided. As defined in the Project
Strategy, TIPS' primary objective will be development of non-traditional
exports to extra-regional markets. Its investment promotion program will give
priority to mobilization of local resources through providing access to the
technical.support required to enhance the viability of local efforts to
produce and market non-traditional exports. Development of coventures linking
local investors with foreign partners through licensing, production sharing,
sub-contracting, or technical assistance agreements, will initially be the
principal Investment promotion activity of TIPS,

This will be the first time thai a service like TIPS has been offered in El
Salvador. Consequently there is no proven model which can be followed in its
design and implementation, FUSADES will have to "learn by doing™ which of the
approaches and activities undertaken by TIPS are most effective in generation
of non-traditional exports to extra-regional markets, The description of the
outputs of TIPS must therefore be flexible enough to allow FUSADES to adjust
the activities of TIPS to the results obtained during implementation.
USAID/El Salvador will specify in its RFP for the TIPS contract the resources
to be made available to TIPS and will evaulate the proposals received on the
basis of their foreign exchange and employment generation capability,
Quantitative goals will be set for the contractor.

An office staffed by five professionals will be set up in FUSADES to
coordinate and manage TIPS, and an office staffed by three professionals will
be established in the U.S. to provide technical support to TIPS,

The project will finance a business opportunity survey which will be completed
during the initial phase of implementation of operation of TIPS. This survey
will assess the range of capabilities of Salvadoran firms and key
entrepreneurs in the local private sgector,

It 18 anticipated that during the project implementation period approximately
75 to 100 technical assistance projects will be completed through TIPS, These
will be targeted through the business promotion activities of TIP3 directly to
development of specific export and investment projects. Ongoing Salvadoran
trading companies will be among the recipients of TIPS technical assistance,

Travel to and attendance at carefully selected trade-related events outside of
El Salvador will also be financed under this component., During the life of
project, the U.S. based TIPS support team will seek business opportunities for
El Salvador in the U.S. and in third countries by establishing contact with
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appropriate enterpreneurs and companies through trade fairs and other
commercial events as well as through direct calls on individual firms, In
addition, the project will finance trade missions by Salvadoran businessmen
and GOES officials to the USA and to third countries.,

i11) Association Strengthening Activities (ASA)

This activity is designed to provide short term technical assistance and
training materials through FUSADES to Salvadoran business associations to
improve their capacity to offer to their members the general information and
training they require to upgrade skills in general management and production
management for exporting.

FUSADES will develop a library of video tapes and other didactic materials for
use by participant business associations, It is anticipated that during the
project period FUSADES will co-sponsor with business assoclations
approximately 20-30 seminars and workshops, The project will finance
technical assistance, didactic materials and other support for this
assoclation strengthening and training activity.

In addition, project funds will be made available to FUSADES to support four
to s8ix special export awareness proposals developed by Salvadoran business
assoclations during the project period. Priority will be given by FUSADES to
proposals which promote CBI related activities,

FUSADES will set up an office staffed by two professionals to coordinate and
manage ASA. A seminar will be held by FUSADES to introduce the ASA program to
major Salvadoran business associations. FUSADES will also sponsor an
asgoclation observation program which will finance travel of executives of
Salvadoran business organizations to the U.S. and to third countries to
observe operations of other business associations involved in providing export
related information, training and other support to their members. The ASA
staff in FUSADES, the ASA introductory seminar, and the assoclation
observation program will all be financed under the project.

111) Policy Research and Development

This component will make funding available to FUSADES to enable it to
undertake studies required to develop the conceptual and analytical basis for
proposing recommendations to the GOES on policies or actions which are
supportive of economic reactivation, trade, investment and export

development. The studies will also support the implementation of TIPS and ASA.

An office staffed with two professionals has been established by FUSADES to
coordinate and manage this activity. A serles of studies related to economir
reactivation based on non—-traditional, export-led growth and investment will
be financed by this project. The studies may include but will not be limited
to the following topics:
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Economic Reactivation

1., Strategic Alternatives for the Future Economic Development of El Salvador,
2. Agro-Industry: Prospects for Future Development,

3. Approaches for Management of Free Trade Zones and Development of Export
Procassing Zones.

4, Transportation: Its Relevance to the Non-Traditional Export Sector,
Recommendations for Facilitating Growth.

iv) Project Coordination and Management

FUSADES is a broad based, apolitical private voluntary organization which
during the past year has proven its ability to manage USAID funds efficiently
through its use of a limited. scope grant for CBI and private sector support.
Under this project FUSADES will expand its economic studies activities and
take on responsibility for the new TIPS and ASA programs, The project will
provide financial support for the development of FUSADES' institutional
capacity to manage these new programs,

Specifically, the project will finance the employment of an Executive
Director, an accountant and secretarial and logistical support personnel for
FUSADES during the project implementation period,

b. Inputs

The total cost of the Private Sector Export and Investment Promotion component
is estimated at $7.5 million. The $6.9 million ESF dollar grant will fund:

a. Some 15 person years of long term technical assistance for the TIPS
contract team. An estimated six pexrson years of that contract will
be invested in the U.S. members of the E1 Salvador core team and
about nine person years in the U.S. support team. (Approximately
$2.3 million).

b. Short term technical assistance to be provided by U.S. PVO's,
consultants and business representatives who will perform diagnostic
studies, feasibility studies and systems and equipment needs analyses
for Salvadoran businesses working with TIPS. (Approximately $1.2
million).

c. Travel by Salvadoran businessmen or business association
representatives to the USA and third countries for trade missions and
business association observational travel, (Approximately $167,000).

d. Short term training, consisting of seminars and workshops, fer
business associations and their members. (Approximately $170,000),
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e, Financial assistance in support of special CBI-related activities
undertaken by business associations. (Approximately $250,000).

f. An estimated 21 person years of FUSADES Salvadoran professional
staff, including an Executive Director, three TIPS staff members, two
ASA staff members, two economists, and an accountant. Secretarial
and other logistical support staff will also be financed.
(Approximately $0.9 million).

g. $250,000 in assistance for policy studies.

h. In-country transportation, office equipment, teaching ailds and other
costs of project coordination and management (approximately $1.0
million); and contingencies for the component ($625,000).

Counterpart contributions by participating institutions, including FUSADES and
beneficlary enterprises and business associations is estimated at $0.6 million
in local currency equivalent., Of this amount, an estimated $353,000 in local
currency will be contributed by beneficiary institutions as a minimum 25% cash
counterpart to the cost of services made available to them. As the value of
the TIPS program becomes established, FUSADES will explore other cost
recuperation formulas, such as charging beneficiary firms a percentage of
their increases in exports, These counterpart funds will be utilized to
increagse FUSADES' endowment. The balance, approximately $270,000 will be
in-kind contributions, including salaries of project participants and of other
FUSADES staff,

2., GOES Export and Investment Promotion

The situation in El1 Salvador with respect to economic policy decisions,
planning, and administrative and managerial reform is very fluid and will
likely remain so over the next three years, The new GOES administration will
require some time to define its program and begin to implement it. The
security situation will be of paramount concern for the indefinite future,
The evolution of the Central American and world political and economic
environment will exert important direct influences on El Salvader which GOES
planners cannot control. This component of the project has been designad to
provide the Salvadoran public sector with the resources and flexibility
required to attack problems and to respond to specific needs as these arise
within key areas which are critical to attaining the objective of expanding
non-traditional exports and investment,

Project inputs will consist principally of technical assigtance, both short
and medium term, but primarily the former., Lc<cal currency resources from the
USAID ESF balance of payments program will be programmed to provide other
financial support for administrative improvements in MICE and for upgrading
and expanding the San Bartolo Free Trade Zone.
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The criteria for selecting activities under this project component are that
they be critical to establishing and implementlng economic policy, plans, and
managerial and administrative improvements which support the export and
investment expansion objective referred to above, and that they be activities
of a short or medium term nature,

With respect to Implementing a flexible program of this kind, A.I.D. will sign
a Project Agreement with the Ministry of Planning (MIPLAN), which will be the
primary GOES coordinating entity and co-signed by the Ministry of Foreign
Trade which will be the principal implementing agency for the GOES component.
Other GOES Ministries and Agencies expected to have direct responsibilities
for recommending and implementing activities include the Central Bank,
Ministry of Finance, Ministry of the Economy and Ministry of Agriculture, all
of which will countersign the Project Agreement, The Project Agreement will
provide for A,I.D, to directly implement selected activities where this 1s
appropriate, Elaboration of specific project activities and implementation
responsibilities will occur in the PIO's and in Memoranda of Understanding
prepared under the project and signed by the entity directly implementing each
particular activity. Implementatrion Letters may also be used to specify the
scope and objectives of a given project activity, and the related
implementation requirements and responsibilities,

The grant will finance a range of activities in four Inter-related areas:
Export and Investment Strategy Formulation; GOES Strategy Support Mechanisms;
Policy Studies and Free Trade Zone Development; including a number of special
activities to be implemented directly by A.I.D.

a. Outputs and Inputs

The activities described below are planned and illustrative, Because they
will be undertaken on a selectlve basis, the exact inputs and outputs cannot
be precisely defined. The project will thus provide assistance in a
quick-response manner as priority policy-influencing opportunities arise,
Approval of activities, through sub-obligating documents, will be made in
accordance with availability of project funds and firm financial and
implementation plans. E

1) GOES Export and Investment Strategy Formulation

Through short term technical assistance and studies, formulate a
strategy designed to promote non-traditional exports and investment.
Essentlally, the strategy will establish the policy framework and
articulate the ground rules for the public sector role in supvorting
private sector initiatives to take advantage of the particular
beneflts bestowed upon the Caribbean Basin countries chrough the CBI
trade provlsions. This activity will also involve efforts to change
economic policy or to bring about CGOES zdministrative reforms in
support of a vew stratepy. [t will be distingulshed from the other
two catepories by its degree of specificity.
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During the course of project development, the Inter-Ministerial
Coordinating Committee on Fxports expressed agreement on the
following fundamental elements of the strategy:

. The GOES is committed to an extra-regional, non-traditional
export strategy as a new initiative for the future economic
development of the country.

. The private sector of El1 Salvador will play a major role in the
implementation of the export strategy for non-traditional
products,

. Domestic investment, complemented by foreign investment, will

play a key role in the development of non-traditional exports to
extra-regional markets.

The project will finance up to $150,000 in technical assistance and
studies directly related to formulating the GOES new export and
investment strategy.

GOES Strategy Support Mechanisms

To assist the GOES implement the strategy for export and investment
promotion, project resources will fund short term technical
assistance and training to improve coordination of government policy
and establishment of appropriate mechanisms at the ministerial and
operational levels of the GOES,

Examples of activities which will be funded include the following:

. Assigtance to MICE in revising laws and regulations which affect
the development of non-traditional exports and investments,

. Asglistance to MICE in assessing, planning, and carrying out a
reorganization of the ministry in order to separate 1its
regulatory functions from its promotional role and which allows
private sector participation in the latter,

. Assistance to MICE for the establishment of a One-Stop
Investment Promotion Center and a Commercial Information and
Trade Fair Development program within its new reorganization,

. Technical assistance to MICE for establishing private and public
gector coordination mechanisms to facilitate exports and
investments,

. Assistance to MICE in training selected staff members in the

most up—~to-date practices in export and investment promotion,
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Project funds in the amount of $425,000 will be earmarked for the
technical assistance and training provided under this sub-component.
In addition, $500,000 have been budgeted for equipment, materials and
program loglstic support. Any additional resources required for
local currency costs of the MICE operational activities estimated at
a level of $1.2 in local currency will be programmed from the ESF
balance of payments program. h

111) Policy Studies

El Salvador's ability to recover from the economic crisis and to make
the structural changes required to establish and maintain dynamic
growth is dependent, to a significant extent, upon the availability
of good economic and financial information and analyses. Such
information is required not only to make rational, counsistent
decisions, but to assure the understanding and support of key policy
makers in taking such decisions, and in implementing them over time,

The project will support the GOES in obtaining and disseminating such
information and analyses as may be required to establish
sound/financial policy and plans, and to manage this in an effective
manner,

Activities in this area will consist of various studies and
assessments almed at providing information and recommendations, and
activities required to generate awareness of policy problems
especially as they relate to the promotion and facilitation of
non-traditional exports and Investment.

Potential activities to be financed include but are not limited to:

1., Assessment of E1 Salvador's Overall Competitiveness for Export:
Products, Markets and Factors,

2, The Non-Traditional Export Sector: Fiscal and Other Incentives
for Attracting Foreign Investors and Mobilizing Domestic
Investment.

3. El Salvador's Export and Investment Legal Framework: An
Assessment of the Extent to which Stabilization and Development
i8 promoted or hindered by it.

4, National Expc 't and Investment Strategy: Analysis and
Recommendations,

The project will provide $400,000 to finance activities under this
sub~component and $75,000 for dissemination of policy studies.
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In addition to the activities outlined above, the project will
provide $400,000 for A.I.D., to contract for and implement selected
studies including a project evaluation. The criteria for selecting
these studies are that they be necessary to: 1) establishing and
implementing economic policy related to non-traditional exports and
investment; 2) developing plans and administrative improvements which
support the National Export and Investment Strategy, and 3) that
their scope be sensitive and controversial and therefore require an
objective and unbiased third party assessment that neither the public
nor private sectors is able to provide. The studies may include but
not be limited to the following topics:

1. The CACM Tariff Structure: Salvadoran Efforts to Seek New
Extra—Regional Export Markets, and Recommendations for Gradual
Reduction of the Protective Sctructure Provided under the CACM.

