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1S. Summa.~· De5cription 

The purposes of this program assistance are: to prOVide immediate balance of payments 
support to Honduras; to assure the allocation of urgently needed foreign exchange and 
crecit to the private sector of Honduras; and to ensure a satisfactory rate of implemen­
tation of high priority development projects in Honduras. 

The $10,000,000 assistance ($1,500,000 Loan; $8,500,000 Grant) will be disbursed as a
 
cash transfer into the account of the Government of Honduras in the Federal Reserve
 
Bank of New York. The dollar loan will be repaid in forty years. There will be a ten
 
year grace period during which the interest rate on the loan will be 2% per annum; there­

after, it will"be 3% per annum.
 

Upon disbursement of the assistance, twenty million Lempiras will be deposited in a
 
special account in the Central Bank of Honduras. These Lempiras will be used for mutually
 
agreed developraent purposes which are consistent with the Foreign Assistance Act, 
especially Sections 103 through 106. 

The GOH will agree to make available, within a,period of twelve months of the disburs~ment, an 
equivalent amount of dollars to the private sector for imports of raw materials, intermediate 
goods, and industrial spare par s from the U.S. 

DISAPPROVED 

McPhersun, AdministratorARA/ECP: 
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Amendmeut No. 3
 

I. SU~1ARY ~iD R~~OMMENDATIONS 

A. Recommendation 

USAID/llonduras recommends authorization of an Economic Support Fund Loan of 
$4,500,000.00 and an Economic Support Fund Grant of $25,500,000.00. The 
dollar loan will be repaid 1.n 4U years including d ten year grace period. The 
interest rate will he 2% during the grace period and 3% thereafter on an 
annual basis. 

B. Borrower/Grantee 

The Borro,~er /GrantN: will be the Government of Honduras (GOH) acUng through 
the Hinis try of Fillance and Public Credi t. 

C. Program Sl\i;uuary 

In September 1982, the GOH and AID signed the first Program Assistance 
Agreement between the two countries for $35 million of FY82 ESF fund~. By 
providing h31ance t)f payments support tv Honduras, the prl')gL"am etimed at: a) 
ensuring that Hond!lraS would enter into and comply with all INF agreement; b) 
maintaining an on-going dia logue bctwet~n the GOH and the Mission; c) 
sustaining key porl!ons of the GOH's public investment program; and, d) 
ensuring the avaibbility of credit to private sector producers. Thl:: Progr.am 
was instru!nental in substantially achieving the above objectives. The Fund 
Agreement entered into effect in November 1982. A substantial portion of the 
local currency generated by the ESF program was utilized to prOVide much 
needed private sector credit, and the rest supported public investment 
projects financed by A.I.D. as well as those of other donors. Additional ESF 
funds of 53 million ,,,ere added in April 191:U and $15 million more in July 19t13 
in support of the program. 

The initial success of the program was reinforced by an additional agreement 
in September ly~n 1:0 provide $38 million of FYIB funds. The Program continued 
to support the same objectives as those of the first agreement, and specific 
conditionality was added which tied disbursements to continued compliance witll 
a Fund Agreement, the perforwancC' 0': tax administration improvements and 
reforms and the submission of au Export Incentives Law to the Congress. 

As a result of the addi tional condi tionali ty, the Program was successful in 
achieving the following important reforms: 

a) Submission to and subsequent approval by the National Congress of an 
Export Incentives Law designed by an A.I.D. financed Technical Assistance Team; 
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b) The implementu: ; 'i'l of a ijl,Jr.,lor lllm 011 Centr<-l.l Govern'll(>nt gllc1r<lntep.s 
to private sector firms, and a limitation on those granted to DlltonomOU9 
institutions by restricting them to thOGU which support prot!uction activities; 

c) The fvrwation v!· llfl AID/Gall t:nsk force ~:hich is currently studying 
impediments to A.l.D. pipelln~ di~burGements and is recommending actions to 
overcome them. The GOli ha;, expanded tills effort by il".itlatinp, pipeline 
reviews with other donorf, «l:1d has already submicted reforms to the Congress 
which should improve pro.ie..:.t implementation. 

d) The ItnpJ~mentation of key tax administration reforms designea to 
streamline the prlil.;e~>!iing of tax returns by elim1.11ating some steps anr! 
redesigning others. These lelu~ms should result in greater revenues and 
improved tax cOlilpl1.unce. !If! part of the conditionality, the GUB undertook a 
self imposed lIloratorium on illJlnc~ties for delinquent tax payers. 

Tile dcterivrilLioll of the er:nnomlc situal:.ion in l':HU, particularly pUblic 
fi,lHlllCCS and the bal,lI1ce 01 paYlnents, combined \olith the i.ack of timely 
corr~ctive poliey refor.m resulted in the Gall falling intc non-compli;mce with 
the fund Agreement in ~ar.ly November of that year. In ac.cordance with the 
term5 of our bi.l<1 Leral ESF :\grcement, A. I. D. stopped disbursements of the $3tl 
remaIning in FY3J assistunc_. The Mission was forced to reassess its overall 
strntegy, p<lrtlc:ularly sinct' th~ Gall's pcrforillancl~ aeainBt the FUl1d Agreement 
fell so far short of the mutually aereen upon targets. 

As a result of t!d!:: reas8estlf~nL, tllC GOIi and the Nission agreeing to cstabli::;~l 

a Gall Ecollomlc \'/orUnf.; Group, wlU1 USC; participation in an advisory capacity~ 

to dcvl\lop a cC,llpreh(!l1sj Ve econr.omic prC'I'ram which could be supported on an 
int.erim l:,asi~; \.,,1 til E~F funds and eventu,( Lly lead to a ne-." arrangement wi th th~ 

INfo'. The pro~:rilm had as itL: aim the [;Ulbili7.atinn of the economy, which \\'88 

to b(~ aclJieved by arre:; ting and reversl ng the balance of payments anti fiscal 
disequilibria, and laying the basis for a resurgence in economic growth. 

Nc\o/ conditionality for dlsburst;ment of the remaining $3H million was agreed 
to in Februnry. Th(~ principal cundition!; were the formation of the Joint 
Economic Working GL'OUp (.JEWG) 1/, the development of an action plan based on 
tlll! analysis of tile situation ij-y tile techn.f.cal stnff of the group, and the 
iml,J.(!mentatioll 01 ~;ip,ni 1:tcnnt policy actions against the plan. These action£' 
were keyed to quantifiable taq;ets aimed at bringing overall GOII fiscal and 

ITTII~:WG is compoBed of The Economic Counselor to the President, The 
Minil.lter of Fillilnee, the Mininter of Economy, the president of the Central 
Hank, and the E>:L.:'ulivl! Secretary of tile Superior Planning Council. For the 
u.s. Governmen(, II!r?lub('rs include the Dep'.lty Chief of Mission, the Mission 
Director and the E:·onolUic Counselor. 
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monetary J11.'r to(tlJ<1nce II l! ,10. td th wh'1 I. fnJ ght be required uncfcr a lYH4 St.and-By 
lI?'rangcllll;I;L ~Ji.lh tht: 11'1;'. :~peci fie targets included reducinc the lYo4 (;f~ntral 

g()vernill~':H 1~, overall fi!:!cal rj~f.!.c:'t to tile equivalent of 8% I)f GDP, 
implemcnti~g ~9netary polic; m~asures designed to reduce liquidity in the 
bank1 ne sy::;t.em, and li:nitil1;; the net clc.:acstic b:Jnking system financing 
av,ii Idblc Lo tile c(,iHwl.1d.lled lJul.>lic sc.:ctot'. 

III la.te 11ny 198.'" the GC,1i obtained congressional approval for Decree Law 85-84 
wl:ic.h constituted f! comprehensive stabilization package designed in part to 
meet the new concii U ooall ty (SeC' Annex (;). The package aimed at reducing the 
c£ntral governmcnt 1 3 fiscal deficit and excess Ii quidity in tile banking 
sratem. The first objective is to b,~ achieved thr.ough the implementation of 
t3X increases whie'l should 'Yield 1.37 r'I.-Uian for the rest of lYH4, 
adlulnistrative measures designed Lo inCl~'>ase revenues by L17.6 million and 
expenditure reduction measures on budgeted expenditures combined with 
rC'Juctio'ls in extrabudgetary demand., on the budget whicp should limlt nct 
l.~x)Jl~uditure incre<lses to LZ'.. million. Excess liquidity is to be reduced 
througb. th(~ iJUplemcntation of increases in the reserve requirement of some: 
banking system deposits and sharply clJrtailing the progrnmmcd levels of credit 
growth for the private and public sectors. The package Iliso contains u series 
of measures designed to increase central goverlllil~nt control over the financial 
affairs of: decentralized institutions to/hich are in large part responsible for 
the fiscal disl::quiJibria. Based on the progress the GOH made in developine 
and approving thest: measures, a decision was llia~e to disburse the remaining 
~38 mill i (Ill in FYbJ assisl;:'lce. 

Whi.le the GOII package, if lull:{ implemented, l'e!Jl-esents a substantial economic 
lJo11l:y eH~)rt, It will not be llufficicnt to enStll"e the kind of fiscal, 
monetary tt.ld balance o[ payments performance fr~1n the Honduran economy that 
will bri.ng tl fund supported ntabiliziltiun progrflru. The 'most glar.ing omission 
in the stabilization progrnln is the abs~nce of a significant effort to addresD 
tbe overvalu.:J. ti on of the Lempi ra and there .l s II Ute likehood of a new fund 
agreement without action in thIs area. 

The progress made to date Is substantial and has been made at real political 
costs. Althou~1 the Suazo Administration understands that further rem~dial 

action will be required, its resolve is being tested by mounting opposition to 
the approved ratarms from important economic sectors such as labor unions nod 
trade organizations. Already, the GOIl has agrc::i:d, under the threat of a 
general strike from a powerful labor federation, to modify certain provlsionF 
of the stabiliza Lion program which affect labor unions. This has en~ollrager' 

other sectors to press the GOIl for additional r£~forms to which the Exccut~ve 

has not responded. Ac; ot the writing of this document, the l1inistry of 
Flnance had not yet allalyzed in detail the fiscal impact of the changes agreed 
to with the unIons. Ncverthci(~ss, the GOII nppears to remain committed to a 
Bound stabillzntlon effort. The central government's fiscal deficit must be 
reduced flJrLll!!I~ from its projected level equivall~nt to 7.95% of GDP to the 
6.5Z level reportedly requested by the IMF, while the projected balance of 
payments gap [or 19U/., estLniLItec1 011 the basis of "absence 
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of rCRtri~tLnn~ on imports": e~Limated at ~IIJ million al~n needs to be 
adjusted through exchange rate ~eform. These disequilibria ure unsustainable 
In the absence of IMF help or a vastly expanded U.S. effort. The Missio~ 

working L1usr~ly with the E\:,bassy expects to play an it::porLant role in turning 
the COH l:(':cmLtlllent into substantial economic reform. iic pLan to cont.inue to 
judicioll:>ly key ESF assistance to the kinds of policy stances Lit the macro and 
microecouolI\lc level \"hich are likely to arrest current trl~lJtI.:: and plncc 
Honduras back in the road to economic recovery. The t~sk will not be an easy 
one parLlcularly as the 1I0ncuran election draw near. The COH appears to 
believe with some justification that it has reached the realistic limits of 
austerity anti that additional reforms could entail unacceytable political 
risks. Th"se concerns require that both Embassy and Hisslon nnd both AID/W 
and State \~ork clus~ly in the development of the kind of ~.Lrategy which 
balances the need f()r econ0mic reform with the need for snci:d r:tability. 

II. CURRENT ECONmllC SITUATION 

Honduras h:iS experienced negative real t"ates of economic growth (Table ~-l in 
Annex B) [or the last three years. Declining export earnings as well as 
depressed investmcllt levels have been largely responsible for the decline. 
During the snme period, Honduras faced unusually large deficjts in the budget 
and the bulance of payments also, which, until this year, have been 
aCCOQmOdHtcd Lut not solved. Isolated tax measures and heavy domestic and 
pyl:ern.. J hon·v\v.ing have financed the budget deHl:it. Dor:wstie borrowing had 
tht:. c~ft:::l c[ Inc[(~;}sing Li'llIidity in the bankinr, system. A combindtion of 
eKternil1 i)~I~'ruwln8, restricl:io')s on imports and the intr"ductic.Il of pc.lrallel 
iorcign (!xchange market cov~ri ng "non-essential" imports havl~ relieved some of 
the pressure on the balHnce of payments. 

Fi8r.a1 I'ro~TectE fnr lYb4 and the domestic election year of lYHS h:lVC been 
impr.oved \/':'th the recently passed stabilization package. Nevertheless, to a 
significant extent the complete success of the program is dependent upon the 
extent to ",111.::11 the exchange rate problem is managed. Larger foreign exchange 
inflows utiQulated by forei8n exchange reform should result in increased 
revenues as import restrictions are lifted. The options however for 
financing/iJccollllDodatine the balance of payments deficit without devaluation 
have narruwed considerably. Over $120 million in foreign commercial borrowing 
guarantl~cd by the GOII has been in renegotiation for the last two years. Even 
a success illl debt: :"enegotiatioll is unlikely to spur signi ficant new loans from 
the [ore.i.~:ll banki!"':~ cOllimuni ty. Thus, foreign borrowing from commercial 
sources for the balance of payments has completely dried up. Domestic 
borrowing cannot substitute for foreign borrowing to meet foreign exchange 
requiremcnts. 

Not surpriRlngly, given the duration and magnitude of its balance of payments 
and budget problems, Honduras has becn unable to complete two IHF programs 
over the past five years. The 3 year Extended l:'md Facility Agreement signec. 
in 1979 and a Stand-By Agreement covering the more recent 14 month period 
ending in December 1983 were both eventually abandoned. Given these 
antecedents and the dificllit current circumstances, the successful conclusion 
of a new IHF agreement will be difficult. The monetary overhang 
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created hy hilnk finalld.il~·. of pas t fiscnl dedi cHr nnd the tJ';t:! ()[ import 
restri ctions in lieu of l;XCr.iiilg~ rute adjustlU~nt to conuJJ.n the balance of 
~,aymcnts situation are th~ main iJr.d"lS ·lL lssue froO! the perspective of. the 
1M!". A further complication is that past drawinr,s on IN!" rc::;ourcc:s L1wt have 
placed IMF holdings of le~plr~s at ahovc 400% of HondursR IMF quota nnd will 
limit the size of a new agree:nent to ,.,rell belo\" those of previous years. All 
in all, these factors point tf) :~ "Ught" program, one thr1t will require 
stringent limits on over~JI credit creation, on the budget deficit, on credit 
to the public sector a1l(~., in all likelihood, action on the exchange rate. 

