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PROJlECT ASSISTANCE COMPL-E 
CT 519-0282 

JNDUSTRIAJ, STABILIZATION AND RECOVERY 

I. SUMMARY OF THE PROJECT 

The Project has two components: Private Sector component and Public Sector 
component. The Project's private sector component was implemented by the Salvadoran 
Foundation for Economic and Social Development, FUSADES, a non-profit, apolitical 
Salvadoran private voluntary organization. The Public Sector component was implemented by 
the Ministry of Foreign Trade (now Ministry of Economy). 

A. Private Sector Component: 

The Agency for International Development (USAID) entered into a Cooperative 
Agreement with FUSADES on September 24, 1984, with a $6.9 million fbnding to be expended 
over a period of 3 years. The life of project finding, however, was increased to $47.9 million in 
199 1, and reduced in the end to $43.0 million. The initial Project Assistance Completion Date 
was September 30, 1987 but was extended to September 30, 1994. 

The FUSADES component has provided support for export and investment promotion, 
economic and social research, association strengthening and general FUSADES administration. 
In 1986 the Project Paper was amended to add a credit activity in response to the lack of long- 
term financing and access to dollars for light-industrial assembly export operations. 

k Public Sector Component: 

USAID entered into a Grant Agreement with the Ministry of Foreign Trade (now 
Ministry of Economy) in September, 1984, which consisted of a $2.56 million grant, 
subsequently reduced to $1.53 million. The initial Project Assistance Completion Date was 
9130/87, which was subsequently extended to 9130194. 

11. GOAL AND PURPOSE OF THE PROJECT 

A. Goal 

The goal of the Project was to accelerate economic growth and diversify the economy to 
attain higher levels of economic well being. 

B. Purpose 

B.1. Private Sector Component: The purpose was to stimulate growth in the non- 
traditional export sectors of El Salvador, resulting in increased levels of employment, investment 
and folleign exchange earnings. 



B.2 Public Sector Component: The purpose of the Project was to support the 
formulation of a strategy for nontraditional exports and investment promotion and the 
development and implementation of activities related to carrying out that strategy. 

111. PROJECT SUB-COMPONENTS 

A. Private Sector Component: Under this Project, financing was provided for the 
following FUSADES Programs: the Trade and Investment Promotion Services (later renamed the 
Export and Investment Promotion Program-PRIDEX), the Association Strengthening Program 
(ASA), the Department of Economic and Social Studies DEES, and FIDEX, the Investment 
Development Fund. In addition the majority of the Foundation's overhead to date has been 
covered by this Project. 

ASA: the Association Stren~thening Activities Progrm delivered information and training to 
potential exporters through business associations. This program was designed to provide short 
term technical assistance and training materials to Salvadoran business associations to improve 
the associations' ability to offer their members services to upgrade management and production 
skills and establish the bases for hture export of their products. It subsequently became apparent 
that the associations needed considerable organization, managerial, and administrative 
strengthening prior to actively engaging in export related activities. Therefore this Program has 
been financed since 1985 under separate Projects, the Association Strengthening Activities 
Project and later the Private Sector Initiatives Project. 

PRIDEX: the Export and Investment Promotion Prograrq was originally established as a Trade 
and Investment Promotion Service within FUSADES, to provide technical assistance at the 
enterprise level to specific export projects. By learning from experience and adjusting to 
changing circumstances in El Salvador, PRIDEX has evolved through distinct phases. 

The first phase which lasted until August, 1987, involved the promotion of direct US investment, 
with heavy reliance on an outside contractor (Arthur Young) to carry out studi,es of opportunities 
and to promote follow-up. Support for export development by Salvadoran firms was given 
second priority. Because of the political situation, however, results in terms of jobs, investment 
and foreign exchange were disappointing and the program was reoriented. 

The second phase focused on promoting exports from existing local companies, with 
considerably less emphasis on promoting direct foreign investment. The second phase also 
stressed the institutional development and upgrading of PRIDEX staff to reduce dependence on 
outside contractors. 

This second phase involved the following elements: sector studies to analyze market potential, 
the country's overall competitiveness and the export prospects/limitations of specific firms; 
orientation, education and information services, including support for travel to trade fairs, visits 
by PREDEX staff and assistance in preparing export plans for local companies; intensive 
planning, marketing and production services for companies and facilitation of export expansion 
for companies already exporting. 