2, El1 Salvador's Financial Institutions: An Assessment of their
Role and Performance. Advantages and Disadvantages of
Reintroducing Foreign Banks into El Salvador,

3. Monetary and Exchange Rate Policies: Their Effect on
Non-Traditional Exports and Investment,

4, Tax Policies: Their Impact on Non-Traditional Exports and
Investment

iv) Free Trade Zone Develiopment

The project will provide technical assistance to the GOES to
formulate and implement a plan for revitalizing the San Bartolo Free
Trade Zone, ESF local currency resources will also be programmed for
upgrading existing zone facilities, for which maintenance has been
deferred, and for expansion of the infrastructure of the zone in
accordance with demand. The plan will have policy implications in
that it should be conducive to the development of a sufficiently
attractive investment environment for El Salvador vis-a-vis other
competitor free trade zones, particularly those in CBI countries.

The project funded technical assistance will assess the policy and
operational alternatives for implementing the revitalization of the
zone, Some alternatives which need to be carefully examined include:

. The management alternatives for maximizing efficiency of zone
operations and investor confildence.

. The rental rate structure In San Bartolo and recommendations for
balancing zone operating costs and Investor attraction,
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. The utilization of existing facilities and a schedule for
removing non-manufacturing and non-exporting entities from San
Bartolo, including those of the GOES,

. The feasibility of private sector participation in the
management of the zone through long term leasing arrangements
and/or ownership.

. An implementation plan and budget for immediately upgrading the
existing infrastructure of the San Bartolo Zone. Buildings have
not been painted since 1979 and other maintenance i8 needed.

Project funds in the amount of $225,000 will be made available for
technical assistance to MICE to prepare the policy strategy and
implementation plan for rehabilitating and promoting the zone. An
additional $15C,000 will be provided for invitational travel/training
and equipment for this purpose,

ESF local currency will be provided for upgrading existing
facilities. Approximately $1.5 million in colon equivalent will be
needed to paint and repair buildings, to complete a new main entrance
and road plus construction of a 24" sewer line.

As future demand warrants it, additional ESF local currency will be
made available to expand the facilities in the zone. The first
expansion phase calls for constructing about 170,000 square feet of
factory space on lots that are already urbanized (approximately $2.0
million in local currency equivalent). The expansion will be carried
out according to the customer demand existing at the time.

The total cost of this component is $7.8 million, A.I.D. will contribute
$2.56 million to finance the activities described in the foregoing sections
($2.33 million plus $0.24 million for contingencies). The GOES counterpart is
estimated at $5.2 million in local currency, most of which will be derived
from ESF local currency resources, These will be programmed to finance costs
of personnel (approximately $0.5 million), equipment and materials
(approximately $0.5 million), and other program costs (approximately $0.2
million) assoclated with GOES' institutional improvements for more effective
implementation of its export and investment promotion strategy. The balance,
approximately $3.5 million, will be used to upgrade the free trade zonme.

IV, COST ESTIMATES AND FINANCIAL PLAN

This project will total $15.3 million, of which $9.45 r.illion (62%) will be an
AID ESF grant, with the remaining coming from ESF local currency and
participating institutions' counterpart contributions,
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The 1life of project is three years, from FY 1984 through FY 1987, A,I.D.
funding will be obligated in FY's 1984 and 1985, Anuex 12 contains the
financial tables for the project, including tables A, B, and C: Summary Cost
Estimate and Financial Plan, Projection of Expenditures by Fiscal Year, and
Summary Costing of Project Inputs and Outputs. These tables reflect projected
costs by inputs, by cost elements within those inputs, and by foreign exchange
and local currency.

The largest category, totalling $ 5.6 wmillion, or 37% of total project costs,
is for technical assistance. Of this amount, 73% is allocated to the Private
Sector Export and Investment Promotion component and 27X is for the GOES
Export and Investment Promotion component., The cechnical assistance financed
under the private sector component will consist principally of specific
technical assistance needs of exporters or potential exporters of
non—tradjtional goods to extra-regional markets. The technical assistance for
the public sactor component will be concentrated on the development of a more
adequate policy support framework for private initiative in the
non—-traditional export sector., Imn the public sector component, policy and
technical studies will be implemented by GOES entities, as well as by AID.
$400,000 has been earmarked for AID implementation of studies, the subject
topics of which are too sensitive for either the Salvadoran public or private
sectors to undertake,

The following 18 a summary breakdown of contributions to the project, and the
specific inputs to which contributions will be made:

(In US $ 000)

AID LC HGST COUNTRY
PART,

SPECIFIC INPUTS FX LC INST., ESF TOTAL
Technical Assistance 4,001 628 340 - 5,569
Personnel - 567 - 500 1,067
Equip., & Materials 370 100 - 500 970
Invit, Travel/Training 351 161 110 - 622
Dissemination Policy Studies - 75 - - 75
Assist, to Assoclations 100 150 63 - 313
Free Trade Zone Develop. - - - 3,500 3,500
Logistic Support 300 - - 200 500
Proj. Coord. & Mgt. 15 1,172 186 - 1,373

SUB-TOTAL 5,737 2,853 699 4,700 15,989

Contingency 575 285 - 471 1,331

GRAND TOTAL 6,312 3,138 699 5,171 15,320
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The Project Coordination and Management budget line item will finance FUSADES'
overall management and overhead costs attributable to taking on the new and
larger program of activities envisioned in this project. The Logistic Support
budget line item will be programmed with the GOES during project
implementation to support the development of specific activities resulting
from policy and technical study recommendations for promoting non-traditional
exports and investment,

One in-depth evaluation has been scheduled in FY 1986. The evaluation will
focus basically on the achievement of the project's purpose and the
performance of the implementing entities. It is intended to yield
recomnendations for AID, the GOES, and FUSADES for possible continuation of
project activities, The cost of this evaluation, estimated at $ 50,000, is
included in the technical assistance line item earmarked for AID
implementation.

A budget line item of $625,000 has been included for contingencies of the
private sector component with FUSADES., This represents 102 of the estimated
total AID contribution to this component. In addition, $706,000 has been
budgeted for contingencies of the public sector component with the GOES., This
represents 102 of the estimated total component cost. No specific budget line
item for inflation has been included, because it has been taken into account
in the cost estimates of most project elements,

Expenditures under this project are expected to occur in the following manner:
(IN Us $ 000)

HOST COUNTRY (LC)

(FX)

YEAR AID PART, INST. ESF TOTAL %
1984 - - - - 0
1985 2,562 147 870 3,579 23
1986 3,452 282 2,396 5,130 40
1987 3,436 270 1,905 5,611 37
TOTAL 9,450 699 5,171 15,320 100
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The Methods of Implementation and Financing for this project as currently
envigioned by the Mission are shown in Table D in Annex 12. As shown in that
Table, the Mission proposes to utilize direct payment and direct reimbursement
methods of financing for most project inputs, with the exception of commodity
procurement requiring foreign exchange for which it proposes to use the direct
letter of commitment method. There are several reasons for using the latter
mechanism. First of all, neither the GOES nor FUSADES have hard currency to
pay in advance for the goods. Moreover, because of the current situation in
El Salvador, suppliers have been unwilling to extend credit without an A.I.D,
guarantee of payment. The use of direct letters of commitment will permit
A.I.,D, to review documentation prior to disbursement and achieve greater
accountability over payments. Use of this method of payment also minimizes
the need for advances.

All A,I.D. appropriated funds for foreign exchange cnsts of the private sector
component will be managed directly by A,I.D. FUSADES will be charged with the
responsibility of sound cash management and fiscal control of all funds,
including the detailed accounting and reporting on cash receipts, cash outlays
and expenditures by obligating documents (any contract to which FUSADES 1s a
party)., Forms to be used and procedures to be followed by FUSADES for
discharging its responsiblities will be those established by the Migsion for
local currency and U.S. dollars financing.

To provide senior responsible officials orf FUSADES and AID with assurance that
adequate financial management practices are exercised in handling resources
provided under the project, an independent audit of FUSADES' financial records
for the project will be carried out annually, The cost of these audits will
be funded under the Project Coodination and Management budget element of this
project.

All A,1.D. appropriated funds for foreign exchange and local currency costs of
the GOES component will be subject to audits arranged by A.I.D. Such -udits
will be funded under the budget line item which is earmarked for A.I,.D.
implementation of studies.

All direct A.I.D. procurements funded under this grant will be handled by the
Mission directly in the form and manner established by AID for such purposes.

With regard to the project's recurring costs, FUSADES has expressed to the
Miesion that it intends to iuncrease its current C 1.0 million endowment fuad
by C 750,000 over the next three years through new membership recruitment,
Moreover, the counterpart contributions by participating enterprises and
business associations to technical services provided by FUSADES under the
project will be used to augment FUSADES' endowment. The level of coverage ot
future recurring costs will depend on the level of technical assistance needs
of private enterprises and business assoclations at the end of the project.
By that time, beneficiary enterprises and institutions should be in a pocition
to make larger counterpart investments in the trade and business promotion
services offered by FUSADES. Should additional resources, including foreign
exchange, be required beyond the life of the project, FUSADES will seek such
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activity exceeds $20,000, This organization may enter into subsidiary
assistance agreements directly with recipient organizations according to the
terms of its agreement with A,I.D.

FUSADES will be responsible for negotiating and managing ccntracts with local
entities for conducting a variety of in-country training, technical assisgtance
and research activities. Contracts for all U.S, assistance required by the
TIPS program will be made by FUSADES in accordance with USAID regulations.
USAID/El Salvador will rely on FUSADES to see that the activities of the U.S.
contractor(s) are performed in a manner that 1s in the best interests of the
composite program for which FUSADES is the overall coordinating agency.

FUSADES, through its professional staff, will maintain constant liaison with
the participating El1 Salvadoran entities, The principal liaison between
FUSADES and USAID will be performed by the FUSADES Executive Director and the
USAID Project Manager.

a, Eligibility Criteria for Participation in TIPS and ASA Programs

The following general criteria will be utilized by FUSADES as guldelines for
screening and approving assistance requests from enterprises and business
assoclations:

1) Requests for assistance indicate the importance of that
asslstance to rhe development of non-traditional exports from El
Salvador,
i1) The type and lavel of assistance requested by
enterprises/business associations are consistent with the project
objectives.
111) Requests for assistance will indicate a degree of certainty that

the assistance will be effectively utilized in its organization
for a purpose that is consistent with the project objectives,

iv) Enterprises/business associations wishing to obtain assistance
indicate their willingness to contribute to the costs of
assistance,

FUSADES will actively promote the TIPS and ASA programs. The availability of
the services offered and requirements for eligibility will be made known
through direct contact with potential beneficiaries and periodic announcements
through appropriate media,

FUSADES has agreed to establish Project coordination and management units,
The staffing for the units is discussed in the Administrative Analysis. The
professionals working in those units will maintain close contact with the
private sector, as well as the U.S. contractor who will be providing support
services to FUSADES in the U,S.



27

B. Disbursement Procedures

A variety of standard A.I.D, disbursement procedures will be employed,
depending upon the complexity of each of the approved activities, A.I.D,
direct disbursement mechanisms will be normal under the project for financing
most inputs and controlled at the Mission level. In addition, direct letters
of commitment will be utilized for procurement of commudities requiring
foreign exchange. The justification for using the latter method of financing
is presented in the Cost Estimates and Financial Plan section of this paper.

C. Procurement Procedures

The selection of consultants and contractors, procurement of equipment and
material, shipping and insurance will be done in accordance with standard
A.1.D, procedures, For those ESF grant funded acquisitions for which FUSADES
is responsible, terms and conditions will be specified in the Cooperative
Grant Agreement and subsequent Implementation Letters. Project funded
procurements for the GOES component will, in accordance with the Project
Authorization, be done by the Mission or AID/W, except cn an exceptional basis
vhere it 1s determined that sufficient capability exists for a particular host
country contracting action,

Gray Amendment: Project implementation plans call for completion of 75 to 100
short term technical assistance projects by TIPS. $1,449,000 has been
budgeted for this purpose. USAID/El Salvador will make an effort to identify
competent minority, disadvantaged and woman—~owned firms to provide these
services, To that end, USAID/El Salvador has requested from the PRE office of
Small and Disadvantaged Business Utilization (PRE/SDB) a list of potential
contractors,

D. Schedule of Major Events

Disbursement of funds is scheduled over a period of three fiscal years. The
Project Assistance Completion Date (PACD) will be 36 months from the date of
signing of the Grant Agreements (planned for September 1984), Ratification by
the E1 Salvador Legislative Assembly will be required for the GOES Project
Agreement.

For the GOES component, an initial group of activities to be carried out under
the project will begin upon ratification of the Project Agreement, expected to
take two to three weeks, and cumpletion of subordinate agreements and/or
sub-obligating documents as specified in Section V.A.l above. New activities
will be started up until shortly before the PACD, while those started earlier
terminate along the way. Activities will be of short or medium duration, most
requiring less than six months. Each activity will have its own
implementation ¢chedule which will be detailed in the approval documentation
pertaining to It.