A. l~blic Finance 

Honduran public finances have undergone a substautial transformation over the 
last ten years. In 1~74, hefore the coffee boom of the second half of the 
1970s, public sector expenditures (consumption and investment) constituted 
only 18% of GDP. By 1~78, Lhese ~xpel\dltures had grown to account for over 
25% of GDP, remaining at th'~ 23% level thereafter. The I~arked expansion of 
public sector expenditures, \o/hich can discerned from Table 11-2 in Annex B, WiB 

fueled by the sudden avaiiability of government revenues, derived from taxes 
on coffee, which permitted :1 major expansion of public ~cctor investment 
through autonumous instit:ut:'.. ons. So~e of these include the National 
Investment Corporation (CO~hDl) Wllich was created to finance the expansion of 
the industrIal sector, the !iolluuran For':!stry Dev·~loplJJent Corporation 
(COHDEFOR) which ,o/as cr.e;jI:f~d to handle the marlu :ltlng of. forpstry products nnrl 
the devcloplllent of the pape4' pulp industry, the Agriculture iJl;velopw~nc Bank 
(BANAlJESl.j, and the Hondura:t B.ln..lnil Corporation (COHBANA i which was created to 
market biJ,lan<lS produced by agral"ian reform cooperatives. Each or these 
instil.utiow..: '",as provided \lith either CE-ntral Government re.sources or was 
given t1uLhortt.y to acquire debt ubligations to fulfill its o'Jjectives. 
Encour<lgl:d by the re.lnti.ve ind('pr'r:dence with \vnfch the new ann exi.sti:13 
autonomous lnsti tutions such as the Electric COlnpany (ENEE) and the Telephone 
COlltpallY (1l0HIJUTEL) op~rared, and the willingness of foreien banks to lend 
their pctn)dollars, the whole publi.c sector embarked upon ambi tious investment 
proerams. 

As coffee prices crashed in 1~79-tlO followed by a decline in other export 
earnings, the pace of projected tax revenue growth declined (See Table B-4 in 
Annex B). The GOB and public sector agencies hmo/ever attempted to maintain 
tlm pace of their investment program by continuing to borrow heavily from 
domenLL~ sources and abroad. It was also during this period that 
misman:l13l'lllcrlt of the autonomous institutions began to surface as many of the 
l.nve~;Cllle,lt projecto undertaken by thc autonomous institutions, particularly 
lendtnt, tnst ll:utions as CONADI, became serious lin bUities to the public 
sector. ~lolJntlng obltgationn resulting frOG] poor investmcnt decisions began 
to execed the inco,lIe of these insLltutions to the point they could no longer 
servicf~ 1I1ci r debt. Since thc GOII had acted as thc guarantor of debt acquired 
by autonolllous inst r tuUons, the Central Governll;~nt Ruddenly found itself with 
unplanned und onerous debt service obligations (See Table B-,j in Annex A). 
These developments were partly responsible for the spectncular growth of the 
central guvernm~ntls fiscal deficit which went from $90 million in 1919 to 
nlmoflt $:JUU million in lYtl:.i. (See Ta ble B-3 in Annex B). 
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As the de fi l; I!: bullo/ted. til!! mix of the s<,·un~es of its flnallcing changed as 
thp. GOll breame increasingly de.p~ndent on domestic borrowing. Between 1979 and 
1983, the Dortion of the centr.:Jl 80'Jernmcnt's overall f:i.Bcal deficit financed 
from domestic ~ourC~R went from 1% of GDP [0 almost 5% of GDP. Because of the 
on-8J.ght: cOl!vcrtib1l1t:y of GOll bonds and thetr eligibility to be used as 
reserve requirements on bank deposits, GOll bond issues fueled a monetary 
expanF.i()ll \Jhlch increased the monetary mass beyond the level consistent with 
containing the price level and demand for imports. 

Tile need to reduce the size of the fisc;}l deficit and to contract the scope of 
public sector inte~vention in tl~ economy was recognized by the Suazo 
Administration when it adopted the reform package described in Annex C. 

The impact of the fiscal p:lckage and the banking system credi t limits 
established by the Central Bank, as well as other adjustments to the lY83 
Budg(~t arc shmolO in Tabl.~ I below. The projected lYU4 Central Government 
Eudget shows an ov~rall defic1 t of Lps 513.5 mi 1] ion Wit!l an unfinanced 
projected gap of Lps 103.3 :nillion. The gap can only be financed with 
measures that do not expand domectic credit if the fiscal component of thA 
stabiiization program is ~0 reduce the expansionary impe=t of the fiscal 
deficit. These projections do not take iota account possible tpx reductions 
which may result from modifications to the package in response to labor union 
~ressurc$. It is fruperative that the Suazo Administration not yield to 
llddi ti.orl'~ 1 pressu~'es from di.ffl:rent hlterest 6ruuPS to n~duce the tA,: !Jurde.. 
imposed by the I,acKage. The seriousness of the situation and the need to hold 
the lille now can be illustrated by looking forward to lYS5. If one !,["ojects 
the execution of lY85 budg('t on the basis of maintaining current policies a:; 
presented tn Table 1 and it the GUll does not pass additional tax measures and 
allows moaerate gro~th in expenditures, the overall def~cit would decrease to 
L490 milliun. However, lower levels of external financing along with a 
contJnucd effort to limit credit expansion to lYtl4 levels would still leave all 

unfin.1nced gap of LISO million. 

Some of the options available to the Suazo Administration to further reduce 
the gap include: a) quick passage of a tariff reform which would place all 
import taxes on an ad valorem baRis and increase the tax rate; b) raising the 
sales tax rate and expanding itu base; c) reducing tax exemptions enjoyed by 
the industriai sccto~; d) ["educing capital expenditures; and, e) making 
strenuolls effort to collect on non-performing private sector loans gUrlranteed 
by the GOil; and e) exdlange rate adjustment. AJ.l of these options have 
aignifi.ctlnt Bocial Hnd polltica.1 costs. Popular reactions thus far to the 
packagl' hl.ghlight the difficulties the Suazo Administration faces iP. 
attempting to impose still further <luster! ty measures. It is clear that 
additional U.S. help will be essential to Honduras I efforts to put its 
financial house in order. 
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Table 1
 
CENTRAL GOVERi/HEIlT BUDGET 1984 AIW 1985
 

(Million of Lempiras)
 

-----------------------_.._------------_._---~;:-::---=-:"':
1985 ( 1) 

llOlJIFICATIOHS ADJUSTED PROJECTED 
BUDGCTED TO TIlE BUDGET BUDGET BUDGET-_.._----------	 -------

I.	 CUitREllT REVENUES 805.9 +61. 6 (a) 867.5 904.5
 
Tax Revenue "75i~
 
Hontax Revenue 54.1
 

II.	 CURRI:lll' eXPCNDITURES 974.3 +22.8 (b) 997.4 1047.3
 
Consumption 867-:J
 
Transfers 106.6
 

III.	 ClJRREln ACCT. SAVWGS -lli8.4 -129.9 -142.8 
IV.	 Cffl'fAL EXPEllDITURES -215.4 1.0 (b) TI6":7i" 2-60:4
 

Direct Investment 14-r.7·
 
Indirect Investment 87.7
 
Preinvestment
 

V.	 HCT LEIIDIHG 124.1 30.0 (b) 154.1 124.1 
llet lending 124 :T 
Loan Recuperation 

VI.	 OmER UHCLASsIFlED 
~PEIWl'fURES :W.O (b) 30.0 
1983 Budget Liquidation 

VII.	 CAPITAL REVENUES 36.9 36.9 37.0 
Transfcn; 36.9 

VIII.	 CURP-J:IIT AC:::OUHT SURPLUS 
Oit DL:FlC IT (-) -491. 0 -513.5 

IX.	 FlHAHCIllC - 491.0 513.5 
NET 'E'l'fI::IWAL CREDIT 259.7 259.7 
- Ut ilTi:.1l{on ·'302 -:r 302:7 

Amort izat ion -43.0 -43.0 
EXTERrMl. TRANSFERS 01" 
CAPITAL 45.5 (c) 45.5 
NET IHTERllAL CREDIT 231.3 105.0 110.0 
Banking syst~m 231:3 50.0 - 50.0 

Utilization (378.5) 171.0 (d) (207.5) 
Amort iZll t ion (-147.2) -10.3 (b) (-157.5) 60 

Bonds 55.0 (e) 

Gnp without financing	 103.3 180.3 

(1) Assumptions: 

No additional revenue measures and continuation of import controls. 
lOr. growth in capital expenditures. 
57. Brollth in current expenditures. 
Domestic credit CX!':Jnsion maintained at 1984 levels. 

a) 
b) 

Sec Table 0-7 in Appendix B 
See Table n-8 in Appendix B 

c) Financinc request i~ A.I.D. 
d) Reduction of gross credit needed to obtain net financing limits established by the 

Central Dank. 
e) Bonds to be placed with public seclor employees and autono~ous institutions. 

eo I? '; f rtf. 
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B. The !~:i:terni11 Sector 

'fhe PC'110l"l,1<\Oce of the llOl)t\l1r::m cconony is intimately linked to its foreign 
trade. LXpO,rtS represent tllt- 1.10St i.rnporumt source of income to the economy) 
and onc of tile pri.ne-ipOll JclerClinllnts of country's ability to acqui.re n('\1 
technologies and intermediate product~ needed to divenlify and sustain the 
couP-try's productive hase. 

1lonJuras' foreign trade position, as reflected in its balance of payments 
accounts, has deteriorated substantially over the last four years. After 
maintaininn an overall surplus positiiJn for the second half of the seventies, 
as a direct result of the coffe~ boem, the balance of payments recorded an 
overall deficit (losses in net international reserves) of $119 million in 
1930, $164.4 milJion in 1931, $36 million in 1982 and $2 million in 1983. for 
tbe 1930-33 period, tl.e country's net international reserves position \...ent 
[10m $119 million to negative $112 million. The sharp deterioration in the 
balance of payments can be tra~edto external and intcrnal factors. 
Externally, Jlondlll-as major export commodities experieneed a sharp reduction in 
prices, \1h11e petroleum a" \vell as other import prices increased (See tables 
n-lO and B-ll in Annex B). Between 1978 and 1983 llonduras' terms of trade 
deteriorated 17%, continuing a trend establisi!ed after the second oil price 
shock of 1976-77 when the terms of trade deteriorated by 8%. 

As di.scusscd above. throup,hout the 1978-83 period, the country's uebt service 
ob}.igations, rc:.'·~lting D1iJin1y from prl.v.:lte s(,ctor borrowings with public 
Sl'ctor Guarantcef and the horrowings of autonomous institutions during the 
second half of tbe seventies, began to groH sllbstantially. Between 19i9 ..mu 
1932 i~t~rcst obligations went from $72 nillion to $173 million and eventually 
foued tlle GOll to initiate discussions with private foreign banks seeking the 
rpncgntiation of a portion of tile pubJic sector debt ($121 million) a debt 
which the GOll simply could not servicc. The year of 1930 also saw the 
beginning of a loss of confidence in the region by [are inn b;1I1kers. As the 
war in El Salvador intensified, and the Sandinista Regime in Nicaragua began 
to shot. its true ideology, and the capacity of countries throughout tile r<:gion 
to service their debt benan to show sinns of strain) the flow of external 
capital in support of the private sector began to dry up. After reaclling c. 
penk level of $122 million in 1930, private capital in£1O\.s declined to $l~ 
r.lillion in 1931, hecame nee;llive in 1932 and remained so in 1983. lleitller 
growing official capital inflows nor financial system capital inflows Ilave 
been llble to laake-up for the steady decline in the private capital account. 

The monl!tary authorities' response to the grol.ling balance of payments probl~m 

was :lot to aujust the exch.1nge rnte but to introouce t in mid-1932, an import 
control system wheleby the Cenrra1 Bank allocates foreign exchange on the 
basis uf a priority !Jcileme (The system is fully deBl'ribed in the original 
PAAD). This innovat ion was bnseu on t he belief that the current account 
deficit anu lo'.c'r capital inf1mvs resulted frOl:! temporary phenomena (ter.lpo'ary 
low export prices) political turmoil) etc.) as distinct from structural 
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11l;: ..... kO(::)S('b. iJI1Jle tb~ impol-t control system has bee:-, ;·ffcctivl! In cr.ntainlng 
the import bill, it has done so by restricting production in those sectors 
heavLl y dcp'.!/Itl(~nt upon 1ll1pot'ted inputs such as the indt:strial sec'.tor aud 
non o-tratJitLolLt1. export seCLur with the resulting incrt,;;.tse in the Ie-leI of 
uEemploymcl\t. 

Int(~r11dlly, import demand W,.iS fueled and continues to be 'Hl by :,lIl (~xeessive 

monetary expansion resulting from the continued emission of GOil bonds which 
financed mounting fiscal deficits. The monetary expnTl:;!oi1 has also added 
inflationary pressures ~hich have resulted in the overvaluation of the 
Lempira, whl ch the IMF esti:Ja tes at approxima tely 35%, over the last 2-3 
years. Thl s is attributed to the fact that the inflation rat!! for Honduran 
major trading partners has declined to between 4% and 5% orl a yearly basis, 
which is well beloH the 10% yearly inflation experiencerl by Honduras over the 
las t .3 yea rs • 

The cur.rent balance of payments situation is detailed 1.n Table 2 bC:!lcM. The 
most striking f~ature is the size of the unfinanced gap uf $173 million 
estlmilted on the basis of an import floH compatible with projected r.eal GDP 
growth of 2% ar.d t1w "absence of import 'ref'trictions" under the prcsent 
exchange rate reglrtlc. This estimated gap takes into aCCcllnt the recently 
approved package of eee credits, PL-4HU and PL-416 assisLance as well as an 
expanded line of credit from EXIHBANK. Thus, even if the $40 !Ilillion 
programmed in FYH4 RSF assistance, the projected $20 m1.11inn from the FY84 
guv",rnlllelll'-wide ES/ Supple!ilr..:ntal, and the additi0nal resourcel;; \;hich would be 
llnk~cl to nn IMF aerecment nre realized ($4U million from private banks, $30 
m1.1 Uon fro/ll the lij/{j) Structural adjustment program), the balance of payments 
would still face a gap of $',3 I..hich could only be closed '""itli: a) adr.i:tional 
losses in net int~rnatlonal reserves; b) the continuation of import 
restr.iction,,; and/l'':.'' c) the modification uf the exclwnge rate. 

A further complicating factor, which reinforces the l~eed to adjust the 
exchange rate, is the accumulation of public sector external dp.bt arrearages. 
As of the end of It.ay, 1984, the GOII had accumulated arreages to excess of 90 
days as follows: 

17ivate Hanks (interest alone) $8,088,1,~B.2Y 

EXIHBANK 3,1~54,300.35 

FMS $238,539.10 
AID $474,529.86 
IDB $664,276.65 
IBRD $3,225,120.06 
CAUEl $2,5Z8,9/~I,.63 

$18,674,193.94 

While some of the obligations to the H'Is and AID have now been paid, dnd 
arrant;cments were made loll tit CAUEl to defer payments, the bulk of the debt to 
private banks remains outsandlng. ThIs jcopardizcG the willingness of 
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private banks to provide additional funds to Hop.dur::w in the event of an IMF 
agreement, and puts into que&tion the ov~rall efficancy of the Ilonduran effort 
to stabilize the economy. ~\ quick solution to th1s issul? is of utlnost 
importance. 

