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EXECUTIVE SUMMARY

The utilization of local currencies in the programming of the Missions has
increased dramatically during the past several years, especially in the last
three. These currencles, derived from the sales of PL 480 Title I commodities and
the sugar quota offset, the Economic Support Funds, and a few other minor sources,
have been used alone and in conjunction with dollar denominated funds to promote
development and to provide a safety net of social services in the host countries.

The Latin American and Caribbean Bureau is conducting a series of studies on the
local currencies. Among these, it contracted a study of thelr amounts, processes
for programming and management, and their impacts in Costa Rica, Honduras, El
Salvador, and Guatemala. The period under study was FY 1983 through FY 1987. 1In
addition to the separate descriptions in these nations, it also requested a general
Central American summary of the information.

A. The Financial Resources

The amounts of local currencies, dollar denominated funds, and the total
development resources varied widely among the four USAID Missions: El1 Salvador
recelved by far the greatest sums; Costa Rica, Honduras, and Guatemala followed
in order. El Salvador also programmed the greatest amount of dollar
denominated funds; the other three varied little in total amounts programmed.
On the other hand, El Salvador and Costa Rica received similar amounts of local
currency, with Honduras in third place and Guatemala with the least amount.

While these general statements hold for the totals for the five years, there
were substantial differences by year. In general, all of the Missions
programmed less local currency and dollars in 1983 and 1984. The amounts for
1985 were the largest for total funding but not always for local currency.
There were some small declines for 1986 and 1987, relatively speaking, but
these were not consistent in every country.

Two mechanisms were used to effect private sector development: funds passed
directly to the private sector and those passed to it through a public agency.
The combination of these showed that Costa Rica dedicated the greatest
proportion of its local currency funds to the private sector. Honduras almost
evenly divided its funding attention to the public and private sectors. El
Salvador and Guatemala expended much larger sums in favor of the public sector,
primarily because of the investment necessary to rehabilitate thelr
infrastructures.

Projections on the avallabilities of local currencles were furnished by
AID/Washington and the Missions. A moderate drop was forecast between 1987 and
1988, but, thereafter, most countries were expected to have considerably less
local currency for Mission development funding. Total funding was not
prolected.
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Local Currency Processes

Some mutual programming was carrled out formally in the first part of the
period, but the Missions tended to conduct much of that process with informal
consultation with host government agencies. By the end of the period, however,
all four Missions had developed a formal mechanism with the host governments
for programming, implementation, accounting, and audits.

In all four countries, a unit had been created for or designated as the
principal process agency for local currency fund management. In three, the
unit was located in the Ministry of Finance, in the other, the Ministry of
Planning. In Costa Rica and El Salvador, the office of the Presidency had a
role to play. Within the Missions, programming tended to be centered in the
progran office but the agriculture division remained a major actor in the
process for the PL 480 local currency funds.

The mauy responsibilities involved in deposits of dollars and their corversion
to local currencies, the trausfer of these funds to special or regular budget
accounts, and thence to implementation agencies, and the routines of
accounting, audits, and supervision varied by each governmental organization.
They were, however, described in detall and the tracking processes were legal
and appeared appropriste. Only one reservation was voiced by Mission
personnel, that of the delays incurred, particularly when the monies had to be
approved by the national congress.

The wonitoring and evaluation of the activities paid for by the local
currencies were less clearly defined even though there were some provisions for
them in the network. The Mission approaches differed, too, with USAID/Honduras
more preoccupied with the determination of impact, whether measured thvrough
internal or external evaluations; that Mission also demanded more detailed data
from government agencies than did the others. The other three Missions
generally interpreted the host government ownership of the funds to also mean
that the agencies were charged with impact evaluation. While some had teen
conducted in each of the other Missions, neither the volume nor the data base
was as extensive as when the projects were managed more directly by Mission
personnel,

In summary, the present arrangements to assure mutual programmiag and
appropriate accounting were excellent. Monitoring was satisfactory when the
activities are viewed principally as government functions.

Beneficiarv Impacts

The studv team examined Mission and hest government documents that contained
impact information and summarized the findings. The amount of information was
far too great for inclusion in this report. Much of it was discussed in
general terms and examples were briefly described as indications of the effects
of the local currency funding activities.
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An important part of this study into impacts involved relating the proportions
of the local currency programmed for each service sector in relation to the
needs as suggested in socioeconomic indicators. As a generality, the sector
assignments addressed the needs in about the proportions merited. Education
aud health in Costa Rica, for example, recelved small percentages of the funds;
that country has the most favorable indicators for these in Central America.
Honduras has much less favorable indicators in the two sectors, and it
dedicated much higher proportions to them. It must he emphasized that even in
Costa Rica, there were weaknesses in health and education, as was true in El
Salvador and Guatemala, and the Missions provided funds to supplement
government spending and underpin these services.

Agriculture has been in dire straits for some years in Central America. The
Missions responded with substantial investments in this top priority sector.
Economic recovery was deemed to be, in large part, dependent on improvement in
agriculture.

Business and industry had suffered quite severely imn all but Guatemala. The
Missions directed substantial portions of the local currency funding toward
their improvement. This was the largest user of local currency in Costa Rica,
summing to about 457,

In E1 Salvador, because of the violence of the earthquake, very large sums had
been spent 1n community and urban development, mainly in the replacement of
infrastructure. This sector was also large in Guatemala but predicated on the
deterioratlon of infrastructure due to the neglect by the last several
governments.

The other sectors - transportation, potahle water/sanitation, housing, and
democratization - all received funds during the five year perlod, but these,
except for housing in E1l Salvador, tended to be minor in percentage. They were
significant, nevertheless, because of their contributions to the social safety
net.

In addition to this general expression of potential impacts, the individual
country descriptions include some direct evidence of impact to beneficiaries
and on some institutions. The details, including briefs on individual
beneficiaries, are impressive. A few gcneral indications also emanate from the
information, directions that are vital to the overall development strategies.

o By far the largest proportions were directed toward the poor, to rural
and small town areas, and outside the major metropolitan centers.

e Long term benefits were enabled through the investments in roads,
bridges, alrports, irrigation and potable water systems, and sewage
provisions.

o The activities that broadened the benefits of development to a wider
spectrum of the population also contributed measurably to the efforts
toward democratization. Additiounally, the direct assistance on
elections, secondary municipality improvements, education, and notably
the CAPS program, furthered the democratization objective.
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e The private sector was measurably strengthened: business/industry
directly, small farmer titling, lines of credit, manv training programs
and employment genervation, and assistance toward the development of
private educational institutions contributed to the goal of a viable
private sector.

There is, of course, a great deal left to do 1n all four countries. Five years
is not enough to foster development, stabilize the economies, and provide the
needed social services so that marginals in the population can enter more fully
into the national 1ife. Important improvements were begun and with further
resources, will continue toward the goals of the US and host governments.

4202D/3.88


http:4202D/3.88

I. INTRODUCTION

NDuring the last decade, and especially since 1982, the Missions have increasingly
funded their development activities with the local currencles of the countries
while reducing the relative proportions of dollar funded projects. In part, this
change was one of the measures for monetary control in the effort to reduce the
external debt. Dollars or dollar purchased commodities flowed into the countries,
and were converted to the local currencies. Most of these were jointly programmed
by the two governments to effect developmental lmprovenments leading to better
economic and social conditions. While many Missions utilized this form of
transfer, Central America has been among the major users.

AID/Washington has begun a series of studies to determine the currency generation
mechanisms, the amounts utilized, and the results of these fundings. The present
report 1s one in the series. Tts focus is on impact - what was accomplished with
the local currency funded (or combined dollar and local currency) projects. An
initial step in the study was the determination of how much local currency was made
available and from which sources. Secondly, the study examined the process through
which the funds were generated and programmed. Concomitantly, the impacts were
studied. The present report is the result of these examinations in Costa Rica,
Honduras, R1 Salvador, and Guatemala. The period studied was FY 1983 - FY 1987,

A. Funding for Country Prograums

Economic assistance programs are funded by dollars and in local currencies
produced by various dollar disbursements. The most important dollar sources
are Development Assistance, Economic Support Funds and Food Assistance. The
first two are mode available under the Foreign Assistance Act of 1961 as
amended and the third under the Food for Peace Program of Public Law 480. The
Aollars are appropriated annually by the Congress. The programs of assistauce
are managed by the Agency for International Development (AID) through country
missions called USAIDs. Other agencies, particularly the Department of State
and, in the case of PL 480, the Department of Agriculture, are also involved.

Development Assistance funds are normally used to finance specific, individual,
well defined development projects in health, agriculture, education, nutrition,
amd general development. The dollars pay for important goods and services.
Some dollars may be exchanged for local currency to pay for locally produced or
procured goods and services. These funds are disbursed, accountad for,
monitored, and audited by AID and belong to the United States. These dollar
denominated funds are not the subject of this report. However, assoclated with
the dollar funds are usually what are called "counterpart” funds. These are
local cash goods and services provided by the host country to finance part of
the locally acquired goods and services. This counterpart contribution can be
in cash or kind. It is usually in kind and usually funded in the host
country's budget. The monies helong to the host country. They are usually
disbursed, monitored, and accounted for by hnst country agencles in accordance
with host country law and procedure. However, counterpart funds may be
administered by a USAID controller in accordance with a trust fund

arrangement. In such cases, the funds are still the property of the host
country and must bhe accounted for to the host country.



Again, while project counterpart funds are not a subject of this report, they
are mentioned since one of the uses nf local currency derived from PL 480 or
Economic Support Funds 13 to provide the needed project counterpart funds for
AID projects and, on occasion, for projects financed by other international
lending institutions or othar donors.

Under Title I of PL 480, sales of agricultural products for dollars are made on
concessional terms to recipient countries. The recipient country sells the
product locally for its own currency. The sales proceeds are then deposited in
a special account in the country's central bank. The sale of the products
"generates"” local currency. The use of the generated currencles 1s agreed upon
by the two governments in support of agricultural and rural development
programs. Not all of the dollar value of products sold on credit to the
recipient country produces local currency available for joint programming. A
small (usually 5% destined for USDA use) initial payment in dollare is called’
for and another amount, a Currency Use Payment (CUP), in local currency is
negotiated. The CUP, an advance payment on the loan, is available to the US
Government, i.e., the appropriate United States disbursing office, for
obligations in the reciplient country and 1s owned, managed, and accounted for
by the United States.

Under a new Section 108 of PL 480, the recipient country mavy make an initial
repayment of the loan in local currency. This local :urrency is then lent by
the United States to host countrv intermediary financial institutions, banks,
cooperatives, or savings and loan assoclations for private sector development.
The funds are owned and managed by the Ynited States. These funds ave in
addition to Section 106 funds which are generated funds set aside by mutual
agreement for use in development of the private sector. The Section 106 funds
are owned, managed, and accounted for by the host country but in agreement with
USAID. The worldwlide target is 10%Z of the value of Title I commodities sold
and shall be used for private sector development through either Section 106 or
108. 1Individual councry agreements may provide for a higher or lower
percentage.

Section 416 of PL 480 provides that the Commodity Credit Corporation may donate
surplus food products to assist needy persons overseas. The program was
originally limited to dairy products hut later extended to grains, oilseeds,

and honey. The Agency for International Development manages the overseas part
of the program under an agreement with the Commodity Credit Program. These
products may be "monetized,” i,e., sold to provide monies for distribution and
similar costs, or distributed directly by local private voluntary organizations.

As a result of the reduction in US quotas for foreign sugar imports, the US
Sugar Ouota Set Aside program was instituted under which affected countries are
provided with Section 416 commodities which they monetize for balance of
payments support to offset losscs of forelgn exchange earnings from their sngar
quotas. The monetized funds can be used for development projects as agreed
upon in the negotiations for the program.

Under the Foreign Assistance Act, countries suffering from political and/or
economic crises may receive Economic Support Funds. These are, in all of the
countries coverad in this report, balance of payment support funds, dollars
made available to the central banks to finance essentlal imports of United



States source and origin. Although in each of the four countries the central
hank sells the dollars to importers, there is no direct link between the
dollars and the local currency received. Strictly speaking, the dollars do not
"generate” local currency. Rather, the central bank, upon receipt of the
dollars, as part of its reserves, deposits an equivalent amount of local
currency into a special account. Funds from this account are thus used to pay
the costs of mutually agreed projects or programs. The programming process in
each country varies; these processes are described in detall in later sections
of this report.

There are several other sources of local currency of varying degrees of
importance. For example, in the earlier days of AID, loans were made for
revenue producing projects at two different interest rates, one to the
government and a higher rate to the user entitv. In some cases, the dif:ference
accrued to the government in locz’ cutrency and agreement provisions :alled for
mutual programring of the accruals. The amounts ty now have mnstly baecome
insignificant.

Local currencies deposited bv central hanks in specilal accounts draw interest
until they are disbursed for projects or progrars. Thls can create a loss to
the central bank with no offsetting income. Arrangements have been worked out
when this has happened to re-program local currency back into the bank,
creating essentlally a bookkeeping offset. MWMore lmportant 1s interest earned
on credits extended to dealers in PL 480 commodities. These interest earnings
are programmed mutually. No decisions have as yet heen made as to +tha
treatment of interest earned or Section 108 loans to local financial
Ingstitutions. These will be US owned funds and, as such, available for
re—-programming to meet other local, obligations of the United States orv
eventually for reconversion into dollars. These are matters for further
negotiation and agreement.

Study Methodology

This study of the sources of, processes for, au? impacts from local currencies
in Central America during the pericd FY 1983 through 15C7 was conducted under
an IOC contract to Development Associates, Inc., which provided an econonmist
and an impact specialist to the team. In addition, AID/Washington assigned an
experienced Mission manager to work as a member of the team during the
preparatory and fieid work phases. Further, AID/Washingten requesied that each
Mission designate a liaison officer to work with the team in the presparation of
documents, schedules, and access to any necessary Mission and government
officials. Since slightly less than rour weeks was avallable for the field
research, Mission assistauce was crucial.

1. General Strategy

AID/Washington furnished a number of data documents and drafts of studies to
the team. Additionally, several LAC officers took time to give orlentation
to the study team,; thus helplng sharpen the focus of the work.

Four Missions were included in the study: Costa Rica, Honduras, El
Salvador, anl Guatemala. In each, the team hrie’:d the director and other



senior staff members upon arrival. A debriefing was held with them before
departure. A liaisin worked intensively with the team throughout the stay
in the countrv, and many other officers participated actively {in the work in
all the Missions. Thase contributions were vital to the collection and
understanding of the information because only 2 to 5 working days were
available in each country.

Some of the Adata and other information ware expressed to Development

Associates from the countries to facilitate the analyses. These were
compiled when the team returned to the United States. The report was
prepared there in final form and submitted to AID/Washington.

Financial Data

The finaucial analyst on the team worked closely with the program, project,’
and controller offices to obtain the supplies of funding in each Mission.

In coniunction with those offices, the funds were delineated by type
(dollar, local currency), cource, and programmed amounts by year.

Programmed amounts were selected rather than disbursements and/or
expenditures since projects and other funded activities often spanned more
than one fiscal year, and because the host countries operated on fiscal
periods that differed from those of AID.

In the disaggregation exerclses, the analyst consulted the agreements
bétween the US and the host countries, the Memoranda of Understanding,
Project Implementation Letters, anid other documents with budgetary
information. Despite this multiple approach, assistance from Mission staff
members was necegsgary on many occasions because of:

@ varying budgetary designations and aggregations;

e documents that were unavailable because of natural and other
disasters; and

e changing systems across the five-year time period.
Government information sources were also invaluable in two countries.

The financial analyses contributed to the understanding of the local
currency sources and use destinations, and to the impact sections. The
regional (four countries) summaries prepared by the analyst helped give an
overview on the importance of local currencies in local programs that
transcend specific uses to meet individual country development strategles.

For each of the four country chapters of this report, there are four tables
which present budgetary data relevant to this local currency study. The
first table (always included in Annex A), dollar amount of economic
assistance by fiscal year for the period FY 1983 - FY 1987 in three
categories: Development Assistance (DA), Food Commodity Assistance (PL 480
Title I), and Economic Support Funds. The table does not include other
gsources of financing such as the Commodity Credit Corporation and the Export
Import Bank.



In the second table (always within each country chapter), the dollar amounts
of local currency and dollar denominated program financing are shown by
fiscal year by source. The amounts indicated are those available for
progranming from a given fiscal year obligations. It does not necessarily
indicate the year in which the programming actually took place nor the year
In which the expenditure of the local currency occurred. The reason for
this 1s that there 1s often a lag between the dollar obligation and the
availability of local currency. This may be due (in the case of ESF) to
conditions precedent to disbursement, and (in the case of PL 480 Title I),
conmmodities must be shipped, sold, and payment made. This means that
obligations made late in the fiscal year may not produce local currency
until the next fiscal year. Because of time constraiats, it was not
possible to show the fiscal year in which funds were spent. The overall
view acrogs the five years generally obviates this problem.

The third table shows the dollar equivalents of local currency programmed
from a given source in each fiscal year to the public sector, private
sector, and for use by USAID. The public sector 1s broken down to show the
amount for direct public sector activities and the amount passed through the
public sector to the private sector. Examples of the latter include monies
programmed to the central bhank lines of credit for private commercial banks,
for divestiture activities, and for host government financing of
non-governmental organization (NGO) and private voluntary organization (PVO)
activities. There were many cases in which the team members had great
difficulty deciding how activities were to be classified. For example, in
one country, funds were programmed to a PVO, which in turn used some of the
funds to assist the programs of public sector entities. These funds are
shown under the public sector pass to private sector line item. In no case
were the amounts involved large or of great significance in the overall
considerations.

The fourth table shows the estimated local currency to be available for
joint programming in the period FY 1988 - FY 1992, The amounts of ESF were
prcviided by LAC/DP. The Missions gave the estimates for the amounts to be
projectized. The team made no attempt to determine whether the future
levels were approprlate.

Management Process

In each country, the management of local currency was studied as a process.
Interviews were conducted and documents were studied to determine:

(a) How funds were programmed; where projects and programs originated;
how are they studied; how agreements were reached; and how they were
documented. The principles gulding the programming exercise were
examined.

(b) How projects and programs were implemented and monitored; how
responsibility was shared between local agencies and the USAID
Mission. Reports prepared on these were studied.



(¢) How were funds controlled and accounted for; what documents were used
to commit and disburse funds; what system of final accounting was in
place. Audit procedures, including sources, were analyzed.

(1) How project and program results were evaluatcd was the final step.

In each of the four countries visited, written orders or manuals existed for
USAID and the host government. These documents were studied and discussed
at length with the working level officlals, local and Americam, charged with
following them 1in carrying out the programming, monitoring, and review
processes. To establisgh an understanding of the principles guiding local
currency programming and management, top level ofticials in USAIDs and
national ministries were also extensively inierviewed. An essential element
of this examination of process was che determination of how the system
actually worked as well as how i+ appeared cn paper or in iastructions.

This review of process also determined how programming and management of the
local currency resource differed from country to country and how much it was
often very similar.

Tmpact Information

The search for impact information was conducted entirely in the rfour
countries and utilized a varilety of sources. These consisted of both
internal and externally verified data and descriptioms.

The internal search concentrated on Mission documents that included interim
and final reports on projects, descriptions preparsd for these and cther
atudies, and sector assessmeunts that contained Information on projectsg
funded wholly or partially from local currencies. The technical offices
were the major sources of impact data. In two countries, host government
agencies supplied substantial impact data.

Two externally verified data sources were utilized. The first was
evaluations that had been conducted by contractors to the Missions. Thelr
impact sections, whether interim or final, supplied researched information
on particular projects. These were especlally helpful for projects
conducted or concluded early in the study period. The second approach wis
that of direct inspection of project work, including informal interviews
with the implementation agency personnel and with beneficilaries.

The financial impact questions were investigated via a combination of
methods - controller records, individual project documents, and interviews
with project personnel. This multiple approach allowed for the separatiom
of local currency uses by:

e Recipients and ultimate users of funds: public agencies for
public sector uses; public agencies to pass to private user
destinations; and directly to the private sector for private
use,

Two minor configurations were discovered: (1) private recipients for public
uses, and, (2) private agency recipient, pass to private sector implementers
to carry out public henefit activities.



%« Prouportion of Mission dollar to local currency funds.

The proportions were calculated by combining all sources of each kind of

currency.

® Percentages of local currency uses by the several sectors.

A standardized set of sectors was employed to facilitate comparisons across
countrier (sgriculture, business/industry, general education, health,
community/urban development, transport, housing, and unspecified budget
gupport). Disaster relief appeared in two countries and was left as a
separate item for them. A reglonal institution was assisted in one Mission
so 1t, too, was not aggregated into the other sectors.

While every effort was made to separate funds by sector, some combination
projects were not delineated by sector. Mission and implementing agency
personnel provided estimates for those. Counterpart and trust funds were
assigned to their designated sectors. Operations and project expenses were
proportionately aggregated to the sectors.

Finally, with the assistaace of program, economics, and technical office
personnel, estimates of local currency use and impact were prepared on:
goverument hudget support services; sector needs in relationship to
socioeconomic indicators; impacts on host country budgets; and Missioun/CBI
objectives. None of these was possible as a statistical calculation but
each was addressed in relative terms.

Limitations to the Report

As a generality, the appropriate data were found in the four countries and,
through intensive analysis sessions with the Missliomn officers, the basic tables
were accurately prepared. However, as noted in some previous sections of this
chapter, exact disaggregations for gome of -he comparisons were not possible.
These orimarily involved: (7) the public/public pass to private/private; (2)
assignment by service sector; (3) programmed funds to host country budgets; and
(4) utilization in comparison to recognized development indicators.

The difficulties with the first two (public/private and service sectors) were
quite accurately resolved with the help of the Missions. For the most part,
the problems were encountered on the older projects, especlally those that were
comprised of technical assistance to institutions in conjunction with direct
help to some segment of the population. Careful estimates were made of the two
uses. Those tables and graphics are quite accurate.

The other two (government budgets and socioeconomic indicators) presented some
problems that could not be totally resolved during the restricted time
avallable. Government budget items frequently involved funding for combined
uses. Housing, for example, was sometimes enabled in direct housing proiects,
loan funds through development banks, and for di€ferent ministries (rural,
urban). Access roads and electrification sometimes appeared in four or five



portions of the budgets. A great deal of effort was expended on this
comparison but only approximations were possible. These are presented
narratively. :

Similarly, the recognized socioeconomic indicators are due to multiple

factors. Infant wmortality, as an important example, is a result of family
income, educational attainment, availability of health services, nutrition, and
gsometimes local traditions. An absolute attribution of cause and effect is
difficult at best and can only be determined by detailed analyses. The report
discusses these and the Missions' projects in general terms.

Although a great deal of other impact data were found, overall effects could
not be totally ascertained, particularly in the short time available. The
authors collected the information available on the specific projects funded and
furnished summary data on them. In addition, the team selected some sample
projects on which more data were avallable and described these 1n greater
detall as indications of what had been achieved.

In spite of these limitations, Development Assoclates presents the report with
confidence that the findings, both qualitative or quantitative, are
subgtantially correct. The report portrays the true and unbiased general
status of the utility and benefits of local currency in the Missions'
portfolios.
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II. COSTA RICA

Costa Rica's external debt from borrowing and trade deficits climbed to amounts
beyond the Repuhlic's ability to pay. Negotiatious with the International Monetary
Fund and private banks brought about severe restrictions in its currency control
policies. Additionally, the government is expected to hold the line on the number
of its employees, divest itself of its unprcfitable state enterprises, and minimize
its use of hard currencv reserves.

Economic recovery demands that Costa Rica increase its foreign exports and find
productive employment for 1ts large un/underemployed work force. At the same time,
world prices for two of its major exports (sugar and bananas) have declined and
coffee prices have varied suhstantially. In recompense, the govermment has sought
to lmprove coffee and cacao yieélds, ani increase non-traditional crop production
and export.