For the FUSADES private sector component, the schedule of major implementation
events is as follows:



Date

1984

September

October

November/December

1985

January

February

March

September

1986

January/December

September

1987

September
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Action

AID/W PP Authorization

Signing of Agreement
Advertisement of TIPS Contracting
Opportunity in Commerce Business

Daily

Issuance of REP for TIPS

FUSADES hires new Executive Director

Submigsion and review of Technical
proposals for TIPS: contract awarded

Arrival of U.S. TIPS team leader
and staff; FUSADES hires Salvadoran
staff for TIPS and ASA programs,
FUSADES submits annual
implementation plan and budget for
A.,I.D, approval,.

Business Opportunity Survey carried
out,

ASA Introductory Seminar held.
TIPS and ASA programs initiated.
Annual Review; FUSADES submits

annual implementation plan and
budget.

TIPS, ASA, and Policy Research
activities continue,

In-depth evaluation completed,

Project terminates
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In addition to the above schedule of major events, quarterly progress reviews
will be held with the Mission,

VI. MONITORING PLAN

A. A.1.D. Project Monitoring Arrangements

Project monitoring will be exercised by a Project Manager assigned from
USAID's Private Enterprise Office (PRE). The PRE Project Manager will work
closely with FUSADES and GOES implementing entities to assure that project
implementation plans and objectives are met,

In accordance with Mission policy, project review meetings will be held
monthly to review and direct project irplementation. The Deputy or Associats
Director will chair the meetings. Representatives from the Private
Enterprise Office, the Projects Office, the Program Office, the Management
Office, and the Controller's Office will attend the meetings.

The PRE Project Manager will also call upoa other Mission offices as needed.
This will include:

1. The Projects Office (PRJ), which will monitor Project implementation to
assure that the terms and conditions of the Project Agreements are met,

2. The Mission Controller, who will review disbursement and reimbursement
requests for conformity with A,.I.D, regulations and will ensure that
adequate financial controls are exercised.

3., The Program Office (DPP), which will assist in carrying out AID/FUSADES
project reviews and evaluations, Further, the Training Officer will assist
FUSADES in certain A.I1.D. administrative requirements for FUSADES
participants in U.S. training.

4, The Economics Office (ECON), which will assist in preparation of terms of
reference for economic studies or other special activities undertaken
directly by A.I.D., as well as assist in reviewing terms of reference for
policy studies proposed by the GOES and FUSADES.

B. Assessment of A.I.D, Monitoring Capability

It 18 expected that given the level of Misslon staff, on-board and planned,
that there will be no difficulty in carrying out Project monitoring
responsibilities,
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SUMMARIES OF ANALYSES

TECHNICAL ANALYSIS

PRIVATE SECTOR EXPORT AND INVESTMENT PROMOTION SERVICES

USAID/E1l Salvador project analysis was supported by consultants from Price
Waterhouse, Development Associates, Coopers and Lybrand, the International
Executive Service Corps (IESC) and Investment Technology International. Over

one
and

hundred businessmen and GOES officials, most major business assoclations
business service organizations were interviewed. The following are some

of the major issues which were analyzed during this process and the respective
findings for establishing the technical feasibility of the proposed project
activities,

Trade and Investment Promotion Services (TIPS)

Is a major trade and investment promotion program warrarited in E1 Salvador
before the end of the civil conflict? Many of the consultants were
surpriged to see the interest of local Salvadoran entrepreneurs in
investing in non-traditional export businesses. An agroindustrial trading
company has been established, a handicraft trading company 1is in formation
and many of the businessmen interviewed are looking for ways to get into
the export market. IESC, El Salvador, in its first three months of
operations has submitted twenty proposals for technical assistance, more
than have been requested by any other country in the world during the
initial phase of program activity. Eight SUSTAIN projects have been
engaged during the past year and the USAID/El Salvador PRE office receives
on an average five requests per week for assistance on specific
non-traditional export projects. The consensus of the project analysis
team is that there is significant local interest in investing in
non~traditional export projects and that a program which links those
Salvadoran entrepreneurs with foreign, particularly U,.S, markets,
technical assistance and technology would coatribute significantly to the
generation of new jobs and foreign exchange.

Can TIPS succeed without a credit component? The consensus of the project
analysis team was that the strategy established in the A,I.D., Washington
guldance cable 1s sound. This approach recognizes the symbiotic
relationship between credit and technical assistance in business
development., Accordingly the first phase of this project will establish
GOES and private sector export and investment promotion services. While
these services are being created a comprehensive analysis of the
Salvadoran banking system will be made to establish the basis for an
investment credit program to begin shortly after the support services are
initiated, In addition to USAID supported credit, there are IDB programs
designed to support industrial recovery.
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- Will TIPS substantially improve the ability of Salvadoran businesses to
expand or will it merely extend the scope of existing technical
assistance? The design team found that Salvadoran business support
institutions presently lack the orientation and organizational
capahilityor resources to provide aggressive and industry specific export
and investment services required by local enterprises., TIPS will not
focus on technical assistance per se nor on general technical assistance
requirements of potentlial Salvadoran exporters, It will aggressively
pursue the success of the specific commercial projects it supports by
identifying the technical resources they require and providing timely
access to them. The project analysis team concluded that this enterprise
specific focused business promotion effort is required to create new
export businesses in El Salvador and to expand existing ones.

- Should TIPS have "in-house"” product specific technical assistance
capability? The project analysis team recommended that the problem which
TIPS should address 1s the access of a specific enterprise to product or
industry specific information and technical support. Thus it was
concluded that TIPS should have strong outreach capabiiity to contact
potential investors and exporters and to link them with the tailored
resources they require to bring thelr projects to fruition,

-~ Should TIPS be product specific? Given that TIPS will not have in-house
product specific expertise and that its activities are promotion and
linkage, the design allows the TIPS team to develop an implementation
strategy which focuses cn sectors in which E1l Salvador has the greatest
opportunities.

- Should TIPS be a trading company? The project analysis team found that
product or sector specific trading companies have a very ilmportant role to
play in the development of exports from E1 Salvador. Thus it would not be
efficient for TIPS to be a general trading company and creating TIPS as a
product specific trading company would drastically reduce its business
development impact. Salvadoran entrepreneurs have begun to create product
specific trading companies. TIPS can provide much needed technical
assistance to these enterprises but should not compete with them,

~ Should TIPS concentrate its efforts on reactivation of unused Salvadoran
industrial capacity? The project analysis team concluded that
reactivation of unused factory capacity can contribute to the reactivation
of the Salvadoran economy but that greater opportunities exist in the
creation of new industries, particularly agroindustries and in development
of drawback industries. The TIPS design therefore does not exclude any of
these vehicles for generation of employment and foreign exchange.

- Should the TIPS activity be performed by the GOES? “.ne project analysis
team feels that there i1s a consensus In El Salvador that production and
marketing are private gector functions and consequently that it would be
logical and most efficlent to provide specific assistance to commercial
projects through a private sector organization.
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In addition to providing specific assistance to individual businesses TIPS
will organize focused commercial missions to the U,S., and third countries
to develop specific export and investment opportunities, These would
include interested Salvadoran businessmen to negotiate specific contracts
and a representative of the GOES to show government support for the
mission and to provide guidance on the legal and policy environment in
which exporters and investors operate in El Salvador,

Should TIPS become a self sustaining program within FUSADES? The project
analysis team recommended that in order to achieve the maximum business
development impact during the project period, a higher level of effort
must be made by TIPS than that which could be supported without any
financial support from A.I.D. Thus the proposed design does not assume
that TIPS will develop the capacity to pay for itself by the end of the
third year. The design will, however, give FUSADES the institutional
capability by the end of the third year to operate TIPS without assistance
from an external contractor. This will be achieved by having three
Salvadorans on the El Salvador core team and by having FUSADES directly
responsible throughout the project for management of the TIPS contract.

Can a contractor able to provide the services required by the TIPS program
be found? The consensus of the project analysis team 1s that there will
be few 1f any contractors who will be able to provide all of the required
gservices through "in house” resources. The successful contractor will
have to excel in the ability to offer direct access to existing networks
through which Salvadoran entrepreneurs can »e linked with technical
assistance, markets and potential coventurc partners. It is believed that
computerized information networks will play a secondary role and that
networks which involve U.S, and third country businesses directly will be
the most effective instruments of providing the linkages required by the
program., Thus a strong U.S. based team of professionals dedicated
exclusively to development of business opportunities for El Salvador will
be required to support the efforts of the E1 Salvador based core team
working with FUSADES.

Association Strengthening Activities (ASA)

How will the transfer of information, know-how and technulogy mentioned in
the Industrial Stabilization and Recovery PID be coordinated with TIPS?
TIPS will provide to individual entrepreneurs the technical assistance and
information required for successful implementation of specific projects.

By channeling the transfer of information, know-how and technology not
related to a particular project through Salvadoran business associations,
ASA helps prepare busincssmen to take advantage of TIPS and reduces the
demand on TIPS for general information which 18 necessary within the :
project but not directly contributory to fulfillment of the TIPS objective,



33

— Why assist Salvadoran business associations to provide better export
related information and training to thelr members? The interviews which
the project analysis team held with Salvadoran businessmen indicated that
they do not rely on business associations for technical assistance and
guldance and that the major role of these assoclations is defense of self
interest in the public and private policy process, Most potential
exporters are members of a business association and all buslness
assoclations ianterviewed expressed interest in offering more relevant
technical services to thelr members, The general information and training
required to help businessmen consider entry to new export markets could be
provided by business associations., Their involvement in this activity
would have the positive side effect of bringing the private sector
together in an apolitical effort to increase exports.

- Why provide assistance to Salvadoran business assoclations through
FUSADES? The project analysis team confirmed the notion that FUSADES as a
broad based apolitical private sector organization i1s uniquely qualified
to work with all business associations, It also found that, due to the
complementarity of TIPS and ASA, both programs will be strengthened by
placing them under the management of the scme organization, Interviews
with many business assoclations indicate that they would accept USAID
technical support channeled through FUSADES.

- What staff should ASA have? The project analysis team decided that ASA
should be operated by a small staff at FUSADES with financial resources to
develop technical materials and organize seminars and workshops, The idea
of contracting a U.S. based materials development team was rejected
because it was considered to be expensive and less flexible and efficient
than short term technicel assistance focused on a specific subject.

Policy Research and Development

- Why should A.I.D.fund private sector studies of policy issues, many of
which are ultimately defined by the government? The project analysis team
found that it is appropriate and consistent with healthy public policy
development for the private sector to express to the government its views
on economic 1ssues of national importance. The Salvadoran private sector
does not have the institutional resources to prepare objective and
technically sound studies on these issues, It is therefore considered
appropriate for A.I.D. to provide financial support for private sector
studies performed to create the technical basis for policy recommendations
to the GOES on economic issues.

- Why provide funds to FUSADES to perform economic studies? Though each
member of FUSADES has his or her own personal political orientation the
organization has proven by 1ts actions that it is apolitical. It is
therefore in a unique position among Salvadoran business associlations to
perform objective technical analyses of economic issues and when
appropriate to present those studies to the GOES for policy
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consideration, The project analysis found that such objective studies
have the potentlal to help private and public sector leaders analyze the
alternatives available to E1l Salvador.

Should A.I.D. finance the creation of an economic studies unit in
FUSADES? The project analysis team feels that FUSADES must have a core
staff of two professionals to coordinate its economic studies program.
This staff with the guidance of FUSADES management, would identify topics
to be studied, would prepare the terms of reference for the studies and
supervise their contracting and implementation. The team feels that
creation of a larger full time staff to perform economic studies would
create expensive overhead for FUSADES and reduce the versatility of its
studies department by limiting its capability to that of its staff.

Should the private sector studies to be financed by A.I.D. deal with short
or long term issues? The project analysis team felt that subjects in both
time frames could be appropriate for A.I.D.

GOES EXPORT AND INVESTMENT PROMOTION

The need for and appropriateness of the specific types of assistance
proposed under this project have been established as a result of a number
of studies by A.I.D., other donors, and Salvadoran Organizations. All of
these studies have been aimed at analyzing the causes of the current
Salvadoran economic crisis, the nrognosis, and the steps required to
address the situation, It 1Is from such analyses that the Salvadoran CBIL
goals and objectives have been generated, and A.I.D., and other donors
(IBRD, IDB) have served to identify required changes, and the areas in
which A,I.D.'s contributions can best be made., Of special relevance in
this analysis, 1s the area of E1l Salvador's foreign trade sector,
particularly the need to develop a GOES strategy for increasing
investments In and non—-traditional exports from E1 Salvador. The need to
provide in a period of economic restructuring the capacity to respond in a
flexible and timely manner for policy analysis, planning, administrative
and managerial improvement, and to selectively implement changes, is
self-evident.

The project analyses confirmed the need for the type of assistance
proposed under this component. The technical soundness was found to be
predicated on an approach which retains flexibility, supports greater
coordination between the key GOES agencles, fosters greater cooperation
between the public and private sectors, and builds in access to local
currency resources for operational lmplementation as the need and
opportunities arise,
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B. ECONOMIC ANALYSIS

1. Macroeconomic Implications

The economic analysis in the Industrial Stabilization and Recovery PID
provided considerable evidence to support the conclusion that El Salvador
possesses the potential to export to the U.S, and other developed countries
1/. To begin with, the present extent of idle capacity is such that
manufacturing output could increase substantially with modest additional
investment expenditure, A sizeable expansion would result in the creation of
additional employment as well, With approximately 25 to 35 percent of the
national labor force now unemployed, the expansion could be accomplished with
no additional expenditures for training, whether on the job or otherwise.
Finally, there 1s evidence that Salvadoran industry can compete in the
international marketplace. A comparison of costs of production in E1 Salvador
with prevailing world prices indicated that the country has significant
comparative, or cost, advantages in the production of goods such as proucessed
foodstuffs, beverages and tobacco; paper; metals; and chemicals,

The Project 15 designed to facllitate the export of non-traditional products
to extra-regional markets., It will use a variety of methods to accomplisgh
that objective. These include institution building as the major means to
achieve the Project purpose.