The situation for 1985 1.s even won;(~. Assuming the absence import 
restrictions, Ccntral Balik export projections and a reduced It>vel of eapital 
inflows, a gap of $266 million is foreseen. Thi~ gap, which in the absence of 
a Fund Agreement exchange rate adjustment, represents the amount by which 
import controls would restrjct the import flows In order not to experience 
losses in net international reserves. 
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It is evident that demand ma&agement policies (reducing the fiscal deficit, 
imposing import controls. and reducing liquidity in the banking system) alone 
will not be sufficient to contain the balance of payments situation. The size 
of the fiscal adjustment necessary to reduce that gap and to reduce 
inflationary pressures to a level below that of the rest of the world would be 
extremely onerous to the country's productive apparatus and social programs. 
Additionally, the adjustment process would be lengthy and could be expected to 
drive the country into a deeper recession than the one it is now experiencing. 

Honduras has begun to rethink its export and import strategies. Exports need 
to be expanded as well as diversified. The composition of imports must be 
shifted away from those needed to support an industrial sector which 
essentially does not generate any hard currency in favor of export 
diversification. Foreign borrowing, which will be probably limited over the 
next few years t needs to be utilized on those investments which offer the 
highest rate of return. There are several important policy issues which will 
need to be addressed before the balance of payments can improve and economic 
recovery begin to occur. These are: 

- The overevaluation of the Lempira. Honduras needs to adjust its 
payments regime in order to attract investors and offer incentives to~ the 
non-traditional expor.t sector. 

- The Common External Tariff, as in other countries in the region, 
continues to encourage inefficiency in the industrial sector. This has 
resulted in production processes ~hich rely heavily on imported inputs with 
final products which are saleable only to countries which also offer 
protection and which happen to have soft cUl:rencies (the rest of Central 
America). 

- The import control system discourages production by adding 
uncertainty and additional expense to the producer. Foreign exchange needs to 
be allocated on the basis of market forces and not committee decisions. 

- Foreign debt management in the public sector is decentralized and 
lacks any rationale regarding sources and uses of exterual debt. 

- Investment procedures, particularly those for new exporters, are 
complicated t time consumming and expensive. 

Unless these issues are addressed properly over time, the balance of payments 
situation will not improve. 

C. MoneYt Credit and Prices 

The country's monetary performance reflects the developments in the fiscal 
accounts. As the public sector deficit grew after 19BO, increasing amounts of 
domestic credit were called forth to finance it. The resulting credit 
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eX'Dans!on was financed mainly tilth a steady reducti:'ln in net international 
reserves as public and private sector savings decli.ned throughout the period. 
Thus,the country experienced a steady increase in the money supply during a 
period of a steady economic decline. In 1980 when real GOP growth was 1.2% 
monetary and quasi-monetary assets in the banking system grew 6%. In 1982 and 
1983, when real GOP growth was negative, monetary and quasi-monetary assets 
grew 17% on a yearly basis (See Table B-12 in Annex B). The excessive 
monetary expansion spilled over into excess demand for imports, which in the 
face of the import restrictions, may be responsible for the current 10% 
~nflation rate. Credit availability, at least to the traditional clients of 
the banking system, has not been a problem over the last year and a half. The 
growth in liquity has forced lending rates, which range between 14% and 17% 
for preferred customers, below the interest rate ceiling of 19% for lending 
which utilizes resources generated by the banking system. Lending rates for 
those activities financed out of Central Bank resources have also remainded 
below their l7~ ceiling. 

The outcome of the 1984 monetary accounts is difficult to predict at this 
time. The unfinanced gap in the central government's budget and the way it is 
closed will be an important determinant. Should that gap be financed with 
domestic resources of the banking system, as previously tione. then past 
expansionary trends can be expected to continue. 

The behavior of domestic prices for the 1976-H3 perioo, as reflected in the 
Consumer Price Index (CPI), departed from a path which closely followed the 
behavior of price increases experienced by Honduras' major trading parterns. 
Since 1980, when the inflation rate exceeded 18%, Honduran inflation has 
r~mained at an average of 107. on a yearly basis. CPI behavior is heavily 
weighed by the prices of basic grains which have ramainded stable, with the 
exception of 19HO when domestic production fell ahort of domestic demand. 
Thus, the major cause for the recent inflationary levels can be explained by 
sharp increases in the tradeable component of the CPl. This is corraborated 
by the wholesale price index for imported goods which grew 47% between 1980 
and third quarter of 1983. (See Table B-13 in Annex B) 

O. Current Status of Negotiations with the lMF 

As explained above, the principal points at issue between the IMF and the Goa 
is the exchange rate, and to a lesser degree, the magnitude of the f:l.tlcal and 
~onetary adjustment. In early February, the GOa submitted a program to the 
Fund which essefitially proposed to rely exclusively on demand management 
policies (reducing the fiscal defIcit and liquidity in the banking system) as 
the principal instruments to stabLlize the economy. The IMF responded with a 
counterproposal which established the following parameters. as they have been 
conveyed to the Mission by the GOH: 
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IMF Proposal GOH Package 1/ 

Central Government Deficit/GDP 6.5% 7.95% 
Yearly Tax measures yield/GDP 2.0% 1.2% 
Public Sector Deficit/ GDP 
Banking System Credit to 

7.5% ..1./ 
the Public Sector Lps. 50 m Lps. 50m!/ 

Banking System Credit 
Expansion 
Private Savings Growth 
BOP Current Account Deficit/GDP 

7.0% 
7.0% 
5.0% 

7.4% 2/ 
7.0% 2/
3/ -

1/ This amount cannot be determined yet, as the GOH is currently modifying 
the budget of the autonomous institutions by 1110.0 million as called for 
in the fiscal package. (See Annex C). 

'!:../ While the Central Bank has placed this limit on banking system credit to 
the public sector this was done unilaterally and has not been reconciled 
with the large unfinanced gap which remains in the central government 
accounts. Thus, if no additional fiscal measures are undertaken, the gap 
would have to be financed with domestic credit whether the Central Bank 
likes it or not with the obvious impact on the monetary component of the 
package. 

3/ The reduction Rought by the lMF is to be achieved by either a full 
exchange rate adjustment or the officialization of the parallel market. 
The GOH's and particularly the Central Bank's position is to reject eithet 
alternative. 

4/ USAID/Honduras' analysis as of 6/22/84 

Source: Conversations with GOH Officials and Mission's Analysis 

The foregoing table suggests that Honduras is not very close to reaching an 
agreement with the Fund. The GOH has sent a team to Washington to explain the 
stabilization package to the Fund. However, the GOH team is technical and 
will not be entering into official negotiations. The Fund reportedly feels 
that, unless the GOH adopts a more flexible stance regarding its willingness 
to either alter the exchange rate or officialize the parallel market, it will 
not be prepared to send a negotiating team to Tegucigalpa before the routine 
consultations now set for late August or early September. 
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Prospects for an early meeting of the minds on the exchange rate issue are 
slim at this time. The GOH is seriously concerned about the political 
implications of an anticipated inflationary process in the event of a 
devaluation or a recognition of the parallel market. On the other hand, some 
elements in government recognize that inaction on the subject will bring more 
onerous consequences in the not too di.stant future. Thus far, the fear of 
upsetting national pride (the Lps 2 to $1 parity of the Lempira has been in 
effect since 1918) has served as the most powerful argument within the GOH to 
support its current official position. However, as the gravity of the 
economic situation becomes clearer, and the fact that the current package 
alone will not be sufficient to reverse the disequibria becomes more evident, 
the chances that the GOH will come around and effect the desired changes will 
be enhanced. 

III. PROGRAM OBJECTIV ES AND STRATEGY 

Honduras shares our democratic principles and is committed to uphold them. As 
one of the two functioning democracies in Central America, as well as the 
youngest one, the country faces a formidable task in attempting to fullfil its 
economic aspirations within the context of threatening insurgencies in 
surrounding countries and severely limited :inancial resources at home. The 
classic guns and butter dilemma ~hich has confronted the Sua~o Administration 
from the very beginning is a perceived security threat from the outside 
combined with the urgent need of the Honduran people for more and higher 
quality of public se4'vices. This dilemma has necessitated the deferral and In 
some cases the reduction in social programs the government had promised to 
expand d~ring the election. Because of our shared interests, as well as the 
unflinching Honduran support for U.S. policy intiatives in Central America, 
the USG decided that it is in our national interest that Honduras' young 
democracy be 9upported and be given the opportunity to demonstrate its ability 
to increase social and economic eqlrlty for its people. 

Without significant additional structural adjustments, supported by ample 
financial assistance to ameliorate their impact, as well as an improved 
political environment in the region, the prospects that near term economic 
stabilization and recovery necessary will occur are poor. Given our overall 
political interest in the region, this is a risk which the U.S. cannot afford 
to take. USG resolve in this matter has been demonstrated repeatedly over the 
past two years, it was reiterated in the President Reagan's recent letter to 
President Suazo anc is the basis for the President's decision to provide 
Honduras with an special package of assistance, which includes this $30 
million in ESF funds. 
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A. Overall Objectives of Economic Recovery PrDgr~~ 

The proposed continuation of the Economic Recovery Program is a direct and 
appropriate U.S. response to the challenges posed by the Honduran economic 
situation, and fits squarely within U.S. regional interests. The objectives 
of the program are: 

To assist Honduras to restore economic equilibrium within the 
context of a Stand-ny Arrangement with the IMF. 
To assist and support Honduran efforts to develop a policy base 
conducive to the restoration of long term economic growth within 
the framework of a structural adjustment program with the lBRD. 
To assist the public sector to reorient itR investment program 
towards the achievement of economic equilibrium and self 
sustaining growth. 
To assist the GOH and the private sector develop an expoLt 
strategy through appropriate policy reform, and investment 
interventions. 
To assist the GOH to restructure its decentralized public sector 
away from involvement in productive activities and financial 
intermediation. 
To support the GOH's social investment programs in those areas 
consistent with the United States Foreign Assistance Act. 

These objectives fo~m an integral part of the Mission's CUSS and are 
consistent with recommended actions of the National Bipartisan Commission on 
Central America (NBCCA). They also reinforce and protect the policy reforms 
supported by the on-going ESF and DA programs. 

At the present time, the Honduran economic situation, as ex~mplified by the 
large Balance of Payments gap, requires some relief in the form of quick 
disbursing external assistance. It has been recognized that the GOH 
stabilization package in and of itself will not be enough to turn the 
situation aruund or resolve its differences with the Fund, The Assistance 
requested will help avoid further deterioration in the near term. This is 
particularly important in relation to the accumulated public sector external 
debt arrears to private banks as well as IFIs. Additional delays in debt 
service payments may alter the willingness of private banks to renew lending 
to Honduras when and if and IMF agreement is in place. The request~d 

assistance will also build on the policy dialogue established within the Joint 
Economic Working Group, which will continue to utilized as the principal forun 
in which Mission economic policy initiatives will be discussed. 

B. Utilization of Dollar Resources 

As described in President Reagan's letter, the proposed program consist of $30 
million disbursement ($4.5 million ESF loan and $25.5 million ESF grant) from 
the $40 million FY84 level approved by the Congress. The assistance will be 
disbursed in one tranche immediately upon appr.oval of this PAAD. The Mlssion 
proposes to continue utilizing the cdsh tcansfer mechanism for all 
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disbursements. Ther.: are several factors behLld the Misl:iion' 3 position. 
First, there is an urgent need for foreign exchange liquidity in the banking 
system to finance much needed imports. Second, imports from the United States 
($300 million) far exceeds the level of ESF balance of payments assistance 
provided to Honduras annually. Thus a commodity import program would not 
assure additional expenditures on U.S. goods. Third, the Honduran private 
sector already hal:) well established trade relations with their U.S. suppliers, 
and a CIP program would probably disrupt these relationships. 

Dollar resources will be allocated utilizing the Central Bank allocation 
mechanism described iu the original PAAD. Briefly, the r~ntral Bank will 
provide documentation to the Mission which shows that amounts equivalent to 
the disbursed assistance were utilized to purchase raw materials, spare parts 
and intermediate goods from the United States. The reports are presented on a 
quarterly basis dnd are subject to audit by the Mission's Controller's Office. 

D. Utilization of Local Currency Resources 

As in previous arrangements, immediately upon disbursement of the assistance, 
the Central Bank will deposit an equivalent amount in Lempiras, io a Special 
Account established under the Economic Recovery Program. The Mission proposes 
to allocate up to 507. of local currency generated in support of the private 
sector, while the rest wi.ll oe allocated to the public sector. A portion yet 
to be determined of the private sector assistance will continue supporting the 
credit needs of the productive sector by increasing the credit fund 
established at the Central Bank under the original program. The Mission 
expects to utilize these resources in support of the credit needs of 
expo~ters. The rest of the private sector credit resources will support PVO 
projects and other private sector initiatives of the Mission, as stated in the 
CDSS. 

The public sector portion of the assistance will conLLnue to provide financial 
support to A.I.D.'s projects on a priority basis, and will also support the 
counterpart contributions required by other high priorities projects of the 
GOH which are partly financed by IFIs and PVOs. A new feature of the proposed 
program is to utilize public sector funds to support the Mission's "first 
offensive" against unemployment, as stated in the CDSS. The thrust of this 
offensive 1s to finance labor intensive infrastructure improvements and 
repairs in the marginal communities oE Honduras' major cities. These 
improvements will include water systems and home connections, electricity 
distribution systems and service drops, etc. Similar initiatives would be 
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supported in rural infrastructure such as water, irrigation systems and 
reforestation. The overriding criterion for project choice will be ensuring 
that each intervetion generates employment in economically sound activities. 

rl. CONDITIONS AND CCN ENAL'IlTS 

A. Conditions Precedent to Disbursement 

No special condition precedent is contemplated for this disbursement. 
However, the recent presidential decision to release this portion of the FY84 
ESF was accompanied by the reiteration to President Suazo that such aid can 
only be useful in the context of "necessary and prudent economic llolicy 
adjustment by the GOH." Mission believes that the portion of the recently 
approved GOH stabilization package which establishes better controls over the 
financial affairs of the autonomous institutions deserves to be suported with 
additional funding. This met the requirementR which the Mission had 
established for the last disburs~ment of FYB3 funds, which occured just 2 
weeks ago. 

B. Covenants 

The coopera ting country shall covenant that, unless A. 1.n. otherwise agrees in 
writing, it will: 

Assure the allocation of not less than $30,000,000 in foreign 
exchange within a period of twelve (12) months from the date of this 
Amendatory Agreement No. 7 for the importation of raw materials, intermediate 
goods, and spare parts from the United Status of America; 

Deposit in the Special Account in the Central Bank of Honduras the 
amount of Sixty Million Lempiras (L60,000,000) upon disbursement by A.I.D. of 
the Thirty Million Dollars ($30,000,000) provided in this Amendatory Agreement 
No.7, and utilize these additional Lempiras in the Special Account for such 
purposes as will be mutually agreed upon in writing by the Borrower/Grantee 
and A.I.D. within 45 days from the date of this Amendatory Agreement No.7; 

Maintain in force the moratorium imposed on guarantees to private 
sector firms and the limitation on those granted to the autonomous agencies; 

Maintain current its interest payments, installments of principal, or 
any other payment required under any other loan, guaranty, or other agreement 
between the Government of Honduras or any of its agencies and the Government 
of the United States of America or any of its agencies; and, 

Continue to observe all the covenants contained in the Agreement. 
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SECRETARIA DE HACIENDA Y CREDITO PUBLICO 

0&18REPUBt.TCA DE HONDURAg - -Tegucigalpa, D. C., 1 de junio de 1984 

,Senor
 
ANTHONY J. CAUTERUCCI
 
Director
 
Ageneia p!lra e1 Desarrollo
 
Internaciona1 (AID)
 
Su Ofieina
 

Senor Director: 

En 1a Ayuda Memoria del 22 de febrero del presente ano, se es
 
tablece e1 procedimiento para darle seguimiento a los objeti~
 
vos fijados por el Grupo Economico de Trabajo que se integr.o
 
con funcionarios del Gobierno de Honduras, con la asesorra de
 
AID y CGn el proposito de viabilizar los desembolsos de la
 
asistencia bajo el Programa de Recuperacion Economica.
 