Obviously, these two efforts are in part contradictory -~ expansion requires
investment, some of it in dollars. The Costa Rican and US governments, in
conjunction with the international donors, have therefore worked at a strategy of
using an increasing amount of local currency (colons) to improve the financial
structures and productive infrastructure, to fund light industry and agribusiness,
to divest some of the state owned enterprises, and to traln a wide spectrum of
managers and other employees to meet the needs of the growing private sector
investment in the Costa Rican economy.

A. Financing for the Costa Rican Programs

The USAID/Costa Rica programs included strong investment activities during the
FY 1983-1987 period, resulting in considerable variations in funding by dollars
and colons. The early development stages of two institutions and beginning
efforts in divestiture in another, required substantial inputs at specific
times. Some other activities were increasing in intensity while others were
reaching maturitv, requiring less financlal assistance. A natural disaster
occurred and USAID responded with rapild assistance. Democratization activities
increased just prior to the elections; funds to strengthen local government
entities were orovided. The protection of natural resources, financially
important in themselves and to agriculture, Costa Rica's main economic sector,
was undertaken. Investment in Infrastructure to strengthen a wide range of
private sector activitles was necessary for continued growth.

What appears, then, tno be somewhat uneven financing in dollars and local
currency actually represents management decisions to favor the growth of
specific sectnrs and activities. The discussions of local currency variations
must be seen in that light.

1. The Financial Picture for the Period

Over the perlod FY 1982-1987, the total USAID agsistance to the Costa Rican
activities amounted to US $925,277,000 when the colon funds are converted to
their dollar equivalent (using a weighted average on the exchange rates).
(See Table II.1.) This total was not evenly distributed across the years:
1983 = 22,87, 1984 = 18.2%, 1985 = 22.4%, 1986 = 17%, and 1987 = 19.6%. A
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major part of the diffeventials was due to relatively heavy investments in
the activities of three institutions: EARTH, a university designed to meet
the trained personnel needs of the region in humid tropics agriculture; in
CODESA, a holding company for state enterprises with the investment to be
used for divestituvre; and CINDE, an institution to favor Investment and
training for the private sector.

Table II.1: Local Currency (Colon) and Dollar Programmed Funds,
USAID/Costa Rica, FY 1983-1937

(us$ 000)
Type/Source 1983 1984 1985 1986 1987 TOTAL
Local Currency*
1., ESF 37,735 95,000 160,000 120,582 119,750 533,067
2. PL 480 Title I** 27,145 22,414 21,100 16,100 16,000 102,759
3. Section 416 4,828 5,600 10,428
Total Local Currency 64,880 117,414 181,100 141,510 141,350 646,254

Dollars
1. Development Assistance 28,465 15,925 25,854 12,859 17,204 100,307
2. ESF Grants 118,000 35,000 153,000

3. Projectized and other 3,000 22,916 25,916

Total $ (not to loc. curr.) 146,465 50,925 25,854 15,859 40,120 279,223

GRAND TOTAL 211,345 168,339 206,954 157,369 181,470 925,477

The local currencies were converted to approximate dollars using weighted
average exchange rates: 1983 = $47.80, 1984 = $43.30, 1985 = $48.23,
1986 = $54.43, 1987 = $60.43

**  This includes Section 108 (sugar quota offset) funds of $4,800,000 in 1987.
NOTE: $87,000 was earned in interest from earlier two stage loans; these funds

were preprogrammed and are not included herein. Central Bank deposits have
also earned interest, but those have not been programmed.
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The proportion of local currencv to dollar fundiag averaged 70% during the
period Sut this also varied. In the first vear, 1983, local currency was
onl7 31% of the total. That percentage more than doubled in 1984, rising to
ahout 70%. TIm 1985, the lecal currency portion of the programmed funds
increased to 90%, dipped slightly in 1986, 86%, then declined again in 1987
to approximately 78%. Some of the changes were associated with dollar
grants to the three previcusly named institutions but more importantly, to
an incremental rise in the utilization of the local currency resources.

The inputs from the two major sources of local currency also varied across
the five vears. The Food Commodity Assistance (PL 480) was at a high of
$27,345,000 (equivalent) in 1983 but had fallen to $16,000,000 in 1987, a
decline of 41.%%, detailed in Tables II.1. Im 1987, this loss was partially
made up by the addition of the sugar export quota offset of $4,800,000, a
temporary measure. FEven with the offset, the decline would be 21% from 1983
to 1987,

Local currency derived from Economic Support Funds (ESF), on the other hand,
increased substantially during the period, beginning at $37,735,000 in 1983
and ending at $119,750,N000 in 1987. These, too, varied, greatly, with a
high of $160 million in 1985. (See Figure II.A, and, for a more detailed
exposition, counsult Table A.1l in Annex A.)

Figure II.A: Relative Proportions of Local Currency and Dollar
Funding in the Costa Rican Portfolio: FY 1983-1987
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Y reet do0llar funding “egan very high, nearly $141.5 million, and declined
to a low of $15.9 aillion in 1986, with a rise to $39.9 million in 1987
(Table II.1 and Figure II.A). While in part these modificationus involved
differing kinds of investments, the most important factor was increased
avajllability of local currency to help the government achieve development
while stabilizing the general economic structure. (Greater detall is
presented in Table A.1l. in Annex A.)

Puhlic and Private Sector Investmentsa
Improvements for the private sector were a major thrust throughout the study
period, but the designated recipient agencies did not always make that
clear. The analyst, with help from Mission officers, broke "public”
designations into two categories: straight public (funds went to a public
agency for public expenditure) and public pass to private (public recipient
for private sector use).
Figure II.B: Amounts of Local Currency (1in US$ Equivalents) by
Recipient/Ultimate User Sectors, FY 1983-1987
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Table II.2: Local Currency Programmed Funds (Stated in US$ 000)
by Source, Sector and Year, USAID/Costa Rica,
FY 1983-1987

Source/Sector 1983 1984 1985 1936 1987 TOTAL
1. ESF
a) Public sector
Straight public 7,052 17,949 3,230 1,965 33,866 64,062
Pass to private 6,470 145,930 65,751 29,575 247,726
b) Private sector 25,525 99,901 4,357 48,813 22,899 201,495
¢) USAID
OE 4,350 3,143 14,761 2,756 5,266 30,276
Program 2,045 1,617 705 4,367
Total ESP 38,972 129,080 168,983 119,285 91,606 547,926
2. PL 480
a) Public sector 19,288 15,533 14,011 14,591 9,776 73,199

Straight public
Pass to private

b) Private sector 3,246 6,114 6,998 1,739 5,262 23,359
¢) Currency Use Payment 632 1,155 622 62 268 2,739
Total PL 480 23,166 22,802 21,631 16,392 15,306 99,297

3. Section 415

a) Public sector
Straight public 3,200 3,200
Pass to private

Total Section 416 3,200 3,200

4, Other - Two Step Loan
a) Public sector
Stralght public 675 342 24 34 1,075
Pass to private
b) Private sec*or

Tortal Other 675 342 24 34 1,075

GRAND TOTAL 62,813 152,224 190,638 138,911 106,912 651,498
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The relative programming of local currency funds between the public and
private sectors 1s graphically displaved in Figure II.B, and the details are
supplied in Tahle I1.2, Note that in every year, greater sums were devoted
to the private sector. The differences were dramatic in 1984, 1985, and
1986, when the private sector assignments were several times those of the
public sector.

During the five year span, the public sector accounted for only 237, the
private 77% (ignoring OE, Program, and CUP). This private sector dominance
included business, industry, divestiture, private schools and universities,
and facilities for private sector growth through training, loans, and
infrastructure.

The public sector investment mostly was programmed to strengthen government
institutions to improve their performance: banking, customs, universitiles,
general education, agriculture and natural resources, and infrastructure
(roads, ports, water supplies). Community development and local government
improvement were also important. (See also the service sector proportions
in the impacts section of this chapter.)

Table II.3: Projected Local Currency Availabilities for Costa Rica
by Source and Year, FY 1988-1992 (US$ 000)

Source* 1988 1989 1990 1991 1992 TOTAL
1. ESF 90, 00C 70,000 50,000 30,000 10,000 250,000
2, PL 480 Title I 15,000 15,000 15,000 15,000 15,000 75,000
3. Section 416 5,600 5,600 11,206

4, Other - Type B
TOTAL 110,600 90,600 65,000 45,000 25,000 336,200
*  Some interest from Type B loans will also become avallable but these will be

very small.
xX

Including about $4.5 million per year from Sectiom 108,
listed are the totals for PL 480; 5% for USDA designated uses will not be
available for USAID and host government programming.

Further, the amounts
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3. Projected Local Currency Availabilities

The USAID/Costa Rica and LAC/PR officials estimated the local currency
funding that may be available for programming. (Table II.3). While
circumstances may bring about modifications of these, the overall projection
i1s for less local currency. The 1988 forecast is about 22% less than the
resource for 1987. Further, if the predictions hold, the 1992 amount would
represent just under 187 of the money utilized in 1987, a drastic reduction.

While a small reduction 1s anticipated in PL 480 generations (straightlined
at $15 milli~n, $1 million less thaa in 1987), the greatest losses will be
Erom ESF, declining from nearly $20 million in 1987 to $10 million in 1992,
just over 62.5% of the 1987 amount. Nc projections were made on the
availability of dollar dominated funds thus it was not possible to examine
total future program levels.

Program Operations and Management

Historically, PL 480 funds were managed primarily by the Agriculture/Rural
Development Division and that office still has a stong input to their use.

ESF, on the other hand, was early on placed with the Program Division. The two
now work together on final programming.

1. PL 480 Title I Process

Under Title I of Public Law 480, the United States sells agricultural
commodities to Costa Rica under concessional loan terms, and the sales
produce local currency in three ways. The sales agreement usually provides
for a Currency Use Payment, currently negotiated in Costa Rica at 2.5% of
value of commodities sold, which is considered an advance payment of early
maturities under the loan. This money is deposited by the Government of
Costa Rica to the account of the United States Disbursing Officer; it is
money which belongs to the United States and 1s available for any obligation
of the United States. It is mostly used for activities of the United States
Department of Agriculture. The sales agreement can also provide, under
Section 108 of PL 480, that a government can extinguish part of its dollar
debt to the United States by an additional advance repayment in local
currency. These Section 108 funds then become available for loans to
financial intermediaries in support of private enterprise.

These are funds of the US Government since thev represent loan repayments.
They are held by the United States Disbursing Office and disbursed by USAID
through standard procedures and controls as i1f they were dollars. The
current agreement with Costa Rica calls for a Section 108 local currency
repayment of thirty percent of commodity sales value. The exact details of
how these funds will be programmed is yet to be worked out.

The rest of the local currency 1is generated by the sale of commodities by
the Government of Costa Rica to the wholesalers, retallers or flour
millers. The Costa Rica Ministry of National Planning and Economic Policy
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(MIDEPLAN) controls and manages these funds, which are Government of Costa
Rica funds, in accordance with agreements reached with the Government of the
United States through the USAID and the United States Embassy.

At the time the Commcdity Sales Agreement is negotiated, a program of local
currency uses is also negotiated and set forth in a Memorandum of
Understanding (MOU). The MOU also covers matters other than local currency
uses. Local currency uses tend tc be decined rather generally in the MOU.
If these activities should change over the 1life of the agreement, a Letter
of Understanding will record the agreed changes. Detailed uses of the local
currency are developed and agreed upon separately.

MIDEPLAN requires that each implementing organization submit with each
funding request, a life of project proposal and an annual implementation
plan and budget. In addition to these prerequisites, MIDEPLAN requires a
pre—award survey of the implementing organization's accounting and internal
control systems. If MIDEPLAN finds all documentation to be in order, it
drafts a Local Currency Use agreement (LCU). The draft LCU and all
supporting documentation is provided to USAID's Rural Development Office
(RDO) for review and comments. Upon receipt of the LU, RDO requests review
and clearance by the related Mission technical and staff offices, conpil:cs
the responses, makes suggested revisions to the draft, and provides them to
MIDEPLAN. Most agreements require considerable negotiation between the
USAID and MIDEPIAN at this time.

Based on the Mission's comments, MIDEPLAN finalizes the LCU. When funds
provided prior to FY 87 were used, the LCU was signed by MIDEPLAN, USAID,
and the implementing organization. Beglnning in FY 87, with the exception
of Projects that provide counterpart to AID Development Assistance lcans,
USAID ouly reviews the final LCUs but does not sign them. The signed final
agreement is then reviewed and approved by the Costa Rican Con’roller
General at which t'me it becomes binding under the laws of Crsta Rica.
Final coples are then distributed to all interested parties.

From this description, it appears that the programming is initlated by the
Costa Rican side and subsequently approved by the United States side. This
is not strictly true. The United States technicians engage in constant
dialogue with their opposite members in the Costa Rican implementing
agencles so that the requests for funding from Title I generations that come
through the Costa Rican agencies to MIDEPLAN are usually already well known
to USAID. The projects in some cases relate directly to AID's dollar
portfolio since a first priority for local currency use is to provide the
agreed upon host country contribution to Development Assistance financed
projects. The process further assures that local currencies are used in
accordance with the Congressional mandates to promote rural development,
nutrition, population planning, and to directly improve the lives of the
poorest people. The programming process involves the agreement of the two
governments in general terms when the sales agreement is negotiated and in
greater detail when the project lists are developed, drawn up and mutually
approved.

The monitoring of the PL 480, Title I local currency projects is again a
ghared responsibility of USAID and MIDEPLAN, but most of the burden falls,
quite appropriately, on the Costa Rican entity. The PL 480 Title I
implementing unit within MIDEPLAN maintair; a staff of 7 project
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managers who are charged with the routine monitoring of local currency
projects. Each implementing organization is required in their LCUs to
submit to MIDEPLAN quarterly progress reports. These reports are submitted
by MIDEPLAN to USAID for its review and comments. In addition to the
reciplents' quarterly progress reports, MIDEPLAN provides USAID with monthly
and annual consolidated financial reports on the status of the local
currency project portfolio. A USAID representative visits each PL 430 Title
I local currency project at least once each year. A trip report on each
vig.t 1s prepared. T1f deficienciles are noted in the implementation of any
project, USAID can request the stoppage of funding if correctlve action is
not taken. During FY 87, USAID did not approve funding for two projects due
to inadequate internal controls, and requested that MIDEPLAN halt
disbursements to two other projects dve to the improper use of resources.

In each of these cases, MIDEPLAN took corrective action.

USAID has used the Non-Federal Audit mechanism as a principal means of
evaluating project performance. During FY 87, fifteen projects were audited
by four separate US CPA or US CPA affiliate firms. The results of these
audits have led to the inclusion in the LCUs of more stringent and effective
accounting and internal control systems. Furthermore, MIDEPLAN has accepted
the need for more extensive use of better qualified financial personnel in
project evaluation and monitoring.

In the 1987 PL 480, Title I Sales Agreement, a 307 repayment in local
currency under Section 108 was provided. Details as to how the United
States will program, disburse, and account for these monles have not yet
heen worked out. But, as noted, these are US owned local currencies and
programming will be a US responsibility. Dishursement, monitoring,
accounting, and auditing processes are expected to closely parallel AID
procedures for handling dollar or other US owned resources.

Section 416 generated currencles are programmed in the general agreements
and then managed by the Government of Costa Rica. The uses are described
very generally; in 1987 they went to roads, agricultural marketing and
extension, and for rural potable water. Except that the funds are generated
from grants other than from concessionary loans, the process of programming
and control of Section 416 funds 1s essentially the same as that for Title I
funds with most responsibility assumed by the GOCR.

Economic Support Funds

Funds have heen made avallable to Costa Rica under the Economic Support
provigions of the Foreign Assistance Act in a series of Economic
Stabilization and Recovery (ESR) agreements. In each of the US fiscal years
1982 through 1987, six agreements were signed. Prior to the 1987 agreement,
USAID tended to take major responsibility for the programming, monitoring,
accounting, and audit of local currency funds. The Government of Costa Rica
was consulcred, informed, and agreed, although somewhat informally.

As dollars were disbursed by the United States to the Central Dank of Costa
Rica, an equivalent amount of Costa Rican coloas, based on the exchange rate
then prevailing, were deposited in what was called the AID Speciai Account.
The funds in this account were programmed by inclusion in the various ESR
agreements or as a result of proposals developed within USAID.
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Any AID office could propose an activity for ESR funding by preparing a
Local Currency Activity justification and sending it through a Mission
clearance and approval process. Once approved by the Mission Director or
his Deputy, the activity was registered in USAID Project Development
Division (PDD) and became a management responsibility of USAID office to
which it was assigned (almost always the originating office).

To'obligate funds, the PDD was prepared and USAID entered into a Memorandum
of Understanding, or Letter Grant, with a Costa Rican entity, public or
private. This was an agreement bhatween USAID and the entity.

To disburse funds from the AID Special Account, USAID issued Project
Impleczentation Letters (PILs) to the Central Bank of Costa Rica directing
the Bank to transfer funds to the account of the implementing agency. In
the case of projects or activities directly implemented by USAID or by USAID
through another agency, the PIL would specify that funds be transferred to
an AID wanaged trust fund.

As funds were dishursed, USAID monitored the activity, in some cases
implemented the activity (i.e., entered into procurement arrangements or
contracts) and the USAID Controller maintained records of obligations and
disbursement of the AID Special Account of the Central Bank, of AID trust
funds, and of implementing agency accounts. The USAID Controller also
arranged for or required external audits paid for from local currency
project funds.

The Government of Costa Rica was kept informed as to the use of the local
currency funds. Programming in the broad sense was covered in discussion
between USAID management and the highest levels of government. Moreover,
Costa Rica was satisfied with a system which achieved broad, agreed upon
development goals while insulating the funds from political pressures since
the activities supported were not included in the regular national budget.
However, a heavy burden of programming, monitoring, managing, and accounting
responsibllity was assumed by the United States AID Mission for funds that
were Costa Rican owned.

The management burden has tended to be reduced as the local currency
programs have become more focused. There were 49 Memoranda of Understanding
entered into in 1983, but only eight in 1987.

Central America Initiative Objectives addressed by local currency
programming were ninetazen in 1983, they were seven in 1987. Nevertheless,
the September 1, 1987, Economic Stabilization and Recovery Agreement
includes provisions for important changes in the programming, managing, and
monitoring of local currency funds becoming available under the agreement.
These changes are designed not only to shift some of the management burden
away from USAID but also to reinforce the understanding among Costa Rican
planners and administrators that these are Costa Rican owned funds and that
Costa Rican authorities are ultimately responsible for their effective use.
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In the 1987 agreement, three provisions make the situation clear. The
"Special Account” is now called the US—-CR Bilateral Assistance Program
Account. The uses of the funds are set forth in the agreement for about 71%
of the local currency to be made available; joilnt programming 1s called for
the balance. WHoreover, disbursements from the Bilateral Assistance Progran
Account are to be in accordance with instructions received by the Central
Bank pursuant to Memoranda of Understanding entered into with the
participation of AID, the Government of Costa Rica and the implementing
agency or beneficlary, as appropriate. In other words, the GOCR is now
fully integrated into the process, especially since the memoranda of
understanding specify responsibilities for implementation, monitoring,
reporting, financial control, and audit.

In addition to the changes embodied in the 1987 agreement, the creation of a
new bilateral body to assume mutual agreement on programming and management
has been established. A Local Currency Bipartite Commission has been set
up, chaired by the Minister of the Presidency, and consisting of the
President of the Central Bank of Costa Rica, the Ministry of Planning, their
senior aides, together with the United States represented by the Deputy
Director of USAID, senilor staff officers of the Mission and a representative
of US Emhassy, as appropriate.

The bipartite commission held meetings starting in January, 1388 to start
work on programming of the unprogrammed funds in the 1987 agreement (the
equivalent of $34,750,000), as well as ve—programming of unused funds from
previous years. The commission will also set up a system for project
documentation and will set up a unit within the office of the Presidency for
the management and administration of the local currency resources.

It can be seen that the programming and management of local currency funds
made available under Economic Support Fund agreements with Costa Rica are in
a state of flux. The principal change is the clouser and more formal
involvement of the Costa Rican economic policy agencies in the process. A
secondary effect should be to somewhat reduce the management burden on
USAID. USAID will still have some financial control responsibility
especially for funds used in the trust fund mechanism. However, the
oversight through independent outside auditors will probably pass to the
GOCR. USAID will continue to receive local currency for 1its operating
expense trust fund and will continue to use the funds in accordance with
standard AID obligations, procurement, dishursement, and accounting
practices, regulations and procedures.

C. Program Impacts

The examination of impacts for the Costa Rica activities concentrated on three
levels:

e Potential impacts (derived from funding levels) on two separate but
related objectives:

(1) Private sector development,
(2) Service sector assignments.
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e Potential impact by the number of Central American Initiatives (CAI) and
USAID/Costa Rica Action Plan objectives addressed.

e Information on institutional strengthening and beneficlaries assisted.

A descriptive section discusses some overall impact potentials utilizing
country social indicators, special needs, and Gcvernment of Costa Rica ability
to spur development and provide the "safety net" of social services.

Each of these merited substantial investigation, but time constraints limited
this study to indications of impact. These are, however, useful in a general
assessment of the utilization of local currency (and in combination with
dollars) in the Costa Rican setting.

1. Potential Service Sector Impacts

The overall split between the private and public sectors, as explained in
Section A, was 77% and 23%, respectively, for the five years. That varied
by individual years, however, from 51% private to 497 public to a high of
90% for the private endeavors. The Mission moved much larger sums to the
benefit of the private sector from 1984-1986 to hasten economic recovery of
business and industry, divestiture activities, and to build/strengthen the
private sector access to loan funds and to provide quality educational
opportunities in private schools, universities, and other training programs.

The second sectoral examination broke the five year total uses of local
currency into more customary services, calculating the percentage devoted to
each one. (Table II.4 and Figure II.C.) While most of the project funds'
ultimate sector users could be easily discerned, a few were difficult
because of their integrated development nature. Estimates by Mission staff
members were employed in those calculations.

The largest beneficiary segment by far was business and industry, 43.5Z.
This included direct assistance such as loan funds and training; help to
facilitate the economic growth of these through policy dialogue, customs
reform, information systems, and other investments to make these possible,
even though they in some cases involved public agencies. The
business/industry category began modestly in 1983, then burgeoned
thereafter, remaining high through 1987.

Agriculture/natural resources, with 15.81%, was the second largest and
continued quite stable across the years. It is, of course, Costa Rica's
major economic base. The funds were used to strengthen agricultural and
forestry programs in government, and in public and private universities; for
loan programs; reorganization of the agrarian reform sector; two integrated
development programs; to strengthen the production of non-traditiomal export
crops; and to assist agribusiness (listed in this category rather than
business/industry).
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Table II.4: Percentage of Local Currency Programmed,
FY 1983-1987, by Sector, in Costa Rica*

Sector Percent
Agriculture/natural resources 15.80
Housing 7.79
General education 0.93
Health/social services 0.47
Water/sanitary systems " 1.30
Transport/roads, trails, bridges . 6,20
Community/urban development 0.99
Business and industry 43.50
Civic improvement/democratization 0.62
GOCR general budget support 7.40
Disaster relief services 0.21
EARTH (regional agricultural college) 14.79
TOTAL 100.00

The sector uses include ail public and private channel activities intended to
benefit the sector, including credit lines, training, agency improvement, and
the proportionate share of operational and program expense costs.

The third largest investment was for the regional humid tropics agriculture
university, EARTH. The costs were shared with the Reglonal 0ffice for
Central America and Panama (ROCAP), which used only dollars for its
establishment. Costa Rica will, of course, benefit substantially when the
college is in operation because of its gpecialist training, research, and
employment. No attempt was made to break the USAID/Costa Rica funds down
into henefits for agriculture, agribusiness, and employment generation since
the first students do not enroll until 1990.