A third phase focused on all of the activities described in phase two and on the establishment of 
one overseas office in Miami and one in New York, aimed at interesting US companies in 
contract production, direct investment or joint ventures in El Salvador; and the promotion of fiee 
enterprise zones including the financing of feasibility studies and seminars. 

FIDEX: Lnvement Development Fund; The Fund was established under the Project to make 
available investment credit and/or equity support to domestic and/or foreign investors for the 
purpose of stimulating or supporting the establishment of new, expanded industrial "maquila" 
operations or of light manufacturing/assembly enterprises in El Salvador exporting to markets 
outside the Central American Common Market (CACM). 

The h d  is structured as an investment Trust account, managed by FUSADES and administered 
by a US financial institution with offshore operations (presently Cititrust Bahamas). 

D m :  Center of Studies (Department of Economic and Social Studies and Legislation 
Department) Funding under this sub component enabled FUSADES to promote an active 
program of economic and social research, policy analysis and dissemination activities in support 
of its free enterprise, private sector-led growth model. 

The main activities of the DEES were to report on economic and social trends in El Salvador and 
to analyze economic policies and advocate reforms consistent with the fiee market concepts. The 
DEES presents its analysis in publications, seminars, and public and private discussions. DEES' 
primary focus has been on economic policy issues but has also focused on the analysis of social 
issues to develop proposals for attacking problems in housing, education, health care, etc. The 
main objective of the DEES workshops is to mobilize actions on specific issues, in part through 
the participation of high level government officials. The DEES has a library of over 2,000 
volumes and technical papers on diverse economic topics. In sum, the DEES is a high quality 
think tank, researching, analyzing and publishing studies on important economic and social 
issues. 

e r a  Coordination and Management: Grant funds under this program were provided to 
FUSADES to cover management and administrative costs associated with the program of 
activities including the operating costs of the ofices of the Executive Director, Planning and 
Development, Administration and Finance, and Marketing and Communications. This funding 
covered the costs of personnel, technical assistance, equipment and supplies, invitational travel, 
program support (advertising and publications and seminars and conferences), and overhead 
expenses. 

In April 199 1 an overhead rate was established for each of FUSADES accounting periods during 
the term of the Cooperative Agreement, which covered the operational costs of the staff offices 
mentioned above. 

B. Public Sector Component: The Public Sector component did not have sub- 
components. 



IV. FINANCIAL STATUS (as of 1 1130195). 

1. USAID Funding: 

Ele 
No Element Description 
0 1 LT Technical Assistance 

ST Technical Assistance 
Personnel Costs 
Equipment & Materials 
Invitational. TraveVTraining 
Assistance to Associations. 
Program Logistic Support 
Overhead 
Contingency 
TechnicaI Assistance 
Investment Fund 
FUSADES Building 
Seminars and Conferences 
Communications 
/Disseminations 
Overseas Promotion Offices 
A.I.D. Project Management 
Audit 

Obligations Commitments Expenditures Pipeline 
2,785,000 2,785,000 2,785,000 0 

19 Evaluation 156,391 156,369 156,369 22 
TOTAL: 42,768,185 42,732,147 42,670,2 10 97,975 

2. Counterpart Contribution: 

The fimI report on counterpart fhding for the 5 19-0287 Project has been submitted by 
FUSADES to USAID and sent by PRO to CONT for review. The 1994 audit of FUSADES 
called for an end-of-project review of counterpart funding. In addition, CONT needs to establish 
actual counterpart contribution considering the rate of exchange effective at the time the Project 
Agreement was signed. The planned level of Counterpart Contribution was $8,465,000.00. The 
actual Counterpart Contribution (cash and in-kind) was estimated to be $13,560,000.00. 

V. PROJECT ACCOMPLISHMENTS 

A. Private Sector Component 

A. Planned EOPS 

37,500 jobs in export enterprises 
$139 million in FX earnings 
$135 million new invest. in exp. enterp. 

B. Major outputs 

$15.0 million in invest. fund disbursm. 

Propess to date 



300 sub-projects identified by PRIDEX 532 
Investing companies assisted 312 

Under the credit component, a major achievement was the spinning off of FIDEX and the 
establishment of the first private financial development institution in El Salvador, currently 
BANFIDEX, S.A. which deepens the financial sector providing development financing for non- 
traditional activities. It will provide products and services in keeping with the market and 
Salvadoran law. 