Al respecto,nos place informarle que despues de haber rea1i
 
zado una ardua labor, se ha logrado 1a aprobacion por parte
 
del Congreso Nacional del Decreto 85-84, que contiene la Ley
 
para el Ajuste Financiero del Sector Publico en el que se con
 
temp1an las medidas de po1ftica fiscal que permit iran un acer­

camiento a los lineamientos necesarios para un acuerdo de cre­

dito contingente can e1 Fondo ~onetario Internaciona1 (FMI). ­

Asimismo, el Directorio del Banco Central de Honduras en su se
 
sian correspondiente a1 dra 31 de mayo del ana en curso, rati~
 
fico las medidas monetarias consignadas en el Plan de Accion de:
 
Grupo Economico.
 

A continuacion se presenta una relacion de la incidencia de to­

das las medidas en las metas que se establecen en el Plan de Ac
 .... 
c~on: 

1.	 E1 deficit del Gobierno Central, can las medidas tomndas se
 
reducira a un 7.87. con relacion a1 PIB, tal como se muestra
 
en el Cuadro siguiente:
 

\C\ 
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1 9 8 4 
Sin Medidas Can Medidas 

Total de requerimiento de 
gasto can fondos internos 1359.4 1238.7 

Gastos presupuestados 
fondos externos 

Total Gastos 

can 
339.6 

1699.0 

339.6 

1578.3 

Ingresos 

Aumento par nuevas tributos 
Medidas Administrativas 
Aurnento par transferencias 
Instituciones Autonomas 

806.0 882.0 

50.5 
18.5 

7.0 

Deficit Global Bruto 

Menos: Amortizacion 

Deficit Global Neto 

)eficit PIB 

893.0 

190.5 

702.5 

10.97. 

696.3 

190.5 

505.8 

7.8% 

2. En cuanto a la reforma arance1aria, los avances logrados can ­
sisten en la revision total del Proyecto de Arancel, introdu ­
ciendo e1 cambio de tarifas espec1fic3S a tarifas ad-valorem y 
1a conversion a 1a nomenclatura de Bruselas. E1 Proyecto de 
Arancel, junto con 1a Ley de Valoracion Aduanera y la Ley de 
Aduanas, fueron remitidas a1 Congreso Nacional e1 22 de mayo 
recien pasado. 

3.	 En relacion a1 techo sobre el incremento del credito del Sec 
tor Bancario al Sectur Publico, liLa Ley para el Ajuste Finan­
ciero del Sector Publico", conliene medidas espec1ficas para 
la colocacion de bonos fuera del sistema bancario, adem5s de 
que la reducciun del deficit, tanto por e1 recorte de gasto 
como por el aumento de ingreso, reducira e1 usa de cr~dito in 
terno mas al1~ del 107. del manto utilizado en 1983. 

4.	 Las medidas de polf-tica monetaria aprobadas par e1 Directorio 

http:�...�..�
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del Banco Central de Honduras estan encaminadas a complemen 
tar las medidas de tipo fiscal y por tanto establecen l!mi~ 
tes cuantitativos al credito del Sistema Bancario al Gobier 
no Central y al resto del Sector Publico, consistentes con­
una expansion razonable de la liquidez y la elevacion de los 
requerimientos de encaje legal en 5 puntos en terminos rea ­
les. 

Asimismo, el programa monetario contiene otras medidas que 
tienden a flexibilizar el control sobre licencias 0 permisos 
de importacion y que buscan mejorar el seguimiento y control 
efectivo en el cumplimiento de las medidas adoptadas. 

Despues de expresar a. usted, el esfuerzo que el Gobierno viene 
realizando en los campos de la polrtica fiscal y ]a pol!tica m£ 
net aria, todo 10 cual requiere sacrificos considerables del pue 
blo hondureno, cabe considerar que los mismos seran de alcance­
limitado, por cuanto la crisis economica que nos abate junto con 
la situacion polftica que vive el area centroamericana, continua 
ran incidiendo negativaQente en el comportamiento de nuestras va 
riables economicas. Sin embargo, nos hemos empenado en la bus ~ 
queda de soluciones, cor.~cientes de que las medidas apuntadas tie 
nen que ser complementadas, mediante la provision de recursos del 
exterior que permitan conducir al pats hacia un proceso de reac ­
tivacion economica. 

El progreso alcanzado en el cumplimiento de las metas estableci­
das en el Prograrna de Ajuste rinanciero que se ha propuesto el 
Gobierno, constituye una base salida para que los recursos del 
Programa de Recuperacion Economica sean desembolsados y vengan r! 
pidamente a cont~ibuir para que los esfuerzos nacionales se con ­
soliden. 

En consideracion a todo 10 anterior, en nombre del Gobierno de 
Honduras solicitamos que se aceleren 103 tramites a fin de que 
los desembolsos correspondientes a los recursos aprobados para el 
ano fiscal de 1983 y 1984 LUyO monto total es de US$. 52.0 mill~ 

nes, serlO efectuados. Asimismo, de acuerdo a 13 rrogramaci6n 
realizada, sera somctido a su consideraci5n el uso de los recur­
50S en lempiras para apoyar programas y proyectos que de atra rna 
nera se vcrfan seria~ente afectadas. 

Tambifn se propone que para el descmbalso de los recursas suplc­

1;\
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mentarios del ana fiscal 1984, el Grupo Economico Asesor conti 
nue examinando los avances que el Gobierno esta dispuesto a lIe 
var a cabo a fin de suscribir el Convenio can el Fonda Moneta ­
rio Internacional (FMI). 

Se	 adjuntan como Anexos: 

1)	 Decreta Ley N° 85-84. 

2)	 Dos cartas de presentacion al Congreso Nacional del Arancel 
de Aduanas, Ley de Valoracion Aduanera y Ley de Aduanas. 

3)	 Programa Monetario aprobaao por el Directorio del Banco Cen 
tral de Honduras. 