Housing has received considerable benefit from the portfolio, 7.78%. The
funds were used for credit lines and for self help projects through PVOs,
and especially the Peace Corps. Nearly three—-fourths was used for rural
housing. Although the proportion appears small, the 1.29%2 expended on
potable water and sewer systems was an important complement to rural housing
as well as health.

Unspecified government hudget support, 7.39%, was important in balance of
payments, strengthening the service sectors, and to the social services
safety net. Even though these funds, by their line item categories, could
not be assigned to the other sectors, they were crucial to general recovery.
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Transportation received suhstantial help from FY 1983 to FY 1987. Most of
thegse monlss were spent on rural roads but some were for the general ighway
network ccanecting the previouslv difficult access between the perimetar
areas and the Central Plain. Port improvements were sorely needed to
facilitate imports and exports.

Figure II.C: Percentages of Local Curreucy Uses by
Service Sectors for Costa Rica for FY 1983-1987
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While each of the others accounted for less than 1%, they were valuable for
the overall strategy: general education, health, community development,
democratization, and disaster relief and a system to respond efficlently to
future disasters. As will be shown in a later subsection, all of these
cotrrespond to strong characteristics in Costa Rica: nearly no 1lliteracy
and high secondary and university eanrollments, the lowest infant mortality
rate in Latin America, councern for secondary citles and towns, and a stable
democracy. Overall, the distribution of these and those previously
discussed was in keeping with the nation's pressing needs.

CAI and Mission Objectives

The numbers of Central American Initiative objectives (total is 16) as
addressed by MOUs by fiscal year were:

Fiscal Year 1983 1984 1995 1986 1987
Public Sector 9 6 3 4 1
Mixed Public/Private 0 3 2 3 3
Private Sector 10 8 5 4 3
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As these figures clearly show, the local currency use has become more
sharply focused on the Central American/Jackson Initiatives. They now
concentrate more on the integral development approach rather _Lhe earlier,
more scattered project strategy. Each of the CAI and Mission Action Plan
objectives was addressed every year but the last four emphasized private
sector development more than was the case in 1983.

Examples of Beneficlary Impact

Costa Rica has for decades spent about 307 cf its national budget om
education. Despite this enormous proportion, the highest in the world, it
has not been able to finance some needed improvements. In recognition of
Costa Rica s efforts, the Mission has provided some much needed basic
assistance that will further enable the populace to participate effectively
in the nation's economy.

Rural School Refurbishment Project

The Rural School Refurbishment Project represents a collaboration of
USAID, the Peace Corps, and the Costa Rican Ministry of Education. It
assists rural communities to upgrade the quality of education through
physical improvement of their primary schools. The €50,000,000 project
will have a nationwide focus and benefit more than 500 communities and
16,000 school children over its expected life of two years. Beneficiary
communities must be willing to participate actively in the design of the
school renovation, and to contribute to the completion of the work by

providing labor and transportation for materials. The project's focus is

on renovation and repair, as opposed to new construction, encouraging
comnunities to maintain exlsting facilities.

The project finances construction materials for the repair, rencvation or

construction of school classrooms, school lunchrooms, sanitary
facilities, and basic school furniture. Communities with schools of
three classrooms or fewer were eligible to participate im the Project.
Emphasis was placed on one room schoolhouses and mixed grade classroom
schonls, with priority given to communities with the greatest need.

The School Refurbishment Project was not a giveaway hut a self help
program which offered financial assistance to communities that have
already demonstrated the ahility to organize and initiate such an
endeavor on their own. Besides providing communities with much needed
school repairs, the project stimulated the broader social development
goals of self confidence, trust, pride ir. one's community, and a
willingness to cooperate. The renovation projects often stimulated the
beneficilaries to embark on other community oriented development
projects. Seventy-four subproject requests have been approved for a
total value of approximately C7,000,000.

Multigrade Classroom Program

This project 1s to help the Ministry of Education address the problem of
lack of materials for multigrade classroom (mostly rural one room

schools) instruction and the la:k of training on the part of the teachers

in the specific methodologies necessary for the managemeut of multigrade
classrooms. The quantitative outputs were:
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(1) Nine workshops were held, attended by 1,100 rural teachers, which
represent 90% of the country's multigrade classroom teachers;

(2) Two workshops for rural supervisors were held, attended by 160
supervisors;

(3) 4,000 copies of the manual for the rural teacher were printed and
distributed;

(4) 2,400,000 worksheets were printed and distributed; and
(5) 1,000 coples of the rural supervisor's manual were printed.

The project preduced materials and workshops which are practical for
Costa Rica and which are providing the one room school teachers with
planning strategies, materiils, and methodologies to teach better.
Thanks to this project, rural one ro.m schools in Costa Rica now have at
least five things that they did not have before: textbooks, woit.sheets,
teacher's guides, an approved Ministry program, and improved teaching.

Primary School Textbook Program

USAID/Costa Rica undertook this project to provide a set of textbooks for
each primary school student. These texts were in the areas of math,
sclence, Spanish, and social studies. One million textbooks and 75,000
teachers' guides for grades 1-3 were ready to distribute for the 1985
school year. Some 800,000 textbooks and 60,000 teachers' guides for
grades 4-6 were distributed in 1986.

For the first time, Costa Rica had texts for all its primary school
children, which were written and produced one hundrec percent by Costa
Ricans. They were based exclusively on Costa Rican reality and
distributed to the farthest corner of the Republic. Additionally, they
were printed in Costa Rica by private printing companies which generated
local employment, and demonstrated Costa Rica's capacity to compete with
foreign printers. As a result, other Central American countries are
interested in having their textbooks printed in Costa Rica. Imn fact, one
of the printers involved in the Project has recently been awarded the
printing of over one miliion textbooks for schools in Honduras.

Agriculture, as noted earlier, is the largest of the economic compouents in
the nation. The sector has, however, suffered from insufficient funding for
new investments and improvements. With the successes registered in the
USAID projects to renovate the banana plantings and to eradicate rust from
coffee, new projects were developed with the government and the private
sector.

Northern Zone Infrastructure Development Project

The project area consists of the counties of Upala, Guatuso, and the
district of Santa Ceciiia in La Cruz, containing a population of about
40,000. The project area has extremely low standards of living in
comparison to the rest of the country. The lack of adequate internal
access roads increases the risk to crop production and results in farmers
1imiting the area in production and the use of agricultural inputs.
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The purpose of this project 1s to provide the basis for the efficient and
equitable socioeconomic development of the area. The project is
comprised of four components. The first, road improvements, finances the
upgrading of approximately 100 kms of existing roads to all weather
status. The construction of the road sections is progressing
satisfactorily. The second component, community developument, provides
grants to partially finance 65 social infrastructure community
development projects such as schools, wells, small bridges, aund coummunity
centers. The third component is for project coordination and area
development studies. This finances the establishment and operating costs
of the GOCR's project coordinating office located in Upala. The fourth
component, land acquisition and titling, involves the purchase of land by
the Agrarlan Development Institute for the eventual settlement of
approximately 800 families and will provide land titling for about 1,000
small and medium farms.

Coffee Technification and Diversification

Coffee is the most important crop in Costa Rica. In 1982, coffee
produced almost 40% of the foreign exchange earnings of the country.
There are approximately 48,500 coffee farmers that employ more than
90,000 outside workers during peak harvest periods.

The appearance of coffee rust disease in 1983 caused widespread concern
in the country because of 1its potential economic and social impact.
Experience 1n other countries has shown that it 1s impractical to attenmpt
to totally eradicate the disease once 1t has become established. The

- most effective means of copfronting the problem is to adopt new
production techniques which will minimize the damage.

USAID established a trust fund under the project that provides a one
billion colons loan to be used to assist some 7,300 small farmers to
participate in the technification/diversification program. Fifty million
colons in grant funds will also be made available by USAID for a program
of direct technical assistance. The project 1s progressing well, already
increasing coffee yields as well as Introducing profitablie subscitvilon
crops.

011 Palm Cooperative Project

The importation of edible oils by Costa Rica has been on the 1increase.
To help Costa Rica become self sufficient in edible oils, a project in
collaboration with the Compania Bananera de Costa Rica (CBCR) was
developed. The CBCR, a wholly owned subsidiary of United Brands, is
conscious of this problem and agreed to a USAID/Costa Rica proposal to
transfer ownership of 1,680 hectares of an oil palm plantation to a
worker owned cooperative to be formed to manage the plantation.

USAID/Costa Rica considered this as a project of great economic and
rocial impact and financed it with local currency generated under the
Economic Support Fund (ESF) program with the government of Costa Rica.
USAID/Costa Rica established a colon equivalent of a $6 willion loan fund
to be used by the cooperative for the replanting of the plantation,
development costs, and operation of the cooperative. The CBCR provided
the colon equivalent of $2.3 million in land purchase financing to the
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cooperative on real hut attractive terms. The cooperative 1s operating
on a sound financial basis and the palms are growing well. Nearly 500
families are benefitting from the project.

This chapter has already made many references to the private sector
portfolio, especially to funds for business, industry, and private
educational institutions. The portfolio has also included help to smaller,
legs visible compomnents in the economic system that have long term, far
reaching implications. One example is given here as an illustration of
impact in the sector.

FEDECREDITO

The Credit Union Strengthening Grant was signed in July 1982. The grant
was to the National Federation of Savings and Loan Cooperatives ‘
(FEDECREDITO), in response to the severe economic difficulties being
faced by this important member of the Costa Rican cooperative sector.

The purpose was to strengthen the Federation's administrative,
operational, and institutional capacity to expand its services to the
affiliated cooperatives. In addition to financial assistance, it also
offers technical expertise in the form of a resident consultant from the
Confederation of Savings and Loan Cooperatives of Latin America and the
Caribbean (COLAC).

The project has been highly successful. FEDECREDITO was virtually
bankrupt in 1982, with only C74.9 million in total assets. At March 30,
1986, the Federation's assets totalled 613.1. Loan defaults went from
39Z 1in 1982 to 1% this year. Too, the accumulated savings are financing
a wide range of business, farm, and home investments which will add
strength to the econonmy.

Democratization projects in Costa Rica have generally assisted the voter
registries, leadership seminars, and local governments. In a democratic
nation, these were usually deemed to be sufficient. There was a sector of
the population, however, that was not participating to its full potential.
This example is overcoming that lack through a double thrust, economic and
institutional capability.

Union Development and Agrarian Services

Thia grant to the American Institute for Free Labor Development (AIFLD)
a gists the Costa Rican Agrarian Union Movement. The project includes a
program of strengthening agricultural unions and credit, developing the
institutional and financial capacity as well as the self sufficlency of
the National Workers Confederation (CNT) and its agricultural department.

The program enlarges the delivery system for agricultural services
estabiished under a previous project, providing technical assistance and
training, credit, agricultural inputs, and marketing services for members
of the agricultural unions of the National Workers Confederation. The
successful services continue in Perez Zeledun, Rio Fro, and in project
areas near Cartago. They will also be extended to areas of San Carlos
and Upala. By the end of the project, the persons affiliated with the

unions will increase from its present level of 1,700 membars to more than
5,000 in the five years.
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Ttese are, of course, only a few examples of the many projects carried out
in Costa Rica in cooperation with the United States. In addition to these
more descriptive inclusiouns, a few summary numbers illustrate the breadth
and depth of the program during the five year study period.

New emplovment generation 11,820 jobs

Upgraded skills 8,216 workers

Professional improvement 1,118 persons

Export increasee 17%

Divestiture of state owned enterprisas 2 large plants

Land titles 2,014 farms

Improved iuscructional capacity 4 public and 5 private
universities

Small buslinesses begun/improved 318 businesses

Less tanglble, but of cousequence in the general betterment of the
goclceconomic status, the projects for roads, potable water systems, health
clinics, secondary city infrastructure, and import-export facilitation add
significant dimensions to US-Costa Rican cooperative efforts.

. Program Activity Pavity with Needs

An examination of the USAID/Cocsta Rica activities from FY 1983 to FY 1987
shows a generally balanced program In comparison with the needs as expressed
In the socioceconomic indicators. Those of major import, in relation to
program compcnents, include the following:

Indicator: 1985/86 Percentage of Program

Total GOP rate = 1.3 Business/industry 443,

Literacy = 90+7 Education 12

Infant mortality rate = 18 Health/water/sewar 2%
Unenployment = 237 Strong compouent in business/industry

Because of the low world prices for coffee, sugar, and bananas, and diseases
in coffee and hananasg, agriculture has had a negative growth rate over the
periocd, USAID has invested nearly 167 of 1ts local currency funding to help
remedy this situation. Similarly, 6% was spent on roads and other
transportation improvements which will also help increase revenues from
agriculture.

No housing indicator for recent vears was discovered but rural housing,
particularly, has been in sore need of improvement. The Mission's 8%
investnent in that sector will add to the standard of living and better
health, as well as generate employment,

Tmpact on Host Government Budget

Costa Rica, like all governments, prepares budgets to meet a wide variety of
service needs; they also arrange thelr hudgets in categorles that fit thelr
structures. The study team, in consultation with Mission officers, examined
the budget and decided that direct comparisons of USAID inputs even to

minigtry categories, shed 1little light on the importance of the funds.
Several useful conclugions could be drawm:
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Costa Rica's education budget stretches resources to the limit;
government funds for the major USAID projects were impossible:

- Costa Rica has never been able to furnis! textbooks to the
students; USAID furnished books for every primary student in the
nation.

- The resources have not permitted additions and renovation of many
rural schools; a US project repalred many classrooms, especially in
one room schools.

- Similarly, special training for multigrade teachers could not be
done; USAID gave them help on instructional management, a manual,
and basic materials.

Costa Rica's agricultural growth has suffered from low prices, crop
diseases, and low investment in infrastructure and inputs:

- USAID/GOCR built an important network of access roads, facilitating
input, transport, and marketing.

- US projects to remedy banana and coffee diveases, plus Ilntegrated
pest management, markedly improved yields.

- The crop diversification and non-traditional crop stimulation have
broadened Costa Rica's farm production and export bases, reducing
its dependence on traditional crops and increasing its hard
currency. ‘ 2

- The Mission has assisted universities with agriculture and
agribusiness so that more technical applications work can be done.

- Agricultural credit lines were substantlially increased from USAID
activities.

Although Costa Rica had strong entrerreneurs, these were hampered by
insufficient credit, information gaps, and iaadequately trained
personnel in several fields:

- Business credit lines were augmented by 'Mission inputs.
- Policy and agency reforms facilitaterd imports and exports.

- Intensive vocational, business, and professlonal training was
provided through USAID projects.

~ Divestiture of two state owred factories strengthened the private
gec:-or as well as reducing governmeunt losses.

While Costa Rica's expenditures on health are relatively high, some
areas had minimal nearby facilities:

- Additiomal rural and other marginal area clinlcs vastly improved
services to them.

-~ USAID investment in potahle water systems and sewers enhanced the
health environment for those residents.
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e Custa Rica is and always has been a democracy but the shortage of
funds for counties and municipalfties limited their ability to provide
their share of the services:

= US assistance to municipal iafrastructure improved conditions in
many secondary citles and townms.

= Management tra!ning for municlpal employees and elz2cted officials
will enable them to function more effectively.

In general, therefore, the Mission activities hawvize been directed toward the
most pressing needs. While some of the activities would continue without
the Mission efforts, they would be at such a reduced level of funding that
short/medium term economic improvement and long term stabilization would be
almost impossible. The study team found that substantial benefits had
accrued from the USAID program and, further, that many of these
accompiishments favored the rural and small city populations.

4168D/3.88
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ITII. HONDURAS

Honduras, after decades of mostly military rule, enjoyed civilian governments
during the study period. During this period, however, its neighbors -~ Nicaragua,
El Salvador, Guatemala -- were in almost constant turmoil. The tensions created by
the Nicaraguan government and the rebels in El Salvador caused Honduras to spend
much higher amounts for defense. The internal problems in all three of the

ad jacent nations hrought about a flood of refugees to Honduras and most of them are
still there. While UNHCR and other agencies assist some refugees, cthers have
swollen the ranks of the unemployed, filled many schools beyond their capacity, and
created many other burdens on the Honduran efforts to effect rapid development.

USAID/Honduras does nct work directly with refugees but the violence on the borders
and the economic draims occasioned by the refugees have both influenced the
Mission's program. Too, Honduras suffered from insufficient government revenues
even hefore the violence began. Land reform without sufficient training and
credit, lower world prices for Honduran products, coffee and banana diseases,
inadequate credit for business and industry, a low education level of the majority
of the populace - all contributed to economic stagnation and problems with the
balance of payments. The USAID/Hondur..s programs must be seen within this context.

A. Financing for the Honduran Program

The USAID/Honduras programs .:ave been, for most years, relatively conservative
and surpassed by those in Costa Rica and El Salvador. The Honduran government
was reluctant to increase its debts, strove to keep inflation down, and tried
to avoid devaluation. While none of these was totally successful, they brought
about delays in development assistance.

Additionally, electricity was scarce during the first years even though some
was purchased from El Salvador. The completion of El Cajon Dam and generators
quickly remedied that problem, permitting much more expansion of 1light
industry. USAID's assistance to private industry was then able to progress
rapidly, partially accounting for the larger increases beginning in 1985.

1. The Financial Picture for the Period

The USAID assistance to Honduras totalled $730,112,000 for FY 1983 through
FY 1987, with almost 30Z of that sum programmed in FY 1985. Du.ing that
time, the local currency (Lemnira) funding accounted for 65.6% of the total,
equivalent to nearly $479 million. (Table III.1) The five year total for
the Lempira inputs masked some variation when examined by year, from a low
of $55 million, in 1983 to a high of $162.5 million in 1985. (Further
details are contained in Annex Table A.2.)



-31-

Table III.1: Local Currency (Lempiras in US$ equivalents)
and Dollar Denominated Assistance by
USAID/Honduras, FY 1983-1987

(us$ 000)
Type/Source 1983 1984 1985 1986 1987 TOTAL
Local Currency
1. ESF 4 56,000 40,000 147,500 61,248 100,000 404,748
2. PL 480 Title I 10,000 15,000 15,000 13,9060 12,000 65,900
3. Section 416 8,300 8,300
Total Local Currency 66,000 55,000 162,500 75,148 120,300 478,948

Dollars

1. Development Assistance 31,226 30,995 51,833 44,308 41,671 200,033

2. Title II Grant* 5,467 4,319 3,557 3,334 3,313 19,990
3. ESF Projectized 31,141 31,141
Total Dollars 36,693 35,314 55,390 47,642 76,425 251,164
GRAND TOTAL 102,693 90,31% 217,890 122,790 196,425 730,112

These include interest from earlier two stage loans.

The relative proportions of Lempira (in $) to dollar denominated funds are
grapiied by year in Figure IIL.A. In general, the percentages of local
currency in the total aid package were similar except for the unusual 1985
fiscal year: 1983 = 64.3%, 1984 = 60.9%, 1985 = 74.6%, 1986 = 61.2%, 1987 =
61.27%.
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Figure III.A: Relative Proportions of Local Currency and Dollar
Funding in the Houduran Portfolio: FY 1983-1987
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The local currency equivalent in dollars always exceeded the amount
availahle in dollar denominated funds. They were important amounts and
vital to the total effort in joint programming by the two countries,
allowing for more direct assignment to the development activities while
maintaining control of the hard currency resources. The dollar denominated
funds were important as a control factor and also to facilitate the
importation of the necessary equipment and supplies from outside Honduras.

The high investments in 1985 and 1987 represented substantial new
programming for business, industry, and agriculture. The latter marked the
beginning of the intensive efforts to control coffee disease problems and
renovate the plantings, together with land titling activities for small
farmers.

Public and Private Sector Investments

The USAID/Houduras activities were split almost evenly between the public
(52%) and the private (48%) when operations and program expenses, and CUPs
are ignored. That proportion remained relatively stable during the first
four vears; in 1987, the private sector veceived slightly more funds than
did public. The private sector as ultimate user tended to raceive its funds
as pass through from the public sector rather than directly. (See the
details in Table III.2 and the graphed comparisons in Figure III.B.)



-33-

Table III.2: Local Currency Programmed Punds (stated in US$ 000) by
Source, Sector and Year, USAID/Honduras, FY 1983-1987

Source/Sector 1983 1984 1985 1986 1987 TOTAL
1. ESF
a) Public sector
Straight public 29,375 20,276 74,260 30,624 38,735 193,270
Pass to private 24,000 14,099 23,890 16,150 51,915 130,054
b) Private sector 2,500 4,200 40,700 10,001 6,850 64,251
c) USAID .
OE 650 5,500 2,000 1,000 9,150
Program 125 775 3,150 2,473 1,500 8,023
Total ESF 56,000 40,000 147,500 61,248 100,000 404,748

2. PL 480 Title I
a) Public sector

Straight public 4,800 7,829 4,268 9,498 10,050 36,445
Pass to private 2,200 739 4,500 1,000 8,439
b) Private sector 2,000 5,432 5,232 1,902 750 15,316

¢) Currency Use Payment 1,000 1,000 1,000 1,500 1,200 5,700
P |

Total PL 480 10,000 15,000 15,000 13,900 12,000 55,900

3. Section 416
a) Public sector
Straight public

Pags to private ‘ 8, 300 8, 300
Total Section 416 8,300 8, 300
GRAND TOTAL 66,000 55,000 162,500 75,148 120,300 478,948

Much of the private sector funds was used for lines of credit for business,
agriculture, and industry or as loan guarantee funds to aid with collateral
requirements. Training, technical assistance, and import/export
facilitation received needed support. Private education assistance, apart
from training, was small in total but very useful to the individual
institutions.
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Public expenditures concentrated on roads (especially farm to market and
access), alrports, health, public education, and democratization. The
agricultural services (research and extension), community development, and
general budget stabilization support received lesser amounts, but these were

vital for continued improvement.

Projected Local Currency Availabilities

It 38 expected that the PL 480 Title I assistance will continue in 1988 at
the 1987 level (about $12 million). That prohably will drop to $11 milliom
in 1989 and remain at that level through 1992 (Table III.3). That loss
would not be substantial to the programs.

ESF funds are projected to drop 25% between 1987 and 1988, with just $75
million for programming. A small increase is anticipated in 1989, a drop to
$66 million in 1990, then again to $40 million each for 1991 and 1992. The
overall effect would be a 60% decline between 1987 and 1991. Obviously,
such a radical shift will require a great deal of planning for the Yission
in conjunction with the Government of Honduras, and perhaps with other
donors. The latter will be particularly affected 1f those reductions
involve counterpart funds for large, intaraational agency projects.
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Tabhle III.3: Projected Local Currency Availabilities for Honduras
by Source and Year, FY 1988-1992 (Us$ 000)

Source 1988 1989 1990 1991 1992 TOTAL
1. ESF 75,000 76,500 66,000 40,000 40,000 297,500
2. PL 480 Title I 12,000 11,000 11,000 11,000 11,000 56,000
TOTAL 87,000 87,500 77,000 51,000 51,000 353,500

B. Program Operations and Management

Since the initiation of the ESF Cash Transfer Program in 1982, the Central Bank
has converted all Cash Transfer dollars into Lempiras at the 2:1 officlal rate
(the only legal rate in effect in Honduras) and has placed them into a
ron-interest bearing special account. (GOH law does not allow for interest
bearing accounts at the Central Bank, where all GOH owned local currency funds
must initially be depcsited.) By joint USAID/GOH agreement, one half of the
local currency has been utilized for public sector development activities, the
other half for private sector activities and certain special activities beyond
direct GOH control. While the ratio has remained unchanged since the early
days of the program, there has been some movement between categories.