From a methodological point of view, the economic consequences of projects of
an Institution bullding nature are especlally difficult to quantify. In order
to examine the macroeconomic effects of Project activities, therefore, the
analysis begins with the assumption that there will be a permanent and

constant Increase in non-traditional exports of 5 percent annually as a result
of the Project. This assumption 1s considered to be a conservative assessment
of the Project's potential payoff for the following reasous., First, it
assumes that the instfitutionalized capacity to promote exports simply serves
to maintaln the 5 percent increase achleved during the 1life of the Project.

l/Cf. Industrial Stabilization and Recovery PID for the complete analysis,
together with supporting data.
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In practice, of course, it would be considered reasonable to assume that once
installed, that institutional capacity would continue to result in successive
annual increments in absolute terms in non-traditional exports. Secondly, the
once and for all 5 percent increase in exports assumed is but a fraction of
the historical performance for exports of manufactured goods. Between 1960
and 1978, for example, the latter grew at a compound annual rate of 14.1
percent.

Finally, 1t must be emphasized that the five percent increase assumed is a
truly modest figure in both relative and absolute terms, In recent years
non—-traditional exports to extra-regional markets have accounted for
approximately 7 to 8 percent of total exports. Five percent of the figure
represented $2.83 million in 1983,

Although moderate, the once only five percent assumption produces a highly
favorable economic rate of return, The following analysis demonstrates that
an increase in non-traditional exports of that amount would produce an
internal rate of return of 32,5 percent.

Balance of Payments

Non-traditional exports to extra-regional markets totaled $56.6 million in
1983, An increase of five percent attributable to the Project woutd raise
that figure by $2.83 million. Assuming fixed input coefficients, the
additional output for foreign markets would require imported raw materials and
intermediate goods equivalent to approximately one half of its F.0.B. value
-46 percent- or $1.3 million. The net increase in foreign exchange earnings
generated would thus be about $1.5 millionm,

Employment

The relatively labor intensive nature of most non-traditional industries
implies that a five percent increase in exports would have a substantial
effect upon employment. This is especlally true given the strong backward
linkages of agroindustrial and textile producers into the domestic economy,
Based upon 1982 industrial sector data, and USAID estimates of labor
productivity for the affected sectors, the mean average output per worker is
about 22,500, An increase in output of $2.83 million would thus imply the
direct creation of 497 new full time positions at the parallel market exchange
rate, As dicussed in greater detail below, there would also be twice that
many additional positions created indirectly. The total estimated employment
effect would thus be 497 multiplied by three, or 1,491 new jobs altogether.

Income

Based upon 1978 survey results, the average manufacturing sector wage,
including fringe benefits, and corrected for wage increases permitted
subsequently by the -GOES, would amount to approximately C6,750 per year.
For all 497 positions created directly, the wage bill would amount to an
estimated 6,453,000, The figure represents only about 30 percent of the
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gross value of the increase in production., It would represent nearly 60
percent of total value added in the manufacturing sector by the increase in
output, however,

Investment

Given the amount of excess capacity in the manufacturing sector at present, it
would appear, at least on the surface, that an increase in the value of
exports of the magnitude examined would not lead to additional investment.
Recall the earlier discussion, however, concerning the structural deficiencies
in the manufacturing industries promoted by the CACM, Given those
shortcomings, not to mention the accumulation of five years with little
maintenance of plant and equipment and even less new investment, it is the
USAID's belief, after careful study, that the activities designed in the
Project would require new investment., Indeed, it is estimated that new
private sector investment in an amount approximately equal to the increase in
exports, or $2.83 million, would be required.

Indirect Effects

All of the above refer exclusively to the direct effects of a five percent
increase in non—traditional exports. Providing that the increase 1s a net
increase, there would be substaantial indirect effects, as the increase in
spending reverberates throughout the economy., A a rule of thumb, one could
expect the total multiplier effects to approach, on the average, at least
twice the amount of the direct effects., This would be expecially true in the
present 1ilustration, given the relatively strong backward and forward
linkages found in agroindustries, textiles and so forth,

Sensitivity Analysis

A sensitivity analysis of the economic rate of return to the project was
carried out for each of the following adjustments to the assumptions cited
above: 1) a three year delay in the stream of benefits, 2) a ratio of
indirect to direct benefits of only 1l:1, 3) export grwoth attributable to the
project of only a 3% constant rate, For each of these cases, the rate of
return exceeded 127%.

Summary and Conclusions

The precise impact of the Project on export performance during the next few
years has only been roughly estimated. Agency experience with this kind of
project is relatively recent and, for the most part, requires further
evaluation before more meaningful estimates can be made. The purpose of the
preceding, therefore, has been simply to 1llustrate that the Project's impact
on non-traditional exports does not have to be very large, either absolutely
or relatively, in order to produce acceptable results from the perspective of
cost benefit analysis, The five percent lncrease 1n exports along the lines
set forth in Table I would produce an IRR of 32.5 percent,
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Table 1

Cost Benefit Analysis of a Five Percent
Increase in Nontraditional Exports

($0007s)
Annually
1985 1986 1987 1988-2004
I. Total Costs
A, USAID 2562 3452 3436 -
B. GOES 1017 2678 2175 -
C. Private Sector - 2017 - 2620 2547
1. Operating 1/ : 602 1225 2547
2. Investment 2/ - 1415 1415 -
D. Total 3579 8147 8251 2547
II. Total Benefits
A. Foreign Exchange o
Earned 3/ - 708 1415 2830
B. Indirect Effect - 1415 2830 5660
C. Total - 2123 4245 8490
III.Net Benefits -3579 -6024 -4006 5943

1

2/

Assumed to be 85 percent of IL.A in 1986 and 1987 and 90 percent of II.A
for each year between 1988 and 2004, The additional 5 percent after 1987
is for maintenance of new investment made in 1586 and 1987,

One-half the U.S. dollar value of a total investment equivalent to $2,830
million in years 1986 and 1987, Assumes that total investment for both
years will equal the total value of the annual increase in exports.

Assumes that foreign exchange earnings will be equivalent to 25 percent of
the five percent increase in exports in 1986, 50 percent in 1987 and 100
percent thereafter,

The IRR is 32.5 percent.
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2. Microeconomic Implications

Inability to determine a project's economic efficiency on cost benefit grounds
requires the performance of the less rigorous cost effectiveness analysis.

The latter requires the identification and costing of practicable alternative
methods of achieving the project purpose, Exhaustive reviews of alternative
means for accomplishing Project purpose in the present Salvadoran context at
both the PID and PP stages of project development disclosed no viable
alternatives to the Project as designed. This was especially true for the
development of the information system, the strengthening of export incentives,
policy studies and the transfer of technology. Indeed, while similar in
design to several other Agency projects with the same purpose, there 1s reason
to believe that the present project is a more cost effective alternative for
El Salvador given the current state of the country's economy,

Every effort has been made to incorporate in the design of the project and in

terms relevant to El Salvador's current situation the lessons learned from
similar projects implemented in other countries.

C. SOCIAL SOUNDNESS ANALYSIS

1) Social Context

The social context within which this project will be implemented is one which
is characterized by a vigorous private entrepreneurial class dedicated to
industrial development and an industrious working class, The civil
disturbance in the country has caused a number of businesses to clcse down,
and the economic downturn has caused many firms to operate at less than full
capacity (1.e. 35-50% of capacity.) In spite of the above, industries remain
determined to regain their 1978 levels,

Salvadorans have historically placed great emphasis on education, formal or
informal, as a means of social mobility. Both the labor and the
entrepreneurial work force place an emphasis on hard work and advancement by
means of learning new skills in order to raise the level of the job they are
doing. It is a tradition of the Salvadoran private sector to be viewed as the
"Talwanese” of the CACM. This business aggressiveness can be harnessed under
the A.I.D. project in order to expand exports.
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2. Beneficlaries

The prcject activities will have an impact on managers and workers in the
factories and enterprises that will increase theilr capacity due to exports of
their product. Many of the workers in the manufacturing sector have
traditionally been women, Small producers, who are either members of
cooperatives, producer associations, or trading company clients will also be
beneficiaries of the program., These producers, as suppliers of the raw
materials for food processing plants and other industries, will be direct
beneficiaries in that they will have new or alternative markets for their
product. Other employees will also be indirect beneficiaries of this
project., Those farms, firms, and johbers that provide goods and services to
the primary firms will expand their work force to meet this new demand.

The project will provide the resources (technical assistance, information and
technology transfer) for these businesses to expand production and
productivity, resulting in reduced unemployment and increased earnings. It
will also provide the stimulus needed to create new jobs. The soclal
implications of the employment and income impacts on beneficiaries and their
families are high in a country experlencing very high unemployment and
internal violence. The importance of saving jobs and creating net new jobs
benefitting, in large part, the lower social strata (earning US$120/monthly or
less) representing some 90% of the population, cannot be overstated,

3) Impact

The project is both feasible and consistent with the social environment in
which it will operate, The project provides needed services to several groups
within the private sector, such as small, medium and large businesses involved
in exporting., The increased export opportunities and services provided under
this project will allow these industries to expand theilr production and
exports or to initiate new productive ventures,

In addition, by aseisting the entrepreneur to improve business efficlency and
productivity the project will contribute to increasing his/her total income,
Some of this increase will be reinvested in the business; some will be taken
in the form of a "salary” increase, It is expected that a portion of
increased business income will be pasced on to employees In the form of higher
wages as productivity increases,

Both for the entrepreneur and for the employee, higher incomes increase the
ability to save and at some point invest in improving the basic conditions of
life through improved housing, nutrition, clothing, education, or increased
leisure,
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ADMINISTRATIVE ANALYSIS

FUSADES

Organization

1. Legal Status

The Salvadoran Foundation for Economic and Social Development (FUSADES) is
a Private Voluntary Organization (PV0O), organized on May 9, 1983, under
the laws of El Salvador. It is a not—-for-profit, tax exempt organization
under existing laws, The Executive Branch of the GOES approved FUSADES'
bylaws on August 22, 1983, and the latter were published in El Salvador's
Official Gazette No. 164, dated September 6, 1983,

The Certification of FUSADES as a PVO was signed by USAID on June 2, 1984,

2, Financial Status

FUSADES has authority from its General Assembly to commit its own funds
and does not receive a direct subsidy or funds from the GOES budget. It
can disburse funds without obtaining approval from other institutions,
private or public. A copy of the Balance Sheet and Profit and Loss
Statement as of December 31, 1983 was prepared by Peat, Marwick, Mitchell
& Co. and certified to be made in accordance with generally accepted
accounting principles.

3. Pattern of Organization

FUSADES ir organized along a semi-colleglal form of bureaucracy. In the
Organization Chart presented as Annex 12, Institutional Background of
FUSADES, the hierarchical descending order 1s as follows: first the
General Assembly of Founding Members, then the Board of Directors, the
President, the Executive Committee, the Executive Director, and following,
the six "Permanent Areas of Interest” with a Commission fn charge of each
area and working groups in charge of each specific program within those
areas, The personnel at FUSADES reports directly to the Executive
Director, although some personnel may be permanently assigned to one of
the areas.