En espera de que nuestra solicitud sea acogida favorablemente, 
nos suscribimos de usted can toda consideracion. 

~~~ 
,,t. -~~~l ~\rd /~.{j~~)~.~'ito CO ETO MO~ 

'~stro de Hacienda y 
Credi to Publico 
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Table B-1 

GASTOS DEDICADOS AL PRODLCTO NACIONAL aRUTO 
---------(En Mi110nes de Lempiras) 

1981 1'932 1933 (a) 1984 (b). 

A PRECIOS CORRIENTES 

Gastos de consumo privado 
Gastos de consumo gobierno general 
Formacion interna bruta de 

capital fijo 
a) Por el sector privado 
b) Por el sector publico 

Var1acion de existencias 
Exportacion de bienes y servicios 
Importacion de bienes y 

servicioB (-) 
Producto interno bruto. a p.m. 
Ingresos Netos por factores de 

produccion recibidos del
 
resto del mundo
 

Producto Uaciona1 Bruto
 

II A PaECIOS CONSTANTES DC 1966 

Gastos de consumo privado 
Gastos de copsumo gobierno general 
Formacion interna bruta de 

capital fijo 
a) Por el sector privado 
b) Por el sector publico 

Variac ion de e~istencias 

Exportacion de bienes y servicios 
Importacion de bicnes y 

servicios ( ..) 
Producto Interno Bruto. a p.m. 
Ingresos Netos por factores de 

produccion recibidos del
 
reato del mundo
 

Producto Uacional Bruto
 

3735 
824 

1051 
597 
454 

74 
1735 

2126 
5293 

-269 
5024 

1431 
343 

411 
230 
181 
29 

611 

736 
2089 

-93 
1996 

4070 
867 

954 
423 
431 

-141 
1505 

1629 
5626 

-393 
5233 

1433 
337 

330 
146 
184 
-51 
535 

532 
2052 

-127 
1925 

4263 
914 

1092 
444 
648 

-166 
1575 

1741 
5937 

-258 
5679 

1374 
329 

352 
142 
210 
-56 
571 

532 
2038 

-79 
1959 

4519 
972 

1147 
468 
679 
-52 

1656 

1790 (1) 
6452 

-369 
6083 

1360 
326 

352
 
143
 
209
 
-16
 
568
 

521 
2069 

-107 
1962 

(a) Pre1iminar 
(b) Proyeccion 

(1) Est~ nivel de importaci.ones supone e1 mantenimiento de control de 
1mportaciones por el BCH. 



AHUEX B 
Page 2 of 15 

Table B-2 

HONDURAS: COl~SOLIDATED OPERATIO~IS CF THE PUBLIC SECTOR 
(In Millions of Lps) 

1975 1976 1977 1978 1979 1980 1981 Pre1 1982 Prel 1983 

Total Revenue 399 501 656 722 839 966 1011 1058 1352 
Tax Revenue 259 327 457 576 656 782 301 835 
Non Tax Revenue 125 155 195 136 169 177 200 204 
Capital Revenue 
and other 15 19 4 10 14 7 10 19 27 

Total Expenditures 
and Het Lending 498 668 855 956 1073 1421 1483 1637 2058 
Current Expenditure 30'3 4IO ill 523 588 822 900 969" 1298 
Capital Exper.diture 187 242 344 413 440 517 477 533 672 
Net Lending 8 16 29 20 45 82 106 185 83 

Overall Surolus ­. 
Deficit -99 -167 -199 -234 -234 -455 -472 -629 706 
Foreign financing (nat) 105 """TI4 155 210 201 28S 335 -u:r 1"43 
Domestic financing (net) -6 33 44 24 33 166 137 342 356 

Financial System (-) (1) (34) (36) (43) (165) (130) (222) (254) 
Bonds (3) ( 5) (4) (-5) (-14) (-10) (36) (21) ( ) 
Other (-9) (27) ( 6) (-9) (4) (11) (-29) (99) (7) 

SourcG: IMF 
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Table B-3 

HOIIDURAS: CEIlTRAL GOVERNMENT FINANCES 
(Millions of Lps) 

1975 1976 1977 1978 1979 1980 1981 Prel 1982 Prel 1983 

Total Revenue 304 384 482 544 632 760 741 770 778 
Tax Revenue- ill ill ill 508 5T4 m 695 m ill 
Non Tax Revenue 35 42 36 30 42 43 34 36 51 

Total Expenditures 
and lie t LendiE.B.. 423 508 608 764 813 1148 1153 1336 1364 
Current expenditures ill TIl n2 7i72 ill "IJii" -m: 8bf ""946 
Capital expenditures 148 151 186 265 260 277 210 257 264 
Net Lending 1/ 27 26 135 151 212 152 

Overall Surplus -
Deficit -119 -124 -126 -220 -181 -388 -412 -566 -580 
Foreign Financing net --ar -n -rs 160 l.19 252 263 269 ill 
Domeotic Financing net 37 47 51 60 42 136 149 297 297 
Other 37 

Source: IMF and Mission estimates 
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Table n-4 

INGRESOS DEL GOBIERUO CENTRAL 
(Mil1ones de Lempiras) 

INGRESOS CO~~IENTES 

1979 

633.3 

1930 

756.7 

1981 

741.1 

1982 

770.0 

1983 

778.2 

1934 (a)(b) 

881.0 

INGRESOS TRIBUTARIOS 
Impuestos DirectOs 

Impuesto sf1a Renta 

573.7 
153.1 
148.6 

695.6 
233.1 
228.9 

694.6
136:r 
179.3 

71.5.4 
206.1 
198.7 

711.1 
ffi:J 
190.3 

819.9 
25'9:4" 
202.0 

Impuesto slla Propiedad 45.0 2.2 6.8 7.4 7.0 7.4 
Impuestos Indirectos 420.3 459.1 507.9 508.6 513.1 609.8 

Impu~8tos slProduc., 
Consumo y Ventas 147.5 164.3 177.9 219.2 214.0 251.5 

Impuestos s/Servicios 
y Actividades Espec. 

Impuestos y Cargos sl 
15.8 16.6 17.9 17.9 19.8 34.7 

Importac!on 
Impuestos y Cargos sl 

146.0 148.7 198.5 178.2 201.5 231.7 

Exportacion 111.0 129.5 113.6 93.3 77 .8 91.9 
Impuestos Varios 0.3 0.4 0.6 0.7 0.7 0.7-

INGRESOS NO TRIBUTARIOS 35.6 33.8 25.4 21.8 26.0 18.0-
TRANSFERENCIAS CORRIEHTES 17.3 22.0 14.6 20.9 16.9- ­ ,31.0 

OTROS INGRESOS CORRIEHTES 6.7 5.3 6.5 11.9 24.2 12.1-
Fuente:	 Cifras e1aboradas en base a datos proporclonados por 1a Direccion 

General de Presupuesto. 

(a)	 Segun Presupuesto Modiflcado, inc1uye: 

L50.5 ml110nes por Reforma Trlbutaria.
 
L17.6 mil10nes por Reforma Administrativa.
 
L 7.0 ml110nes por transferencias adicionales de Organismos Autonomos.
 

(b)	 Estimaciones no incluyen 1mpacto de modlficaciones a la Reforma Tributar1a 
efectuadas por e1 Congreso. 
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Table	 B-5 

CLASIFICACION ECOHOMICA·DEI; GASTO DEL GOBIERUO CENTRAL 
(Mi11ones de Lps.) 

1979	 1980 1981 1982---r983 198"1t( a>" 

GASTOS CORRIENTES 527.0 734.0 791.3 865.4 947.6 997.6 
Gastos de Consumo 447.0 "6""43.0 682.0 744.1 817.0 880.5" 
Remuneraciones 290.0 407.0 467.6 498.2 478.3 737.4 
Bienes y Servicios 99.0 182.0 150.0 165.2 223.2 
Intereses 42 54 64.4 80.7 115.5 143.1 
Transferencias 86.0- 91.0- 109.3 121.3 130.6 117 .1 

GASTOS DE CAPITAL 260.0 277 .0 211.8 286.6 263.6 236.2 
Inversi&n Directa 195.0 197:T) TI3:O 178,1(b) 161:0- 149.1 
Inversion Indirecta 65.0 80.0 77 .5 108.5 96.6 87.1 
Preinverslon 1.3 

CONCES!OH DE ?RESTAM~S	 26.0 135.0 147.7 289.9(e) 133.0(d) 124.1

RESCATE DCUDA PUBLICA 83.2 99.6 113.9 143.6 .200.5 200.2 
Externa 'i275 1'8':8 22.0 25.2 31:T 43.0 
Interna 65.7 80.8 91.9 118.4 169.4 :57.2 

Fuente:	 Cifras e1aboradas en base a datos proporcionados por la Direccion General de 
Presupuesto. 

(a)	 Prp.8upuesto modificado. 
(b)	 Incluye L25.1 mil10nes de inversion financiera. 
(c)	 T~c1uye LI06.8 mil10nes por pago de intereses a nombre de Organismo8 

Qescentralizados y L70.0 traspasados a1 BCll (Fondos del AID-K-046) con fines de 
apoyo a 1a Ba1anza de Pagos. 

(d)	 Inc1uye L31.2 millones por pago de intereses a nombre de ur~anismos 

Descentralizado8. 
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Table B-6 

CENTRAL GOVERNMENT BUDGET 1984 
(Million of Lempiras) 

MODIFICATIONS ADJUSTED 
BUDGETED TO THE BUDGET BUDGET 

I.	 CURRENT REVENUES 805.9 +61.6 (a) 867.5 
Tax Revenue 751.8 
Nontax Revenue 54.1 

II.	 CURRENT EXPENDITURES 974.3 +22.8 (b) 997.4 
Consumption 867.7 
Transfers 106.6 

III.	 CURRENT ACCT. SAVINGS -168.4 
IV. CAPITAL EXPE1WITURES- 235.4	 ~ (b)

-~,;....-.--",...-..;-~ 

Direct Investment 147.7
 
Indirect Investment 87.7
 
'Preinvestment
 

V.	 NET LENDING 124.1 30.0 (b) 154.1 
Net lending 124.1 
Loan Recuperation 

VI.	 OTHER UNCLASSIFIED 
EXPENDITURES ~~ (b) 30.0 
1983 nudg~Liquidation 

VII.	 CAPITAL REVENUES 36.9 36.9 
Transfers JO -

VlrI.	 CURRENT ACCOUNT SURPLUS 
OR DEFICIT (-) -491.0 513.5 

IX. FINANCWG 7+91.0	 513.5 
NET EXTERNAL CREDIT 259.7 "2"59.7 

Utilization 302.7 302.7 
Amortization -43.0 -43.0 

EXTERNAL TRANSFERS OF 
cKP1TAi. 45.5 (c) 45.5 
NET INTERNAL CREDIT 231.3 1'OJ:U 
Banking system 231.3" 50.0· 

Utilization (378.5) 171.0 (d) (207.5) 
Amortization (-147.2) -10.3 (b) (-157.5) 

Bonds 55.0 (e) 

Gap without financing	 103.3 

a)	 See Table n-I 
b)	 See Table n-8 
c)	 Financing request to A.I.D. 
d)	 Reduction of gross credit needed to obtain net financing limits 

established by the Centrat Bank. 
e)	 30nds to be placed with public sector employees and autonomous 

inst Hut ions. 

6/22/84 
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Table B-7
 
INGRESOS ADICIONALES EN 1984
 

(Millones de T~mpiras)
 

I.	 Reforma Tributaria 37.0-
A.	 Mod1ficacion Impuestos de Vehiculos :.
 

Consiste en modificar 1a base y tasa de impuestos
 
sobre vehicu10. Actualmente, la tasa se basa en los
 
anos de uso. La ampliacion de 1a base 10 constituye
 
gravar al vehiculo adicionalmente sobre los
 
centrimetros cubicos del motor.
 

Ingresos Adic10na1es	 6.1 

5.	 Modificacion de Ley je Timbres y Papel Sellado:
 
Esta Ley consiste en aumentar el precio del papel
 
sellado requerido para transac~iones legales y d~blar
 

e1 monto requerido de timbres necesarios para
 
transaccioues fiscales.
 

Ingresos Adicionales	 7.3 

C.	 Mod1ficaci§n Ley de lmpl1esto~obre Venta!l~ Eeta
 
ley cor-siste en la ampliaci&n de base e incremento
 
en tasa de 1mpuestos. Las adiciones a la base
 
inc1uyen servicios de te1efono, aumento en 1a tarifa
 
1icores y cigarri110s y las transacciones de las
 
instituciones autonomas y semiautonomae.
 

Ingreeos Adiciona1es	 5.1 

D.	 Creaclon Tasa de Servicios Aauaneros: Esta ley
 
impondrla impuestos minimos de 5% sobre el valor
 
ClF de importaclones 1/
 

Ingreeos Adicionales	 18.5 

7.0~I.	 Transferenctas de Autonomas _. 
A.	 PM~r: Se considera que esta institucion podria
 

coniribuir L2 mi1lones adicionales a los
 
presupuestado£..
 

B.	 COUDEFOR: Se considera que esta institucion
 
podria contribuir L5 mi110nes adlcionales a 108
 
preslJpuestados.
 

Para hacer efectivaR estas transferencias seria necesarl0
 
emitir un Acuerdo Ejecutivo.
 

1/	 Las recaudaciones. de este cargo ~odria ser Lps 8 mi1lones oas alta, si e1 
goblerno decide no ejecutar ~u decision informal de excluir la gasol1na de 
este impuesto. 
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lLI.Reformas Administrativas 17.6............. 
A. Liquidacion de Vehiculos en Aduanas: Esta reforma 

involucra emitir un Acuerdo de Oficio por el 
Min1steriQ de Hacienda para que aquellos 
vehiculoR en bodegas aduaneras sean tramitados 
rap1damente (en algunos casos sin el permiso de 
importacion del Banco Central) para que sus 
respectivos impuestos sean recaudados. 

Ingresos rtdic10nales 0.5 

B. ~umento de Cobertura de Sistema Tributario: Esto 
resultaria en el establecimiento de una Oficina de 
Aduanas y de Administracion de Rentas en las Islas 
de la Bahia para aumentar la cobertura del Sistema 
Tributario a esa zona. 

Ingresos Adicionales 2.0 

C. Programa de Fiscalizacion~uesto sobre Ventas: 
Esta medida constituye envia~ a 50 auditores a hacer 
auditorias en varias empresas que se consideren que 
pueden generar ingresos. 

lngresos Adicionales 10.0 

D. Otras importaciones pendientes de liquidacion 5.1 

6/20/84 



"raDIC u-o 

HEDIDAS DE RECORTE,
 
AUHENTO DE GASTO Y OTROS AJUSTES
 

(Milh;:es de Lempiras)
 

1. Reducciones de Gasto Presupuestario 

Poder Legis1ativo 
Poder Judicial 
Presidencia de 1a Republica 
Gobernacion y Justicia 
Re1aciones Exteriores 
Economia y Comercio 
Hacienda y Credlto Publico 
Educacion Publica 
Sa1ud Publica 
Cultura y Turismo 
Trabajo y Asistencial Social 
Comunicaciones, Obras Pub1icas y 
Recursos Naturales 

Total Disminuciones 

2. Ampliaclones d~ Presupuestl 

Registro Uadonal de las Personas 
Gartos de Reforma 
Salario de Maestros 
Salario de Enfermeras 
Aeropuerto de Pal~erola 

Interes sobre deuda publica 
Amortizacion sobre deuda publica 
Intereses sobre giro 

Total 

3. Intereses Deuda en Renegoc iac io~. 

4. Liquidacion Presupuesto 1983 

Transporte 
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L1.0 
1.0 
1.1 
0.2 
0.5 
1.0 
2.7 
2.6 
3.5 
0.2 
0.4 
5.8 
5.2 

L25.2 

15.0 
12.5 
12.5 
1.5 
1.0 
5.3 

10.3 
1.7 

59.3 

30.0 

30.0 
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'l.ab1e 3-9 

HOHDURAS: BALANCE OF PAYMENTS, 1978--1982 
(In oi11ion5 of U.S. d21lars) 

-----------------1-9td---------l-YT'9--------TTao'---­
_____________...:C:.,:r:;.::edit D~l>.it-- 3~Tl~e E.!~l11t D~bi..L==)!Ilance· Cre~~DCbTtBaTaii(.e: 

Curre::t Account -155.9 -192.5 :l!!d 
Goods and servi~es 

HerchanUe trace {.o.b. 
707.9 
627.6· 

811l.l 
654:5 

-173.2 
-=26:9 

859.3" ~!1.~ 
756.5 nf'.l-;4 

-212.5 
--=i6-:9 

967.7 .1205.9 
850:1" 954-:1 

-338.2 
:::roJ:4" 

Freight 4nd 
i:lsurance 

merchandi-~ 

5.3 57.0 -51.7 6.5 6a.6 -62.1 8.1 85.5 -77.0 
rravel 16.8 23.2 -u ... 20.9 i.".7 -7.8 24.5 31.0 -6.~ 

Direct investment income 47.2 -47.2 63.1 '·68.1 77.7 -77.7 
Interest and cividends 17 .8 56.2 -38.4 19.7 72.0 --52.3 .l4.3 100.1 -75.8 
Othe~ government serviceu fl.2 3.0 3.2 6.7 3.2 3.5 a.1 3.7 4.5 
Other transportation and 

other private 5e1vice5 34.:l 40.0 -5.8 49.0 47.8 1.2 52.4 53.8 -1.4 

Unrequited 
lIri ute 

transfers 25.4 
-~ 

8.1 
D" 

17.3 
-n 

35.6 
14-:4 

15.1 
1,)" 

20.5 
"""6,9 

37.0 
13-'0" 

15.5 
....,..~"

I. ;.l 

21.5 
I':"! 

Public 16.0 3.9 12.1 21.2 7.6 13.6 ~2.0 a.o 14.C 

Capital Account 165.4 242.8 

Private capital 48.2 84.8 122.5-noDirect investment 8.2 ,,8.2 "2'8.2' 5.8 s:a 
Medium and long-term 10aos 68.0 30.7 37.3 ~ .• 7 56.2 31.5 161.4 56.9 104.5 
Short-term loans 2.7 25.1 12.2 

Official caJl~l 126.3 21.6 10/•• 7 135.1i 35.2 100.4 25. J 144.4 
Central Goverru::ent 1/ -~J.7r 1n ao-;O" -CTI~" 11.6 to-'i iD 121:0 
Reat of general government 2.5 0.3 2.2 0.2 -0.2 0.2 -0.2 
State enterprises 32.0 10.1 21. 9 54.3 17.9 36.4 31.0 11.0 20.0 
Short-term 108:1s 0.6 0.6 5.5 -5.5 1.6 2,11 -1.2 

Financial sysH'll 11.3 62.1 16.1 
Central Dank •. 21.6 6.9 1V 42.3 9 I 1'2,"9" 48.0 21.1 ~ 
Other offIcial banks 18.5 4.5 
Private banks and 

.avings institutions 
Reat of financial system 

Tra:lsaetions with non­
~!LJnto!:;tat lolill1 
agene in 15.3 1. .. 3.0 7.5 -4.5 19.1 !:! 

A110cJtion ot SORs ~~ ~ 

Net errors and 0:115910ns 9.4 -29.9 :1!:2. 
Overa: 1 bslance 25.8. -64.! 
Change1it-r.eTOC f 1c idl 

internatIonal re,erves 
(incrcue -) -18.9 -25.8 64.6 

Exter~a1 debt arrears 
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Table n-9 

1I01mUR.\S : BAI.UiCE OF PA·~NrS. 1~7S-19a2 (Concluded) 
(In oi11ions ~f U.S, dollars) 

198 1 1 9 d 2 1 9 s j 
Crl!Jit Of~ bi"t--3-;;[in'Ce cred i l -":"~1;1"t Balance Cre7{It-D~bit !lslance 

CurTent Account	 -302,9 230.1 ~ 

Coods and services 903,3 1233,7 -330.4 7lJ3,6 1043.7 -260.1 aOl,7 1022,2 -220,5 
Merchanise tr~je f,o,b. 7a3.8 898,6 -lH,lJ m:s 6mr;T -:7+:2 no:J i<A:5" =I4:O 
Freight and oer~handise 

inlurance 7,4 76,9 -69,S 6,3 58.0 -51.5 6,3 58,S -52,2 
Travel 30.5 26.8 3.7 25.0 22,9 2.1 2i.s 20.5 2,0 
Dlrect lnvest~ent incooe 43.7 -43.7 43.0 -45.0 . 30,0 -30,0 
Interest and dividends 17.9 127.6 2/ -109,7 15.1 173.6 2/ -158.5 

~ 

12,2 150.2 -138.0 
Other governcent services 8,8 3.9 -- 4.9 9.0 4.3 - 4.7 14.1 4.5 ".6 
Other trans~ortatlon and 

other private services 54.9 56,2 -1,3 51.5 59.2 -7.7 56.1 54,0 2.1 