1. Economic Support Funds

The public sector portion has been programmed for the following types of
activities, 1in order of USAID's stated priorities: (1) counterpart funds
for AID-financed projects, (2) counterpart funds for projects financed by
IDB, World Bank, and other international financial institutions (IFIs), (3)
budget support for GOH projects in which USAID is involved in project design
and/or implementation but which are managed by the GOH (e.g., the Employment
Generation Program), (4) budget support for other GOH public sector programs
which are ia accord with GOH and AID development strategies and objectives,
and (5) support for PVOs which receive GOH budget contributions (e.g., the
Red Cross, special educatioa schools). Also, the public sector portion has
advanced local currency funds on a rotating basis to AID funded projects
which would otherwise suffer from delays due to slow AID or GOH procedures
in dishursing funds.

The privata sector and speclal activities portion is normally programmed for
the following types of activities (the first three being private sector
activities, the last three special activities): (1) credit, channelled
through specialized rediscount lines to such beneficiaries as small and
medium businesses, agricultural cooperatives, independent coffee producers,
firms increasing exports, small farmers purchasing land, and small agro-
industries, (2) PVOs and other NGOs, (3) support for privatization, free
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zoue expansion, and other economically important activities of henefit to
the private sector, (4) an AID trust fund, which covers certain USAID
operating expenses, technlcal support and audit expenses for AID funded
projects, participant training expenses, and SDA funds available for Peace
Corps in Honduras to utilize, (5) an Emergency Assistance Relief Fund, to be
drawn on in cases of disasters, and (6) certain non-GOH elements of the
Enployment Generation Program and other speclal activities.

In general, the programming initiative for the public sector lies with the
GOH, specifically the subsections of the various ministriec. At the project
managemeut level, a request for inclusion of funds in the Ministry budget is
prepared and sent up through the budgetary hierarchy to the Secretary for
Planning and Budget (SECPLAN) for presentation to the Congress for

approval. The requests cover both counterpart needs and GOH project needs.
Once the hudget is approved, the implementing agency prepares a supplemental
request to cover any counterpart needs for projects not approved in the
budget. These requests go to the Planning Secretariat and to the Miniztry
of Finance, specifically the Technical Advisor to the Minister. These two
offices review all the requests, prepare a consolidated request which is
submitted to USAID for approval. USAID reviews the list and suggests
changes, deletions, or additions. The list is reviewed jointly by USAID,
the ministry of Finance, and the Planning Secretariat and approved jointly.
The approval is documented by a Project Implementation Letter issued by
USAID and countersigned by the Minister of Finance and the President of the
Central Bank. Since this process, programs funds needed for a particular
Honduran fiscal year, rather than funds available from a specific ESF
agreement, several PILs will be issued, programming funds over several years.

This description may leave the impression that USAID is called upon to
approve post hoc a GOH proposal. This 1s not the case. USAID technical
officers will have been in contact and dialogue with their opposite numbers
in the specifying agencles since before the budget process hegan, in about
March or April of the preceding year. The USAID technical officers are
aware that, to assure access to local currency funding, a line iem budget
request must be made. On the Honduran side, the programming is fully
integrated into the budget process, a very important assurance for AID that
funds and projects are approprlately managed, monitored, and accounted for.
An important AID controller function 1s to make certain that, according to
reports received from the Central Bank, sufficient funds are availlable in
the Special Account to cover the public sector program. Finally, it should
also be noted that the Technical Advisor to the Ministry of Finance and the
person in the Development Finance Office of USAID charged with management of
the ESF local currency resource are in constant discussion concerning both
process and impact of these local currency uses.

For private sector activities, three types of procedures are utillzed.
Credit funds are normally programmed in the same PILs or same type of PILs
as public sector funds, countersigned by the Minister of Finance and the
President of the Central Bank. Detalled mechanisms and procedures for the
utilization of the funds are also spelled out in countersigned PILs, with
the Central Bank having the responsibility for rediscounting the funds to
the respective credit institutlons.
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For PVOs and most other private sector activities, the procedure i1s that
overall levels are estabhlished in the countersigned programming PILs,
usually without naming the specific PVOs/NGOs. USAID then notifies the GOH
by PIL when it is ready to approve a grant, providing a summary of
activities and expected funding levels over the life of the activity. The
GOH then has a 10 day period in which it can object to the activity or
request changes or more information. If no such objection or request is
forthcoming, USAID may begin to issue PILs to the Central bank, requesting
issuance of checks to cover incremental spending needs in the name of the
PVO/NGO. The Central Bank normally issues such checks within a week. This
system meets the needs of both the GOH and the PVOs. The current system
thus 1limits the GOH role to concurrence and disbursement. USAID enters into
an OPG-like grant agreement with the PVOs/NGOs and takes responsibility for
monitoring, including requiring the submission of expense vouchers.

For the trust fund, the GOH disburses the funds to USAID, which handles them
similarly to its own funds. Earmarks, obligations, and commitments are made
as with AID's own funds, through PIOs, contracts, and purchase orders.

There are, however, some differences between the trust fund and AID-owned
funds; for example, non-expendable property purchased under the trust fund
becomes the property of the GOH.

The USAID Controller's Office tracks the expenditure of the entire local
currency program, hased on reports from the GOH and various USAID
documents. It issues detailed computerized tracking reports every month.
USAID's Development Finance (DF) Office is in charge of overall local
currency programming and monitoring, and has assigned this as a part time
responsibility to one USDH, assisted nearly full time by an American PSC.
Cther personnel from DF and USAID's technical offices also dedicate
considerable time to the management of the program.

The implementation process on the public sector side begins with the
executive agency's receipt of notification that its project is included in
the approved program. A formal budget allocation process still has to be
followed and purchase/payment orcers processed through the Treasury. On the
private side, USAID follows standard procedures for committing and spending
funds and accounting for them. In both cases, executing agencies (public)
or implementing organizations (PVOs and NGCs) are required to submit
financial and implementation plans, justify expenditures, and report
progress. The USAID Controller uses project and/or trust fund monies to
contract for audit services. Each side reports to the other. Consequently,
both USAID and GOH, specifically the Ministry of Finance, are in a positioa
to track the use of funds, control and re-program balances, and generally
manage and monitor the resource.

PL 480 Title I and Title I/III

Proceeds from the sale of PL 480 Title I (loans) and Title I/III (mixed loan
and grant) commodities finance public and private sector agricultural
programs such as the National Agrarian Institute (land titling £or small
farmers), the Honduran Agricultural Research Poundation, consolidation of
rural cooperatives, GOH rural and agricultural development programs, and the
counterpart needs of agricultural projects financed by International
Development Financial Institutions or other donors. These funds are
programmed in a manner similar to ESF funds except that they are programmed
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on the USAID side by the Mission Rural Development Office. The priority in
programming 1s still counterpart for AID rural developuent projects,
followed by counterpart for other donors and projects, and ultimately
mutually agreed selected programs of the GOH. Programming i1s by Project
Implementation Letter. The PIL in its bedy will indicate broad categories
of program; an annex then breaks the broad categories down into specific
projects contained in the GOH budget.

The following standard language is quoted from a PL 480 PIL describes the
implementation philosophy, the monitouring responsibility, and the level of
financial and other review assumed by USAID:

"AID has reviewed the GOH systems and procedures for programming,
disbursing, managing, monitoring, and supervising the use of these funds
and finds them adequate for carrying out the activities in Attachment
II. Project design, management, and monitoring of the funds programmed
for GOH Budget Supportc 1s the responsibility of the Government of
Honduras. As these ara GOH programs, AID is not involved in the design,
implementation, evaluation, or disbursement of funds for these
activities. WNevertheless, AID reserves the right to review and audit
GOH documentation pertaining to these actlvities. The GOH will submit a
report of dishursements of the activities listed in Attachment II to AID
on a monthly basis. AID may request additional program documentation to
conduct financial reviews, as is deemed necessary. Furthermore, the
ministry implementing units will submit project reports to the Ministry
of Finance and Public Credit as required. These reports will summarize
ongoing project activities vis—a-vis the development objectives of the
P.L. 480 Program.

"The funds programmed in this PIL will be used only for goods and
gservices necessary to implement the activities listed in Annex II. No
changes mcy be made in the amounts allocated in this PIL without written
agreement of the Partles. Funds remaining from previous programmings
may continue to be used for their originally designated purposes, with
prior authorization from the Ministry of Finance and Public Credit.

"The Ministry of Finance and Publiz Credit will notify each implementing
unit, in writing, of the amount programmed for each project, under this
PIL."

None of the Section 416 local currency generated, or to be generated, from
the $8,000,000 grant to Honduras in 1987 has as yet been programmed, wmuch
less allocated, committed, or spent. However, it 1is expected that the local
currencies will be handled in accordance with the procedures established for
Title I proceeds of local currercy. Programming will involve primarily the
Rural Development Office of the USAID and the Ministry of Finance, support
will be given to line items in sector budgets, the GOH will have major
management, monitoring, and accounting responsibility. The USAID Controller
will generally follow on the basis of required GOH reporting but will use
spot checks and will have right of audit as necessary.
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3. Processing Summary

The programming procedures and the implementation methods seem to provide
USAID/Honduras and the Government of Honduras with the following desiderata:

e Local currencles can be and are assigned to specific projects within
agreed sections. PL 480 local currencies are concentrated on rural
and agricultural development activities including increased production
and other self help measures;

e Adequate counterpart fund availability 1is assured for AID and other
donor assistance projects; and

e Funds are used, and thelr use 18 assured, in support of both executive
branch goals and the goals and purposes mandated by the US Congress.

Program Impacts

The growth of USAID assistance to the people of Honduras, even though not
absolutely progressive from 1983 through 1987, was substantial and enabled a
strong developmental program. Recovery from agricultural production and
earnings reversals were well underway although not completed by the time of the
study. During the period, Honduras increased its export of non-traditional
food exports to the United States such that it stood fourth after Me«ico,
Canada, and Chile - a gain from an almost negligible standing previously. Even
greater achievements were expected from the systematized privatel- managed
applications research program just getting into full operation.

Light industry began slowly and suffered some reverses. The credit combined
with training and technical assistance was having a salutory effect on the
USAID and other donor assisted project beneficlaries.

The overall view at the conclusicn of the five years is one of quiet optimism.
In addition to these private sector improvement indicators, the government had
slowed its expenditure rates and was investing more in long term benefit
infrastructure. The possibility of a stable economy is on the horizon.

1. Potential Service Sector Impacts

The five year total examination of the sectors benefitted, without regard to
the public-private split, is shown in percentage in Table III.4. In that
context, agriculture received the highest proportion, nearly 21%Z. Coffee
and banana disease control and rehabilitation, credit lines, land titling,
and techunical support made up most of the amount. (See Figure III.C. for an
illustrated presentation.)

Roads accounted for the second largest sum, just over 13%. This was closely
followed by education (excluding agriculture and business/industry
educational activities) at 12.6%. Business and industry, together, used
about 12%. Health and potable water/sanitary facilities each accounted for
just under 11%. The other sectors were apportioned lesser but important
percentages of the USAID local currency resources.
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Table III.4: Percentage of Local Currency Programmed,
FY 1983-1987, by Sector, in Honduras®

Sector Percent
Agriculture/natural resources 20.79
Housing 2.07
General education 12.61
Health/social services 10.74
Water/sanitary systems 10.94
Transport/roads, trails, bridges ' 13.20
Airports 6.16
Community/urban development 4,11
Business and industry 11.94
Civic improvement/democratization 5.31
GOG budget support 2.12
TOTAL 100.00

The sector uses include all public and private channel activities intended to
benefit the sector, including credit lines, training, agency improvement, and
the proportionate share of operational and program expense costs.

2. CAI and Mission Objectives

The USAID/Honduras Action Plan clearly delineated its objectives within the
context of the four Central American Initlatives. Naturally some
activities/projects addressed more than one. Rural Technologies, for
example, emphasized agriculture and health, but also contained government
institutional strengthening, PVO activities, public pass to private loan
mechanisms, and housing. The Employment Generationm project, while stressing
training, was almost equally applicable to the reduction of unemployment
through counseling and placement, and a strong measure to strengthen private
business (including agribusiness) and industry.

While these combinations often occur —— and, indeed are encouraged -- they
resulted in an almost incomprehensible table. It was deemed more useful,
therefore, to list the major objectives and the principal activities in
support of them. These are, as follows:

Economic stabilization: general GOH budget support; measures that helped
with the balance of payments; private; policy dialogue to facilitate
private sector growth; all projects for the private sector.
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Private sector strengthening: mnearly half the expenditures of the
Misslon were designed for this end; almost all the programs in
egriculture, business, industry, and employment generatlon were in the
majority, private sector oriented; the strong activities on roads and the
airports were specifically carried out to facilitate private sector
activities; strengthening private schools and universities was viewed as
long term assistance through improved training.

Broaden the benefits of economic improvement: employment generation;
small farmer titling and coffee renovatlon; access roads; improvement of
rural schools and regional universities; rural technologies; rural health
activities; housing; strengthen cooperative services to members; union
agssistance; CAPS; women's business development.

Democratization: assistance with elections; small farmwer titling; help
to secondary clties and towns; CAPS.

The USAID/HonAuras portfolio strongly supports the CAIL, Jackson Initiatives,
and the Mission's own Action Plan strategies. Not only was none ignored -
all of them wers addressed ia multiple ways, attempting to assure thelr
accompligshment. Some were more successful than others, contributing to, or
are ln process toward, the statad objectives. There were ao projects with
extravagant expenditures, none that was extraneous, nor even any that was

perioheral to the major Mission thrusts.



3. Examples of Beneficiary Impacts

The Honduras Mission was not only cognizant of the desirability to know
about impacts, it viewed impact as a major planning input. External and
internal evaluations had been conducted, all with beneficiary impact
sections. The Mission also worked with the public agencies involved in
projects to help them to collect and analyze impact data.

Obviously, a Central American report cannot contain volumes of individual
Mission information. This impact section on Honduras therefore resents
11lustrative examples, together with some capsule indications of others.

The gains in agriculture, briefly described earlier, are impressive but they
have been achieved through great Mission efforts in policy dialogue,
reformation of some public institutions, and hard field work. tioney economy
agriculture was previously in the hands of a few. The agrarian reform
distributed land to farm workers without accompanying it with training and
technical assistance. Most of the farmers are on small holdings for which
they do not have the title, and thus are unwilling to make long term
investments. Transportation into many farming areas was on foot or mule.

Most small farmers were iiliterate. They had no access to credit. Except
for some larger and more accessible farms, the prospects for agriculture
were bleak, especlally with diseases rampant in coffee and bananas, low
prices for Honduran products, and inadequate attention by government
institutions.

In reality, agricultural progress began with some USAID/Honduras efforts
prior to the 1983-1987 study period, but they have either continued or built
a base for present activities. Some of the outstanding examples in the five
years are described briefly herein.

Small Farmer Titling

The negotiations to agree that titling should be done, and the subsequent
dialogue to actually achieve it, caused early implementation delays. In
spite of the delars, the project goal has almost been reached: 32,000
small farmers have ohtained full legal title to nearly 38,000 parcels of
land. They are now eligible for bank credit because they have
collateral. They are making important improvements on the properties,
including technical renovation of their coffee plantings and intensifying
the production of other crops. Enhanced standards of living will be
achieved.

A corollary benefit was also attained via the project: desultory
cadastre services have been improved to the point where that government
agency Js considered the best in Central America. Other GOH agenciles
call on it for many kinds of services. Other Central American
governments consult with it. The funds expended tc modernize this agency
not only made it possible to efficiently map the titling project, but
also greatlv enhanced its general utility.

The present project was restricted to small coffee farmers.
USAID/Honduras, hased on this success, seeks to broaden the work to other
farmers and regions. The effort should he supported since it has the
potential to increase agricultural production, improve the standard of
living, and broaden the democratic base in Honduras.
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Small Farmer Coffee Improvement

A complementary project to the titling efforts, this project, while not
restricted to those seeking title, came at the right moment. It, too,
has suffered delays, but a great deal has been accomplished. Coffee
plants had not been adequately pruned and were thus ripe for the diseases
sweeping across Central America, older low yielding varieties were still
in use, spray controls and fertilizers were employed minimally. The
prospects for greater and higher quality production, and thus exports,
were dismal. Within that beginning context, the accomplishments by the
end of 1985 were extraordinary.

Activity Goal Accomplished
Improve IHCAFE 3,000 new coffee farmers About 4,584 new farmers
ability to help farmers serviced had been helped
farmers
3,000 new farmers Same 4,125 have recelved
recelve training training informally

Technology improved 6,000 Mz. using improved About 5,784 Mz. using

varieties improved varieties
6,000 Mz. fertilized About 5,205 Mz, fer-
utilized
6,000 Mz. treated for About 5,205 Mz. treated
pests for pests
Farmer management 6,000 Mz. under improved About 5,784 Mz. under
strengthened cultivation improved cultivation
6,000 Mz. pruned coffee Technified areas just now

need pruning

6,000 Mz. fertilized About 5,205 Mz. fer-
utilized
6,000 Mz. under proper About 4,000 Ms. under
shade shade program
6,000 Mz. at optimum About 5,784 Mz. at
plant density optimum plant density
Viable self sus- By 1985, reflows begin Reflows from nursery
taining system in to finance farmers beyond 1loans held in reserve.
place original participants Other reflows just
beginning

More work ’s necessary, and some of i1t continues. IHCAFE, the
semi-government coffee agency, must still improve its functioning. More
farmers must be halped. USAID/Honduras continues with both efforts but
substantial improvement has been attained.
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Rural Technologies

USAID/Honduras has assisted the Rural Technologies Program since 1982 and
continues because of its outstanding accomplishments with the rural poor,
many living in abject conditions. The approach 1s to first offer
improvements, usually in the home, that are easily perceived as useful:
Lorena stove that reduces smoke and saves firewood, a more comfortable
bed, and others they can build at very low cost. With that entry, the
techniclans then introduce farming technologies. The approach has been
very successful because both the home and farm technologies are simple,
inexpensive (about $24 each), and helpful. The added incentive of being
able tc obtain small loans for the work propels the improvements

forward. The statistics through the phase that ended in 1985, included:

e 9,450 families had installed the lLorena stove.
e 8,532 had adopted one or more farm technologies.
e 778 farmers constructed high quality grain storage.

e 697 fa-mers constructed/improved small irrigation systems, many
with water wheels instead of electricity or fuel driven pumps.

e 998 small shop businesses were trained to and are producing the
technologies.

PV0s are an important vehicle in disseminating the technologies; roughly 90%
of the adoptions come from their work, accounting for most of the S$0% of the
beneficiaries that were the rural subsistence poor. An earlier evaluation
found a 97% acceptance rating of the technologies by the beneficiaries. The
Mission plans a 1988 evaluation to update the statistics.

Cattle Improvement Credit

A relatively small credit fund was set up to enable cattle farmers,
especially dairymen, to improve their herds and management. By mid-1987,
486 cattlemen, mostly small landholders, had used the credit line to buy
better stock, particularly bulls, renovate pastures, renew old equipment,
and improve thelr facilities. While production impact data have not yet
been collectaed, an immediate clue 18 evident: 1less than 5% of the loans
is in arrears, and even those for short periods.

Democratization is a vital objective in the program. The effects are
difficult to quantify since they are largely internal. Some indications,
however, are evident.

o The last elections went quite smoothly and the transfer of power from
one president to annther was effected.

® The vote by small farmers and other marginal segments of the
population approached 1007%.
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e The Mission endeavors to include the poor in the CAPS program were
successful:

= 77% of the trainees was at poverty level.
- 607 resided outside the two metropolitan areas.

- All of the trainees participated in the orientations to federal,
state, and local governments in the United States.

The CAPS program effects, wihile mostly in the future, are expected to
enfranchise the participants.

e The courts received training, technical assistance, and some funds to
improve their efficiency. Much earlier trial dates are already )
apparent.

USAID/Honduras is confident that its relatively low expenditures have had an
effect in strengthening democratic processc..

As noted in several parts of this chapter, the private sector has been a
major thrust in Honduras, which i1s also expected to reduce unemployment at
the same time. A few examples of the activities and some impacts are
included to illustrate the impacts. Some individual as well as businesses,
are briefed.

Employment Generation

This joint USAID/GOH project has a dual intention: improve the health
and living conditions in the small cities and towns through almost
entirely local worker employment. It concentrates on potable water and
sewer systems, both rare outside Tegucigalpa and San Pedro Sula. The
municipalities must contribute funds and actively participate. By the
end of 1987, achievement statistics included:

e 35 potable water systems completed or in progress.
o 2 sewer systems installed.
e 26,002 man/months of employment utilized.

While not strictly a training project, two effects have been realized:
278 persons have learned salable skills by working as apprentices; most
municipalities have acquired the ability to detail project plams,
schedule work effectively, and supervise projects instead of relying on
central government bhureaucraciles.

Although in capsule form, the following cases are important because
ordinary, very small husinesses have been greatly improved, better products
have resulted, and employment generated.

Commercial Erika
(Furniture Maker)

e L50,000 loan in April 1985.

A loan of 128,000 to improve plant; L22,000 for working capital was made.
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e Employees were 6 and annual sales were L80,000.

o FIA also provided a line for up to L40,000 to rediscount accounts
receivable.

Now the company has 18 full time employees and the annusl sales are about
L500,000.

Nancy
(Shoe Factory)

In August 1986, a L31,000 loan was made: 19,000 for fixed assets and
12,000 for working capital.

e Employees then were 28, annual sales were L420,000.

Now Nancy has annual sales of about 1600,000 and 38 full time production
employees.

Confecciones Enamorado
(Garments)

A working capital loan of L21,400 was made in February 1987.
e Employees were 6 and ¢nnual sales were L100,000,
Now employees are 12 and annual sales are about L200,000.
Tienda'ﬁe Calzado Siloe

Roberto Medina was a 28 year old lab technician. However, he was not
satisfiad with his job and wanted to make more money. When he was a
teenager, hls father had taught him the art of shoe making, thus he
decided to enter this trade. Roberto started with a L500 capital and
used this to purchase material and rent a machine. His initial weekly
production was 12 pairs of shoes.

Status: The success is reflected in that Roberto manages his own
production unit well, He has his own store, employs seven
people, and is a good entrepreneur.

Honduras National Industrial Associsation

To date ANDI has approved the equivalent of $1,054,677 of training and TA
projects 1in support of 20 PVOs working with small and microentrepreneurs.
This assistance resulted in approximately 7,487 jobs of which 5,102 are
jobs maintained and 2,385 are new. To date ANDI has benefited 2,600
small and microentrepreneurs acd by the project Assistance Completion
Date, it plans to beneiit 3,000 entrepreneurs in all.
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Industrial and Agricultural Development Agency (FIA)

To date FIA has loaned the equivalent of $3 million to 65 companies,
resulting in about 315 new permanent productive jobs and the maintenance
of approximately 700 existing jobs. By the end of the Project, in May
1988, FIA expects to have disbursed in total the equivalent of $5
million, for a cumulative job creation effect of 500 new jobs and 1,100
jobs maintained.

A Small Clothing Factory

Blanca Rivera, a 56 year old married women with five children, now owns
her home where she has installed her sewing shop.

For four years, Ms. Rivera has been making women's clothes under the EYBI
trademark. She has three industrial machiuies in her shop and nine simple
sewing machines. Three employees assist her in production and her
daughter 1s in charge of the accounting.

Most of her products are sold in a stand in the Central Market of San
Pedro Sula and in Tegucigalpa. Forty percent of the clothing is sold
under a 30-day maximum credit basis.

FUNADEH gave her a L3,500 ($1,500) loan payable in .2 months, starting
May 1986, for the purchase of raw materials. Since then she has been
able to hire cne more employee, increase her sales and the number of
clients, and make her loan payments in a timely manner.

The Honduras Mission has vigorously pursued privatization of money losing
state enterprises. Fortunately, GOH has come to agree with this activity
and progress can be reported.