DEES is well established as a high quality think tank, researching, analyzing and 
publishing studies on important economic and social issues. The DEES major contribution was 
the contracting of high level experts for the development of a major structural adjustment 
program which was adopted by the GOES in 1989 and which served to put El Salvador's 
economy back on track. Former DEES personnel were appointed to the highest policy-making 
positions in the Cristiani administration. 

The DEES has significantly improved the availability and analysis of economic statistics 
in El Salvador, and is in the process of doing the same with social statistics to support 
recommendations for reforms in social areas. 

Last, as a result of the technical assistance, seminars and conferences, travelltraining, 
communications/dissemination, supplies and equipment, personnel and overseas promotion that 
collectively make up the program, and the highly hostile investment environment of the early 
stages of the Project, PRIDEX has emerged under this Project as a well established, successful 
export and investment capacity in El Salvador. One of the Major Outputs of the Project was the 
identification by PRIDEX of at least 300 sub-projects. At PACD, 532 sub-projects had been 
identified. Total investment generated during the LOP amounted $86.4 million, and hard 
currency generated by exports valued at $272.2 millions. 

B. Public Sector Component 

The GOES grant financed activities in three interrelated areas: Export and Investment 
Strategy Formulation and Policy Analysis; Strategy Support Mechanisms; and Free Zone 
Development. 

In the Export and Investment Stratcv Formulation and Policy Analvsisarea, the Project 
supported a high level Export and Investment Development Committee (CODEXI), formed of 
public and private sector leaders. During the period 1986-1989, CODEXI itself was an 
achievement given the tense relationship between the public and private sectors. CODEXI 
meetings provided a forum for dialogue between the sectors, and led to the solution of several 
problems which at the time affected exporters. For example, CODEXI contributed to the 
passagefadoption of the Export Promotion Law and its six implementing regulations, the Foreign 
Investment Guarantee Law and the Free Zones and Bonded Warehouses Law. 



In the Strate~v WDOI-t Mechanisms area, funding was provided to the GOES to design 
CENTREX, the one-stop export documentation center. Assistance was also provided for an 
automation needs assessment of the Ministry of Foreign Trade (MICE) which was used to 
acquire the software and hardware necessary to improve activities and services to the public. 
Training and technical assistance was provided to MICE personnel in foreign trade-related areas 
to upgrade their capabilities and services. Studies were also funded to streamline the investment 
registration procedures. 

In the Free Zone Development area, assistance was provided to conduct studies of the San 
Bartolo Free Zone which have led to an improved administration and the decision by the GOES 
to privatize (divest) San Bartolo. GOES counterpart resources under the Project were utilized to 
finance, among other things, the construction of an additional 24,000 square meters of under-roof 
industrial space at the San Bartolo Free Zone, which is now fully leased out to exporting 
companies. Complementary works at the SBFZ that were also financed with counterpart ESF 
local currency generations include: leveling of terrain for future construction of two new internal 
roads, construction of additional space for administratiodsecurity quarters, the main gate, and the 
entrance control post and provision of additional sewage and lighting facilities. 

In spite of the accomplishments described above, the public sector component showed 
less than dynamic progress. The reasons for initial implementation delays included: the political 
nature of the Ministry, frequent changes of Ministers, the general managerial and technical 
weaknesses of Ministry staff, and the pronounced lack of commitment on the part of the GOES 
to support export and investment initiatives. 

In June of 1989, this component underwent additional changes when the Cristiani 
administration absorbed the functions of MICE within the Ministry of Economy. Even though 
activities slowed down, further improvements in CENTREX were carried out to make it fblly 
operational; concrete steps were taken towards the privatization of the San Bartolo Free Zone, 
and a National Export Strategy was developed. 

In March of 1990, a group of key private and public-.sector representatives, assisted by 
project-financed technical assistance, began to work on the development of a National Export 
Strategy. The process evolved and ultimately a national private-public consensus was achieved 
on export development as the primary vehicle for economic revitalization and growth. The 
process also led to the conclusion that CODEX was not the appropriate vehicle to aggressively 
coordinate and monitor the implementation of the Strategy. An alternative was recommended: a 
top level commission, chaired by an influential person appointed by the President and reporting 
directly to him. As a result, the National Commission for Export and Investment (CONAEXI) 
was created. The public sector component of the 5 19-0287 Project was restructured around 
CONAEXI and the implementation of a National Export Strategy. 