Unrequited transfers 38.0 la,S 27.5 40.0 10.0 30.0 53.8 9.0 i.4..:!
Private	 1'7'3 B:b ~- Tb.""5" ,3 -U '!2,) D 
Public	 20.5 1.9 18.6 23.5 2.5 21.0 31.3 6.5 

Capital Account	 173.9 .!~6.~ 114.1 

Privats capital 271.2 251.3 19.9 138.3 173.0 -57.2 -15.0 
Direct in~est~eat ~ -n~ =rr -rr:a "TI':8 ).0 s:o 
Medium and long-term loans 76.6 64.7. 2/ 12.4 30.2 67.7 2/ -37.5 9.0 43.0 -34.0 
Short-term loans 185.9 174,7 - 11.2 J4.3 127.8 - -33.5 L4.0 

Official capital In.! 25.6 167.5 ':'75.2 31. 7 135.2 179,5 36.1 143,4 
Central Goverrnent m:r rr:o 'i'!I:J lS1:'f TT:1" nu m:r "'i'8."T "i7ilJ.5 
"It of general govern~Qnt 0.2 -0.2 1.1 -1.1 0.7 -0.7 
State enterprises 45.3 11.4 33.9 22.2 16.6 2/ 5.7 12 .J 16.7 -4.4 
Short-term loan~ 3.5 1.• 0 2.5 1.0 5.0 - -4.0 

~clal syste~ -16.5 13.4 29.6 43.6 -14.0 
Central Banlt 37.6 31.0 -n 42.2 25.8 1D" TI:"'4 B:"! """:'!:7. 
Other official banks 25.9 25.' .2/ 0.7 2.3 15.3 l./ -13.5 1.4 11.5 -10.1 
Pri.ata banks and 

•••lngs institutions 13.2 35.8 -22.6 5.8 2.8 3.0 1.8 2.9 -1.1 
...t of financial sy8tem -1.2 7.5 

Tran.actions With non­
_onetary lnternationa~
 

agencies 6.7 3.7 3.0 8.1 ·6.3 15.0
 ~ .2:l 
Alloc.tion of SORs ~	 .:!:! 
let	 ~rrora and omlssions -40.7 27. J~ 

Overall bala:lce	 -164.4 38.4::!!.?:2.
Change in net official 

international reservel 
(ineuue -) 106.5 -117.3 1.4 

Eaterna1 debt arrear. 12.5 47 .1 37.0 

Source.l Central Bank of Honduras; tHY 8taH .nd USALD/Honduras eltimetel. 

11	 Transfers of the Venezuelan Invc:JtlllCnt Fund frolll the Central Bank to the Central Covernmcnt are 
racorded .I, drawiaRs of th~ Central Governnent and a~ortltatlon pa~ntl ot tl~ Centrul J~nK.

11	 Adjulted upward. by eltlll1~ted aoouat Qf external debt arrear. (Stati.tical Appeadix T.,ble 49), 
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Table a-10 

i101IDL',~,AS: PROTI:CCIG:: DC US ~:U'O[mV:IO~,'f.S F'J:l DC LOS nr;:CIPALES PROOUCTOS 1979-1933 
(Vo~uoen cn n11!!.,:;-Y-n101e>i-7lnTC111one:D-.-------­

1979 1980 1931 1982 l~oJ 1984 

------SAl/AI;O 
Valor 399.7 455.9 426.6 4.36.6 415.3 525.9 
Volumen Cajas 40 Lba. 49,169.0 47,450.0 42,234.0 44,736.0 35,010.0 45,735.0 
Precio 8.1 9.6 1G.1 9.7 11. 9 11.5 

CA~ 

\'a1or 393.7 4013.2 345.7 J06.2 302.4 276.7 
Vo1ulllen aacos 60 KgB. 
Precio 

1,101.0 
357.6 

946.0 
431.5 

1,133.0 
305.1 

956.0 
12u.3 

1,2328.0 
244.3 

·1,005.0 
275.3 

MADERA 
Valor 
Vo1wuen It3 

84.1 
336.0 

72.4 
269.0 

86.3 
290.0 

89.3 
.301.0 

79.3 
257.4 

90.3 
291.0 

Prec10 250.3 269.1 297.6 29".7 308.1 310.3 

CARNE 
'/a1or 121. 5 121. 5 92.9 67.4 62.6 58.8 
Vo1umen Kilos 29,980.0 28,605.0 2) ,846.0 16,D93.0 16,792.0 14,000.0 
Precio 4.1 !. ~ 3.9 4.2 3.7 4.2 

PLATA 
"a1or 34.3 63.5 31.5 18.6 49.5 36.1 
Vo1ucen onZ<1S troy 2,450,0 1,624.0 1,575.0 1,210.6 2,251.0 1,72d. l) 

PrecfJ 14.0 39.1 20.0 15.4 22.0 20.9 

PLOW) 
"alor 33.0 20.0 16.8 8.5 11.9 11.2 
Volumen Libras 43,1j60.0 26,863.0 26,256.0 19,034.3 33,022.0 27,910.0 
!'recl0 0.7 0.7 0.6 0.4 0.4 0.4 

ZINC 
Valor 21.9 20.0 24.J lJ.'J 46.6 43.5 
Vo1ulllCn Libras. 36,663.0 32,347.0 33,177.0 32,390.3 58,220.0 S!..,J8J.0 
Precio 0.60 0,62 0.74 0.74. 0.80 o.ao 

AZUCAR 
Valor 26.6 58.7 93.1 44.5 55.7 58.0 
Vo1umen Kilos 55,223.0 81,473.0 83,053,0 87,265.4 106,165.0 101,591.0 
Prec10 0.48 0.72 1.12 0.51 0.52 0.57 

CAMARONES 'i L.~/GO:;TAS 

Valor 24.2 27.4 26.7 n.5 22.0 23.9 
Vo1umen KUo9 336.0 269.0 290.0 301.0 257.4 291.0 
Prec10 250.30 269.14 297.58 296.68 JU8.08 310.31 

TAIlACO 
V~lor 24.2 27.4 26.7 21, 5 22.0 23.9 
Voluruen 1<1los 4,493.0 4,566.0 4,487.0 3,170.U 3,1)7.0 3,447.0 
Prer.:1o 5.:! 5.99 3.93 6.79 7.01 6.93 

:;Un-TOTAL 1,187.5 1,294.4 1,196.6 1,012.4 l,U3. 6,199.j 

O:'R:.lS i'RODUCTOS 277 ,5 3 ' " ,3 310.6 235.0 247.0 235.5 

-::OT,\L !J lElIES ff) J 1,465.0 1!l44. 2 1,307.2 1,.307.4 1,360.6 1,4.3:'.& 
...... n ... • ... IIt••• .......... w •••••• 
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Table B-ll 

IKPORTACIONES ClF DE HOIIDURAS POR SECCIONES NAUCA 
(Hil10nes de Lempiras) 

Prelim 
1979 1980 1981 1982 1983 1984 

O. Productos alimenticloB	 113.3 171.1 154.6 116.8 136.0 169.8 

1. Bebidae y tabaco	 10.3 8.8 14.0 8.5 4.6 5.7 

2.	 Materiales crudos no 
comestibles 19.2 22.2 19.7 14.1 14.8 18.6 

3. Combustibles y lubrlcantes 226.0 342.3 326.4 340.1 331.4 337.2 

4.	 Aceite y manteca de orlgen 
vegetal y animal 13.7 23.3 22.7 10.8 6.9 8.6 

5. Productos quimicos	 275.5 308.6 332.2 256.3 321.0 1;01.0 

6.	 Articu10s manufacturados 
segun el material 392.2 423.8 412.0 307.6 335.9 419.6 

7.	 l~qulnaria y material de 
transporte 494.2 600.9 496.2 273.6 244.5 305.4 

6.	 Articu10s manufacturados 
diversos 116.3 134.8 138.1 89.4 72.0 89.9 

9.	 Anima1es vivos n.e.p. y 
mercaderiao diversas 3.2 2.8 4.1 6.6 6.8 8.6 

TOTAL	 1,663.9 2,038.6 1,920.0 1,423.8 1,473.9 1,764.4 
••••••=- ••••:a•• 18•••:a•• ......... • •••••• ••::8:1::8.
• 

Total menos seccion 3 1,437.9 1,696.3 1,593.6 1,083.7 1,142.5 t,427.2 

II Central Bank estimates based on the continuation of import controls. 
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Table B-12 
VII. CONSOLIDATED BANKING SYSTEM 

1980 1931 1982 "1983 

International reserves (net) 
Foreign assets 
Net IMF post ion 
Short term liabilities 

Domestic Assets 
Net credit on Central Government 

Credit 
Oeposits 

Central Government Trust Fund 
Net Credit to the rest of 

public sector
 
Credit
 
Deposits
 

Credit to nonbank private financial 
intermediaries
 

Credit to private sector
 
Net credit to BANFINAN 11
 
Subscription to international 

agencies (net) 
Subscription to international 

ag~ncielJ 

Deposits of international agencies 
Official capital and reserves 
Unclassified assets (net) 
Interbank float 

Counterpart unrequited foreign 
exchan~e 

Allocation of SDRs 
Valuation adjustment Fund accounts 

Foreign liabilities (medium and 
long-term) 

Liabilities to private sector and 
nonbank ~rivate financial inter­
mediaries 
Money 

Currency in circulation 
Sight depos it s 

Quasi-money 
Time and savings 
Specialized savings 
Other deposits in local currency 
Depoait8 in foreign exchange 
Bonds 
Other obligations 

Cr.pita1 reserves 

125.5 
~ 
-30.4 
189.7 

1,940.2 
342.4 

(437.2) 
(-94.8) 
-56.7 

35.5 
(154.2) 

(-118.7) 

8.3 
1,457.0 

27.2 

(190.3) 
(-163.1) 
--259.6 

373.5 
12.6 

38.8 
40.4 
-1.6 

479.0 

1,547.9 
604.7 

(268.9) 
(335.8) 

758.6 
(524.1) 
(48.0) 
(18.9) 
( 65.1) 
(68.6) 
(33.9) 
184.6 

18.3 
2'67)"3 
-77 .6 

-207.2 

2,289.1­
498.6 

(615.2) 
(-116.6) 

-78.5 

9.2 
(153.7) 

(-144.5) 

7.4 
1,582.3 

51.8 

33.1 

(203.7) 
(-170.6) 
-306.4 
478.1 
13.5 

48.3 
45.7 

2.6 

533.8 

1,688.7 
632.0 

(297.2) 
334.8) 
859.8 

(609.8) 
(51. 4) 
25.3) 

(58.3) 
(68.1) 
(46.9) 
196.9 

-205.6 
285.2 

-212,6 
-27.8.2 

-2, H:.2,7; 
(848.3) 
(113.9) 
160.0 

-;';,.1 

(159.7) 
(-164.8) 

1,772.9 
50.6 

63.1 

(221.1) 
(158.0) 
4/'''.3 

556.6 

1,957.2 
699.3 

(307.2) 
(392.1) 

1,047.4 
(749.4) 
(52.5) 
(56.1) 
(59.4) 
(67.1) 
(62.9) 
210.5 

-224.4 
~n:1' 

-!'3.1.'\ .3 
-lg" .4 

3,096.4 
913.0 

(1,022.5) 
-109.5) 

188.5 

70.5 
(258.2) 

(-187.7) 

19,64.7 
52.9 

89.1 

(257.9) 
(168.8) 
481.1 

51.4 
4D"' 
10.1 

554.1 

2,266.5 
799.3 

(354.9) 
(444.4) 

1,246.8 
(933.8) 
(53.7) 
(53.4) 
(53.8) 
(74.4) 
(77.7) 
220.4 

---------------_._----_._-------_.
 
Source: IMF and USAID/Hondura~ estimates 



AHllEX B 
Page 15 of 15 

Table B-13 

INDICE DE PRECIOS LA POR MAYOR, PEK ANOS Y AGRUPACIONES 

AGRUPACIONES 1979 1980 1981 1982 
Trimestres
-r-Tt- PROHEDIO 

NACIONALES 110.3 130.2 136.7 147.0 153.1 154.2--- -­ 153.7--
Agropecuarios 

Industriales 

107.6 

112.2 

126.6 

132.9 

130.5 

141.1 

133.9 

156.4--­

139.6 141.0 

162.9 163.8--- --­

140.3 

163.4 

Utl'ORTADOS 108.0 115.4 134.3 156.0 167.5--­ 172.3 169.9--
IUDICE GE~ERAL 109.6 125.4 
..........a~.za ...... . .._=--

Source: Central Bank of Honduras 

135.0 
••••• 

150.0 
.....c:8 

157.9 
••18•• 

160.1 159.0 
aa••• 18••1:111:8 

-----­



ANNEX C 
Page 1 of 3 

Summary of GOll Stabilization Package 

The objectives of the new law called "the Law for the Financial Adjustment 
of the Public Sector" include: 

The reduction of the fiscal deficit to a level consistent with 
monetary equilibrium; 
The reduction of the growth of net banking system credit to the 
public sector; and 
The encouragement of self-financing of the public sector. 

Along with the revenue-generating measures such as additional taxes, 
adjustments in expenditures, financial policy reforms were made with regards 
to both the Central Government and the decentrali,ed institutions ~uch as 
CONADI, COHBANA, COHDEFOR, BANADESA, the National Port Authority (ENP), the 
National Coffee Institute (IHCAFE). the Honduran Grain Marketing Corporation 
(IRMA) et ale 

The principal modificRtions to the 1984 GOH Budget Decree by the Economic 
Stabilization Program, and the sums they are projected to save or generate, 
include: 

The reduction of programmed banking system financing: $71 millionj 
The raising or current revenue through additional t~Aes and fees: 
$19 million; 
Raising transfers from autonomous institutions: ~3.5 million 
The improvement of revenue administration: $8.8 millionj 
The issuance of bonds to public sector and decentralized institution 
employees: $27.5 million; 
The reduction in expenditures from the current budget: $12.6 millioni 
The increase of other budgetary expenditures: $Z~.6 million 
(includes over $6 million for both defense and education, Z8.6 
cillion for public debt, and $/.5 million for the National 
Registration and Identification Program). 

The decentralized, semi-autonomous institutions will undergo the following 
reforms: 

An overall budget reduction by all the decentralized institutions 
combined of $)5 million. (A special GOH commission consisting of the 
Ministers of Finance and Economy, the Executive Secretary of the 
Superior Economic Planning Council, and the President of the Central 
Bank would determine the breakdown of each institution's budget 
cutbacks); 
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A ceiling on 1985 budgets not to exceed approved 1984 levels; 
The prohibition during 1984 and 1985 of the acquisition of fixed 
assets, equipment, vehicles, and stocks in private companies; 
The creation by each institution of (1) a plan for recuperating debt 
within portfolio and (2) a permanent cost accounting system to permi 
budget verification; 
The suspension of the right to contract additional debt unless the 
institution is current on interest and principal obligations; 
The suspension of the right to grant guarantees to the private secto 
except those firms in which the GOH holds equity positions and have 
received government loans and/er guarantees; and 
The su~pension of lendlng by any of the non-financial decentralized 
institutions. 

A freeze effective for the rest of 1984 is to be placed upon the hiring 0 

personnel to fill existing vacancies in the public sector. 

The imposition of a moratorium on vehicle imports through the end of 
19B4, with limited exceptions. 

On the monetary side, the Central Eank Directorate approved the following 
measures: 

Net domestic banking system credit to the Central government is to bl 
limited in 19B4 to $25 million (in 19B3, such credit reach~d $B9 
million) • 
Net domestic banking system credit to the rest of the public sector 
is to be limited in 1984 to z~ro. (In 1983, such credit reached $38 
million) • 
The level of Central Bank credit to the Banking system is to be 
limited to $214 million (this represents a 6% increase over the 1983 
level) • 
Legal reserve requirements (RR) on banking deposits are to be raised 
in the following fashion: 

Deposi t Old RR· New RR 
(Percentage) ( Percentage) 

Checking and Savings accounts, 
tl~c deposits, and certificates 
of deposit (3 to 12 months) for 
$25,000 or less 30 32 

Trust fund held by ITivate Banks 20 32 

(NOTE: This provision will be implemented gradually between June 15 and 
November 15). 
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A 10% annual increase r.ate charge is to be imposed on those Central 
-Bank advanced destined to cover reserve defficjencies arising out of 
higher reserve requirements, provided that affected banks are 
implementing a reserve adjustment plan approved by the Central Bank. 

A scheme is to be established whereby all international payment 
arrearages on current transactions are backed by lOO~ Lempira 
deposits. 

The Central Bank Management is to be authorized to continue until 
December 31, 1904 its issuance of import permits, within five days of 
Central Bank acceptance of permit requests, for some import 
transactions which are to be financed with foreign exchange obtained 
outs:Lde the banking system (e.g. from the parallel market). (NOTE: 
This extends the temporary authorization originally established by a 
directorate resolution of November 1983. 

The Central Bank management is to be authorized to issue import 
permits, within five days of Central Bank acceptance of permit 
requests, for impor transactions to be financed by specific funding 
soucces sueh as the industrial development fund (and lBRD program), 
the industrial reactivation program (IDB financing), Eximbank, and 
the GOH credit agree~ent with Argentina. 



SC(l) - COUNTRY CHRCKLIST 

Listed below are statuto~y criteria 
applicable generally to FAA funds, and 
criteria applicable to individual fund 
sources: Development Assistance and 
Economic Support Fund. 

A.	 GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY 

1.	 FAA Sec. 461; FY 1964 Continuing 
Resolution. Has it been 
determIned or certified to the 
Congress by the President that 
the government has failed to 
take adequate measures or steps 
to prevent narcotic and 
psychotropic drugs or other 
controlled substances (as listed 
in the ~chedules in section 2U2 
of th~ Comprehensive Drug Abuse 
and Prevention control Act of 
1971) which are cultivated, 
produced or processed illicitly, 
in whole or in part, in such 
country or transported through 
such country. from being sold 
illegally within the 
jurisdiction of such country, to 
Unites States government 
personnel or their dependents or 
from entering the United States 
unlawfully? 

l.	 FAA Sec. 620(c). If assistance 
is to a government, is the 
government liable as debtor or 
unconditional guarantor on any 
debt to a U.S. citizen for goods 
or services furnished or ordered 
where (a) such citizen has 
exhausted available legal 
remedies and (b) the debt is not 
denied or contested by such 
government? 

~~x D 
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5C(l) - COUNTRY CHECKLIST 

A.	 GE~~RAL CRITERIA FOR COUNTRY 