In May of 1986, the Honduran Forestry Parastatal, COHDEFOR, entered into a
lease/purchase agreement with a private firm for one of its companies,
FIAFSA. During the first seven months of operation in the hands of the
private sector, production increased from 6.3 to 11.3 million board feet or
80 percent. Exports increased from 1.3 to 8.8 million board feet, a 577
percent increment over the same period the year before under COHDEFOR
management. Net revenue for COHDEFOR increased from 1475,000 to L1,695,000,
a 257 percent increase. The employment generated by FIAFSA's operations
under COHDEFOR amounted to a total of 340. Under private management, FIAFSA
generated employment for 510 persons in that 7 month period.

The other parastatal which is carrying out privatization activities 1is the
National Industrial Development Corporation (CONADI), which has sold two
companies in the past few months. Both of these companies had been closed
for years and now will once again become productive enterprises, providing
new employment opportunities. One of the two, INHOMSA, a furniture
manufacturer, plans to export its production, thereby bringing much needed
foreign exchange to the GOH coffers. Another divestiture of CONADI which
has been approved but not yet concluded is FUCENSA, a foundry that never
operated. This company will now prodnce steel castings for the US market
and expects to export around $10 million per year and provide employment for
over 200 people.
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Local currency funds have been used to finance varlous components of the
Privatizaticn Project. These include severance pavaent for the workers of
FIAFSA prior to turning it over to the private sector, pavment for
appraisals of assets, legal work and the salarlies on the local staff of the
Technical Working Group that provides technical assistance to the GOH ip its
privatization activities.

These few examples demonstrate a considerable impact on individuals and
institutions. USAID/Honduras, with its zeal of insistence on impact and the
collection of the facts, was exemplary in the Central American study; they
not only provided the described iaformation but also nearly 50 others that
except for report length constraints, were worthy of exposition.

Project Activity Parity with Needs

As a generality, the USAID/Honduras portfolio spoke adequately to needs in
its activities when those were compared to the socioeconomic indicators.
Taking GOH investments into account, the major compounents can be summarized
as follows.

e Agriculture sector GDP rate was negative at the beginning of the
period; USAID's largest percentage of funds was spent in this sector.
Growth has been slow but has been positive for three years.

e Manufacturing GDP rate began very negative in 1982-1983, then showed a
strong surge. It has slowed but the USAID private sector development
strategy had a substantial effect on the recovery.

¢ Unemployment was as high as 402 in rural, small town Honduras. The
level is still too high but the strong business, industry, and
agriculture, plus the employment generation project, components have
helped halve that figure.

e Literacy and school attendance rates were the lowest in Central
America: the GOH adult literacy programs, school construction, and
teacher training are improving the situation. The USAID funding
suppler~nted GOH efforts and thus added to progress.

e The .nfant mortality rate 1s high and the other health factors are in
serious proportions. USAID expended moderate funds directly in health
and also chose to attack some of the root causes with substantial
investment: potable water, sewers, latrines, the Lorena stove (near
elimination of smoke in the dwelling), and housing. The end result
will have a salutory effect on the nation's health.

e Honduras has traditionally had much of the wealth concentrated in
relatively few hands. A principal endeavor of the Mission was to
effectively help a wider distribution of economic benefits: rural
technologies, small former titling and coffee renovation, small
business development, the employment generation project, and CAPS all
concentrated on this objective.
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5. Importance of USAID Portfolio to the National Budget

As was the case in Costa Rica, the national budget of Honduras grouped its
investment mostly by ministries, and even the line items within these
usually encompassed aggregations of activities. It must be emphasized that
the defense provisions were very high in the budget because of neighboring
violence. Too, the pressures attendant with a very high birth rate and the
refugees not recelving assistance from the United Nations, resulted in
strong budget demands.

The USAID/Honduras contributions to the several sectors and in favor of
econonic recovery and development were unusually important to Honduras. The
government kept its own investments high in these sectors, even increasing
most of them. The USAID financing thus was in addition to the GOH efforts,
not in substitution for them. The combination of GOH, USAID, and help from
some other donors made it possible to move development forward rather than
remain static. All of the USAID activities contributed to overall
improvement but some, tecause they helped geographic areas or special
gectors that would not have been attended, are noteworthy:

e USAID heavy investment in farm to market and other access roads.

@ Creation of the private sector applications research in agriculture
organization to improve the production and export of non-traditional
crops.

o Continuation of the vital rural technologies dissemination to small
farmers.

e Land tifles to 32,000 small farmers.

e Renovation of deteriorated coffee plantings.

@ Development of nearly 2,000 profitable small businesses.
e Divestiture of two tax draining state enterprises.

e Improvements to the inefficient port facility.

o Potable water and sewer systems for several secondary cities that had
never had then.

¢ Credit lines and collateral guarantees for housing, facilitating vast
improvements in 1living condicious.

o Technical training in management for businesses and industry.

These by no means exhaust the list but they illustrate the developmental
vitality of the USAID/Honduras local currency program, conducted in
conjunction with dollar and GOd funding. While the US funds represented
less than 2Z of the Honduran budget, without them, the country would have
progressed very slowly 1f at all.
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IV. EL SALVADOR

El Salvador 1is a very small country with a relatively high population density
bordered by Guatemala and Honduras, with the narrow Gulf of Fonseca separating it
from Nicaragua. Until the late 1970s, this previously agrarian nation had
progressed rapidly toward industrialization. Although the per capita income had
increased exponentially in 20 years, its distribution was very unequal, leaving a
high proportion of the population in dire poverty and 1lliteracy. A small middle
class had formed, primarily from the industrialization and the commercial business
spurred by it.

During the last half of the 1970s, sporadic violence occurred in the rural areas
and small towms. It was of little consequence at the beginning but grew steadily
until by 1978, it was coasidered a revolution. Help to the rebels grew in volume,
reportedly from the Sandinista government in Nicaragua or through it by Cuba and
the USSR. The fighting intensified and early in the 1980s, large portions of El
Salvador were held by the revolutionaries at least part of the time. After the
election of the present government and with help from the United States, government
forces began to get the upper hand, slowly recovering much of the territory held by
the resistance forces. At the present time, much of the country 1is free of
continuous domination by the rebels although sporadicallly they strike in almost
any section of the nation.

During approximately this same period, world prices fell on El Salvador's major
export crops: coffee, cotton, and sugar. Diseases swept through the coffee
plantations, not only in El Salvador btut also in the neighboring countries. The
plague reduced the quantity of Salvadoran agricultural exports and that same
problem in the rest of Central America diminished the neighbors’ buying power; they
had been a major market for El Salvador's industrialized goods.

The economic recovery tasks were made even more difficult because wealthy
Salvadorans fled the country, taking their talents and capital with them. Agrarian
reform broke up many of the productive farms into plots for new land owners but
without giving them enough training and tecl'nical assistance to produce profitably;
production plummeted. The war torn areas were often untilled or subsisgtence
activities were carried out. PFactories in the rebel areas lacked inputs and
maintenance, thus many of them shut down. Some factories in the capital, San
Salvador, and nearby areas remained 1n operation but with many disruptions because
of violence, lack of electrical power, or inadequate malntenance.

Salvadoran refugees poured into Honduras and Mexlco, seeking haven from the
violence. Many other residents were displaced as they crowded into the government
protected areas. This translocation occasioned many problems - housing, food,

clothing, job - since the government was 111 prepared and poorly financed because
of falling revwr:. - . S;:1al services to the populace already living in the safe
areas had stretchced 1., f- . resources past the limit.

To add to the diffi{culties, a disastrous earthquake caused a great deal of damage
to the capital a . some surrounding areas during the middle of the period. The
Mission was faced with the additional burdens of lmmediate relief and subsequently
with the reconstruction.
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It is within these contexts that USAID/E1l Salvador undertook its economic recovery
and socilal support activities. As would be expected from this combination of
events, planning was complex and often had to be redone to meet new emergenciles.,
The use of local currency (colon), in conjunction with dollar denominated funds,
varied widely across the five years but, throughout the period, remained a valuable
asset.

A,

Financing for the Salvadoran Programs

The Salvadoran govetnment, as would be expected from the description of the
several problems, experienced a great deal of difficulty in meeting its foreign
and internal debt payments. Hard currency income from exports fell radically.
Inflation was rampant. A careful balance was required from the United States
and other assisting countries to assure, in so far as possible, that economic
stabilization was engendered, not hindered.

1.

The Financlal Assistan:e for the Period

The total USAID funding was about $250 million for 1983 and 1984. As
government galned mors control of the country, and with the earthquake, the
total rose to $444 million in 1985, declined to $321 million in 1986, then
climbed again in 1987, $424 million. (See Table IV.1.) Local currency
(calculated from US$ equivalents) accounted for the following proportions:
1983 = 62.3%, 1984 = 61.8%, 1985 = 61.7%, 1986 = (0.2%, and 1987 = 46.9%.
That 13, except for the last year in the peiriod, the relative importance of
the local currency funding remained high and nearly constant.

The generally greater investments across the five years, bhoth in dollar
denominated and local currency funds, roughly corresponded to the
programming for the earthquake relief and reconstruction, and to the
improved climate for investment in the economic sectors suffering lessened
violence. Figure IV.A, which graphs the relationship between the two
currencles, reflects the changes that occurred.

Note also in Table IV.1l that relatively small variations occurred across the
years in the contributions of local currency generated from the PL 480
operations. The most important differences were from the ESF contributions
to the total assistance. (Also see Table A.l in Annex A for further details
on the amounts and sources of funding.)

Public and Private Sector Invegtments in the Program

As would be anticipated from the situation, the Salvador Mission invested
heavily in the public sector: 64.8% for the period. A high proportion of
these public designated funds went for the replacement of infrastructure,
for the resumption of services, and to enable improvements in bhenefit of
bugsiness, agriculture, and industry. The relative positions of investments
in the public and private sectors are graphed in Figure IV.B and the detalls
of amounts are shown in Table IV.2.
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Table IV.1: Comparison of Local Currency (expressed in US$) and
Dollar Denominated Funds, USAID/E1l Salvador
by Source and Year, FY 1983~1987%*

(us$ 000)
Type/Source 1983 1984 1985 1986 1987 TOTAL
Local Currency
1. ESF ) 120,000 100,000 225,000 147,000 157,000 749,000
2. PL 480 Title I 39,000 49,000 49,000 46,000 38,000 221,000
3. Section 416 4,100 4,100
Total Local Currency 159,000 149,000 274,000 193,000 199,100 974,100

Dollars
1. Development Assistance 58,927 41,468 91,158 85,860 82,431 359,864
2. CCC 5,467 19,335 30,533 19,070 6,310 20,000 95,428

3. Projectized 18,000 20,234 60,000 35,445 123,312 256,991

Total Dollars Denominated 96,262 92,235 170,228 127,615 225,743 712,283

GRAND TOTAL 255,262 241,235 444,228 320,615 424,843 1,686,383

* These quantities do not include CUP amounts.
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An important observation from Figure IV.B, and quantified in Table IV.2, is
that the amounts devoted to the benefit of the private sector increased
rapldly from 1983 to 1985; they declined somewhat thereafter but remained
quite high in comparison with the early years. Emphasis was being given to
the improvement of the private sector as a vehicle for effecting economic
recovery.

Table IV.2: Local Currency Programmed Funds (stated in US$ 000) by
Source, Sector and Year, USAID/El Salvador, FY 1983-1987

Source/Sector 1983 1984 1985 1986 1987 TOTAL

1. ESF ~
2) Public sector
Straight public 118,800 100,000 110,200 38,000 78,000 445,000

Pass to private 1,200 2,000 110,000 100,000 78,000 291,200
b) Private sector
¢) USAID

OE 4,440 9,000 1,000 14,440

Program 360 360
Total ESF 120,000 102,000 225,000 147,000 157,000 751,000

2. PL 480 Title I
a) Public sector
Straight public 37,200 36,600 49,000 40,930 31,000 194,730
Pags to private 1,800 12,400 5,070 7,000 26,270

Total PL 480 Title I 39,000 49,000 49,000 46,000 38,000 221,000

3. Section 416
a) Public sector
Straight public 4,100 4,100
Pass to private

Total Section 416 4,100 4,100

GRAND TOTAL 159,060 151,000 274,000 193,000 199,100 976,100
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Because of Salvadoran restrictions, no local currency funds went directly to
the private sector - all of them were channeled through a public sector
institution and then passed tc designated users within the private sector.
The nation's central and development banks often served as this conduit bhut
other agencies were used when appropriate. Note that even with this pass
through mechanism, in 1983, less than 2% was designated for private usage.
That iucreased to 9.5% in 1984 and to 40.9% in 1985. In one year, 1986, the
private sector received more than did the publie: 57.1%7.

The Salvador program devoted a higher proportion of its local currency to
the public sector than was the case in Costa Rica and Hondurag. Some of
this emphasis on the public sector, as noted previously, was due to the
enormous needs for almost continual reconstruction in the Salvadoran
situation. This, in turn, provided some additional help to the private
sector because of the relatively high dollar denominated expenditures in the
Salvadoran prograus.

3. Projected Local Currency Availabilities

As with the other Central American countries, a decline in the amounts of
local currency available in the future is anticipated. The general pattern
discussed for the otvher countries 1s forecast for El Salvador: a relatively
small drop in the food commodity agssistauce funds but a substantial decline
in the amount to be derived from Economic Support Funds.

Table IV.3: Projected Local Currency Availabilities for El Salvador

2 by Source and Year, FY 1988-1992 (US$ 000)
Source 1983 1989 1990 1991 1992 TOTAL
1. ESF 125,000 125,000 125,000 100,000 55,000 530,000
2. PL 480" Title I 47,000 39,000 37,000 37,000 37,000 197,000*
3. Section 416 7,900 7,900
TOTAL 179,900 164,000 162,000 137,000 92,000 734,900

This includes Section 108 (sugar quota offset) funds of $5,000,000 for each of
the four years 1989-1992.
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An overall decline from the $199 million in 1987 to $180 million in 1988, 1is
approximately 10%, but a portion of the 1988 funds will come from the sugar
quota reduction offset, a payment for that year only. The ESF generated
local currency is forecast to remaln the same for 1988 - 1990, $125 million,
but then drop to $100 million in 1991 and again to $55 million in 1992. The
next five year period may see 25% less local currency for programming than
was utilized in the last five. No projections for dollar denominated
development assistance were made for the coming years, thus the general
levels of assistance cannot be estimated. The reduction in local currency,
however, must be accompanied by modifications in the programming process
between the two governments.

Program Operation: and Management Organization

The programming, commitment, disbursement, control, and accouuting for local
currency made available for programs in El Salvador from Economic Support
Funds, PL 480 Title I and Section 416 programs are generally the same with
little distinction as to the source of the furis. Certain basic principles
apply including: all funds are programmea tcgether; most funds are channelled
through an extraordinary budget, and managed by the organization responsible
for that budget. The programming process starts at the working level; program
priorities are established at the highest hbilateral levels; ail funds in the
extraordinary budget are managed in accordance with approved Action Plans; and,
a system of pre-audit and post-audit is in place.

1. General Provisions

There are four organizations that chamnnel the local currency funds to the
different programs and projects mutually agreed upon between the GOES and
AID. The organizations and relevant programs are as follows:

ORGANIZATION PROGRAMS

Technical Secretariat for

External Financing (SETEFE) Extraordinary Budget

Ministry of Finance GOES Ordinary Budget and Agrarian
Perform Compensation

Central Reserve Bank (BCR) Private Sector Support

ATD AID Operating Expeunse Budget

The followlng shows a three year distribution of funds including the
prospective distribution for 1988, This advance planning is designed to
avold delays in the commitment and expenditure of funds after they become
available.
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1986 1987 1988

Allocated Allocated Allocated

Million _* Million z Million _%
SETEFE 281.5 317 495.3 49% 474.8 447
Ministry of
Finance* 240.0 26% 190.0 192 100.0 97
BCR 360.0 40% 300.0 292 345.5 327
AID 25.0 132 25.0 3z 35.0 32
Unprogrammed 5.2 0% 129,2%* 127

TOTAL 906.5 100% 1015.5 100% 1082.5 100%

Notes:

*PY 1986 and FY 1987 include C140.0 and €90.0 million for Agrarian Reform
Compensation, respectively.

**Includes reserve of 10% of ESF funds (C295 million) as requested by Congress.

Those ESF and PL 480 funds that do not go to BCR for credit programs for the
private sector, which tend to be allocated in large amounts to capitalize
credit and guarantee funds, are mostly channelled through the extraordinary
budget managed by SETEFE, a special unit in the Ministry of Planning.

SETEFE has been in existence since May 1983. 1Its specific responsibilities
are to: (1) coordinate, monitor, and evaluate the activities that the
various GOES implementing agencies undertake with funds allocated under the
GOES/AID Fiscal and Monetary Program, including proceeds from all PL 480
commodity sales programs; (2) manage an Extraordinary Budget (which includes
ESF, Section 416, and PL 480 local Currency generations and AID project
funds), consult with involved GOES institutions on proposals to reprogram
funds within that budget, and reprogram those funds subject to prior
agreement between the GOES and AID; (3) incorporate within its structure,
and administer within SETEFE, a delegation from the GOES Court of Accounts
charged with the accounting and audit activities involving the use of local
currency proceeds deriving from PL 480 commodity sales; and (4) submit to
the GOES and AID, with the assistance of the relevant executing agencles,
progress reports on implementation of the Extraordinary Budget Programs.
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Recently, SETEFE has taken on similar responsibilities for management of
other international donor projects, both multilateral and bilateral. It
should also be noted that SETEFE performs a control function in the
expenditure of Development Assistance funds for AID projects that are
converted to colons to pay project local costs as distinct from counterpart
local costs contributed by the GOES for Salvadoran institutions.

Deposit of Special Accounts

By legislation, the local currency generated through the sale of
agricultural products or balance of payments support must be deposited in a
sperial account aund mutuallv programmed by the GOES and AID for development
purposes. Local currency funds derived from the Balance of Payments Support
Agreement are deposited by BCR within two days after each disbursement of
dollar funds into a separate local currency account at the BCR.

Agricultural commodities imported under the PL 480 and Sectlon 416 programs
are internally sold by the commercial agents. GOES signs agreements with
each of the commercial agents, under terms approved by the monetary board
and satisfactcory to AID, establishing administrative procedures and
regulations.

Funds generated from the sale of PL 480 commodities are deposited by the
commercial agents (Badco Hipotecario, Banco de Fomento Agropecuario, and
Banco Agricola Commercial) to a separate PL 480 local currency account at
the BCR, Funds generated from the sale of Section 416 cormodities are
deposited by the commercial agent (Banco Hipotecario) to a separate Section
416 local currency account at the BCR.

3. Programming

The funds made available to each of the four programs are allocated through
a Menorandum of Understanding negotiated between the two governments. In
1987, both the USAID Mission Director and the President of El1 Salvador
personally participated in these negotiations, with their staffs preseat.
At a serles of meetings, proposed uses of the funds were discussed and
decision taken as to the inclusion or exclusion of line items and amounts
assigned. This high level meeting was the culmination of a process that had
started months before. In early September, SETEFE asks for proposals from
the various implementing agencles for inclusion in the extraordinary
budget. These are discussed with the Minister of Planning, the President,
and other minigsteries as needed. Out of these proposals, a GOES project
1ist is developed.

A similar process goes on in USAID where the technical offices prepare thelir
"wish lists” and submit them to the office of Development and Programming
for review. The technical offices are already aware of the thinking and
priorities of their opposite numbers in the GOES assistance and executing
agencles. The diplomatic discussion in November and December result in an
approved extraovdicary budget that blends the two lists.

The important element in this process of developing the extraordinary budget
is the "bubbling up” of project ideas that take place. The decision making
prioritizes and approves a program to which the working level 1is already
committed.
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The same unegotiations to approve the extraordinary budget also result in
approval of the allocations of funds to the Central Bank for private sector
credit programs, allocation of funds to the ordinary budget through the
Ministry of Finance and the funds to USAID for operating expenses.

All of these allocatlons are consolidated into a Memorandum of Understanding
between the two governments., This memcrandum also sets forth certain
management rules and reporting responsibilities. Signed in January, it
covers allocations for the coming calendar year which i1s the GOES budget
year. It also provides for reprogramming of unused funds.

4. Management

Funding of the items in the ordinary budget is by reimbursement to its
Ministry of Finance. USAID approves the transfer of funds from the BCR
special local curraacy account to the National Treasury Account via
implementation letters. Agrarian Reform Compensation payments are made from
a fund for that purpose in the Central Bank, agalnst liats of recipients
prepared in tue Ministry of Finance.

For Private Sector Support, AID and the BCR sign agreements on the use of
allocated funds. The BCR transfers funds to separate accounts for each
activity. The BCR report to AID monthly on the use of the funds.

For AID operating expenses, transfer 1s from BCR to the US Treasury Regional
Account at the Banco Cuscatlan.

Digbursement is based on the liquidation of expenses presented by the
implementing agency. The Court of Accounts has to certify the validity of
the expeuditure documents presented in order for an implementing agency to
receive more funds.

The financial department of SETEFE monitors the financial transactions of
all the activities and reports them, on a monthly basis, to AID. A copy is
sent to all AID divisions for theilr information and review. Each technical
office monitors the progress of the activities for which it is responsible
through regularly scheduled field trips. If there 18 a problem, they can
inform DPPO and request an audit.

The Court of Accounts is the supreme audit agency of the GOES. In SETEFE it
performs the following functions.

® approves every dishursement of the Extraordinary Budget.

e checks every document presented for reimbursement by the implementing
agencies.

e checks on the contracting of personnel, except for those institutions
mentioned below.

e certifies, based on the work of its six full-time auditors, the
validity of the audit reports presented by private firms on any
implementing agency.

e 1inspects the physical execution of any activity.
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The financial department of SETEFE 13 in charge of executing the annual
audit process that monitors the implementing agencies receiving financing
from the local currency program. It contracts private firms to carry out
the audits of an implementing agency with the purpose of checking on the
procedures used to carry out the activity, the type of accounting kept, the
utilization of funds, and the physical work accomplished.

The private firms present an audit report indicating the results »f theilr
audit. The internal auditors of the SETEFE delegation of the Court of
Accounts certify the validity of the report. SETEFE sends a copy to the AID
Controller's Office for its review.

If the results of the audit indicate that there are problems in the
administration of funds, SETEFE requests the delegation of the Court of
Accounts to check on the implementing unit.

The Court cf Accounts does two types of checking:

e Validity of documents.
e Confirmation of the progress of an activity.

The importance of the extraordinary budget as a management tool and the
usefulness of SETEIE as a management entity is obvious.

5. Reservation of Funds

No sterilizaticn of dollar resources occurred, i.e., a failure to convert
dollars to local currency. In *he case of PL 480, local currency
generations may lag behind dollar disbursement but that 1s part of the
commercialization process and i3 reflected in interest charged to importers
ot processors of the products.

In El Salvador, some funds are managed in a way that delays the moaetization
of the local currency, 1.e., leaves it in a reserve account rather than
making it immediately available for the purchase of goods and services.
Funds have been. set aside to capitalize a business credit guarantee fund and
an investment insurance against acts of terrorism fund. Both of these have
vesources in excess of immediate needs and no funds have been disbursed for
either bad debts or investment losses. Iu the absence of some actuarial
data and experience, these funds seem prudent and, moreover, temporarily
reduce raplid monetary expansion.

Program Impacts

In a volatile situation such as that experienced in El Salvador during the past
years, impact is more difficult to discern than in more peaceful circumstances.
Scmetimes, several investments were required when infrastructure was destroyed
repeatedly. And it is not just the added costs for raplacement, but also the
loss of earnings because the facility was integral to production. The
destruction of power lines and transformers is a case in point. Too, an
important factor in the early years was the discouragement felt by some
entrepreneurs and their subsequent. abandonment of eatevrprises. For those that
persisted, survivsl was indeed an impact, but one that is difficult to measure.
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Nevertheless, the Mission has realized some important impacts, especlally
during the last two years. There are definite signs of progress: light
industry is increasing its production, some businesses are operating at a
higher level, and, although slow, agriculture has improved its output.