CONAEXI was a statutory body headed by a Board of Directors that had representatives 
in equal numbers fiom the GOES and fiom El Salvador's manufacturing and trade associations 
and chamber of commerce. In spite of USAID financed consultants' efforts, no agreement was 
reached between the public and private sectors on the structure of the Commission. In 



accordance with Project Paper Amendment No. 2, if the Export Commission was not formed by 
March 3 1, 1992, funds available for its operation would be deobligated and reobligated with 
FUSADES. After a final consultation with the GOES, this action was taken and the GOES was 
informed in writing about the termination of the assistance. 

In light of the political and economic environment in which the Project operated, 
considerable success was achieved. The key outputs for CODEXI and CONAEXI under the 
project were the three new laws that did away with protectionism; made fiee trade zones legal 
and privatized, and opened the financial sector to new forms of investment and credit. 

M. PROJECT EVALUATIONS AND AUDITS 

1. Evaluations 

There have been two Evaluations during the Life of the Project. The first evaluation (Mid-term 
evaluation) was conducted in June 1988 by Development Associates, Inc., and the second 
evaluation (Final evaluation) was conducted by Management and Business Associates in 
December 1994. 

The purpose of the first evaluation was to review the impact of each program in terms of its 
original objective. Furthermore, FUSADES' managerial, financial and technical strength and 
weakness were identified in order to determine the institution's viability for sound stewardship 
over USAID resources. It revealed that in light of the prevailing political, social and economical 
environment, the results achieved by FUSADES to the date of the report were outstanding. 

Five recommendations offered by the team of the fust evaluation are: 

1. Implement a formal strategic planning exercise before action plans are prepared. 

2. Increase the base support fiom other segments of the private sector in order to broaden 
the incentives for other potential clients to become involved. Increase small and micro 
representation on a special membership category. 

3. Increase the support for PROPEMI as a dynamic program with an emphasis on the 
development of the five outreach centers within the poorer section of the city. Continue 
to provide Technical Assistance to the micro and small entrepreneurs regardless of their 
loan status. Support applied research projects in collaboration with PROPEMI and 
DEES. 

4. Develop a fund raising plan now for implementation in the future when USAID h d s  
decrease. 

5.  Formalize annual management retreats with senior program staff for strategic planning 
and creative problem solving. 

End-of-Project evaluation: 

The pgvate sector component of the Project successfully closed on 9130194. The PACD was 
extenM for a period of three months for the sole purpose of completing an on-going end-of- 



project evaluation. The evaluation was carried out by Management and Business Associates, Inc. 
to examine three activities: Private Sector Component - FUSADES, Public Sector Component 
GOES Ministry of Economy, and FIDEX Industrial Portfolio. The purposes of the evaluation 
were: 1) to review the overall impact of FUSADES' programs funded under the Project, in terms 
of the original objectives established in each of the programs it is implementing, as well as 
FUSADES institutional, managerial, financial and technical strengths and weaknesses; 2) to 
examine the FIDEX Program of FUSADES, focusing on the industrial portfolio funded by the 
Project; 3) to assess the impact of the public sector component of the Project, under the former 
Ministry of Foreign Trade (now Ministry of Economy), in stimulating the non-traditional exports 
sector of El Salvador, through its support to the implementation of a national overall export and 
investment strategy. Principal recommendations are: 

A. Private Sector Component 

1. It is very clear that much of the frustration felt by USAID could have been avoided by 
having the formal agreements acknowledge that USAID project managers would have 
their primary offices in their FUSADES project office. Many of the other issues with 
respect to control would have been avoided with this simple measure. 

2. DEES should continue to pursue its commendable efforts to replicate the success it 
achieved with the Cristiani paradigm, and to expand its dialog with the current crop of 
thinkers in power. As emphasis on achieving economic parity accross all levels in El 
Salvador becomes more intense, DEES should design creative analytical models that are 
appropriate to the specifics of the salvadorean setting. DEES should approach the 
goverment with formal proposals to conduct studies and provide consulting advice. This 
would increase DEES' impact on government and ease its dependence on income from 
FUSADES. 

3. PRIDEX must not only consider the profit centers and focus on income flows 
recommended in its sustainability plan, but it must also develop a strategy for cost 
reduction. PRIDEX's only hope for long term program and institutional survival lies in 
developing a long term strategic alliance with the Ministry of Economy for financial 
support. Somehow PRIDEX must communicate to the government that without such 
strategic alliance, El Salvador will lose foreign direct investment to countries now 
competing aggressively in this arena. PRIDEX should continue to pursue direct foreign 
investment as its primary mission. Export promotion is correctly a secondary objective, 
since El Salvador's historical excess production capacity now appears fully utilized and 
since trade associations and chambers of commerce have staffed up to meet those needs. 