The Commissions and Working Groups for the specific programs are formed by
Voluntary Founding Members, special guests (non-members), external
consultants and employees. The six "Permanent Areas of Interest” for
FUSADES are as follows: a) Communications, b) Research, c) Economic
Development, d) Social Development, e) Institutional Development, f)
International Affairs. This is currently under review,
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Management

The Board of Directors has delegated authority to the Executive

Committee. The Committee has delegated authority to the President and the
Executiv: Director., Partial delegation of authority has been given to the
International Affairs Manager,

The competence level of FUSADES Management is high., Annex 12 presents a
brief description of the educational background and work experience of the
FUSADES executives and staff,

Staffing

FUSADES has been able to attract qualified staff support to implement the
activities described in Section VII.D.1l.A.3, above. In order to implement
the activities contemplated under this project, FUSADES will have to
reestructure its organization and expand its staff. The FUSADES staff
positions which would be financed with project resources include an
Executive Director; three professionals for the TIPS program; two
professionals for the ASA program; an Accountant; and secretarial and
other logistical personnel, There is no shortage of qualified executives
in E1 Salvador at this time. Furthermore, the salary levels that the
Project will help to pay, are attractive enough to ensure that the best
professionals in El1 Salvador become interested in working for FUSADES,

Conclusion

In order to help FUSADES develop the organizational structure and
administrative systems and precedures necessary to increase the chances of
successful implementation, one person month of technical assistance is
being provided to FUSADES with PD&S funding. The objectives of this
technical assistance are as follows:

l.- To formulate and implement an overall organization strategy and
action plans for the short and medium term

2.~ To train the members of the Executive Committee in matters relating
to execution of programs in development organizations

3.- To analyze the present organirational structure of FUSADES and make
recommendations for changes to enable it to undertake greater
responsibilities; and

4,~ To further define the qualifications of the new staff to be hired by
FUSADES. '

It is also important to note that during the past year FUSADES has done an
excellent job in managing the $185,000 Specific Support Grant Agreement
called "CBI and Private Sector Support™, and that all the members of
FUSADES, including Directors, have demonstrated a high degree of
commitment to their organization by devoting time and effort to FUSADES,
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2. GOES

As indicated previously, various El Salvadoran public and private sector
entities will be involved in the implementation of project activities, The
Ministry of Planning (MIPLAN) will have the responsibility for coordinating
the various public sector project activities. This role is consistent with
that which it normally plays within the GOES. The Ministry of Foreign Trade
will be the primary implementing agency for the GOES component of the project,

The GOES commitment to support the activities proposed under the project is
indicated by the fact that they have established the implementation
responsibilities and control required to undertake the activities thus far
envisioned. For example, in order to support efforts to formulate and
implement new export policy and plans, the GOES has established an
Inter-Ministerial Committee composed of Dr. Fidel Ch8vez Mena (Minister of
Planning)-Chairman; Lic., Manuel Morales (Minister of Foreign Trade); Lic.
Alberto Benitez (President of the Central Bank)-Secretary; Dr. Ricardo
Gonzdlez Camacho (Minister of Economy); Sr. Ricardo L3pez (Minister of
Treasury); and Ing. Aquilino Duarte (Minister of Agriculture). This group
will be responsible for:

. Developing the necessary governmental measures to implement a program
aimed at e..panding the production of non-traditional products and their
export to extra-reglional markets,

. Propnsing changes in the laws and regulations aimed at structuring the
legal framework necessary for the development of private export trading
companies for marketing non-traditional products.

. Monitoring the effective execution of all measures taken by the GOES aimed
at increasing the export of non-traditional products.

Related both to the concern for overall economic policy and planning, and
particularly to the need to attract investment and promote exports, the
recently appointed Minister of Forefgn Trade (MICE) Lic. Manuel Morales, has
expressed his personal interest, and that of the GOES, to develop and
coordinate a coherent and cohesive export and investment strategy and plans
among GOES ministries and agencies, and between the GOES and the private
gsector,

Prior to the approval of any project-financed activity, the capacity of the
implementing entity will be assessed in terms of Lts ability to provide the
necessary level of management, and to process and act on recommendations, In
the event that such capacity does not exist in a particular instance, A.IL.D.
may elect, under the terms of the Project Agreemenc, to directly implement an
activity, such as a study or development of a plan,
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VIII., CONDITIONS AND COVENANTS

Two separate agreements will be signed to obligate the project's funds., A
Cooperative Agreement will be signed with FUSADES for obligating project funds
for the Private Sector Expnrt and Investment Promotion component. A Grant
Agreement will be signed with the GOES for obligating project funds for the
GOES Export and Investment Promotion component, The conditions and covenants
to be included in each of the two obligating instruments are as follows:

A, Cooperative Agreement

1. Conditions Precedent to Disbursement

a) Conditions Precedent to Initial Disbursement

Prior to first disbursement of project funds under the Couperative
Agreement, or the issuance by A.I.D. of documentation pursuant to
which disbursement will be made, the Grantee will, except as the
Parties may otherwise agree in writing, furnish to A.I.D. in form and
substance satisfactory to A.I.D.:

¢)) A statement by the Board of Directors of FUSADES in which it
names the person empowered in FUSADES to receive the funds
provided under the Cooperative Agreement and of any additional
representatives, together with a specimen signature of each
person so designated.

(i) Evidence that FUSADES has established a separate coldn
denominated bank account to control the receipt and
disbursement of all project funds.

(111) A statement by FUSADES which iandicates that it has initiated
or will initiate a reorganization of FUSADES to emable 1t to
undertake an expanded program of activities,

(iv) A statement by FUSADES which indicates that it has appointed
or will appoint an Executive Director who can assume executlive
responsibilities for FUSADES' new, expanded activities.

(v) Evidence that FUSADES has established and will maintain, in
accordance with generally accepted accounting principles and
practices, consistently applied, books and records related to
the Cooperative Agreement, adequate to show without
limitation, the receipt and use of all goods and services
acquired under the Cooperative Agreement, Such books and
records will be audited annually, in accordance with generally
accepted auditing standards and be maintained for at least
three years after the date of last disbursements by FUSADES
under the Cooperative Agreement,
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b) Conditions Precedent to Subsequent Disbursements

Prior to any disbursement under the Cooperative Agreement for TIPS,
ASA, or Policy Research and Development activities, or to the
issuance by A.I.D, of documentation pursuant to which disbursement
will be made, the Grantee will, except as the Parties may otherwise
agiree in writing, furnish to A.I.D. in form and substance
satisfactory to A,I.D.:

(1) An implementation plan and budget for the first year of the

project's activities,

Covenants

(1) FUSADES will agree to pay no more than reasonable prices for
any goods and services financed in whole or in part under the
Cooperative Agreement., Such items will be procured by
employing fair and good commercial practices to assure the
most effective use of the funds provided.

(1i1) In addition to FUSADES' submission to A.I.D. of the project's
first year implementation plan and budget, FUSADES will submit
to A,I.D. for approval subsequent annual implementation plans
and budgets for project financed activities.

(111) FUSADES shall covenant that A.I.D., will be able to brief and
debrief consultants, participants and invitational travelers
financed under the Cooperative Agreement and will be furnished
coples of reports produced by such persons,

Walvers

The Mission foresees the occasional need to grant a waiver from A.I.D.
Geographic Code 000 eligibility for the procurement of technical

assis
facil
propo

tance or training services, including observation trips, to
itate the achievement of the project's purpose, The Mission thus
sed to grant such ‘walvers to allow for services from A.I.D.

Geographic Code 941 on a limited case by case basis.

GOES

Grant Agreement

Condi

tions Precedent to Disbursement

a)

Prior to any disbursement of project funds, or the issuance of any
commi tment document under the Grant Agreement to finance any specific
activity, the Grantee shall furnish in form and substance
satisfactory to A.I.D., a complete description of such activity which
shall include, but not be limited to its budget and implcmentation
schedule,



46

b. Prior to any disbursement, or the issuance of any commitment document
under the Grant Agreement to finance any lmplementing entity for an
approved activity(ies) under the project, the GOES shall furnish in
form and substance satisfactory to A,I.D., a statement of the name of
the person holding office in sald entity and legally empowered to act
for sald entity with reference to the Agreement.

2, Covenant

A,I,D, will, upon request, be able to brief and debrief consultants,
participants and invitational travelers financed under the project and
will be furnished copies of all repocts produced by such persons.

3. Walvers

The Mission foresees the occasional need to grant a waiver from A.I.D.
Geographic Code 000 eligibility for the procurement of technical
asglstance and training services, including observation trips, to
facilitate the achievement of the project's purpose., The Mission thus
proposes to grant such walvers to allow for services from A.I.D.
Geographlc Code 941 on a limited case by case basis.

IX, EVALUATI1ON ARRANGEMENTS

A, Evaluation Plan

1. Annual Reviews

The Mission will conduct two annual reviews with FUSADES and MICE to assess
progress in achieving the project's objectives, weigh methods to improve
performances and consider possible modifications to project implementation and
design, as appropriate. The reviews, which may or may not include outside
assistance, will be held towards the end of the first and second years of the
project. Each review will thus serve as the basis for the subsequent yerar's
implementation plan and budget.

2. In-Depth Evaluation

In addition to the annual reviews, USAID will undertake with project resources
cne formal, in-depth evaluation using AID/W assistance or independent
contractors, The evaluation will carefully assess the appropriateness of the
project design and methodology. This evaluation -7111 take place at the end of
the second year of the project and will examine the progress made by the GOES
and by FUSADES toward achievement of the project purpose., The evaluation of
the GOES component will give special attention to the efficacy of GOES policy
and institutional systems for promotion of non-traditional exports and
investment which have been developed or strengthened with project assistance,
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The changes 1in levels of production for exports in the San Bartolo Free Zone
which have occurred as a result of project assistance will also be assessed,
The evaluation of the FUSADES component will focus on the institutional
capacity of FUSADES and the U.S. contractor for the TIPS program to carry out
the activities envisioned in the project. In addition, the evaluation will
also review and assess, from a small sampling: (a) the changes in levels of
productivity, job creation and exports which have occurred as a result of the
results-oriented TIPS program; (b) the ability ot producers to apply new
information or skills within their respective businesses; (c¢) the utility of
associlation strengthening activities to the producer members of assoclations
assisted under the project.

The recommendations made in this in-depth evaluation will provide guidance to
USAID, the GOES and FUSADES on whether ongoing project activities should be
continued, modified or terminated and whether or not other activities will
need to be incorporated. In the course of project implementation, should the
Mission detect the need to accelerate the schedule for the formal evaluation,
it will make the appropriate arrangements, Similarly, should the Mission
desire to conduct an additional formal evaluation in response to presently
unforeseen circumstances, it will proceed to do so using PD&S funds, This
in—-depth evaluation will determine the need for further evaluations,
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NARRATIVE SUMMARY

LOG

FRAME

QRJECTIVELY VERIFIABLE
INDICATOR

MEANS GF VERIFICATION

Goal
To generate employment,
incane and fareign exchange.

Pmse

To develop the capacity of
the private and public
sectars to provide policy
support and technical
assistance, technology
transfer and training
services to Saivadoran
exparters of non—-traditional
products.

Increased exports of nomn—
traditional gooxds and
services.

Increased erployment in
the industrial sector.

Improved GOES support
systems are developed and
operational.

TIPS ::nd ASA are
establisned and function-
ing in FUSADES.

Salvadoran lbusinesses are
utilizing new services
provided by GOES and
FUSADES.

1. GOES data and statistics

2. Project reports and
evaluations.

Mission, implementing

entities and cther coantractar
records, reports and evalua-
tions of project.
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ASSWIMPTIONS

l.

GOES formulates and
implements appropriate
policy environment and
infrastructure.

Political, ecomonic and
social situation does
not deteriorate further,

l.a. GOES continues to give

high priority to expart
and investment pramction.
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2.a. FUSADES maintains the good
will with public and
private sectors.

b. FUSADES is able to adapt
its organizaticn to meet
the requirements of the
project iinanced
activities.

3. Business have access to
cradit and foreign ex-
change required far
expansion and/cr develoc—
nent of new ventures.

Outputs

A. Private Sectar Export and
Investment Promotion Services

1. TIPS l.a. 50 technical assistance 1. Pericdic project reports 1. Qualified arnd experienced
projects completed centractors will be found
2. Contractor reports and to perform required services
b. 40 markat access studies vouchers
campleted 2. BIN functioning in FUSADES

3. Project evaluations
c. One Business Opportunity
Survey completed

d. 10 one-week missions by
Salvadoran businessaen
and GOEs officials
to USA completed



2. ASA

10 one-week missions by
Salvadoran businessmen and
QOES officials to third
countries completed

U.S. based contractor
attends 24 trade fairs or
seninars in U.S. to seek
business copportunities
for E1 Salvador

Technical assistance is
provided to ongoing
trading companies

A 5 professional persons
office is set up in
FUSADES to coordinate
and manage TIPS, and a 3
prefessional persons
office is set up in the
U.S. to provide technical
csupport to TIPS.

FUSADES holds one FUSADES periodic project
seminar for associations reports and project evalua-
to introduce ASA. tions.

4 “o 6 business assccia—

tions engaged in export
awarcness activities for
their nembers with
FUSADES support.

l.
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Salvadoran business associa-
tions are receptive to and
interested in providing
export-related serxvices to
their members.

FUSADES maintains the gocod
will of S»)vadoran business
associations.
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c. FUSADES co—-sponsors 30
seminars and workshops
with associations.

d. FUSADES develons a
library of video tapes
and other didactic
materials for use by
associations.

e. FUSADES sponsors an
association observation
program in tne U.S. or
third countries.

f. FUSADES sets up a two
professional persons
office to coordinate and
manage ASA.

3. Pclicy Research and 3.a. A series of stuilies FUSADES periodic project FUSADES maintains an interest
Develomnent related to econoanic re— reports and project evalua~ in this area.
activation basad on non— tions.
traditional export—led
growth and investment is
ccmpleted.

b. A two professional person
office in FUSADES is
established to coordinate
and manage this activity.



B. GOES Export and Investment

1. Export and Investment

Strateqy

2. GOES Strateqgy Support

Machanisms

3. Policy Studies

o)

GOES articulates export
and investment strategy.

2.a. GOES revises laws and

regulations which affect
the develcpment of non—
traditional exports and
investment.

b. QOES establishes

mechanisms t? improve
coordination of govern—
ment policy and support
for export and invest-
ment prarotion at the
ministerial and opera-
tional levels of govern-
ment.

3. A series of stulies

related to econaomic re-
activation based on non—-
traditional export-led
growth and investment is
campleted.

1.

GOES documents/announce~
ments and project docu-—
mentation.

2.a. GOES dccuments/announce-

ments and project docu—
mentation.

b. QOFS official gazette,
nationzl budget, and
project evaluations.

Project documentation and
reparts.
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GOES continues to give
high priority to export
and investment promotion.

Broad based support from
legislative and executive
branches of the GOLS is
given to revision of legal
framawork.