1. Potential Service Sector Impacts

As the descriptions of the violence and the earthquake suggest, the highest
investment within the USAID/E1l Salvador portfolio was for community and
urban development, largely the construction and reconstruction of
infrastructure: almost 37%Z. (Table IV.4) This service sector received
greater local currency assistance from the middle to the latter part of the
period when it was possible to build with some confidence, as well as in
replacement of the earthquzke ‘ravaged structures.

Table IV.4: Percentage of Local Currency Programmed,
FY 1983-1987, by Sector, inm El Salvador”

Sector Percent
Agriculture/natural resources 9.83
Housing 14,57
General education 4,60
Health/social services 3.27
Water/sanitary systems 3.62
Transport/roads, trails, bridges 2.30
Community/urban development 36.70
Business and industry 14.39
Civic improvement/democratization 1.67
Disaster relief/services 0.82
Unspecified GOG budget support 8.23
TOTAL 100.00

*  The sector uses include all public and private channel activities intended to

benefit the sector, including credit lines, training, agency improvement, and
the proportionate share of operational and program expense costs.

The Table IV.4 sector categories included all of the programmed funds that
could be directly or indirectly attributed to them; agriculture, for
example, includes direct assistance, public entity strengthening for it,
agribusiness, training, credit lines, and its proportions of the operatlons
and program expenses due to that sector. While some of these necessarily
involved estimates, they give a more complete picture of the investmeut in
each one.
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Tousing was the secoud largest service sector among those funded, again, not
a surprise considering the circmumstaunces. As more and movre of the country
i3 freed from violence, that investment must he continued, probably even
increasing its five year 15Z, especlally for rural and small town

reconstruction.

Business a4ad industry was in third position with just over 14%; a very high
proportion of this occurred during the last three years. Increased safety
and a wider geographic area enabled this important financing.

Figure IV.C: Percentage of Local Currency Uses by
Service Sectors for El Salvador for FY 1983-1987
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Agriculture with nearly 10% and GOES budget support with 8Z, followed in
relative importance across the period. All of the others, although small in
percentages, were vital to the safety net of social services and living
conditions. Thelr proportional contributions are easy to discern in Figure
IV.C. Note particularly that transportation, iancluding roads, was smaller
than in the other countries, due primarily to the inability of access
because of the violence.

As a generality, the USAID/El Salvador service sector components for the
period were ahout as would be expected from the circumstances. They varied
from those in the nations less torn by violeance. They reflect two overall
programming principles: what had to be done for survival and what could be
done within the limits of the situation.
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2. CAI and Mission Objectives

Despite the circumstantial difficulties, the USAID/El Salvador portfolio
addressed all the Central American and Jackson Initiatives, as well as its
own Action Plan objectives. These were not necessarily in the proportions
stated as goals, e.g., 50% to the private sector, but tliey approached the
goals. The emergencies precluded absolute adherence to general quantity
specifications given for Missions worldwide.

The Mission's records of objectives addressed within its operations, by year
and sector, were as follows:

Sector 1983 1984 1985 1986 1987
Public 9 6 3 4 1
Mixed 0 3 2 3 3
Private 10 8 5 4 3

The smaller numberg across time do not necessarily reflect differences in
attention to a sector, rather, they primarily denote the integration of
several activities, or projects, into a more unified approach to ’
programming. The El1 Salvador configuration is that common to the other
¥issions In Central America.

The basic objectives received the attention possible:

e Measures to prevent further economic destablization were taken; some
recovery efforts were made.

e The private gsector was aided substantially; while somewhat less than
anticipated, the long term investments in credit lines, training, and
technical assistance will have positive effects..

e A safety net of social services was maintained within those areas
amenable to the work.

e The benefits from the local currency funding were spread quite widely
among the income levels of the population; these tended to favor the
metropolitan area but for much of the time, that was the only regioa
that could be served.

Efforts toward increasing the production and export of non-traditional crops
received considerable impetus. The ground work was laid for future

results. Some growers, including those in the agrarian reform sector, have
made excellent progress; several companies aiding them through technical
assistance, processing the crops, and exporting the products. The prospects
are optimistic.
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3. Examples of Beneficiary Impact

Many of the impacts described herein are impressive in and of themselves;
they are even more noteworthy considering that much of the progress was
accomplished during the past three years. As with most country programs,
all of the impacts cannot be described for El Salvador in the limited
reporting space. The examples provided, then, while among the more
successful, are but an 1llustrative indication.

The misfortunes of the agriculture sector have been fully stated earlier in
this report. Desplite the problems, the exigencies of increasing
agricultural production have led the Mission to exert a considerable effort
in the remediation of problems and the construction of a firm base for the
future. '

Agribusiness

Trophy de El1 Salvador, a subsidiary of a Texas company, has invested a
half million dollars in the canteloupe production and export business,
and is adding $1 million more. While its sales figures were not
released, it has already created 150 direct jobs and 630 indirect
positions.

Papaya, Inc., already exports peanuts, cashews, and snack foods to the
United States. It has helped small farmers plant hundreds of acres of
papaya and pineapples, and as these go into production for export, over
500 farm laborers and 80 processing/transportation workers have received
employment.

The first yvear of operations of a shrimp growing group resulted in
$51,000 in product to the US. The forecast for the present year is at a
half million. Over 10,000 man days of lahor were utilized in the
preparatory stages, and much of that will be maintained annually.

Quality Foods, a Salvadoran corporation, is a stellar operation in two
ways: it has for three years exported frozen okra and some other
vegetables to the United States and made a profit; second, almost all of
its production is on agrarian reform cooperatives' land where, through
technical assistance, the company has succeeded in helping these farmers
make a profit by growlng the vegetables.

The El Salvador Mission officers know that Salvadorans have a high
reputation for hard work, and they recognize that the way the land reform
was conducted was counterproductive: land without training and technical
assistance to persons who had never managed their own production. USAID
has, therefore, invested heavily toward the remediation of the problems.
Two of its major efforts were:

Land Titling

Earlier, and still true today for many cooperatives, the government owns
the land and manages it. Little progress was noted. The Mission
programs emphasized the titling aspect, expecting it to have salutory
effects on investment and production. By mid-1987, 233 of the 317
cooperatives had received land titles in the Phase I program.
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Land in the Phase III program was granted to 48,000 individuals. With
strong policy modification and funding inputs from USAID, the controlling
organization has now issued more than 26,000 titles, allowing collateral
possibilities for lmprovements and working capital loans.

The Mission 18 also working hard to sme that management skills are taught to
the agrarian reform participants. It has assisted the government agency to
upgrade 1ts own services and, through a local contract, has directly
furnished training in production, accounting, and farm management to a
sample of the cooperatives.

Education in E1l Salvador has, untll recently, been considered as a luxury
for the general population. Its literacy rate was cited by a 1960 World
Bank report as 32Z, almost all of that in the urban areas. The 1970
Salvadoran statistical reports gave 46Z, but many professionals doubted that
figure. ‘The latest IDB report listed 662 and narratively credited the adult
programs for the rise. In any event, a nation that expects industrializa-
tion to revitalize its economy must make prodigious efforts, not only in
literacy, but also to have high percentages its population enrolled not just
in primary but also in secondary and post secondary education. Certainly
during the war years, that was not the case.

In recognition of the need for industrialization - a large population on a
small space — USAID has worked hard on a major effort, revitalization of the
school system. For various reasons, the mailn project was delayed but
several parts of it are now in full operation. Even with the slow start,
progress can be recounted.

205 new classrooms constructed.

406 classtoom reconstructed/repaired.

Maintenance programs established and equipped in 850 communities.
Trained 28 teams for major school repairs.

Printed 2,000 school maintenance manuals.

Provided student desks and chairs to all of the bullt/repaired schools.
Publighed, and mostly distributed, 300,000 primary textbooks.

Trained 7,902 teachers to use the texts.

Constructed/added facilities for 3 regional office/training complexes
in the decentralization component and provided furniture, equipment,
and transport.

A second project, USAID cooperation in the National Plan, has also been a
direct benefit to education. In it, the communities must participate
actively, providing land, labor, and some of the materials. The project
furnishes the technical advice, planning, some materials, and through its
employment generation objective, some wages for the labor. A new project,
it has nevertheless been of enormous assistance to rural areas, agrarian
reform communities, and small towns. In education, directly, it has: 293
schools amplified/repaired/or constructed. These staud as a major advance
for the outlying areas of the country.

The CAPS program in El Salvador 1s also having a substantial impact on the
educational system by providing short and long term training. It has not
vet been evaluated and the totals of tralnees separated by sector. However,
just the number of educators sent to New Mexico State Unilversity for

upgrading in the program conducted in Spanish there, guarantees effects,
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particularly on school administration and curriculum development. Health
and sanitation conditions in rural El Salvador were never adequate. The
violence further deteriorated them. The implementation of pro-health
projects includes:

» The Urban Housing Institute has installed potable water systeus in 43
comnunities, benefitting 764 families.

e It has also provided sewage disposal in 17 communities for 1,188
families.

In addition, the National Plan project has added to those totals:

% 179 newly constructed or rehabilitated potable water
systems.

Since these are self help activities, the communities have also gained in
employment and in learning how to help themselves. These infrastructure
activities are vital to improved health conditions.

Much of the rest of the health portfolio has gone for emergency support
activities: medicines, equipment, and supplies; staff training, partly in
conjunction with other donors; child survival programs; direct assistance to
displaced persons and their later relocation; and an emergency program to
eliminate malaria and dengue fever.

The recent major thrust to help develop private business and industry has
required a considerable negotiation and policy dialogue, but it is finally
functioning. One of the principal efforts was that of providing specific
credit for the important operations:

General industry

Special reconstruction

Coffee. renovation
Rehabllitation/reconstruction of industry
Export funds and services

These will have a stimulating effect on industrial progress and on exports.
Two regional credit programs were also established, one for the Central and
another for the Eastern regions.

Small busiunesses, too, are assisted. Under a project begun by the
International Development Bank and continued by AID, more than 100 small
business have bee . established or rehabilitated through 2 program of
training coupled with credit. The number of enterprises helped is expected
to doutle this fiscal year.

Democratization activities are of major concern in El Salvador and the
Mission has responded rapidly and effectively. It helped set up a system
for accurate registration of voters and for balloting in the last election.
Widespread publicity on the systems aided in obtaining the high voter
turuout, despite the threats against registration and voting.

The unwieldy and painfully slow justice system in the country, as well as

many stories of corruption and injustice, brought the Mission to begin a
Judicial Reform project:
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A strong and effective judicial system is key to the strengthening of
democracy. Considerable progress has been made toward improving Salvadoran
judicial administration through a program in 1987 financed from local
currency resources. Seventeen public defenders were funded in the Solicitor
General's office to defend low income individuals charged with offenses.

The additional staff members were able to increase the number of
consultations from an average of 349 per month to 609. Approximately 5,290
people were attended and 1,304 new cases initiated. As a result of the
consultacion or through speedy trial, 234 persons were either released or
found not guilty. These bhenefits were attained in a three moath period!

The program also contairs components thst will ultimately be far reaching
within the system: Revisory Committee for Salvadoran Legislation, a Judicial
Protection Unit, a Commission for Investigations, Judicial Administration

"and Training. The system is developing so fast that the government has not

been able to house the additional services; to avoid delays in
implementation, USAID furnished a tent for its public defender program.

These are only a few examples but they 1llustrate the intensity and
effectiveness of the programs funded wholly or in part by local currencies.
The flexibility that exists in this type of funding allows, generally, for
more rapld initiation and thus execution of projects.

Program Activity Parity with Needs

Necessarily, the report on the USAID/El Salvador uses of local currency has
described conditions that influenced the programs instituted on behalf of
the country and its people. Brief reiterations are given in this section.

Infant mortality rates are very high and were even higher in El Salvador;
the Mission has attacked the problem directly through its PL 480 Title Il
feeding program, through its child survival project, and via health
strengthening projects in potable water and sewers. The displaced persons
activities have given further assistance, as has the Mission's malaria and
dengue fever projects.

Although the indicators are disputed, the years of violence have damaged
education, not only because children could not go to school but also because
school buildings were decimated. The Mission has embarked on strong plant
construction and repair, on the provision of school furniture and textbooks,
and on training administrators and teachers, together with maintenance
activities for the builldings and equipment.

Agriculture growth rates have been negative for some years; the emph:zsis
given in this Mission's programs are already having a salutory effect, as
well as helping increave incomes through the introduction of
non—traditiional export crops.

Manufacturing was stagnant; the industry investments and training, plus
credit lines, have begun to revitalize the sector. The problems of justice
in El1 Salvador are well known. The Judicial Reform project, plus the
efforts made to ensure free electlons, have had an impact.

In summary, the USAID/El Salvador local currency portfolio has addressed the
most urgent needs - in the face of war and natural disasters.
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5. Impact on the Host Country Budget

Most officlals would not hazard a guess on the percentage of impact of the
local currency programming on the national hudget. Two gave estimates, both
in the neighborhood of 5%, but they confessed that these were guesses.
Certainly, the combination of local currency and dollar denominated funds
has made it possible for the government to continue in operation through the
stabilization activities of the Misaion - even with that help, the nation
faces major debt repayment problems. It can be said with confidence that
many of the projects conducted by the Mission would simply not have been
done without the assistance, including that of the local currency resources:
school construction and furniture, textbooks, most of the potahble water and
sewage gsystems, financlal assistance to the private sector, much of the road
and other transportation rehabilitation. Quite obviously, the reforms to the
Justice system, the systematization of the elections process, and help to
the displaced persona would not even have been considered.

As with the other countries, the study team recognized the problems involved
in determining impact on the national budget. It concurred with the Mission
and government officials that without the local currency funding, the living
conditions in El Salvador would have remained intolerable, very likely
contributing to the continued success of the rebels with the population,
especially in the rural and small town areas. The nation, as a beginning
democracy, probably owes much of its existence to the US programs.

4182D/3.88
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V. GUATEMALA

Guatemala 1is the largest Central Americon nation in extension of land but its
population density 13 less than that of El Salvador, its neighbor. It 18 also
bordered by Belize (which it claims), Mexico, and Honduras. Its territory ranges
from sea level to some of the highest mountains on the isthmus. Much of the
luwlands are too dry for continuous cultivation, but irrigation, the warm climate
and relatively gcod soils allow for double cropping. Some of the mountainous
terrain is too steep and has thin solls, limiting agricultural production to less
inclined valleys and terraced land. Too, rainfall, although sufficient in spring
and early summer, 13 nearly non-existent during the other seasons. The climate is
temperate, allowing for a wide variety of crop and fruit production.

Guatemala 18 also divided between the mestizo and Hispanicized Indians on one hand,
and those indigenous, mostly in the mountains, who cling to their languages, dress,
and traditions. Communication 1s quite difficult with older members of the tribes,
but bilingual education is helping create youth who can speak Spanish.

Just as was the case with two of its neighbors, Guatemala has had difficulty in
maintaining a democratically elected civilian government; often during this
century, the military governed the nation. Problems developed between the military
and the man who was president at the beginning of the study, and he was ousted. A
civilian president 13 now in office, avparently enjoying general confidence of most
segments of the military and business groups.

The nation's econnmy has had a sporadic history in recent decades. During the
strong Central American Common Market period, agriculture and industry made some
positive pvogress. Tourizm, too, began to flourish with the wider publicity given
to Tikal, other ruins, and the picturesque Indian mountain areas. With the near
dissolution of the Common Market near the end of the 1970s, renewed government
interruptions, and some disfavorable private sector laws, the economy declined
substantially. At about that time, petroleum products rose in price while coffee
and sugar declined. 7The combined effects caused greatly reduced government
investment in infrastructure and services, causing further problems. The unrest
discouraged tourism. Rebels began strong activity at about the same time and
although they have never held any great portion of the territory, have by sporadic
attacks and terrorism caused internal defense costs to rise and investors to use
great care in expensive operations.

A. Finance for the USAID/Guatemala Programs

Concerns about political problewa, despite the Central American Initiatives,
relegated the Guatemala AID program to a very low level in 1983, the beginning
of tha study period. Negotiations had for some time been conducted on a
bilingual education program and some activities had taken place. A few other
projects, rather modest in funding, were in place. The overall picture was
mostly one of discussion on policies.

1. The Financial Picture for the Period

As noted earlier, the 1983 portfolio contained relatively small sums in
developmeut assistance dollar denominated funds. (Table V.1) The food
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assistance program contribution in local currency was zero and only a small
Economic Support Fund, equivalent to $10 million dollars, w-s app.oved and
programmed. The total assistance was $36.7 million.

The dollar denominated and local currency funding plummeted to less than
half its 1983 level in 1984, aggregating to caly $15.7 million. ESF was
eliminated, but there was a small sum in PL 48( generatal local currency.
The dollar denominated funds, too, were slashed.

Conditions improved and some of the negotiations bore fruit in late 1984, so
that the 1985 ccmbined program increased three fold, $93.6 million. Local
currency and dollar funds grew by about the same proportions as did the
overall program funding. Increases were evident during each of the last two
years for the overall funding but the dollar component decreased while the
local currency equivalent in dollars rose to more than $124 millicn by 1987.

Table V.1: Local Currency (in US$ equivalents) and Dollar Programmed Funds,
USAID/Guatemala by Type, Source and Year
FY 1983-1987*

(us$ 000)
Typ<.oource 1983 1984 1985 1986 1987 TOTAL
Local Currency a
1, ESF 10,000 47,350 90,750 148,100
2. PL 480 Title I 6,644 18,635 15,580 20,900 61,759
3. Section 416 7,900 12,600 20,500
Total Local Currency 10,000 6,644 18,635 70,830 124,250 230,359
Dollar Denominated
1. Development Assistance 22,311 4,500 58,033 36,881 34,870 156,555
2. PL 480 Title I 4,375 4,600 4,396 5,467 8,492 27,330
3. Projectized 12,500 500 18,545 31,545
Total Dollars 26,686 9,100 74,929 42,848 61,907 215,47C
GRAND TOTAL 36,686 15,744 93,564 113,678 186,157 445,829

* These quantities do not include CUP amounts.
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Most of the increase in the 1986 and 1987 local currency amounts came from
ESF. PL 480 decteased and rhen increased slightly in the last vear. (Also
see Tabhle A.4, Annex A, for more detalls on the type of funding that was
available.) It is also important to notice that the projectized fuads
varied a great deal during the perlod, related by Mission officials to the
need for more control than the local currency arrangements afforded.

The discussion of the variations is much easier to comprehend from Figure
V.A, which graphically portrays the local currency to the dollar denominated
funds. The differences obvious in that illustration, coupled with the
variable amounts shown in Table V.1, show the thrusts initiated oance the
political situation appeared to be reasonably stable.

Figure V.A: Relative Proportions of Local Currency and Dollar
Funding in the Guatemalan Portfolio: FY 1983-1987
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Public and Private Sector Investments

The total local currency investment during the five years was jnst over $216
million when operations and program expeuses, and the Currency Use Payments
are ignored. Of that sum, the public sector received slightly more than
$119 million equivalent, 90.7%, far more than in any of the other

countries. The details by source and year are displayed in Table V.2 and
the graphic 1llustration is given in Figure V.B. The amounts varied from
zero (1984) to a high of $16 million in 1987; the other three years
contained only modest amounts for p-ivate sector development.



-72-

Table V.2: Local Currency Utilization Programmed Punds (stated in US$ 000)
by Source, Sector and Year, USAID/Guatemala, FY 1983-1987

Source/Sector 1983 1984 1985 1986 1987 TOTAL
1. ESF
a) Public sector
Straight public 8,000 46,248 71,300 125,548
Pags to private 2,000 352 2,352
b) Private gector 13,700 13,700
¢) USAID '
OE . ‘ 750 5,700 6,450
Program
Total ESF 10,000 47,350 90,700 148,050

2. PL 480 Title I
a) Public sector

Straight public 6,317 16,438 14,360 17,536 54,651
Pass to private 1,265 400 2,320 3,985
%) Currency Use Payment 332 932 82n 1,044 3,128
Tora2l PL 480 Title I 6,649 18,635 15,580 20,900 61,764

3. Section 416
a) Public sector
Straight public 3,320 12,600 15,920

Pass to private

Total Section 416 3,320 12,600 15,920

GRAND TOTAL 10,000 6,649 18,635 66,250 124,200 225,734

Mission officials noted that the very deteriorated state of the public
sector, cumulated for several yzars, mandated that a high proportion of the
funds be invested there. Further, they stated that the private sector hac
suffered much less during the decade, and that the incireases for the public
sector were necessary before heavy investment in the private sector would
pay dividends. By 1987, conditions were heginning to show enough
improvement so that funds for the private sector could be usefully
increased. T.: Mission was convinced, however, that continued funding fo.
the public sector was necessary to the economic recovery of Guatemala.
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Figure V.B: Amounts of Local Currency (in US$ Equivalents) by
Recipient/Ultimate User Sectors, FY 1983-1987
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As will be shown in the impact section of this chapter, the public sector
investments concentrated on infrastructure. Irrigation dams and systems,
roads and other tramsport activities, and comnunity/urban development
consumed high proportions of the funding by local currency. The dollar
denominated funds were similarly programmed. The intent, them, was to
reconatruct/construct that infrastructure necessary to enable the economy to
function adequately. )

Projected Avcilabilities of Local Currency

The anticipated local currency funds for 1988 through 1992 are contained in
Table V.3. The total is forecast to decline from a 1987 high of more than
$230 milliorc to $98.4 million in 1988, then slide downward to $33 million by
1992. Probable Development Assistance and other dollar denominated funds
were not provided, so no absolute level of program assistance can be

indicated.

The fuuds accruing from PL 480 over the next five years are in a quite
different pattern from the other three countries examined. Instead of a
general decline, the 1987 level will dip only about 10% to $18 millionm,
remain there through 1990, and thea rise again to the 1987 level and above.
No explanation was given for this differing configuratiou.



Table V.3: Projected Local Currency Avallabilities for Guatemala
by Source and Year, FY 1983-1992 (US$ 000)

Source 1988 1989 1990 1991 1992 TOTAL

1.

2.

3.

ESP 75,400 69,000 40,600 20,000 10,000 215,000
PL 480 Title I 18,000 18,000 18,000 22,000 23,000 99,000*

Section 416 5,000 5,000

-

TOTAL 98,400 87,000 58,600 42,000 33,000 319,000

This includes Section 108 (sugar quota offset) funds of $4,500,000 for each of
the three years 1988-1990, &5,500,000 for 1991, and $5,750,00 €or 1992.

The ESF monies, however, will decline markedly as was predicted for the
other Central American countries. The 1988 amount was se%: at $75.4 million,
down from $90 million in 1987. UDuring the rest of the period, the drop is
dramatic, ending in 1992 at $10 million. That would calculate to only ahout
9% of the 1987 ESF amount. Obviously, with these declines, as noted in the
other country chapters, the differences in local currency must be
accompanied by rather radical planning processes by the host government and
by USAID since local currencies have been considered Guatemalz owned and
available for joint programmiung.

Program Operations and Management

The principally responsible office in the Government of Guatemala four the
programming and management of local currency proceeds i1s the Directorate of
External Finance (DFEP) in the Ministry of Public Finance. This 1s the main
point of contact, and major source of information and report for USAID. This
organization plays much the same role as the Office of the Technical Advisor in
Honduras which is also in the Ministry of Finance or the External Financing
Secretariat (SETEFE) in the Planuing Ministry of El1 Salvador, both described in
previous chapters. The key element in the programming and management of the
local currency is that all expenditures mus* be included in the natiomal
budget. The funds themselves come from the special account in the Central Bank
to which depusits are wade in Quetzal equivalent to the dollars made available
under the loan and grant agreements.