4. There should be increased recognition of the continued need to support development 
banks as long as strategic objectives are more important than giving absolute priority to 
debt recovery. The current arrangement by BANFIDEX is working well and any reasons 
for modifying the current arrangement for portfolio management should be scrutinized 
and well reasoned before considering any changes. 



5. FUSADES should prepare a statement for inclusion in its personnel manual and 
distribute it widely, to the effect that it makes it a policy not to discrimainate among its 
staff or intending employee with regard to sex, race, religion or political affiliation. 

B. Public Sector Components 

1. USAID might want to re-visit the sustained results of the GOES public sector 
component. For example, CONAEXl and the one stop export CENTREX office are still 
functioning and USAID may find potential development activities in these areas. 

2. Audits 

A. 1994 Recipient-contracted audit 

KPMG has just completed the external audit for FUSADES activities for the period beginning 
1/1/94 and ending 12/3 1/94. The following is a summary of the report: 

Opinion on the Fund Accountability Statement: 
Questionable Costs: 
Internal Control Weaknesses and Recommendations: 
Instances of Non-compliances and Recommendations: 
Follow-up on Prior Audit's Recommendations (1 993): 
Total Recommendations: 
Opinion on Counterpart Contribution Schedule: 
Opinion on Indirect Cost Rate Computation: 

Qualified 
$1,835,956 

6 Non-material 
4 Material 
4 
10 

Qualified 
Unqualified 

The Mission needs to follow up on the findings and recommendations to this activity. 

wt. SUMMARY OF LESSONS LEARNED 

A. Private and Public Sector Components 

1. USAID's Project Managers should have their primary offices in their counterpart NGO 
or PVO, rather than at USAID itself. This ensures their control, knowledge and ability to stay in 
touch with their tasks. 

2. The "suitability" of a country for a specific project should be carefully assessed and 
reviewed prior to committing economical, financial and personnel resources to it. Some would 
argue &at El Salvador was a less-than-ideal candidate for non-traditional agricultural projects 
when compared to some of their Central American neighbors. In terms of fostering industrial 
pmjecrts, the country fared better, as a survey of prospects might have shown prior to project start. 

3. Obliging policy change from outside through linking release of ESF dollars to internal 
policy change is rarely effective unless the host government is itself convinced that such change 
is neebied. Otherwise, "lip service" will be given and empty promises made in order to secure 



release of the assistance. Thus, support for building internal capacity for analyzing economic 
policy and educating the populace about the benefits of proposed changes, while time 
consuming, is the most effective manner to assure that policy change will be forthcoming and 
that assistance funds make a lasting impact. By instilling a desired for true policy change at 
higher levels, oportunity, education and improvement of populace at all levels is also encuraged. 

4. USAID priorities in foreign assistance often change so quickly that positive results are 
in danger of being short lived. To go fiom a level of assistance whereby USAID was supplying, 
through FUSADES, the vast majority of funds to DEES up through 1994, to a complete cut off in 
1995, puts undue strain on an organization that is expected to continue to function in an effective 
manner. USAID assistance should be phased out gradually. At the same time, USAID should 
work closely with the client in helping it secu alternative funding sources during such transitional 
periods to ensure sustainability in a timely and proactive manner. 

5. To assure continued funding for a foundation such as FUSADES, USAID should 
consider devoting a portion of its yearly budget to building an endowment. This has been done 
in the case of the Luso American Development Foundation in Portugal, and was considered by 
USAID in a business support project in Thailand. This would likely have been feasible in El 
Salvador, considering the huge influx of U.S. foreign assistance during the 1980s. Total 
dependency on USAID funding by any institution is dangerous, assuming it is the intention of 
that institution to continue once that USAID support has ended. FUSADES is now in a very 
difficult situation because of this circumstance and is gambling on the success of one project, La 
Colina, in order to survive. 

VIII. CONTINUING AID POST PROJECT MONITORING RESPONSIBILITIES 

The Project successfuly closed on 9/30/94. At the time FUSADES had an active program 
providkg assistance to non-traditional exports, and BANFIDEX was actively seeking investment 
clients with dollar and colon loans. The Government policies toward foreign direct investment 
had become positive. 