3. GOES maintains interest in

this area.



4. Free Trade Zone

Development
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4.a. GOES articulates a policy 4.a. GOES documents/annocunce- 4.a. GCES is rsceptive to

framework that is cor
ducive to the revitaliza-
ticn of the San Bartolo
Free Trade Zone and the
develooment of an
attractive environment
that maximizes El
Salvador's competitive
position in the world
market.

b. Maintenance of existing

facilities in the San
Bartolo I'ree Trade Zone
is completed.

Expansion of new physical
infrastructure in the San
Bartolo Free Trade Zona
is initiated in accord-
ance with demand.

ments and project decu-
mentation.

b. Project reports and
evaluations.

c. Project repoxts and
evaluations.

enactment of a policy
framework that maximizes
the opportunities for
attraction of investment.

Sufficient demand wiil
continue to exist for
zone facilities.



InEuts

1. A.I.D.

a. A.I.D. Grant

2. El Salvador

a. Participating Entities
counterpart contribution

b. ESF local currency

Life of Project ($000)

9,450 1.
2.
699
5,171

A.I.D. Records

Implementing agency
records, reports and
audits
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A.I.D. makes availakle
sufficient funds in FY
1984 and FY 1985,

Financial situation of
participating entities
permits them to make their
counterpart contributicn.

GOES makes available
sufficient counterpart
resources.












0.

ix.

i3.

extent pcssible, the
country is contsibuiting
local currencies Lo meet
the cost of contractual
and other seF"lc_a, and
foreicn currencies owned
bv the D.S. a-e uvtiliceZ

- -

in lieu o©f collars.,

XN Sec. €l2(&). Does
the U.S. own excess
fereign curzency cf the
country anc, i1f sc, what
arrencements have been
macde for its release?
X2 Sec, 601(e). WwWill
the proyect uttilize
competitive selecticn
procecures IoI txe
avarcing of contreacts,
excect where a2azslicable
procturemezt rules &llow
otherwise?

TY 19€2 xoorosriation Ack
Sec, 521, II essistance
15 Zor the producticn of
anv comxodity focro expory,
is the ccumocity likely
to be in surzplus on world
markets at the tine the
resultinc prccuctive
capacity beccnes
operetive, and is such
assistance likely ¢

cause sutubstantiel injury
to U.S. procducercs of the
same, similar oz
competing ccmmodity?

FAA 118(c) and (d).

poes tnhe project comdly
with the eAvircnmental
procecures set fcIth in
AID Recgulaticn 16?7 Does

BENNEX 3
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The Project will primarily fund
foreign exchange costs., Mos:
requirerents for local currency
will be met throcugh host councry
contributione.

-
5

Mo,

Yes.









e, TFAAN Sec. 110(b).
Will g-ant cepital
assistance be cisbursed
o7 project over nore
¢ban 3 vears? If so, has
Justificaticn satis-
factecry to Concress beern
mace, anc eflorts Zo:
otror £inzncing, oo is
t.he recipient country
‘relatively leassz

develcpec®? (M.OC. 1232.:
gefined a cazital zroject
as “the construvcticn;
expansion, eguizzing cr
alterztion of a2 ohysiceal
facility or facilities
financed by XID dollar
gssistance ©f nes less
than S100,00C, imcliuding
relatecd acviscry,
managezizl anc training
services, a2né¢ notT under-
‘taken a5 parzt cf a2
preject cf a c-ecdon-

3

inantly tecknica
2ssista2nce character.

£. 7TrA Sec. 122(b). Does
the &ctavaty give
reasonable rrozise cf
contributing to the
develoz-nment of econoaic
resoucces, or to the
increase of produc “4ve
czpacities and self-sus-
taining economic growth?

Describe extent to which
progran recognizes the
particular neecs,
Jesires, and czsacities
of the peoprle cf the
country; utilizes the

country's intelliectural
resouvrces to encouleage

t

1 4

N/A

N/A

N/A

A



institutional develozmnment;
and supdcrts civil
education and traircing in
skills recuired for

effactive participation-in

governmentez) processes
esential to seli-goveranment,

pevelooment Assistance Protect

Crincrre (LO22S Cnav) ”

. TFTXXN Sec. 122(b).
Infcrmetion enc conclusicn
on capacitcy of the countroy
to repav the loan, at .
reasonehle rete of Interest,

b, i3z Sec. ©620(c). I¥
assirsTance 2s Zor eny
productive cnterprise which
will coopete wikh DS,
ertercorises, is chere an
agreement by tbe recivoient
country Lo Drevent experc
to the U.S. cf wmore than
20% 0f the enterzrise's
onnual production curing
tbe life cf the leoan?

c. JISHCH cf 19E), Sec. 724
(c) anc (c). =iZ zoc
Riceracte, does the loan
acgreement reguxre that the
funds be usecd to the
peximum exXxtent oessible forl
the private sector? TDToes
the project provice Zfor
monitoring uncder FAA Sec.
621(g)?

Tconcmie Suooort Tund

Proyect Criter:a

2. TXX Sec. EBIl(a). Will
Lhis ecsiStance promote
econcmic or pelitical:
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N/A

N/A

N/A




stability? 7T
possible, Zdoe
the policy &

he extent
t reflect
e

FXX Sec. E3Y(c). Wi
pol S

assistante un

’
A

PAY Sec. 334. Wil =g
fLncs pe usec tO Zinance
the ccns:t-uction cf the
opercation cI maintenance
©Z, ©r the suzplving of
fvel fcr, 2 nucleea:
facility? £ sc, has the
Presicent cerzifiies that
suck tse cf funds is
inédispensable to
nonprelifs-action
objectives?

FPAN Sec. £0&., I
COXmMDOCLTLES aZe TOo be
grantec sc that sale
proceecs will accrue to
the recipient count:oy,
have Special Acccount
{cotntezzecsc
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<
ROBERTO H. MURRAY MEZA
PRESIDENTE
San Salvador,
10 de agosto de 194,
Sefor
Robin Gimez
Director

USAID Mission to E1 Salvedor
San Salvador, El Salvedor.

Estimado sefor @mez:

El pronSsito de esta carta es el de solicitar a la A.I.D. wn donztivo por la cantidad e --
US$6.9 millones para establecer un Servicio Privado de Proxcién ca Exportaciones e Inver--
siones que cotprenda:

1) W Servicio d= Pramcisn de Exportzciones e Inversiores (TIPS), el cual provea asisten-
cia témica, informacion y asesoria especifica a los emreserios salvecoreins; rezlice
un sondeo de cportunidades dz regocio y organice misicres de negocios a los Estades - -
Unidas v otros pafses;

2) Una Actividad ca Fortalecimiento ca Asociecicnss da hegocios que provea asistencia a
las gremiales ce empresarios/epresas en El Selvecor, co-patrocine con las ascciacior
talleres y seminarios relacionacos con exportacicres e inversionss, cesarrolle una bi- -
bliotzca de cintas ce video y material didictico y realice un vigje de cbservacién @ -
los Estadas Unidos para las asociaciones; y

3) Un programa de estudios relacionados con tépicos concemnientes al dasarrollo d2 exporta
ciones no-tradicionales @ mercedos extra-regionales, y la atraccion de inversién extren
jera y Tfoento de la inversién nacional.

De acerdo a conversaciones sostenida con ustedes y en bas2 a documentos suministrados, en-
tendaos que la meta ¢l proyecto consiste en generar ampleo, ingresos y divisas para £l —
Salvador. El propSsito del mismo es el de desarrollar la capacidad de los sectores plblico
y privado para proveer apoyo de polfticas y servicios de asistencia técnica, transferencia

de tecrologfa y entrenamiento a los exportadores salvadorefios de productos no-tradicionales.

Esperams que nuestra solicitud reciba una respuesta positiva a manera de incrementar las -
exportaciones no-tradicionales salvadorefias a mercados extra-regionales, y ce esta forma, -
coadyuvar a la estabilizaci6n y recuperaci6n de la econanfa de El Salvedor.

Reciba usted Sefor Director, las muestras de mi mds alta consideracién y estima.

Atentarente,
Robe(tg H. Marey Meza

Presicente

FUXDACION SALYADORERA PARA EL DESIRPOLLO ECONONICO ¥ SOCIAL Edifico La Ceniroamericans, 69 piso P O Bos 01-278, San Sahador, £1 Salvedor Tels 24-3975 y 24-5635 //l /b
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"'CL RALVADOR, C, A, Se‘n Sa"vador’
9 de agosto de 1984,

Senor

Robin Goémez

Director USAID Mission to El Salvador
Embaiada Americana

San Salvador, E1 Salvador

Presante.

Estimado senor Gomez:

E1 propdsito de esta carta es el de solicitar de la A.1.D., un donativo -
por la cantidad de US.$2.6 millones para asistir al GOES en ceserrollar -
una Estrategia Macional para Exportaciones e Inversiones to-Tradicicnales;
identificar e implementar mecanismos de apoyo necesarios para apoyar la -
estrategia; contratar e implementar estudins relacionados con el deszrro-
110 de politicas, planes y estrategias para promover exportaciones no- --
tradicionales; y reactivar y proveer mantenimiento a la Zona Franca de ..
San Bartolo dentro de un marco de politicas que maximice la competividad
de E1 Salvador en relacion al resto de paises en desarrollo.

De acuerdo a conversaciones sostenidas con usted y en base a documentos -
que nos han prc.orcionado, entendeiros que la meta del proyecto es la de -
generar empleo, ingreso y divisas para El Salvador. El propOsito dzl mis-
mo es el de desarrollar la capacidad de los sectores pUblico y privado, =
para proveer apoyo de politicas y servicios de asistencia técnica, trans-
ferencia de tecnol.jja y entrenamiento a los exportadores salvadorefios de
productos no-tradicinrnales. E1 proyecto estard dividido en dos comgonen-
tes principales: Promocidon de Exportaciones e Inversiones del GOES y Ser-
vicios Privados de Promocidn de Exportaciones e Inversiones.

Esperamos una respuesta positiva a nuestra solicitud con el objeto de con-
tribuir a 1a estabilizacidn y reactivacion Econdmica de E1 Salvador, y -~
mejorar la calidad de vida de muchos salvadorefios.

Reciba usted, Sefior Director, las muestras de mi mis alta consideracién y

estima.
Atentamente,
k323e1 I. Mora1e< Ehrlich
Ministro de Comercio Exterior
MIME: rgder
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INSTITUTIONRY, BACKGRONND ~ MICE

1. The Ministry of Foreign Trade (MICE)

The Ministry of Foreign Trade (Ministerio de Ccmercio Exterior--MICE) was
established early in 198l. The Ministry absorbed all of the functions of the
Instituto Salvaderelo de Comercio Extericr (ISCE) and most of the foreign
commerce functions of the Ministry of FEconomy. MICE was created as a means of
rationalizing roth the control and regulatory functions of the government as
it pertained to foreign commerce. The Ministry was also given the export and
investiment prcomotion functicns of the ISCE. As originally established, the
Ministry's objectives were broadly viewed as a foreign commercial planning
Ministry with koth regulatory and promotional components.

1.1 Ohjectives and Functions of MICE

The cbjectives and functional responsibilities cf MICE can be summarized
as follows:

Regulato_x_fx

To reduce the effects on the local economy of flunctuations of
international market prices

To elininate the flight of capital by the undervaluation of exports
and overvaluaticn of imports, as well as restricting indisc:iminate

imparts

. Monitoring all financial and commercial entecprises of the country to
determine adequate utilization of foreign know-how

. To monitor exports and determine if adequate prices are beinrg paid to
Salvadoran exporters

. Monitor and regulate all damestic or foreign enterprises that are
involved in export and inport trade

. Effect fiscal supervision and impose sanctions for infractions
against any applicable laws for all individuals or corparations
foreign cr damestic, who are involved in foreign trade

. Authorize any persons or corporations not domiciled in the country to
carry out industria) and commercial activity in the country

. Approve, regulate, and monitor the entry of foreign capital into the
country as well as the approval and monitoring of all proposed
repatriations of said capital.
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Promotion/Coordination

. Coordinate and orient the actions of the different government
organizations to make certain said actions will be in consonance with
the Government's foreign trade policy

. Convert the Ministry of Trade to an acent of change by planning for
the rational change of the foreign commerce sector of the country

. Diversify the products and markets of the country in accordance with
the strategic ecoromic and development needs of the country

. Work together with the Ministry of Planning, Economy and Agriculture
to promote the orderly expansion of Salvadoran exports

. Formulate, exccute and evaluate the policies of the governmant
oriented toward the rational expansion of foreign tcade

. Promcte the developient of credit and fiscal systems oriented towards
the developnent of diversification of exports

. Coordinzte with other Ministries of {he Government on bilateral and
multilateral arrangzments related to foreign trade

. Participate in all governmznt studies, plans 2d projects aimed at
the ecornomic integration of the country.

2. Description of the Ministry of Foreign Trade (MICE)

The government of El Szlvader has established the Ministry of Foreign Trade
(MICE) as the operational entity charced with the responsibility of monitoring
a' i requlating foreign trade as well as the prowtion of foreign trade.

The Ministry is headed by a Minister and a Vice Minister. It has three staff
offices: legal counsel, gensral counsel, and public relations. The functions
of these three units are briefly described as follows:

. Legal Counsel--This office is charged with drafting and advisirg both
the Minister and the Planning Director Gereral on the negotiations of
all legal agreements, bilateral and multilateral treaties, and
prcduct related agreements. This office also acts as a legal advisor
to all staff and operational units of the Ministry.