ELIGIBILITY 

1.	 FAA Sec. 461; FY 1964 Continuing 
Resolution. No such 
determInation has been made. 

2.	 FAA Sec. 620(c). The GOH is not 
liable as a debtor under these 
conditions. 



3.	 FAA Sec. 620(e)(l). If 
assistance is to a government, 
has it (including government 
agencies or subdivisions) taken 
any action which has the effect 
of nationalizing, expropriating, 
or otherwise seizing ownership or 
control of property ot U.S. 
citizens or entities beneficially 
owned by them without taking 
steps to discharge its 
obligations toward sucb citizens 
or entities? 

4.	 FAA Sec. 532(c), 520(a) 620(f),
G20D; FY 19~2 Appropriation Act 
Secs. 512 and ~l]. Is recipient 
country a Communist country? 
Will assistance be provided to 
Angola, Cambodia, Cuba, Laos, 
Vietnam, Syria, Libya, Iraq, or 
South Yemen? Will assistance be 
provide to Afghanistan or 
Mozambique without a waiver? 

5.	 ISDCA of 19~1 Secs. Il4, III and 
730. For specific restrictions 
OO-assistance to Nicaragua, see 
Sec. 724 of the ISDCA of 19B1. 
For specific restrictions on 
assistance to El Salvador, see 
Secs. 72/ and 130 of the ISDCA of 
19B1. 

6.	 FAA Sec. 620 (j). Has the 
country permitted, or failed to 
take adequate measures to 
prevent, the damage or 
destruction by mob action ot U.S. 
property? 
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FAA Sec. 620(e)(l). There is no 
evidence ot such action. 

4.	 FAA Sec. 532(c), 5l0(a) 620(f), 
62UD; FY 19tiZ Appropriation Act 
Secs. ~12 and ~l]. Honduras is 
not a communist country nor will 
any assistance be provided to any 
of the listed countrIes. 

5.	 ISDCA of 19~1 Secs. 724, 721 and 
/30. 

N/A. 

6.	 FAA Sec. 62U.(j). In the past 
there have been incidents where 
the GOH was unsuccessful in 
containing demonstrations against 
the US Embassy; but this bas not 
been the caRe over 14 years. 
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I.	 FAA Sec. 620(1). Has the country 
failed to enter into an agreement 
with OPIC'l 

8.	 FAA Sec. 620(0); Fishermen's 
Protective Act ot l~6/, as 
amended, Sec. :>. (a) Has the 
country seized, or imposed any 
penalty or sanction against, any 
U.S. fishing activities in 
international waters? 

(b) If so, has any deduction 
required by the Fishermen's 
Protective Act been made? 

9.	 FAA Sec. 620(q); FY 19B2 
Appropriation Act Sec. ~ll. (a) 
Has the government of the 
recipient country been in default 
for more than six months on 
interest or principal of any 
A.I.O. loan to the country? (b) 
Has the country been in default 
for more than one year on 
interest or principal on any U.S. 
loan under a program for which 
the appropriation bill 
appropriates funds? 

10.	 FAA Sec 620(s). If contemplated 
assistance is development loan or 
from Economic Support Fund, has 
the Administrator taken into 
account the amount of foreign 
exchange or ~ther resources which 
the r.ountry has spent on military 
equipment? (Reference may be to 
the annual "Taking into 
Consideration" memo: "Yes, taken 
into account by the Admin1stratoc 
at time of approval of Agency 
OYB." This approval ~J the 
Administrator of the Operational 
Year Budget can be the basis for 
an affirmative answer during the 
fiscal year unless significant 
changes in clrcumstances occur.) 

I.	 FAA Sec. 620(1). The OPIC 
Investment Guaranty Program is in 
effect in Honduras. 

8.	 FAA Sec. 620(0); Fishermen's 
Protective Act of 1967, as 
amended, Sec. 5. NO. 

( b) NIA 

9.	 FAA Sec. 620(q); FY 19H2 
Appropriation Act Sec. 517. 

(a) NO 

(b) NO 

10.	 FAA Sec 62U(s). Yes, taken into 
account by the Administrator at 
the time of approval of the 
Agency OYB. 
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11.	 FAA Sec. 620(t). Has the country 
severed diplomatic relations with 
the United States? If so, have 
they been resumed and have new 
bilateral assistance agreements 
been negotiated and entered into 
since such resumption? 

12.	 FAA Sec. b20(u). What is the 
payment stat~~ of the country's 
U.N. obligations? If the country 
is in arrears, were such 
arrearages taken into account by 
the A.I.D. Administrator in 
determining the current A.I.D. 
Operational Year Budget? 
(Reference may be made to the 
Taking into Consideration memo.) 

13.	 FAA Sec. b2UA; FY lY~l 

Appropriation Act Sec. ~2U. Has 
the country aided or abetted, by 
gracting sanctuary from 
prosecution to, any individual or 
group which has committed an act 
of international terrorism? Has 
the country aided or abetted. by 
granting sanctuary from 
prosecution to, any individual or 
group which has committed a war 
crime? 

14.	 FAA Sec. bbb. Does the COUll try 
object, on the basis of race. 
religion, national origin or sex, 
to the presence of any officer or 
employee of the U.S. who is 
present in such country to carry 
out economic development programs 
under the FAA? 

11. FAA Sec. b2U(t). 

NO 

12.	 F~A Sec. blO(u). Honduras 1s 
current on its U.N. obligations. 

13.	 FAA Sec. o20A; FY lY~2 

Appropriation Act Sec. 520. 

NtA 

14.	 FAA Sec. bbb. 

NtA 
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1).	 FAA Sec. 669. 670. Has the 
country, aiter Auguat 3, 19//, 
delivered or received nuclear 
enrichment or reprocessing, 
equipment, materials, or 
technology, without specified 
arrangements or safeguards? Has 
it transferred a nuclear 
explosive device to a non-nuclear 
weapon state, or if such a state, 
either received or detonated a 
nuclear explosive device, after 
August 3, 1977? (FAA Sec. 6Z0E 
permits a special waiver of Sec. 
669 for Pakistan.) 

16.	 ISDCA of 19t1l Sec. 720. Was the 
country represented at the 
Meeting of Ministers of Foreign 
Affairs and Heads of Delegations 
of the Non-Aligned Countries to 
the 36th General Session of the 
General Assembly of the U.N. of 
Sept. 25 and Ztl, 19t1l, and failed 
to disassociate itself from the 
communique issued? If 80, has 
the President taken it into 
account? (Reference may be made 
to the Taking into Consideration 
memo.) 

17.	 ISDCA of 19t1l Sec. 721. See 
special re~uirements for 
assistance to Haiti. 

Itl.	 FY 1984 Continuing Resolution. 
Has the recipient country been 
determined by the President to 
have engaged in a consistent 
pattern of opposition to the 
foreign policy of the United 
States? 

15. FAA Sec. b69, biU. 

NO 

16.	 ISDCA of lYtll Sec. 7l0. This has 
been taken into consideration by 
the Administrator at the time of 
approval of the Agency OYB. 

17.	 ISDCA of 19B1 Sec. 721. 
Assistance is not to Haiti. 

lB.	 FY 19B4 Continuing Resolution. 
No such determination has been 
made. 

v\)/




B.	 FUNDING SOURCE CkITERIA FOR COUNTRY 
ELIGIBILITY 

1.	 Development Assistance Country 
Criteria. 

a. FAA Sec. 116. Has the 
Department of State determined 
that this government has engaged 
in a consistent pattern of gross 
violations of internationally 
recognized human rights? If so, 
can it be demonstratp.d that 
cont~mplated assistance will 
directly benefit the needy? 

2.	 Economic Support Fund Country 
C:r"tteria 

a. FAA Sec. ,UlB. Has it been 
determined that the country has 
engaged in a consistent pattern 
of gross violations of 
internationally recognized human 
rights? If so, has the country 
made such significant improvement 
in its human rights record that 
furnishing sucb assistance is in 
the national interest? 

b. ISDCA of 19t11, Ec. 725(b). 
If ESF is to be furnished to 
Argentina, has the President 
certified that (1) the Govt. of 
Argentina has made significant 
progress in human rights; and (2) 
that the provision of such 
assistance is in the national 
interests of the U.S.? 

c. ISDCA ot 19t11, Sec. 726(b). 
If ESF assistance is to be 
furnished to Chile, has the 
President certified that (1) the 
Gavt. of Chile has made 
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B.	 FUNDING SOURCE CRITERIA FOR COUNTRY 
ELIGIBILITY 

1.	 Development Assistance Country 
Criteria. 

a.	 FAA Sec. lIb. 

N/A 

2.	 Economic Support Fund Country 
Criteria 

a. FAA Sec 502B. No such 
determinatIon has been made. 

b.	 ISDCA of 19M1, EC. 725(b). 

N/A 

c.	 ISDC· of 1981, Sec. 726(b). 

N/A 
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significant progress in human 
rights; (2) it is in the national 
interest of the U.S.; and (3) the 
Govt. ot Chile is not aiding 
international terrorism and has 
taken steps to bring to justice 
those indicted in connection with 
the murder of Orlando Letelier? 



SC(3) - STANDARD ITEM CHECKLIST
 

Listed below are the statutory items which 
normally will be covered routinely in 
those provisions of an assistance 
agreement dealing with its implementation, 
or covered in the agreement by imposing 
limits on certain uses of funds. 

These items are arranged under the eeneral 
headings of (A) Procurement, (B) 
Constructi~~, and (C) Other Restrictions. 

A. PROCUREMENT 

1.	 FAA Sec. 602. Are there 
arrangements to permit U.S. small 
business to participate equitably 
in the furnishing of commodities 
and services financed? 

2.	 FAA Sec. 604(a). Will all 
procurement be f~om the U.S. 
except as otherwise determined by 
the President or under delegation 
feom him? 

3.	 FAA Sec. 6U4(d). If the 
cooperating country discriminates 
against marine insurance 
companies authorized to do 
business in the U.S., ....ill 
commodities be insured in the 
United States against marine risk 
with such a company? 

4.	 FAA Sec. 6U4(e); ISDCA of 1960 
Sec. 705(a). If offshore 
procurement of agricultural 
commodity or product is to be 
financed, 1s there provision 
against such procurement when the 
domestic price of such commodity 
is less than parity? (Exception 
where commodity financed could 
not reasonably be procured in 
U.S.) 
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A. PROCUREMENT
 

1. 

2. 

3. 

4. 

FAA Sec. oU2. Yes, normal A.I.D. 
procedures will be followed. 

FAA Sec. 6U4(a). 

Yes 

FAA Sec. 604(d). Honduras does 
not practice such discrimination. 

FAA Sec. o04(e); ISDCA of 1980 
Sec. 705(a). No offshore 
procurement of agricultural 
commodities or products are 
contemplated. 
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:>.	 FAA Sec. 604(g). Will 
construction or engineering 
services be procured from firms 
of countries otherwise eligible 
under Code 941, but which have 
attained a competitive capability 
in international markets in one 
or more of these areas? 

6.	 FAA Sec. 60). Is the shipping 
excluded from compliance with 
requirements in section 90l(b) of 
the Merchant Marine Act of 1936, 
as amended, that at least 50 per 
centum of the gross tonnage of 
commodities (computed separately 
for dry bulk carriers, dry cargo 
liners, and tankers) financed 
shall be transported on privately 
owned U.S. flag commercial 
vessels to the extent that such 
vessels are available at fair and 
reasonable rates? 

7.	 FAA Sec. 621. If technical 
assistance is financed, will such 
assistance be furnished by 
private enterprise on a contract 
basis to the fullest extent 
practicable? If the facilities 
of other Federal agencies will be 
utilized, are they particularly 
suitable, not competitive with 
private enterprise, and made 
available without undue 
interference with domestic 
programs? 

International Air Transport. 
Fair Competitive Practices Act, 
1974. If air transportation of 
persons or property is financed 
on grant basis, will U.S. 
carriers be used to the extent 
such service is available? 

5.	 FAA Sec. 604(g). No major 
construction or engineering 
activities are contemplated. 

6.	 FAA Sec. 603. No, shipping is 
not. excluded from these 
requirements. 

7.	 FAA Sec. 621. No techncial 
assistance is contemplated. 

International Air Transport. 
Fair	 Competitive Practices Act, 
19/4. 

Yes 
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F\ 1962 Appropriation Act Sec. 
504. If the U.S. Government is a 
party to a contract for 
procurement, does the contract 
contain a provision authorizing 
termination of such contract for 
the convenience of the United 
Staces? 

B. Construction 

1.	 FAA Sec. 6U1(d). If capital 
(e.g., constructiou) project, 
will U.S. engineering and 
professional services be used? 

2. • FAA Sec. bll(c). If contracts 
for construction are to be 
financed, will they be let on a 
competitive basis to maximum 
extent practicable? 

FAA Sec. 620(k). If for 
construction of productive 
enterprise, will aggregate value 
of assistance to be furnished by 
the U.S. not exceed $100 million 
(except for productive 
enterprises in	 Egypt that were 
described in the CP)? 

C. Other Restrictions 

1.	 FAA Sec. l2Z(b). If development 
loan, is interest rate at least 
24 per annum during grace period 
and at leaRt 37. per annum 
thereafter? 

FAA Sec. 30l(d). If fund is 
established solely by U.S. 
contributions and administered by 
an international organization, 
does	 Comptroller General have 
audit rights? 

FY 1~ij2 Appropriation Act Sec. 
504. 

Yes 

B. Construction 

1.	 FAA Sec. b01(d). 

N/A 

2.	 FAA Sec. bll(c).
 

N/A
 

FAA Sec. blU(k). 

N/A 

C. Other Restrictions 

1.	 FAA Sec. l22(b).
 

Yes
 

2.	 FAA Sec. 301(d).
 

N/A
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FAA Sec. 62C(h). Do arrangements 
exists to insure that United 
States forei 5n aid Is not used in 
a manner which, contrary to the 
best	 interests of the United 
States, promotes or assists the 
foreign aid projects or 
activities of the Communist-bloc 
countries? 

4.	 Will arrangements preclude use of 
financing: 

a. FAA Sec. 104(t); FY 19~2 

Appropriation Act Sec. 525: (1) 
To pay for performance of 
abortions as a method of family 
planning or to motivate or coerce 
persons to practice abortions; 
(2) to pay for performance of 
involuntary sterilization as a 
method of family planning, or to 
coerce or provide financial 
incentive to any person to 
undergo sterilization; (3) to pay 
for any biomedical research which 
relates, in whole or part, to 
methods or th~ performance of 
abortions or involuntary 
sterilization as a means of 
family planning; (4) to lobby for 
abortion? 

b. FAA Sec. bZU(g). To 
compensate owners for 
expropriated nationalized 
property? 

c. FAA Sec. bbU. To provide 
training or advice or provide any 
financial support for police, 
prisons, or other law enforcement 
forces, except for narcotics 
programs? 

d. FAA Sec. 662. For CIA 
activities? 

3.	 FAA Sec. b20(h). 

Yes 

4. 

a. FAA Sec. 104(f); FY 19~2 

Appropriation Act Sec. 5Z5: 
Arrangements preclude the use ot 
funds of this purpose. 

b. FAA Sec. 620(g). 
Arrangements preclude the use of 
funds of this purpose. 

c. FAA Sec. 660. Arrangements 
preclude the use of funds ot this 
purpose. 

d. FAA Sec. bbl. Arrangements 