1. Economic Support Funds

Various line items in the budget are ldentified as eligible for financing
with ESP local currency. The DFEF uses the budget to prepare a list of
activities proposed for flnancing which is transmitted to the USAID,
specifically to the USAID Program Office. The Program Office prepared a
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draft Letter of Implementation (PIL) showing which activities the USAID is
prepared to approve and in what amount. This draft PIL 1s circulated to all
USAID offices staff and line for comment and for proposed additionms,
deletions, or changes. The Program Office reviews the input from other
offices, reconciles them, and brings in the top management of the Mission
for decision making as necessary.

The approved list is then further discussed with DFEF until a mutually
agreed list of activities is developed. This list is formally approved by
the finished PIL transmitted to the Ministry of Finance. This PIL also
approves the transfer of funds from the Special Account in the Bank of
Guatemala to the account of the National Treasurer.

It would appear that the programming exerclse is one in which the Government
of Guatemala proposes and the USAID subsequently approves. This 1s only in
appearance. In the original agreement are established the priority uses of
local currency. In the 1986 agreement, for example, emphasis was placed on
agricultural production of basic grains and export crops, infrastructure in
rural areas supporting production such as access rrnads and small scale
irrigation, training and technology transfer for l.ower level economic groups
and industrial production in small and medium entorprises. By a separate
exchange of notes, the eligible executlng agencies were identified at the
sub-department level, but without specifying amcunts. This last was done in
the process described above.

Moreover, the technical officer in USAID, as in the other Missions covered
in this report, maintain close contact with theilr sectoral colleagues in the
GOG, and the budget 1list received contained few surprises.

However, the Guatemalan ESF program 18 relatively new and processes are (
changing. A new programming concept 1s now being introduced to bring the
USAID into the programming earlier and to emphariize the mutuality of the
program process. The Program Office malutains a "register” of development
proposals prepared in the various USAID offices. As the time for
negotiation of a new agreement approaches, these proposals, in a ser‘es of
meetings chaired by the Program Officer, are used to prepare a USAID
proposal for a "Conme Development Budget.” This is the development budget
which has the highest priority but, at the same time, cannot be funded
within 909 budget limitations. Tue 909 institutions are doing the same
thing. During the negotiations on the ESF agreement, the Cone Development
Budget is also agreed and becomes the basis of the detailed 1list which DFFu
will submit for later year budgets. This systen is introducing Into
Guatamala the programming from the bottom up which bas already been notced 1

other countries.

The implementation by the GOG of the funds approved by the USAID for
specific projects follows standard GOG funds management procedure but with
the introduction of two additional elements. For most projects, a Rotating
Fund is set up from which disbursements are made by checks drawn by the
National Treasury or to which reimbursement are made by the Treasury.
Moreover, DFEF has been added to the process and reviews all
purchase/payment requests submitted by executing agencies, approves them and
sends them on to the other Ministry of Finance offices (budget, accounting,
treasury) for approval and processing. This permits DFEF to carry out two
of its other main responsibilities, monitoring and reporting to USAID.
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Monitoring is carried out by DFEF by review of expenditures. Two
recommendations for improvement are now under consideration: strengthening
of DFEF data processing capabliity and more frequent meetings with the
USAID. Within the USAID, monitoring responsibility is shared between the
Program Office and the Controller. The Controller has prepared a first
design of a report on ESF, agreement by agreement, that will serve as a part
of the local cucrrency Management Information System of the USAID. A
recently establighed FSN position in the Program Office will support
coordination of physical monitoring of projects by the technical offices.

In addition ton adding a FSN position for financial monitoring, the
Controller proposes to use Trust Funds to contract for audit and evaluation
services of local CPA firms.

Based on the ESF Agreement signed with GOG in 1986, the Mission entered into
a trust fund (deposit account) agreement with the GOG on June 6, 1986, which
was amended on April 13, 1987, to use local currency funds deposited into
the US Disbursing Officer Account for operating expenses (both USAID and
ROCAP), technical support, audits, and support of private sector project
activities.

The Operations Expense Trust Fund Account allows the Government of Guatemala
to share the cost of maintaining the AID Mission in Guatemala. The present
0.E. Trust Fund is governed by the Separate Deposit Account Agreement. In
general, the O0.E, Trust Fund is used for the same general purposes as the
Mission dollar appropriated Operating Expense funds and will comply with
regular Misslon clearance processes. Nevertheless, the general risk will be
tthat this account will only be used to purchase locally supplied goods and
services (i.e., for payments in Quetzales only).

This account is managed by the Controller's O0ffice. After funds are
deposited into the US Dishbursing Officer Account, they are obligated using
standard AID documentation, e.g., purchase orders, travel authorizatioms,
contracts. The 0.E. Trust Fund 1s an integral part of the annual Mission
Operaiing Expense Budget and clearance c¢f funding documents follows normal
Mission procedures. These trust funds are incorporated into the Mission
Opetating Expense Annual Budget which is approved by AID/W. The O0.E. Trust
Fund does not represent additional funding over and above the approved O.E.
level for the Mission.

Any non-expendable property purchased with trust funds will be titled in the
name of the host government and should be so identified in the property
records and on the individual items.

The Technical Support Trust Fund will complement the Mission's Program
Development and Support funds by financing technical and support services
provided by Guatemalans and international personnel to cover local costs of
conferences, studieg, workshops anda other appropriate USAID program or
project related activities.

The Technical Support Trust Fund 1s coordinated by the Program Office and
implemented by other Mission Offices in the same way that DA funds are
utilized, managed and approved to support similar activities.
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"Local Currency Trust Fund/Technical Support "und” should be written in
block 4 of a PIO/T or PIO/C, and bhlock 16 of a PIO/P. There should be no
reference to "PD&S" or other language that may be confusing in determining
the origin of the funds. The PIO/T, PIO/P, or PIO/C must be cleared by the
originating office as well as the Controller's Office, Executive Office,
Project Development and Support Office, and Program Office prior to
submission to the Mission Director or Deputy Director for final approval.
The facesheet must be accompanied by a budget, scope of work, and other
required supporting documentation.

As stated in General Policies and Procedures on Lucal Currency Programs, as
a matter of AID policy but not law, the Mlsseion will apply the FAR and AIDAR
to any contract performed by the Mission with such funds, pursuant to part
701.372(A) of AIDAR. However, as was also pointed out in this same section,
the Mission Director may authorize a deviation from this policy if it is
deemed essential to effect necessary procurement and when special and
exceptional clrcumstances make such deviation clearly in the best interest
of the U,S. Government.

The Audit Trust Fund will support the Mission's oversight responsibility for
all local currency programs in Guatemala including ESF, PL 480, and Section
416 programs. These funds may be used for contracts with either private
accounting/management firms in Guatemala, or personal services contractors
to carry out the Mission's responsibilities for local currency activities.
This fund 13 not meant to subsitute for principal post-audit responsibility
which is vested in the GOG under the terms of the ESF and PL 480 Agreements,
but is meant to supplement the GOG's efforts. This fund is also not meant
to finance those audits which sl.o)d normelly be included in each project's
financial plan.

Requests for audit coverage will be directed to the Controller's Office,
which will be responsible for preparing the required documentation and
monitoring performance. In addition to specific requests, an annual
schedule of random audits and/or financial reviews will be developed and
implemented by the Controller's Office, with Mission management concurrence.

In order to permit management by the JSAID of projects in support of Private
Voluntary Organizations or other Non-Government Organizations, a Private
Sector Trust Fund has been proposed. However, agreement between the USAID,
AID/W and the GOG on the establishment and procedures of this Trust Fund has
not yet been reached, and, as a consequence, implementation of certain PVO
activities has not proceeded.

PL 480 Title I and Section 416

For PL 480 management respongibilities an In-Country Policy Group has been
created consisting of a representative from the Office of the Agricultural
Attache in the Embassy Ecouomic Office and the Chief of the USAID Office of
Rural Development. This group is chaired by the U.S. Ambagsador or his
designee., The following is quoted from the Mission Owrder of November 23,
1987, on the Management of Local Currency Funds.

"In the use of any sales proceeds generated by PL 480 Title I and Section
416 Agreemer.ts, emphasis will be placed on the use of such proceeds for
purposes which directly improve the lives of the peorest and their
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capacity to participate in the development of Guatemala. Greatest
emphasis is required to use such proceeds to carry out programs of
agricultural development, rural development, nutrition, health and
population planning, while also focusing on special areas such as support
for pest eradication/control and quarantine development implemented by
and which benefit both the U.S. Government and the GOG. The final plan
for programming of such proceeds will be approved by the GOG/IPG (in
close coordination with the Mission Local Currency Committee).
Monitoring of specific activities financed by local currency generations
will be the responsibility of the agency (USDA or AID) or originally
proposing the project.”

As a matter of practical fact, a substantial change has occurred in the
programming of PL 480 generated funds. In 1984, uses were furmaily
negotiated at Ministerial Level with the Ministries cf Finance, Economics,
Agriculture and the Central Bank. In 1985, the negotiating level dropped
down to Vice Ministries. For 1986, 1987, and 1988 programs, negotiating the
uses that are included in the agreement were and are at the working level
and programming Ly tihe "bubble-up” principle is more apparent. Negotiations
generally start in November: hence the 1988 PL 480 agreement will probably
be signed at the end of May or in early June, like the previous agreement of
1986 and 1987.

In both 1986 and 1987, Currency Use Set Asides were provided for but as
already noted, these are not country owned local currencies. In 1986, local
currency usc were described gemerally in the agreement ard later developed
in wore detail. In 1987, a fairly detailed list of uses was included in a
separate llemorandum of Understanding.

Implementation generally followed the system described for ESF funds.
Proceeds on local currency are deposited in a special account 1in the Bank of
Guatemala (Central Bank). These funds are then transferred to a Natiomal
Treasury Account denominated as the PL 480-86 on PL 430-87 account. The
DFEF then 1ssues instructions to the executing agencles as to how to process
expenditures through DFEF, budget, accounting and treasury using the
purchase order/payment order documentation.

The system also produces the monitoring and financial data transmitted to
USAID. The USAID Rural Development Office supplement report received with a
proposal of physical observation of project progress.

It should be noted here that a system for passing funds to private entities
has been worked out for some PL 480 local currencies using local umbrella
organizations as pass-throughs.

As far as the USAID ability to provide financial oversight, tir2 Controller's
current schedule of quarterly financial reports seems quite adequate in that
it covers all local currencies, ESF, PL 480 Title I and Section 416. 'The
proposed use of local audits uader contract will strengthen this oversight.

Program Impacts

Most of the precject activities funded with local currency in Guatemala are
relatively new, having been put into operation in the last three years. Some
kinds of impacts are evident very early in a project's life but most take some
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time before thuy can be measured. Evaluations, too, are seldom conducted
during the early perici of a project, and that was the case in Guatemala. For
this reason, the study team spent more of its study time on field trips,
directly observing early effects from infrastructure and exploring poteuntials
with the beneficlaries and the implemeating agencies.

1. Potential Service Sector Impacts

The early discussions on the problems that had accumulated in Guatemala,
emphasizing neglected infrastructure, and the USAID responses, are borme out
in the distributio:. of the local currency programming among the service
sectors. (Table V.4 and Figure V.C) Nearly a fourth of those resources was
invested in community and urban development, almost entirely in
infrastructure. Further, that proportion was nearly constant across the five

years.
Table V.4: Percentage of Local Currency Prggrammed,
FY 1983-1987, by Sector, in Guatemsala

Sector Percent
Agriculture/natural - :sources 21.96
Housing 5.74
General education 7.25
Health/social services 5.00
Water/sanitary systems 5.14
Transport/roads, trails, bridges 13.15
Community/urban development 24,33
Business and industry 12.53
Civic improvement./democratization 3.59
Unspecified GOG budget support 1.39
TOTAL 99.99

*  The sector uses include all public and private channel activities intended to

benefit the sector, including credit lines, training, agency improvement, and
the proportionate share of operational and program expense costs.

Agriculture was a close second, accounting for almost 227 of the
investment. Infrastructure was important in this sector also, but many
other capacity building activities were undertakean, especially those of
strengthening vocational and university agricultural education. Much of the
expenditure in this sector occurred dvring the 1985-1987 assistance
concentration time but some wovk was carried out during the first part of
the study period.
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Transportation, primarily an infrastructure investment, was considerad a
major base component to the other sectors. The 13% programmed for roads,
hridges, and repairs to existing structures, was large, but still more will
be needed. The study team inspected several access and farm to market roads
in one of the mountain reglons and was impressed by what had been attained
through a combined ministry and local community participation project to
bulld access roads. Much of the Zerrain was rugged and some heavy machilnery
had to be used; nevertheless, a large portion of the work was done by the
community people with simple tools. The labor aided in creating local
employment; the villages were made to feel responsible for the maintenance
of the road; and, in so far as the villagers were concerned, the sight of
the first vehjcle to ever enter thelr village was, they felt, a triumph
resulting from their efforts. Cowmunity development 1is almost always
agsociated with rural areas - even though the category in Table V.4 is
stated "community/urban” - but USAID/Guatemala, in conjunction with a PVO,
CARE, has been able to organize po:tions of the capital city into self help
groups accomplishing drainage, sewers, street paving, and sidewalks.

Pigure V.C: Percentage of Local Currency Uses by
Service Sectors for Guatemala for FY 1983-1987
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Pureent of Local Currency by Sactor

Business and industry accounted for almost 13% of the iavestments through
local currency, but, as was pointed out in an earlier section, the great
majority of the funds was prugrammed to strengthen the bases for this sector
rather than direct aid to it. The private sector had, in many ways,

maintained itself through the troubled times, but the infrastructures 2ud
mechanisns for further progress were in need of much improvement.
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Education, with 7.25%, stood next in order of programming. While the
statistics for overall educational achievement in Guatemala are among the
lowest in the region, the situation 1s actually far worse than the figures
portray because a large segment of the populatic.., especially the indigenous
peoples, participated very little in the educatinal system in the past.
Although in repetition, the bilingual education project and that for rural
schools generally, were important to broadening the education base in the
country.

Three service sectors — housing, health, and water/sanitation - each
received from 5 to about 67 of the local currency funds. Each had been
sorely neglected during the past, and the improvements, especially in the
rural areas and small towns, were overdue.

Civic improvement and democratization received assistance, too. While the
amount was not high in relation to the other sectors, the previous
discussion of political problems underlines the necessity of the activities.
It must also be mentioned that some of the other projects - rural roads,
urban improvement, small municipality benefits - added to the other
democratization work. Unspecified goverument budget support was the
smallest petceantage of the total program of any of the Central American
countries, barely 1.3Z.

Central American and Migssion Objectives

The very conservative program in the first two years of the USAID/Guatemala
activities was characterized as "holding the line” by investing only in
those elements that would provide a safety net of social services and those
seen as a base for future improvements. That 13, the Mission had adopted
special goals and objectives for the period. Subsequently. with a more
favorable political and developmental climate, the Mission was able to
address the CAI and Jackson Plan objectives more appropriately.

The last three years, and, in conjunction with the smaller program of the
first two, included projects that directly fit within the general objectives:

Broaden the benefits of development: the proje:ts for roads, potable
water, employment generation, education, health, and community/urban
development spoke specifically and successfully to this objective.

Provide a safety net of social services: those listed for the previous
objective appropriately addressed this impmortant goal; their double
function allowed for at least a basis for future developments.

Economic recovery and stabilization: this objective was included as a
part of many of the activities: road improvement and construction,
increased technical and professional education, and the overall
assistance designed to underpin private sector betterment. The Mission
emphasized that this objective was less urgent in Guatemala than in the
rest of Central America, but some activity was called for as an
improvement measure.

Democratization: although of major pctential import, this was difficult
to address In the first two years; the base broadening activities were
vital t: eventual improvement. Later assistance with the elections,
results of the CAPS program, and the policy dialogues all added to a
potentially strengthened democracy.
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The configuration of the activities in favor of the several objectives was
different from those in the other countries. The obvious change is within
the ways utilized to strengthen the private sector, almost all public sector
oriented. Another variatin is the relative proportions of the sector
investments, emphasizing infrastructure as a means toward the later
achievement of the CAI objectives.

Examples of Beucficilary Impact

One of the characteristics of the USAID/Guatemala program activities is that
they emphasize self help endeavors. An example of this was already
dicscussed previously as a part of the description of the road construction
and community/urban projects for improvement of towns and even the
metropolitan area. Wide paved highways are more visible than narrow gravel
roads in the countryside, but they are no less lmportant in achieving impact
for the people. The study team not only inspected some of these projects
but also attended formal meetings and interviewed many local residents on
this approach to developument projects. The team was convinced that an
important lmpact was belng engendered: poor residents had already
discovered that they could make a difference in their lives through their
own efforts instead of waiting for the federal agencles to come and help
them. Municipal goveraments were also beginning to adopt this idea.

This attitude does not happen accidentally; the personnel of.the
municipality davelopment and rural roads projects, and those of CARE had
carefully encouraged it. It stands as a major impact, one that will be of
importance for many years to come.

The rural roads project also utilized the self help provisions; the
observations showed some impressive impacts, particularly because of the
urgent nceds and the potentials for increasing agricultural production and
improved marketing.

Access Rosd to Chuacacay-Palara

This seven kilometer gravel road is now partially comstructed. It will
provide all weather access to five small villages in a fertile
agricultural zone in the mountains of Chimaltenango and will serve 800
residents. The village councils participate actively, acquiring land for
right of way (at their expense), planning and carrying out almost all of
the labor, and coordinating the work among the villages. Four of the
villages have never had vehicle access, the other only via a rough track
during dry weather.

The population of this area i1s 1007 indigenous, of the Cakclilguel
language group. The men dedicate their time entirely to farming and the
women to the making of ceramics. Education, including bilingual, has
been available only through the sixth grade; access to secondary school
was essentlally impossible, but now transportation will make attendance
possible. The residents formerly carried sick persons out of the area on
slings carried by men, a slow and dangerous task; rapid arrival at better
medicali facilities i1s now feasible.
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Rural Road Mejoranas—Parajbey

This gravel road of 8.2 kilometers will 1link six villages with the all
weather highway, and will serve 1,175 inhabitants, all Cakchiquel
Indians. This, too, is an agricultural area, producing temperate crops
(wheat among them) and a high volume of fruit (apples, pears, peaches,
plums). Since the fruit, especlally peaches, is perishable, the road will
materially aid the marketing. Already some farmers are increasing the
number of dairy animals from just enough for family subsistence to enough
for cheese production.

Mediterranean Fruit Fly Control

Guatemala 1s cooperating with the USDA on three important insect control
programs: the Medit..rdnean fruit fly, the Africanized bee, and the screw
worm. All three are vital to United States interests.

The fruit fly program is especially noteworthy because it is jointly
funded by the United States, Mexico, and Guatemala. All three
governments contribute expertise, advice, and materiel to the program.
The main approach 13 the vaising of millions of fruit flies, then
sterilizing them, and releasing them into the affected areas, to mate
with native flies, and thus reduce the effective population.

The operation 1s handled very professionally; the grounds and
laboratories are scrupulously clean and all the needed control measures
are taken. The production of flies for release is unusually high for the
relatively modest size of the operation. The release is handled with
acumen. The program is credited with the virtual elimination of this
dangerous pest in several parts of Guatemala and Mexico. When more
regources become avallahle, the eradication program in Guatemala can
become essentially complete, thus protecting that country, southern
Mexico, and guard against infestations into the United States.

Santa Apolonia City Improvement

This secondary city was nearly destroyed in an earthquake a few years
ago. International donors and the Peace Corps aided a great deal in the
reconstruction of the basic infrastructure: a primitive sewer systen,
streets (mostly gravel), the church, and many homes. The municipalities
project has now enabled the city council to obtain some of the materials
and planning assistance to allow it to construct a municipal hall,
meeting rooms for the community, complete the sewer system and improve
the streets, including paving some of them with blocks. The <ouncil
members with whom the team talked were eathusiastic about their
accomplishments and began immedlately to relate their plans for the
future. This city of 10,000 13 being transformed through USAID projects
and self halp dedication.

While these are but small examples of the work being attained by the
projects in rural rcvads ana municipal improvemen%, they are indicarions
of impact that 13 of preseat and future utility to the residents of the
areas. Food commodities from the Food for Work program are used in some
of these projects; since most of the participants are very poor, the
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improved nutrition is a major benefit. They will improve agricultnre,
health, education, business and, perhaps most importantly, a feeling of
participation in the democratic process, seldom experienced by the
indigenous and the other marginals in the Guatemalan population.

Education, as specified earlier, has been neglected in the nation,
especially schooling for the marginal populations. The record was never
good in some parts of Guatemala, and the mountain areas, that experienced
severe earthquake damage, had had little repair done on their schools.

An emphasis within the education project was on repair and
reconstruction, plus increasing the number of classrooms, in those areas
poorly served. The Minlstries of Education and of Communications and
Public Works collaborated on thls work and reported a cae year
achievement of:

e 190 new schools constructed
e 74 schools repaired
® 362 others received added and repa’+ed classrooms

In addition, in the GOG/IDB school project, for which USAID provides the
counterpart, 167 more schools were under coanstruction.

The USAID funded education project has also been active in upgrading the

quality of education in the schools, notaoly those in the rural areas and
samall towns. The Ministry of Public Finance reported, in addition to the
construction activities:

127,000 primarv textboo"s printed and distributed
283,000 workbooks prepared

16,500 curriculum guides issued

20 schools received furniture, supplies

For most of the children in the schools receiving materials, it will be
the first time they have ever had books ~nd supplies for study. For the
children, their pareats, and the teachers, these relatively inexpensive
supplies seem almost a miracle.

The health asctivities, including potable water and sewage systems, are
also making substantial progress for the short time the project has been
in execution:

e 21 water systems were completed, each for from 200
to 2,000 regidents

22 new systems were begun

3 new hospitals are under construction

5 hospitals are being repaired

11 rural health clinics are being built or repaired

While the numbers for the previous yeara were not available, 1f the
present pace existed tien, the total number 1s impressive.

In general, there were impacts already in evidence, and the projects
underway gave promise for many more. Those expected for agriculture are
expected to substantially raigse production and increase exports. Efficiency



-85-

raising activities with the government agencies, while only starting to have
an effect, can make decisive differences in the services to business and
industry, as well as to the sectors discussed herein.

Program Activity Parity with Needs

The Mission recognized that the few activities that could be conducted
during the firet cwo of the five year period did not address all the needs.
That simply wasn't possible at the time. The more vigorous last three
years' programming of local currency was much more productive in need
fulfillment. The overall picture, nevertheless, demonstrates some important
activities begun in remediation of some low socioeconomic indicators for
Guatemala.

Literacy (56%) and primary education enrollment (762) were the second lowest
in the region; secondary enrollment (17%Z) was the lowest. Furthermore, the
statistics for the rural and indigenous areas were far worse. The projects
in bilingual education, school construction and repair, textbooks and other
supplies, and teacher preparation, mostly conducted for these most needy
areas, are already making sizable impacts.

As one example of impant to need, it used to be extremely difficult to find
anyone in an Indian villoage who could communicate in Spanish. In an
inspection visit, the chiidren were observed to do very well in Spanish. A
mathematice class student was asked if he could recite the "times 3"
multiplication tables and he said, "In S: .uish or Cakchiquel?” The future
fr.r Indian participation in the economy aud political process 1is bright.

Life expectancy in Guatemala was listed by the World Bank at 60 years, again
the second lowest. The infant mortality rate was calculated at 65/1000, far
worse than Costa Rica with a figure of 19/1000. As with education, the
health statistics in the rural areas show the effects of the poor attention
to them. The past and present efforts, described in the previous section,
attest to the struggle to change these indicators.

An earlier exposition talked of the Mission decision to invest more heavily
in the public sector than in the private. In addition to their own
appraisal of the private sector status, some of the statistical indicators
suggest they were correct.

The per capita gross national product is figured at about $1,250, the second
highest 1n Central America. This amount 18 very uneveniy distributed.