. General Caunsel—2Acts #s a general advisor and consultant to both the
Vice Minister and the Minister on the thrust and direction of the
ministry.
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Public Relations—This unit is charged with executing all functions
dealing with damestic and foreign VIPs and the Ministry's
relationship with the Press.

At the operational level the Ministry has four (4) Gereral Directorates and
two Divisions not currently linked with any Directorates. The four
Directcrates are as follows:

. The Cirectorate of Development and Promotion of Export Trade

. The Directorate of Investment

. The Directorate of Planning

. The Directorate of Export and Import

The two Divisions not linked to any Directorate are: the Divisi-n of
Technical Services and the Administrative Division.

The general functions of these cperational units of the Ministry can bes
described as follows:

3. Directcrate of Development and Promotion of Evzort Trade

In its simplest form, this Directrrate through its Internal Promotion Division
is involved in providing technical assistance in the development of sp-ific
products for export. It is also involved in organizing product specific
praducers into export consortiums.

The External Division is currently in charge of the offshore offices and trade
exhibits.

3.1 Internal Division (Directorate of Development and Promotion of Export Trade

The Division is involved in preparing specific products for the export
market. To summarizing its fourteen functions, the Internal Division is
involved in all facets of internal production development including:
identifying specific products, preparing specific praducts for the export
market, structuring the financial arrangement, providing technical
assistance in financial administration, guality control, and the
development of specific export projects.

This Division executes a substantially formidable task with an apparently
small camponent of persormel.
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3.3

4.
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The Department of Export Consortia, of the Internal Division sceks to
group several companies to praduce a like product so as to increase the
expart capacity of the total rrcduct grouning.

The Internal Division, in practice, appcars to concentrate a great deal of
effort in dealirg with, what is Krown in El Salvador as the inforial
usiness secter. This secter includes the microproducer ard other small
business entities requiring substantial Iusiness enterprise develcrient
assistance,

External Division, Direatcorate of Davelownant and Prcmotion of Expcort Trade

Tne External Division secks to peretrate foreign markets, maintain its
presence in siid markets and develcp the cammercial infrastruciuere for
such export.

In evecuting the ebove functions, the marketing department actually gets

involved in facilit.ting the commercial transaction for a specific export
function as a comaission agent. In some cases the Division also executes
a huy/sell function on a specific trensaction.

Its external support department ccordinates Salvadoran perticipation in
fairs and expositions, comnercial missions, and external market
investigatica.

The Departiment pays for three representative offices (in Miami, Germany
and the Dominican Republic).

Division of Standards and Quality

This Division is b2ing tran:.ferred as of July 15, 1984 from the
Directorate for Exports and Inmports as a Iivision to the Directorate of
Davelopment and Promotion of Export Trade. This unit is envisioned as a
technical support unit of the Internal Division of the Directorate. It
seeks to establish specific norms, standards and procedures for guality
control of Salvadoran exportable products. It also advises specific
enterprises on quality control procedures.

Directorate of Investment

This Directarate executes its functions through three Divisions: Division of
Foreign Investirent, Division of Pramotion, and the Division of Free Trade Zone.

The

objectives and functions of the three Divisions of the Directcrate General

of Investment are as follows:
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4.2

4.3
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Division . 7 Toreign Investment

The Division has primarily a control and regulation function of all
foreign investment. It works with the Overseas Private Investment
Corporation (OPIC) of the U.S. in quantifying the foreign investment of a
specific U.S. firm. It also defincs for the foreign investor the precise
rules and regulations affecting such investment. The Division also
advices a local joint venture investor as to the interpretation of the
law. The Division additionally cdefines indebtedness, trademarks, patents,
ard other intargible foreign inputs to a joint venture. The Division
grants authorizations and regulates foreign capital in any of its forms as
it relates to repatriation of profits, royalties or fees, It also issues
resolutions relating to bilateral agreements on Guarantees of Foreign
Investment.

Division of Investment Promoticn

Tnis Division is organized in two Departments:

4,2.1 Cerartient of External Promotion

Tris department focuses on communicating Salvadoran's foreign
investment opportunities. Its market is the foreign firm seeking to
reduce its current lahor costs and/or seeking to produce a specific
praduct for a specific market using either Sazlvadoran lzi.or and/or
raw materiils.

4,2.2 Internal Promotion Decartrent

Tnis Department encourages local entreprersuwr's to invest in specific
irdustrial projects that will prcduce a product for the extrarezional
mor-traditional export market. This Department also administers the
promotion of the San Bartolo Free Trade Zone.

Division of Tree Trade Zore

The Free Trade Zon= division has as its primary function the physical
development and maintenance of the San Bartolo Free Trade Zone.



5'

ANNEX 10
Page 6 of 10

Directorate of Planning

This Directorate essentially provides a staff support function to the
Ministry. The Directorate cperates through three divisions.

The functions and objectives of the three divisions can be surmarized as
follcows:

5.1

5.2

5.3

6.

Division of Fcoromic Stulies and Cammercial Pelicy

The Division develcps strategy for the Ministry of Foreign Trade within
the Gloral Plan of the Government of El Salvador. Through the execution
of speciflc studies, adviszs the Operaticral Units and th= Ministry as to
the specific commercial policies that should be followed by the government
¢ 4 the Ministry. The Division also studies the Covernment's foreign
crchanje policy as well as the use of Foreign Offices to represent the
Ministry abroad.

Mvision of Internationzl Ecomomic MNegotiations

This unit of the Plannirg Directorate executes brcad macroscononic stuiies
as well as microscorcric stuiiles seeking to define specific products EL
Salveder should develop for export. It coordinates contact with
International Crgmnizations and prepares swpecific projects and programs of
assistence to the linistry, Zrom Internationmal Orcanizations. It prepares
the basic contractual unde standing with international organizations and
monitcrs the execution of such agreements.

Divicsion of Fronomic Frogramning and Institutional Developrent

This unit focuses on internal budgeting and programming. It submits the
Ministry's budgetary regquests to the Budget Office of the Central
Government., It also acts as a central unit rationalizing the badgetary
allccation of the Ministry on Operational Unit basis.

Directorate of Exports and Imoorts

This Directcarate executes a purely regulatcry and administrative function for

the

Ministry. This Directcrate issues both import and export licenses for

controlled products.

The

Directorate cperates through two divisions.
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6.1 Division of Fxports

This Division separates its functions by type of product.

. Control and Monitors—Traditional Exports. This includes the
statistical rionitoring to defire on a monthly bosis the dellas and
tonnage value of the traditional exports. This function rlso
includes close monitoring of internatioral market prices to de ermine
that the value of exports is not undervalued as a reans of
expatriacica of hard currency. This funciicn also includes the
issuwance of expurt licenses for all the traditicnal export products
except ccifee which is handled independently by the Hational Coifea
Institute (INCAFE).

. Mon-traditionzl Exports., Through the issuance of export licenses it
controls and ronitors mon-traditicnal exgorts. The review process in
the issuance of the export license seeks to assure thab:

- The lccal market not be undersupplied
- The value of the export is not undervalued

These two broad functions are administered by the Epert Division. The
Export Division has a current account on all products subjest to an expart
quota. It also informs the Ministry and cther related entities as to tre
ralances on these cuotas and maintains detailed reccrds on world irarket
prices on oth traditicnal and non-traditional exports.

DIRECTIORATE OrF EXPORTS AlMD DIPURTS

GENIZRAL
OFFICE PRPOFESS ICHAL SECRETARIAL ASSISTANTS
Directors Office 1 1 1
Division of Exports 5 1 0
Division of Imports 5 1 0
Total 1 3 1
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Division of Imports

The Import Division essentially monitors and controls the issuances of
inport licenses per the policy of the Central Covernment. The Division
regulates the import of 31 controlled precducts of industries protected
under the Central American Common Ma ° -t Agreement.

In summary, the Ministry operates through the operatiomal Direct » . as
described ahove. The Ministry additionally has two divisions ope.itiivyg as
autonomous Divisions reporting directly to the Minister's office. Thes=s are

the

Eoministrative Division and the Civision of Technicel Services.

These two aultonomous Divisions are described briefly as follows:

7.

7.1

7.2

8.

Autononous Operational Divisions

Division of Technical Services (Cperational Unit o, V)

This Division functicnis as the camnercial library/information center of
the Ministry. The Division has develcoped, within its budgetary
imitations, en infrastructwe of comrercial informztion. It las also
establisiied a network of export trade information thrcugh the cocparaticn
of the Internationzl Camerce Center (ICC), a U.N. crganization hased in
Geneva, The Divisicn organizes and identifies all comrercial inforiation
received bty praduct, country and function. It szehs to support three
client systems:

1. El Salvadcran exporters and importers
2. The operational units of the Ministry of Foreign Coumarce (MICZ)

3. Cther Governmental entities involved in foreign commerce including
the ministry of agriculture, the ministry of econcmy and otiers

Administrative Division (Operational Unit No. VI)

This Division handles the administrative office management of the Ministry
ard also hardles some of the current out-of-pocket expenses of the
iMinistry.

GOES Policy Support Mechanisns
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8.1 Inter-Ministerial Commission on Non-Traditional Exports

Late in 1983 the Administration of President Alvaro lMagala issued a decree
creating a National Ccordinating Commission to promote the export of
mon-traditionzal preducts to extraregiomal markets. (See Attacnment 3-1 at
the end of this chapter). This Ccmmission is made up of the Ministers of
each of the following organizations:

The Miristry of Planning

The Ministry of Forelgn Trade
The Ministry of Lroncay

The Ministry cf Treasuwcy

The Ministry of Agriculture
The Central Recerve Bank

The Comission also includes a representative of the Mational Asscciation
of Private Enterprise (ANEP).

th

The Camnission is presided by the Ministry cf Plannirg. Tre President o
1c Central Bank acts as the secretary of the Ccornission.

&

Tn2 Cormission has the responsibility ofs

. Develcrirg the necessary governmantal measures needed to implemsnt a
program aired at expanding the praduction of ror-traditioral products
and the export to extraregional markets

. Proposirg charges in the laws and regulations aimed at structuring
the legal framework necessary for the developrent of export tradirg
caanies of ror-traditicnal praducts

. Monitorirg the effective execution of all measures taren by the
Government aime? et increasirg the expert of ron-traditioral products

q)
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BRIEF BIO-DATA OF RELEVANT QOES MINISTERS

MINISTRY OF FOREICN TRADE (MICE)

-lames
-Flucation:

~fork Esperience:

Manuel Morales Ehrlich

B.B.A., Pierce School of BRusiness

M.B.A., Wharton School of Finance and Comerce
Marketing Manager, ALDECA, S.A.

General Manager, ALUMICENTROS, S.A.

Secretary of Information, GOES

MINISTIRY OF FLAWNING (MIPLAN)

Mames
*ucation:
Work Experieice:

Fidel Angel Chavez Mema

L.L.D., National University of El Salvador
Attorney for the FOMA group of Companies
Minister of Foreign Relations, GOES
Counselor, City of San Salvador

Professar, Mzaticnal and UCA Universities

MINISTRY OF THE EQONOMY (MIEQCN)

Names
Jucations
Work Inperience:

Ricardo Conzdlez Camacho

L.L.D., Nation=2l University of El Salvador
Representative to COES Constituent Rssembly
Attorney for TE{AQD, McCormick, Texas Instrurents,
AUX and others

MINISTRY OF ARRICULTURE (MAG)

Names
Fducation:
Work Experience:

Carlos Acuilirmo Duarte Funes
B.I.E., National University of El Salvador
Minister of Edwation, GOES
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FUSADES has six "Permanent Areas of Interest", with a Comnission in charce of
each area and working grcups in charge of each specific program. Scme
programs are of a permanent nature while others are transitery, and are called
"Special Programs". Following is a brief doscription oo the programs, both
permanent (P) and "special" (S):

AREA

1- Cormaanications:

2~ Peseardi:

3~ Economic Devel-prent:

TYPE OF
PROGRAM

(P)

(s)

(P)

(s)

(8)

(s)

DISCRIPTION

A series of monthly publi  -‘ons
for FUSADES nanbezrs ar i X
Institutions. Tczics. L. .omics,
country snaoxliic pre’ ams and
general interest tG. :s.

To develcp an ejucat. ona2l campaign
of the econonic princinles cf the
free enterprise system.

To establish a data hank and
library of eccronic and sozial
subjects; and to analyze the
technical infcrmation related to
the state of the econony.

To formulate and promcie the
execution of prougrans to cooperate
in the economic reactivation of
the coantxy.

A program of development of
strategic alternatives to
cqntribute to the ecoromic
reactivation of the coantry.

To analyze and recommend
altermatives in the use of
"Agrarian Reform Bonds'".

A program for the reactivation of
the agricultural sector.
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(s) To analyze and recoaend strategic
alternatives to achieve
agricultural diversification in El
Salvador.

4- Social Development (p) To analyze the variables that
affect social development in El
Salvador and to prcrote specific
progrens to address those
variables.

5- Institutional Develoomnent  (P) A promoticon pregram to increase
memiorship in FUSEDES and to
establish linkages with other
institutions that can contribute
to the achieverant of FUSADES
objectives.