preclude the use of funds of this 
purpose. 

~\
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e. FAA Sec. 636(i). For 
purchase, sale, long-term lease, 
exchange or guaranty of the sale 
of motor vehicles manufactured 
outside the U.S., unless a waiver 
is obtained? 

f. FY 1982 Appropriation Act. 
Sec. 503. To pay pensions, 
annuities, retirement pay, or 
adjusted service compensation for 
military p~rsonnel? 

g. FY 1982 Appropriation Act, 
Sec. 505. To pay U.N. 
assessments arrearage or dues? 

h. FY 1982 Appropriation Act, 
Sec. 506. To carry out 
provisions of FAA section 209(d) 
(Transfer of FAA funds to 
multilateral organizations for 
lending)? 

i. FY 19~2 Appropriation Act, 
Sec. 510. To finance the export 
of nuclear equipment, fuel, or 
technology or to train foreign 
nationals in nuclear fields? 

j. FY 1982 Appropriation Act, 
Sec. 511. Will assistance be 
provided for the purpose of 
aiding the efforts of the 
government of such country to 
repress the legitimate rights of 
the population ot such country 
contrary to the Universal 
Declaration of Human Rights? 

k. FY 1982 Appropriation Act, 
Sec. ~l~. To be used for 
publicity or propaganda purposes 
within U.S. not authorized by 
Congress? 

e. FAA Sec. 636(i). Arrangements 
preclude the use of funds for 
thie purpose. 

f. FY 1982 Appropriation Act. 
Sec. 503. Arrangements preclude 
the use of funds for this purpose. 

g. FY 1~~2 Appropriation Act, 
Sec. 5U). Arrangements preclude 
the use ot funds for this purpose. 

h. FY 1982 Appropriation Act, 
Sec. 506. Arrangements preclude 
the use of funds for this purpose. 

i. FY 19B2 Appropriation Act, 
Sec. 510. Arrangements preclude 
the use of funds for this purpose. 

j. F~ 1982 Appropriation Act, 
Sec. 511. Arrangements preclude 
the use of funds for this purpose. 

k. FY 1982 Appropriation Act, 
Sec. 515. Arrangements preclude 
the use of funds for this purpose. 



3A(2) - NONPROJECT ASSISTANCE 
CHECKLIST 

The criteria listed in Part A are 
applicable generally to FAA funds. and 
should be used irrespective of the 
program's funding sources. In Part B a 
distinction 1s made between the criteria 
applicable to Security Assistance and the 
criteria applicable to Development 
Assistance. Selection of the Appropriate 
criteria will depend on the funding source 
for the Program. 

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP 
TO DATE 1 IDENTIFY. HAS STANDARD ITEMS 
CHECKLIST BEEN REVIWED? 

A.	 GENERAL CRITERIA FOR NONPROJECT 
ASSISTANCE. 

1. App. Unnumbered; FAA Sec 653-(b) 

(a)	 Described how Committees on 
appropriations of Senate and 
House have been or will be 
notified concerning the 
nonproject assistance. 

(b) Is assistance within 
(Operational Year Budget) country 
or international organization 
allocation reported to the 
Congress (or not more than $1 
million over that figure plus 
10%)1 

2.	 FAA Sec. 611(a)(2). If further 
legislative action is required 
within recipieot country. what is 
basis for reasonable expectation 
that such action will be 
completed in time to permit 
orderly accomplishment of purpose 
of the assistance? 
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A.	 GENERAL CRITERIA FOR NONPROJECT 
ASSISTANCE. 

1.	 App. Unnumbered; FA~ 'Sec 6-,3-(b) 

(a)	 Notitication sent to the 
Congress on the 14th June. 

(b)	 Yes 

2.	 FAA Sec. 611(a)(2). N/A 
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3.	 FAA Sec. 209, 619. Is 
assistance more efficiently and 
effectively given through 
regional or multilateral 
organizations? If so why is 
assistance not so given? 
Information and conclusion 
whether assistance will 
encourag~ regional development 
programs. If assistance is for 
newly independent country, is it 
furnished through multilateral 
organizations or in accordance 
with multilateral plans to the 
maximum extent appropriate? 

4.	 FAA Sec. 60l(a); (and 
Sec.-2Ul(f) for Development 
Loans). Information and 
conclusions whether assistance 
will encourage efforts of the 
country to: (a) increase the 
flow of international trade; (b) 
foster private initiative and 
competition; (c) encourage 
development and u~e of 
cooperatives, credit unions, and 
savings and loan associations; 
(d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, 
agriculture and commerce, and 
(f) strengthen free '.abor unions. 

~.	 FAA Sec. 601(b). Information 
and conclusion on how assistance 
will encourage U.S. private 
trade and investment abroad and 
encourage private U.S. 
participation in foreign 
assistance programs (including 
use of private trade channels 
and the services of U.S. private 
enterprise) • 

3. FAA Sec. 209, b19. NO. 

4.	 FAA Sec. 60l(a); (and 
Sec.-2Ul(f) for Development 
Loans). The program objectives 
are to provide Honduras with 
balance of payments support and 
ensure the ava~.lability of 
credit to the private sector. 
Tb~ first objective will have a 
direct impact on facilitating 
foreign trade flows by enabling 
Honduras to buy imports from the 
U.S. The second objective will 
provide much needed financial 
resources to the private sector 
at market interest rates. Thus 
in turn will improve domestic 
credit allocation. 

5.	 FAA Sec. 60l(b). The program 
requires that Honduras import aD 
amount equivalent to the 
assistance in products from the 
U.S. One uf the goals of the 
program Is to liberalize the 
Honduran economy by eliminating 
distortions. This in turn 
should encourage U.S. private 
investment. 



b.	 FAA Sec. 612(b); Sec 63b(h). 
Describe steps taken to assure 
that, to the maximum extent 
possible, the country is 
contributing local currencies to 
meet the cost of contractual and 
other services, and foreign 
currencies owned by the United 
States are utilized to meet the 
cost of contractual and other 
services. 

7.	 FAA Sec 612(d). Does the United 
States own excess foreign 
currency and, if so, what 
arrangements hav~ been made for 
its release? 

B.	 FlmDING CRITERIA FOR NONPROJECT 
ASSISTANCE 

1.	 NQnproject Criteria for Economic 
Support Funding 

a. FAA Sec. 531. How will 
this assistance support promote 
economic or political 
stability? Is the country among 
the 12 countries in which 
Supporting Assistance may be 
provided in thia fiscal year. 

2.	 Nonproject Criteria for 
Development Assistance 

a. FAA Sec • .lOl(c); Sec. 111; 
Sec. 2ijla. Extent to which 
activity will (1) effectively 
involve the poor in development, 
by extending access to economy 
at local level, increasing 
labor-intensive production, 
spreading investment out from 
cities to small towns and rural 
areas; and (2) help develop 
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6.	 FAA Sec. 612(b); Sec 636(h). 

N/A 

7.	 FAA Sec 6l2(d). 

N/A 

B.	 FUNDING CRITERIA FOR NONPROJECT 
ASSIST&~CE 

1.	 Nonproject Criteria for Economic 
Support Funding 

a. FAA Sec. 531. The 
Assistanee will: 

Support GOH efforts to 
reach an IMF agreement which 
seeks the elimination of 
economic disequilibria. 

Support private sector 
efforts to increase production 
through provision of foreign 
exchange. 

USG economic support is 
likely to improve economic and 
political confidence on the 
democratically elected Suazo 
regime. 

2.	 Nonproject Criteria for
 
Development Assistance
 

a. FAA Sec. lOl(c); Sec. lUi 
Sec. 21Ha. 

N/A 
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cooperativec, assist rural and 
urban poor to help themselves 
toward better life, and 
otherwise encourage democratic 
private and local government 
institutions? 

b. FAA Sec. 103, 103A, 104, 
105, 106, 107. Is assistance 
beIng made available: (include 
only applicable paragraph -­
e.g., a, b., etc. -- which 
corresponds to sources of fundu 
used. If more than one fund 
source is used for assistance, 
include relevant paragraph for 
each fund source.) 

c. FAA Sec. 207; Sec. 113. 
Extene-to which assistance 
reflects appropriate emphasis 
on: (1) encouraging development 
of democratic, economic, 
political, and social 
institutions; (2) self-help in 
meeting the country's food 
needs; (3) improving 
availability of trained 
worker-power in the country; (4) 
programs designed to meet the 
country's health needs; (5) 
other important areas of 
economic, political, and social 
development, including industry; 
free labor unions, cooperatives, 
and Voluntary }~encies; 

transportation and 
communication; planning and 
public administration; urban 
development, and modernization 
of existing laws; or (6) 
integrating women into the 
recipient country's national 
economy. 

b. FAA Sec. 10), 10)A, 104, 
105, 106, 107. 

N/A 

c. FAA Sec. 207; Sec. 113. 

N/A 



d. FAA Sec. 281(b). Describe 
extent to which program 
recognizes the particular needs, 
desires, and capacities of the 
people of the country; utilizes 
the country's intellectual 
resources to encourage 
institutional development; and 
supports civic education and 
training in skills required for 
effective participation in 
governmental and political 
processes essential to 
self-government. 

FAA Sec,	 201(b)(2)-(4) and -(8)' 
Sec. 2Cl(e); Sec. 211-(a)(1)-(3} 
and -(8). Does the activity 
give reasonable promise of 
contributing to the development 
of economic resources ~r to the 
increase of productive 
capacities and self-sustaining 
economic growth; or of 
educational or other 
institutions directed toward 
social progress? Is it related 
to and consistent with other 
development activities, and will 
it contribute to reliable 
long-range objectives? 

f. FAA Sec. 2Ul(b)(6); Sec. 
2l1(a)(5), (6). Information and 
conclusion on possible effects 
of the assistance on U.S. 
economy, with special reference 
to areas of substantial labor 
surplus, and extent to which 
U.S. commodities and assistance 
are furnished in a manner 
consistent with improving or 
safeguarding the U.S. 
balance-of-payment position. 
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d.	 FAA Sec. 28l(b). 

N/A 

FAA Sec, 20l(b)(2)-(4) and -(8); 
Sec. 20l(e); Sec. 211-(a)(1)-(3) 
and -(H). 

N/A 

f. FAA Sec. 2Ul(b)(6); Sec. 
211(a)(5), (6). 

N/A 



3.	 Nonproject Criteria for 
Development Assistance (Loans 
only) 

a. FAA Sec. 20l(b)(1). 
Information and conclusion on 
availability of financing from 
other free-world sources. 
including private sources within 
the United States. 

(1) 103 for agriculture. rural 
development. or nutrition; if so. 
extent to which activity is 
.pecifically designed to 
increase productivity and income 
of rural poor; (103A) if for 
agricultural research. is full 
account taken of needs of small 
farmers; 

(2) (104) for population 
planning or health; if so. 
extent to which activity extends 
low-cost. integrated delivery 
systems to provide health and 
family planning services. 
especially to rural areas and 
poor; extent to which assistance 
gives attention to 
interrelationship between (A) 
population growth and (B) 
development and over-all 
improvement in living standards 
in developing countries. Is 
activity designed to build 
1I0tivaHon for small families in 
programs ouch as education in 
and out of school. maternal and 
child health services. 
agriculture production. rural 
development, and assistance to 
urban poor? 
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3.	 Nonproject Criteria for 
~elopment Assistance (Loans 
only) 

a.	 FAA Sec. 20l(b)(1). 

N/A 

(1)	 (103) 

N/A 

(2)	 (104) 

N/A 
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(3) (105) for education public 
administration. or human 
resources development. if so. 
extent to which activity 
strengthens nonformal education. 
makes formal education more 
relevant. especially for rural 
families and urban poor, or 
strengthens management 
capability of institutions 
enabling the poor to participate 
in development. 

(4) (106) for technical 
assistance, energy, research. 
reconstruction, and selected 
development problems; if so, 
extent activity is: 

(a) to help alleviate energy 
problemj 

(b) reconstruction after 
natural or manmade disaster; 

(c) for special development 
problem, and to enable proper 
utilization of earlier U.S. 
infrastructure, etc •• assistance; 

(d) for programs of urban 
development, especially small 
labor-intensive enterprises, 
marketing systems, and fina~cial 

or other institutions to help 
urban poor participate in 
economic and social development. 

(5) (10/) by grants for 
coordinate private effort to 
develop and disseminate 
intermediate technologies 
appropriate for deueloping 
countries. 

(3) (105) 

N/A 

(4) (106) 

N/A 

(a) 
N/A 

(b) 
N/A 

(c) 

t4/A 

(d) 

N/A 

(5) (107) 

N/A 



b. FAA Sec. 20l(b)(2); 
20l-(~ Information and 
conclusion on (1) capacity of 
the country to repay the loan, 
including reasonableness of 
repaywent prospects, and (2) 
reasonableness and legality 
(under laws of country nnd 
United States) of lending ~qd 

relending terms of the,loan. 

c. FAA Sec. 20l(e). If loan 
is not made pursuant co a 
multilateral plan, ar:d the 
amount of the loan eO(ceeds 
$100,000, has country submitted 
to A. I. D. at, applicn tion for 
such funJs together with 
assurance to indic~te that funds 
will be used in an economically 
and technically sound manner? 

d. FAA Sec. 202':a). Total 
amount of money under l~an uhich 
iy going directl~ to private 
enterprise, is g1ing to 
intermediate credit instItutions 
or other borrowf:rs for use by 
private enterprtse, is being 
used to finance imports from 
private sourcee, or is otherwise 
being used to ::inance 
procurements f-:om private 
sources? 

4.	 Additional Criteria for Alliance 
for Progress 

(Note: Alliance for Pr0gres8 
assistance	 should add the 
following	 two items to a 
non-project checklist.) 
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b.	 FAA Sec. 20l(b)(2); 2UI-(d). 

N/A 

c.	 FAA Sec. 20l(e).
 

N/A
 

d.	 FAA Sec. 202(a).
 

N/A
 

4.	 Additional Criteria for Alliance 
for Progress 

uP
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a. FAA Sec. 2S1(b)(l)-(8). 
Does assistance take into 
account principles of the Act of 
Bogota and Charter of Punta del 
Este; and to what extent will 
the activity contribute to the 
economic or political 
integration of Latin America? 

b. FAA Sec. 2S1(b)(8); 
25l-(h). For loans, has there 
been taken into account the 
effort made by recipient nation 
to r~patriate capital invested 
in other countries by their own 
citizens? Is loan consistent 
with the findings and 
recommendations of the 
Inter-American COmffiittce for the 
Alliance for Progress (now 
"CEPCIES" the Permanent 
Executive Committee of the OAS) 
in its annual review of national 
development activities? 

a. FAA Sec. 251(b)(1)-(~). 

N/A 

b. FAA Sec. 251(b)(8); 2S1-(h). 

N/A 