While the Mission invested heavily in the public base for business,
industry, and agriculture, it also concentrated on the rural areas to assure
a greater benefit to that segment of the populace.

It must also be emphasized that wmuch of the infrastructure also was of more
benefit o the rural and small clty areas than to the better endowed
capital: rural roads, connecting 1li:ks between the secondary and major
cities, jrrigation, and the improvements for the small municipalities. The
Migs:ion was channeling the benefits to the sectors that most needed 1it.
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5. Impact on Host Country Budget

Across the study period, the local currency portion of the USAID portfolio
was a fractlion of a percent of the Government of Guatemala budget. That
should not be interpreted as "uaimportant.” Many of the activities carried
out by the projects funded ty the Lempira accounts would not have been done
otherwise. Government priorities (including heavy investment in iaternal
defense and concerns with the Salvadoran rebels), placed the money
elsewhere. A simple 1listing of the activities that would not have been done
include, certainly, the following:

Bilingual education

Provision of textbooks and other supplies
Construction and repair of rural schools
Potable water to villages and towns
Rural access roads

Health clinics in the rural areas

During the first government in the period, the officlals were not interested
in most of the items in the previous list. They even opposed hilingual
education for some years. Only strong pressure from the Mission, and
support from a minority of the political and business leaders, made it
possible. Previous government budgets had all favored the capital and a few
other large cities, notably those that drew large numbers of tourists.

There was no reason to assume that the expenditures would be otherwise in
the future; USAID officers had to struggle hard to obtain permission, much
less obtain cooperatioun, on many of the projects. The attitudes now are
quite different; many people in government and elsewhere support the
development of rural Guatemala.

4191D/3.88
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VI. CENTRAL AMERICAN SUMMARY

Although some local currencies were available for Mission funding for many years,
the amounts have grown rapidly In the last decade and have hecome important in the
programming efforts. Some of the basic concepts about the local currencies have
also changed, especially that of their ownership. Earlier, thev were generally
treated by the Missions the same as dollar denominated funds and were programmed
almost entirely hy Mission personnel. Recently, interpretations of the regulations
have stated that they helong to the host governments and that they must be jointly
programmed with offictals of the two governments. Provisions are made for Mission
control of some of the monies in order to facilitate payment of certain
obligations. The latest modificatlion is for the case of PL 480 Title I Section 108
funds, allowing an agreed upon percentage to be set aside for Mission programming.

While there 1s 1little disagreement about the general principles involved, some
Missions have expressed reservations about the process, citing specific constraints
in the usage of the monjes. Some of the problems arise from constitutional
provisions in some countries that prohibit the governments from directly funding
private sector activities. While an accommodation has usually been possible,
future actions could jeopardize the goal of private sector development. The timely
management of funds has also heen cited, especially when the funds revert to the
national budget and becom2 suhject to lengthy approval processes through the
national congress and other control agencies. The funding delays have sometimes
prevented project implementation for so long that they could not be effectively
conducted.

There have also been some controversies about the amount of controls that the
Migssions should exert over the accounting, implementation, and evaluation of the
effects of local currency use. Some feel that those responsihilities are the host
governnents' while others insist that the Missions must always be prepared to
answer any questions ahout such monies.

Finally, there are indications that the amount of funds for conversion into local
currencliee may be sharply reduced in the future. There are advocates, however, for
maintaining a high level of this source. The latter group suggests that there is
more flexibility in local currency programming, and that since many Missions suffer
from insufficient personnel, the shift of some of the responsihilities of controi
to the host governments allows for more activities.

Because of these and some other internal concerns, AID/Washington has begun a
series of studies ahout 1scal currency funding, its programming and implementation,
and tne impact it engenders. The present report is one of the series. 1In broad
terms, it was designed as an inquiry into three phases of the local currency
configuration in Central America:

e Amounts of local currencv by source, and its relation to dollar denominated
funds.

® Processes through which the Missions and the host governments plan, program,
and control tthe monies and project implementation.

o Impact of the uses of local currencies on the heneficiaries, the
implementing agencies, and in relation to the stated objectives and the
needs of the countries,



The previous chapters detailed the individual factors involved in the local
currency atilization. This summary examines them in relatlionship to each other,
particularly thelr similarities and differences.

Al

Local Currency Finance

Although sometimes Central America is perceived as a collection of very similar
nations, the four in this study are, in fact, rariically different from each
other. Their geographic, climatic, population, and development characteristics
vary widely. Too, the violence that is often discussed as the "Central
American” problem, affects each one in distinctive forms. All of these
variations were important im the study of the local currency uses in the
region; they temporize what otherwise might be a "uniform program.”

The total amounts of local curreuncy (expressed in US$) programmed across the
five years was, in every country, greater than the doliar denominated funds.
That was nor true In every one of the five years, but the overall calculation
shows tha*= to ba the case. (Figure VI.A.) The proportion varied among the
countries. In Guatemala, the two currencies were almost equal. In Costa Rica,
local currency was more than Adouble the dollar denominated funds. The
~:opotcticns in Honduras and El Salvador were between those extremes.

The total funding in the four countries differed widely - from jJust over a half
billion in Guatemala to nearly $1.7 tillion in El Salvador. There was a slight
tendency for higher local currency financing when the overall level was greater
but there was no proportinonal relationship between the two figures. Indeed,
the dollar Aenominated funiing varfations were small among Costa Rica,
Honduras, and Guatemala; the dollar amounts for El Salvador almost equalled
those of the other three countries combined.

The reasons for the great variations »etween the lucal currencies and the
dollar denominated fuads were explained by the Mi<sions as:

e Some kinds of activities legally must be funded in dollars; other program
components are better funded through the local currency because of its
flexibility.

e When strict controls over some investments ares essentjal, dollars are
preferrable since the Mission maintains practically all of the management
functions over dellars.

Both reasons have implications related to the ownership of the local currency
funds and the joint programming processes but those were not given as the
dire~t reasons for the selection of the type of currency requested for
programing.

Atrention to the private sector has been cne of the goels during the last few
years and a 50-50 split tetween public, and private has been weationed as the
jdeal. Figure VI.B presents the five vea® aggregates of funiing to the two
sectora. Only one country, Honduras, divided the programming of its local
currency resource evenly between the two seatoars. In the El Salvado. and
Guatemala Missions, the public designated funds far exceeded those for the
private sector. Roth had sound reasons for the dominauce of the public sector:
El Salvador because of the violence and the earthquai.e, ani Guatemala because
of the yeurs of neglect of the public sector infrastrucuure and some services.
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Figure VI.A: Graphed Comparisons of Local Currency (in $), Dollar
Denominated Funds, and Total Funding by Country
for the FY 1983-1987 Period*
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These d0 not include those designated for operations and program expenses,
in!tial or curvency use payments. In two countries, small amounts of interest
2arnings had already heen programmed 2nd were also excluded.

Costa Rica, on the other hand, exvended nearly three times as much local
currency on private sector development as on the public sector activities. The
Mission reasoned that the assistance given to the public sector was sufficient
in light of the government investments. The private sector, however, was said
to require much mora atteution. It must also he noted that the Mission, in
conjunction with the host government, also chose to expend quite large sums in
three private sector institutions: a regional university, a traleving and:
investment center, and in divestiture efforts through a state corporation.

In review, there was little congruence perceived in the Central American
funding, either through local currencies or dollars. Nor was there any
ahsolute guide to the expenditures on the public and private sectors. The
gingle principle acroas bhoth of these configurations was:

e Missions seek laocal currencies and/or dollars as a function of the kinds
of projects to he funded, and they channel these through either the
public or private sector, whichever is deemed the most effective vehicle

for achieving the goals.
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Figure VI.3: Comparative Local Currency Expenditures on the
Public and Private Sectors in the Four Nationgs,
FY 1983-1987
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It is clear, however, that the local currencies are perceived as very important
in the total funding picture. An examination of the amounts and users showu in
the two figures support this conclusion. The Mission officials cousider them
essential in many kinds of projects.

Program Operations and Management

The local currency programming exercises in the four countries presented two
time frame differences:

e For some of the earlier vears in the study period, the prcgramuing tended
to be partially joint and partly Mission controlled deliberations.

e During the latter part of the five vears, all =f the Missions have, or
are in the process of, mutual Mission and host government programming.

In the early years, and in general terms, the food assistance program fuunds
were likely to be programmed by the agriculture division in comsultation with
the other divisions and with the aprropriate host government agencies, usually
the Ministry of Agriculture. That consultation, however, tended to bhe
informal.. That occurred, of course, because of the designated use of those
funds and that historically the division had heen charged with their
programming and management. The agriculture (or rural Aevelopment) division
gtill has a major influence on PL 480 fund usage but programming is integrated
into a general local currency progrvamming function, most often centered in the

program office.
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The new arrangement, almoet tctal mutual programming with the host government,
differs only slightly in process from one couantry to another. The principal
ingredients are that the host government has created or designated an ovarsight
function to a special unit. That entitv 1s normally in the Ministry of Finance
but in two countries, the Ministry of the Presidency exerts strong influence
over the actions. The names of the units differ bhut thelr essential
programming functions are the same.

In every case, too, the designated unit has responsihilities beyond those of
programming. They are invelved 1in the reviews of proposals, budget
preparation, some oversight of implementation, and certification of the
appropriateness of Jocuments requesting reimbursement. The Missions have all
assisted with the creation or strengthening of these units and, for the most
part, feel that those entitiles are functioning well.

Actual monetary controls are centered in the central banks of the republics.
The local currencles, or dollars to be converted to local currencles, are
rdeposited in special or in extracrdinary accounts with specific uses fixed by
rgreements between the two governments. The funds are also listed in the
government budgets, elther Iin integrated or extraordinary budget formats.
Within the broad central bank accounts, more specific delineations are made to
get aside funds for particular projects or activities.

The actual issuance of funds, accounting, and audit functions lie in differing
government eutities hut alwavs arranged so that the operations are fully
controlled. Each of the Missions has described the exact arrangement,
including 1ts own mechanisms for tracking, and when necessarv auditing, the
funds. Reports are submitted by the several agencies to thelr higher
authoritcies and these are =2ither directly forwarded to AID or summarized and
then submitted to the Mission.

Implementation of the work to he accomplished varies greatly with each project
and activity. Some funds are designated for the ministries and other agenciles
of the governments; others are passed through these via contracts to the
private sector, and still others are pass~d to private voluntary or other
non—-governmental organizations for the realizatlon of the work. In each
country and Mission, guite careful controls on the selection, activity
oversight, and accounting for funds had been formalized. Both USAID and the
government rvetained the right of lunspection of the work, examination of the
expenditures, and outside audit should problems be perceived.

There were differences among the Missions as to actual inspections of the
implementation. In two, technical estaff made frequent visits to the sites and
prepared observation reports on the work. In another, the appropriate
technical office was expected to visit each site at least once during the
wear. In the fourth, the operations statement was that the technical officers
met with the implementing agency to review progress; it did not say that
inspections had to be conducted, but the offices noted that they did do so. A
part of these variations occur because of the limited number of staff available
in a mission. In part, however, the differing procedures depend on the amount
of confidence the Mission has in the government oversight unit for the local
currency activities.

As described in detail in the management section for each country, the
arrangements appear to he very well designed and with appropriate checks and
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balances. No obvious gaps in the operations structures and processes were
perceived by the study team. There were some complaints about delays and
burdensome paper work but invariably these were said to be due to work loads or
gome inefficiency within an agency rather than a deficiency in the system.

Impacts from the Local Currency TFunded Activities

The single greatest variation found in the processes of the mutual programming
and management of the local currencies was that of the impact information
available. In Honduras, evaluation was cited as an integral part of the
planning process and that Mission demonstrated its concern by providing am
enormous amount of both external and internal evaluation data. In the other
countries, some impact data were always available but it tended to be for
previous years and couched in terms of expectations of accomplishments rather

" than actual c¢ounts of impacts on beneficiaries. The amount of information

found was explained by Mission officers as, in part, because the host
government was responsible for implementation and therefore for the collection
of impact data. They expected the government to supply certain kinds of
information about the activities but did not insist on details. This is a part
of the host government ownership of funds principle. In those cases,
information was collected by the study team directly from the government
agencies or the implementing organization; the quantity and quality varied
considerably.

Despite these several arrangements, the study team was able to assure itself
that impacts had, indeed, occurred, both from careful study of the documents
provided and via physical inspections in the field. The examples in the

country chapters attest to the impact existence. 2

The review across countries showed some important and common elements in the
impacts.

Agriculture was a major investment in every country. Figure VI.C illustrates,
graphically, the relative investment by each country in the sector. Except for
El Salvador, which had such high investment in {nfrastructure, the percentages
ranged from 16 to 22, clearly denoting its importance in the economy and its
recovery. The final effects, higher production and profits, take some years to
come to fruition. Despite this time related problem, there was evidence for
successes.

Some specific impact indications in agriculture included irrigation systems;
pest control; disease controls in coffee and bananas, already showing
production effects; the opening of new regions for intensive agriculture in
Costa Rica; increased production of non-traditional crops and the export of the
products; animal improvement programs; and the improvement of the schools and
universities preparing the technicians and professionals for the future. A
special note must be taken of the tri-national (U3, Mexlco, Guatemala) program
in Guatemala to control the Mediterranean fruit fly. Its effects on the fruit
fly population, and thus on production, are obvious and as the controls succeed
here, the problem is greatly lessened in Mexico and the United States. This
example of three nations working in cooperation is, in itself, an impact.
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Figure VI.C Comparisons of the Percentages of the Total Local Currency
Programming for Agriculture for the Five Years, by Country
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Still another facet of agriculture programs that needs to be noted is the
attention of the Mission activities fa all of the countries to the small
farmer. Almost all of the programming is toward the improvement of this
sector, and, since they make up the majority of farmers and coutrol high
proportions of the productive land, this attention is exemplary.

The proportions of local currency funds dedicated to business and industry in
the Central American countries are depicted in Figure VI.D. It was just short
nf half the funds in Costa Rica but hovered just over 107 in the other three.
The figure demonstrates that important sums are being spent on these two
economic sectors, primarily to increase their productivity, stimulate exports,
and to improve the hase (policy and training) for future betterment. Credit
lines were an important component in this part of the portfolio.

Some special achievements in the business and industry programming. One of
these 1s the impact that small business development activities have had on the
stimulation of this segment of the husiness community. Small industries, were
described in the country chapters. Two Missions have succeeded in helping
their host governments divest themselves of money losing state enterprises;
this strengthened the private sector, saved tax monies, and, in every case,
generated more employment than had the state managed enterprise.

Figure VI.E compares the proportions of local currency funds spent in favor of
community and urban development. These were significant, but not large, in
Costa Rica and Honduras. They included a wide variety of activities but
concentrated on Infrastructure and the improvement of services. OJune special
note was 1eemed useful hv the team, that three of the countries were devoting
specific improvements to the secondary cities and municipalities; these had
heen hadly neglected by the governments and the Missions in the past and needed

the assistance. A side benefit from these projects, as found by the team, was
that these local governments now feel they can jmprove thelr services and have

a larger say in the matter of the utilization of tax funds.
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Figure VI.D Comparisons of the Perceantages of the Total Local Currency
Programming for Business/Industry for the Five Years, by Country
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Some special notations are necessary in explanation of funding and impacts on
the citles aund towns:

e An enormous amount of developmental infrastructure had been constructed
in Costa Rica, Honduras, and Guatemala; the most evident were access
roads, schools, clinics, potahle water and sewage systems, irrigation
facilities, and improvements to ports and alrports.

e The El Salvador Mission had dedicated large sums of money into
infrastructure but that was somewhat less evident because it was in
replacement of violence and earthquake damaged structures.

As was noted in the chapters on every country except Honduras, the percentage
of the local currency funds dedicated to the general education sector did not
seem large. A part of thar appearance 1s due to extracting both agricultural
and business/industrvy education and aggregating it into those sectors. Even
theu, however, thevre may be some question about the appropriateness of the
proportion. In this case, the sccial indicators on education must be examined
in conjunction with the spending. Costa Rica has the highest literacy in the
area and dedicates 30% of its budget to that purpose. The Migsion's activities
supplemented those funds, adding what the nation could not. The indicators on
education are very low in E]l Salvador, and the Mission tried for some years to
1naugurate a major school revitalization program. Difficulties prevented that
until recently; the proportion dedicated to education will rise there.
Honduras and Guatemala have severe deficiencies in theilr educational
performance, especially in the rural areas and in their enrollment pcr age
group. The Misslons there have made strong efforts to improve those
gsituations. Speclal mention 1s needed for special efforts to achleve impact.

e In every country, education had bhenefited greatly even though the amounts
of money spent were not necessarily large: the aforementioned sciiool
buildings, textbooks, supplies, teacher and supervisor training. The
main emphasis in all of the nations was to improve rural education.

The relative proportions of local currency programming is closely allied with
the health indicators of the countries. (Figure VI.G) Costa Rica's statistics
show it to be far superior to the conditions in the other countries and less
was spent on that sector by the USAID/Costa Rica Mission. Honduras and
Guatemala have serious health problems and the amounts dedicated to the sector
reflect those conditions.

Despite the relative congruity of health indicators and the local currency
funding for health, some special notations must be mentioned:

e Health, too, received relatively lower amounts of funding than many other
sectors but the investments, in conjunction with those made by the
governments, were vital: clinics, hospitals, child survival programs,
malaria control, innoculations, and nutrition. These direct health
measures should not be viewed as the only Mission investments in the
sector; those in potable water, sewage, and even housing add measurably
to the health base, especially for the very poor.
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Unemployment is a serlous problem in all four of these Central American
countries. While the activities are appropriately mixed with the other
sectors, especilally agriculture, business, industry, and urban development, a
considerable impact was found from the special emphases given to employment
training and generation. No figure could be devised to show the proportions
the Missions programmed for this activity because of the mix of activities but
particular mention is warranted:

o Employment generation was emphasized in all four countries and there was
a great deal of evidence to support its attainment.

The examples of beneficlary and institutional impact givem in the chapters
devoted to the individual countries are useful evidence of impact from the
utilization of local currencles in the Missions' programming. Across Central
America, a great deal of impact has been achieved from the programs. The
relatively few examples possible within the constraints of report space should
not be interpreted as paucity of attalnment; quite the contrary, the successes
are worthy of full research and exposition at a later time.

4198D/3.88
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ANNEX A

SUPPLEMENTARY TABLES
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Table A.1: Amounts of Local Currency (in US$ equivalents) and Dollar
Denominated Funding by Source, Type, and Year in the
USAID/Costa Rica Portfolio, FY 1983-1987

(FISCAL YEARS - US$ 000)

Type/Source 1983 1984 1985 1986 1987 TOTAL

1. Development Assistance

Loans 20,200 11,600 10,700 6,250 8,282 . 57,032
Grants 8,265 4,325 15,154 6,609 8,922 43,275

Subtotal 28,465 15,925 25,854 12,859 17,204 100,307

2. Food Commodity Assistance
PL 480 Food For Peace

Title I (Loan) 27,145 22,414 21,100 16,100 16,000* 102,759%

Title II (Grant) 200 200
Saction 416 4,828 5,600 10,428
Subtotal 27,345 22,414 21,100 20,928 21,600 113,387

3. Economic Support Funds

Balance of Payments

Loans 118,000 35,000 153,000
Grants 37,735 95,000 160,000 120,582 119,750 533,067**

Projectized and Other

Loans 5,855 5,855
Grants 3,000 16,861 19,861
Subtotal . 155,735 130,000 160,000 123,582 142,466 711,783
GRAND TOTAL 211,545 168,339 206,954 157,369 181,270 925,477

This includes Section 108 (sugar quota offset) funds of $4,800,000 in 1987.

*x Thig 1s the amount in ESF dollars which determines the local currency
equivalent deposited bv the Central Bank of Costa Rica in Special Accounts.
The other ESF funds were dishursed as dollars for balance of payments

support.

4146D/3.88
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Table A.2: Amounts of Local Currency (Lempiras in US$ equivalents) and
Dollar Denominatad Funding by Source, Type, and Year

in the USAID/Honduras Portfolio, FY 1983-1987

(FISCAL YEARS - US$ 000)

Type/Source 1983 1984 1985 1986 1987 TOTAL
1. Development Assistance
Loans _ 24,000 17,300 19,800 15,587 15,361 92,048
Grants 7,226 13,695 32,033 28,721 26,310 107,985
Subtotal 31,226 30,995 51,833 44,308 41,671 200,033
2. Food Commodity Assistance
PL 480 Food For Peace
Title I (Loan)* 10,000 15,000 15,000 13,900 12,000 65,900
Title II (Grant) 5,467 4,319 3,557 3,334 3,313 19,990
Section 416 8,300 8,300
Subtotal 15,467 19,319 18,557 17,234 23,613 94,190
3. Economic Support Funds
Balance of Payments
Loaus 10,950 6,000 16,950
Grants 45,050 34,000 147,500 61,248 100,000 387,798
Projectized and Other
Loans
Grants 31,141 31,141
Subtotal 56,000 40,000 147,500 61,248 131,141 435,889
GRAND TOTAL 102,693 90,314 217,890 122,790 196,425 730,112

*  Includes Title III grants amounting to $5,000,000 in 1983 and $2,451,000 in

1985.

4146D/3.88
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Table A.3: Amounts of Local Currency (in US$ equivalents) and Dollar
Denominated Funding by Source, Type, and Year in the
USAID/RE1 Salvador Portfolio, FY 1983-1987

(FISCAL YFARS - US$ 000)

Type/Source 1983 1984 1985 1986 1987 TOTAL
1. Development Assistance
Loans 47,600 32,155 21,025 8,000 108,780
Grants 11,327 9,313 70,133 77,880 82,431 251,084
Subtotal 58,927 41,468 91,158 85,880 82,431 359,864
2. Food Commodity Assistance
PL 480 Food For Peace
Title I (Loan) 39,000 49,000 49,000 46,000 38,000 221,000
Title II (Grant) 21,480 | 3,200 3,638 4,750 6,789 41,957
Section 416 4,100 4,100
Ccc 19,335 30,533 19,070 6,310 20,000 95,248
Subtotal 79,815 84,833 71,708 57,060 68,889 362,305
3. Economic Support Funds
Balance of Payments
Loans
Grants 120,000 100,000 225,000 147,000 157,000 749,000
Projectized and Other
Loans
Grants 18,000 23,234 60,000 35,445 123,312 256,991
Subtotal 138,000 120,234 285,000 182,445 280,312 1,005,991
GRAND TOTAL 276,742 246,535 447,866 325,385 431,632 1,728,160

4146D/3. 84
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Table A.4: Amounts of Local Currency (in U3$ equivalents) and Dollar
Denominated Funding by Source, Type, and Year in the
USAID/Guatemala Portfolio, FY 1983-1987

(FISCAI, YFARS - US$ 000)

Type/Sourcz 1983 1984 1985 1986 1987 TOTAL
1. Dcvelopment Assistance
T.oans 17,500 4,500 30,200 5,871 1,720 52,791
Grarts 4,811 ’ 27,833 31,010 33,150 96,804
Subtotal 22,311 4,500 58,033 36,881 34,870 156,595
2. Food Commodity Assistance
PL 480 Food For Peace
Title I (Loan) 7,000 21,000 19,000 22,000 69,000
Title II (Grant) 4,375 4,600 4,396 5,467 8,492 27,330
Section 415 7,900 12,600 20,500
* Subtotal 4,375 11,600 25,396 32,367 43,092 116,830
3. Economic Support Funds
Balance of Payments
Loans 10,000 23,925 33,925
Grants 23,425 90,750 114,175
Projectized and Other
Loans 9,500 5,500 15,000
Grants 3,000 500 18,545 22,045
Subtotal 10,000 12,500 47,850 114,795 185,145
GRAND TOTAL 36,686 16,100 95,929 117,098 192,757 458,570
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