6~ International Affairs (P) To analyze the international
ecommnic and social tendencizs
that can affect El Salvador.
Promcte and collaorate with
international assistance preovans
that contribute to the econoxic
develozment of the coantry anid
that of the free enterprise system.

(s) Teking advantage of the BI. Thne
progran provides information for
foreign investors and Salvadoran
exporters, through publications,
workshops and seminars.

B. FUSADES EXECUTIVES AND STAFF

The following is a brief description of the educational background and work
experience of the FUSADES executives and staff:

Relative
Name Title Education viork Experience
Years Field
Foberto Murray President BA Yale 14 President of
MS Middle- a brewery
burry College Director of
MBA Harvard 15 Carpora-
tions

0




Fduardo Castaneda Fxecutive
Directar

Mirma Liévamo Pasearch
Avisor

Mario Cantizano

JosA Prqgel Quirds

Joca Morales

C. STAFFING
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BBA Houston U 8
MBA Houston U

Gral. Manager
and Director
»f a Specialty
store

BRA U. Centro— 8
americana
>S5S La Sorkonnre

Director at
the tinistries
of Planning
and lLooromy

Partner in a

Consulting
firm

BA Tulane U. l Foonconic Re-
search

EBA George- 1 International

town U. Affairs

BS U. of El 41
Salvador

Journalist

In order to implement the activities descrized in Section VIILD.1.A.3, FUSADZS
will have tn reestructure its orcanization ard exparnd its staff. Based on the
opinion of the IESC contractor that worked in the TIES and ASA sub-canponents
and FUSADES' ovm criteria, the followi:g stzff positions will be opzn:

1- TIPS

No. Title

1 Fxecutive Director

1 Business Development Advisor
1 Technical Assistamce Advisor

Minimum Qualification

Experienced executive presently
erployed at the President or Vice
President level of a medium to
large size corporation/organization

Xgressive, well educated
executive, presently employed at
the Division Management level

(rganized, diligent and dedicated
executive, presently employed at
the Project ar Praduct management
level



1 Information Advisor

ANNEX 11
Pege 4 of 5

Good communicator, aggressive,
expecienced in werking with a
"State of the Art" caommunicaztion
technology, presently emplryed at
an executive position

For all of the positicns listed above, corplete fluency in English and

Spanish will be reguired.

2. AA

1 Projext Manager

1 Assistant Project Manager
3. 6150

1 Project Manager

1 Research Advisor

l Research Advisor

1 Information Advisor

Experienced , organized and
dedicated executive with solid
background in business
associations managemeznt

Well =ducated, good communicator,
aggressive cuecutive with
experience in public relations and
training

Exverienced researcher and drafter
of economic studies, sclid
academic background in Economics,
currently employed in managjement
position in develooment
organization or rescarch
department of corporation

Experienced reasearcher and
drafter, with experience in
government affairs, solid academic
mackground

Well educated, good comminicator,
ambitious college graduate with
gocd background in economics

Good cammnicator, aggressive,
experienced in workirg with "State
of the Art" communication
technolcgy, presently employed at
an executive level



4. QONT

1

Controller
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Well trainad, organized and
dedicated accountant, with solid
backaround in internaticnal
developrent crganizations
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PROJECT ELIMENTS

Private Sector Export and

Investiment Promotion

Technical Assistance
-Long Term

-Shart Term
Personnel

Equipment & Materials

Invit. Travel, Cbserv. Study,
Seminars & Viorkshops

Assistance to Associations

Project Coordination & Management
(Exc. Proj. Funded Personnel)

Contingency
Total Component

Page 1 of 9
TAQRTE A
SIMMARY QOST ESTIMATE AND FIMANCIAL PLAN
(Us $0C0)
A.I.D. 1IC HOST QOUNIRY PRQJECT
X Lc Part. Inst. ESF Total
2,155 190 - - 2,345
1,096 313 290 - 1,693
- 567 - 567
95 75 - - 170
201 136 85 - 422
100 150 63 - 313
15 1,172 186 1,373
365 260 - - 625
4,027 2,863 624 - 7,514




II1.

QOES Export and Investment

Promotion

Technical Assistance
—~3hort/Med. Term (GOES)
—Short Term (A.I.D.)
Dissemination Policy Studies
Personnel

Equipment & Materials

Invit. Travel, bhserv. Study,
Seminars & Workshops

Program Logistic Support
Free Trade Zone Development
-Facility Maintenance
-Construction, Infrastructure
~Construction, Factory Bldgs.
Contingency

Total Camponent

PROJECT TOTAL

Percent of Tctal

ANNEX 12

Page 2 of 9
950 125 50 - 1,125
400 - - - 400
- 75 - - 75
- - - 500 500
275 25 - 500 800
150 25 25 - 200
300 - - 200 500
- - - 500 500
- - - 1,000 1,000
- - - 2,000 2,000
210 25 - 471 706
2,285 275 75 5,171 7,806
6,312 3,138 699 5,171 15,320
(62) (38) 100
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TARLE B ;
SIMMARY QUsSTING OF PROJTCT INPUTS AND UTPUTS
(US$000)
QLY
h.I.D. IC EHOST QOUNHILRY PROGECT
INPUTS / ELEMENTS CUTPUTS X 1C TOTAL PAKT. INST. ESF  TOTAL TOTAL
I. Private Sector Export and
Investment Promotion
A, TIPS
Iong Term Tech. Assist. 15 person years 2,155 120 2,345 - - - 2,345
Short Terw Tech. Assist. Approx. 133 p/ros. 8396 263 1,159 290 - 290 1,49
Invitational Travel Trade missions 140 - 140 35 - 25 175
Personnel 3 profess? wnals, 2 others - 258 258 - - - 258
Equipment & Materials Various G0 30 90 - - - 90
Total TIPS 3,251 741 3,992 325 - 325 4,317
B. ASA

Assist. to Asscciations Spec. CBI-related Activ. 100 150 250 63 - 63 313
Shart Term Training Sceminars & Workshops 50 120 170 43 - 43 213
Invitational Travel Cbservation visits 11 15 27 7 - 7 34
Personnel 2 professionals, 1 other - 156 156 - - - 156
Equipment & Materials Various 25 25 50 - - - 50
Total ASA 186 467 653 113 - 113 766
Policy Research & Development
Short Term Tech. Assist. Ecorouic policy studies 200 50 250 - - - 250
Personnel 2 professionals, 1 other - 153 153 - - - 153
Equipment & Materials Various 10 20 30 - - - 30
Total Policy R & D 210 223 433 - - - 433

-
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D. Project Coard. & Mgt.

Personnel 4 prcfessiorals, 9 other - 352 352 186 - 186 538
Equipment & Materials Various 15 15 30 - - - 30
Logistic Support InCountry Travel,
Publications, etc. - 300 300 - - - 300
FUSADES Overhead Office Space, utilities
(55% of TDL) indirect lakor - 505 505 - - - 505
Total Proj. Coord. & Mgt. 15 1,172 1,137 186 - 185 1,373
Total Private Sector Export
and Investment Promotion 3,662 2,603 6,265 624 - 624 6,889
Contingency 365 260 625 - - - 625
Project Siab-Total 4,027 2,863 6,890 €624 - 524 7.514
II. QOES Export and Investment
Promotion
A. Export & Investment Strategy
Formulation
Short Term Tech. Assistance Policy studies 150 - 150 - - - 15D
Total Expart & Investment
Strategy Formulation 150 - 150 - - - 150

B. QOES Strategy Support

Mechanisms

Short/Med. Term T.A.
Invitational Travel
Training

Personnel

Equipment & Materials
Program Logistic Support

Total GOES Strategy
Support Mechanisas

Technical studies
Conf., obser., trips
Seminars & Workshops
Various-MICE reorgan.
Various-MICE reorgan.
Trade Fairs, One-Stop
Investment, Trade Info.

300 300 50 - 50
100 100 - - -

- 25 25 - 25

- - - 500 520
200 200 - £20 500
300 30D - 2C0 200
200 25 225 75 i,z200 1.275

250
100

S0
500
700

500
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C. Policy Studies

Short Term T.A. (GOES) Policy stulies 300 100 4090 - - - 400
Dissemination, Policy Studies Publications, Seminars,

etc. - 75 75 - - - - 75
Short Term T.A. (A.I.D.) Studies & proj. evaluat. 400 - 4100 - - - 400
Total Policy Studies 700 175 875 - - - 875

D. Free Trade Zone Development

Short/Med. Term T.A. Policy/feasib. studies 200 25 225 - - - 225
Invit. Travel/Training Mbservation studies 50 - 50 - - - 50
Equipment & Materials Virious 75 25 100 - - - 100
Facility Maintenance Repairs, painting of bldg - - - - 500 500 500
Canstruction, Infrastructure Entrance road, scwer - - - - 1,000 1,000 1,000
Construction, Factory Bldgs. 2Approx. 170,000 sq.ft. - - - - 2,000 2,000 2,000
Total Free Trade Zone
Development 325 50 375 - 3,500 3,500 3,875
Total GOES Export and
Investment Promotion 2,075 250 2,325 75 4,700 4,775 7,100
Contingency 210 25 235 - 471 471 706
Project Sub-Total 2,285 275 2,560 75 5,171 5,246 7.806

Project Total 6,312 3,128 9,450 699 5,17L 5,870 15,320




SOURCE/USE

I. A.I.D.

A. Private Sector Export and
Investment : ~omotion

Long Term '1'.A.

Short Term T.A.

Personnel

Equipment and Materials

Invit. Travel/Training
Assist. to Assoziations
Logistic Support (In-Comntry
Travel, Publications, etc.
FUSADES' Overhead (55% of '[DL)

Sub-Total A.I.D.
Contingency

Total A.I.D., Private Sector
Export & Invest. Promotion

B GOES kxpert and Investment
Promotion

Short/Med. Term U A. (QOES)
Short Term T.A. (A.I.D.)
Policy Studies Dissemination
Equipment and Materials
Invit. Travel/Training

Program Logistic Support
Sub-Total A.I.D.
Contingency

Total A.I.D., QOES Export
and Investment Promotion
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TARLE C
PROJECTiCN OF EXPENDITURES BY FISCAL YEAR
(US5000)
1984 1985 1986 1987 TOTRL
- 755 790 aiale) 2,345
- 235 600 oA 1,403
- 250 300 369 912
- 100 50 50 200
- 55 142 140 337
- 40 125 85 250
- 100 100 100 300
- 137 165 203 50%
- 1,672 2,272 2.321 6,265
- 170 225 230 625
- 1,842 2,497 2,551 6,820
- 300 390 385 1,075
- 130 135 135 400
- 25 25 25 75
- 30 150 100 300
- 50 65 60 175
- 100 100 100 300
- 655 865 805 2,325
- 65 a0 80 235
- 720 955 885 2,560

Total A.I.D. (I. A+ B)
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II. HOST COUNTRY (1LC)
‘A, Participating Institutions
Short Term T.A. - 60 140 140 340
Couanterpart Personnel - 62 62 62 185
Assist. to Asuociations - 10 30 23 63
Invit. Travel/Training - 15 50 45 110
Total, Part. Inst. - 147 282 270 699
B. ESF (IC)
Personnel - 100 200 200 500
Equipient arxd Materials - 100 200 200 500
Prcgram Logistic Support - 40 80 80 200
Free Trade Zone Develcp.
~Facility Maintenance - 350 100 50 500
—Construction, Infrastructure - 200 800 - 1,000
~Construction, Factory Bldgs. - - 800 1,200 2,000
Sub-Tctal ESF (LC) ~- 790 2,180 1,730 4,700
Contingency - 80 216 175 471
Total, ESF (LC) - 870 2,296 1,905 5,71

Total Host Country (II. A+3) 1,017 2,678 2,175 5,870

Total Project

3,579 6,130 5,611 15,320

/'\
N



1.

A.

Inputs

A.1.D. Grant

FUSADES

Iong Term T.A.

Short Term T.A.

Personnel

Cammodities

Invit. Travel/Training
Assistance to Associations

Other Costs (In-country
travel, publications, etc.)

Overhead
Contingency

Total A.IXI.D. Grant/FUSADES
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TAGLE D

METIODS OF IMPLEMENTATICON AND FINANCING
(US3000)
Methol
Implementation Financing Approx. Amount

Profit making contractor DCirect Pay 2,345
PSC Direct Pay 1,409
PSC Direct Reimbursement 919
Contract for Cormm. Direct L/Comm. 200
Direct Placement Direct Pay 337
Basket of Sub-Projects Direct Reimbursement 250
Non-Profit Contract Direct Reimbursement 300
Non-Profit Contract Direct Reimbursement 505
N/A N/A 625
6,820




b

B.

II1.
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GOES
Short/Med. Term T.A. (GOES) PSC Direct Pay 950
PSC Direct Reimbursement 125
Short Term T.A. (A.I.D.) PSC Direct Pay 400
Policy Studies Dissemination Profit or Non-Profit Direct Reimbursement 75
(Publications, Seminars, etc.)
Cammodities Contract for Cama. Direct L/Camm 275
Profit or Non-Profit Direct Reimbursemcnt 25
Invit. Travel/Training Direct Placement Direct Pay 175
Other Program Costs Profit or Non-Profit Direct Reimbursement 300
(Trade Fairs, etc.)
Contingency N/A N/A 235
Total A.X.D. Grant-GOES 2,560
Host Country Counterpart
Counterpart GOES/FUSADES 5,870
Total Project 15,320
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