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1. SUMMARY AND RECOMMENDATIONS 

A. Recommendations: USAID/El Salvador recommends authorization of an 
Economic Support Fund grant of $25,000,000 for a Private Sector Support 
I11 cash transfer program. The Mission also recommends that the funds 
be authorized and committed before March 28, 1982. 

B. Grantee: The Grantee will be the Government of El Salvador. The 
Ministry of Planning will act as the coordinating agency, working with 
the Central Reserve Bank. 

C. Program Summary: 

Purpose - The Program has two purposes: 1) to provide immediate balance 
of payments support to the Government of El Salvador (GOES); and 2) to 
strengthen the private sector by assuring access to foreign exchange to 
permit the importation of urgently needed raw materials, intermediate 
goods, spare parts, and capital goods required to sustain production and 
arrest economic decline. 

Rationale - El Salvador's GDP has declined almost 20 percent in real 
terms since 1978. On a per capita basis, national output in 1981, was 
about 25 percent lower than in 1978. The Central Bank estimates that 
stabilizing production at the 1981 level (a target of zero growth in 
real GDP) requires imports valued at $1,043.4 million. To reach this 
level of imports will require $151.8 million in foreign exchange over 
and above available amounts. In the absence of additional international 
financial assistance, this substantial balance of payments (BOP) gap 
could cause the country's net international reserves (already reduced to 
a negative $144 million in December 1981) to decline to levels of crisis 
proportion in 1982. To the degree that the balance of payments gap is 
not financed or reduced, GDP will continue to show negative growth, the 
consequences of which --in terms of consumption and employment - must 
be viewed against the background of the decline already experienced 
during 1979-81. Thus, as in 1981, the elements most critical to arresting 
the GDP decline in 1982 are imports and balance of payments financing. 

Compounding the problem of the downhill slide in the GDP is the fact 
that the GOES requires unprecedented amounts of financial resources to 
fulfill its promises of reform at a time when its tax base is dwindling, 
unemployment is sky-rocketing, and prospects for attracting new investment 
capital are diminishing daily. If economic deterioration is to be 
halted, production must be stimulated, employment increased, and imple- 
mentation of public development programs accelerated. However, the GOES 
is limited in its ability to stimulate production for lack of adequate 
foreign exchange resources to purchase essential inputs; furthermore, 
public development programs must be curtailed to reduce an unacceptably 



l a r g e  budget d e f i c i t .  To ach i eve  economic s t a b i l i t y  and even tua l ly  
growth, then ,  a d d i t i o n a l  e x t e r n a l  f i n a n c i a l  r e sou rces  must be forthcoming 
f o r  ba lance  of payments and budget suppor t .  

Resources a r e  impor tan t ,  b u t  t iming i s  a l s o  c r i t i c a l .  I n  a  m a t t e r  of 
days E l  Salvador  w i l l  hold t h e  f i r s t  open, hones t  e l e c t i o n s  i n  t h e  
Nat ion ' s  h i s t o r y .  Whatever group assumes l e a d e r s h i p  w i l l  be f r a g i l e  and 
v u l n e r a b l e  t o  t h e  i n s t a b i l i t y  c r e a t e d  by: i )  i n f i g h t i n g  between t h e  
p r i v a t e  and p u b l i c  s e c t o r s  a s  each competes f o r  s c a r c e  f i n a n c i a l  r e sou rces ;  
i i )  a  l a b o r  s e c t o r  made r e s t i v e  by unemployment; i i i )  i n t o l e r a b l e  l e v e l s  
of p o l i t i c a l  and c r i m i n a l  v io l ence ;  and i v )  g u e r r i l l a  f o r c e s  r e c r u i t e d  
l a r g e l y  from among t h e  unemployed. 

The e l e c t i o n s  can be  expected t o  r e s o l v e  some of t h e  p o l i t i c a l  unce r t a in -  
t ies  which have been o b s t a c l e s  t o  economic s t a b i l i z a t i o n .  However, a s  a  
r e s u l t  of t h e  temporary decision-making vacuum which u s u a l l y  accompanies 
major i n s t i t u t i o n a l  r e o r g a n i z a t i o n  and procedura l  changes dur ing  power 
t r a n s i t i o n s ,  t h e  e l e c t i o n s  a r e  a l s o  expected t o  i n t e r r u p t  ( f o r  s e v e r a l  
weeks and p o s s i b l y  f o r  s e v e r a l  months) t h e  f low of a d d i t i o n a l  economic 
r e sou rces  i n t o  t h e  Salvadoran economy. The i n t e r r u p t i o n  may be viewed 
a s  unavoidable;  b u t  i f  f i n a n c i a l  r e sou rces  a r e  no t  e f f e c t i v e l y  a t  hand 
t o  c a r r y  t h e  count ry  through t h i s  c r i t i c a l  pe r iod ,  t h e  economy could 
w e l l  con t inue  t o  d e t e r i o r a t e  a t  a n  a c c e l e r a t e d  pace. The r e s u l t a n t  
d e s t a b i l i z i n g  e f f e c t  might n e u t r a l i z e  i f  no t  a c t u a l l y  d imin ish  economic 
and p o l i t i c a l  achievements t o  d a t e .  

D.  Design I s s u e s :  A f t e r  eva lua t ing  t h e  a l t e r n a t i v e s  of Development 
Ass i s t ance  p r o j e c t  funding and PL 480 non-project funding ,  t h e  Mission 
and LAC Bureau have determined t h a t  non-project ESF a s s i s t a n c e  is t h e  
most a p p r o p r i a t e  A . I . D .  funding mechanism f o r  t h e  P r i v a t e  Sec to r  Support 
I11 Program. Because A . I . D .  economic a s s i s t a n c e  has  become a  major 
f a c t o r  i n  t h e  o v e r a l l  Salvadoran economy - 1/ i n  terms of t h e  ba lance  of 
payments p i c t u r e ,  t h e  monetary equa t ion ,  and t h e  pub l i c  s e c t o r  budget ,  a  
broader  macro-economic approach t o  l eve rag ing  A . I . D .  a s s i s t a n c e  is 
r equ i r ed  t o  encourage p r i v a t e  s e c t o r  suppor t  and, s imul taneous ly  pub l i c  
s e c t o r  f i nanc ing  f o r  h igh  p r i o r i t y  programs. I n  t h i s  r ega rd ,  non- 
p r o j e c t ,  ESF a s s i s t a n c e  provides  t h e  g r e a t e s t  f l e x i b i l i t y .  

I n  accrodance w i t h  I n t e r n a t i o n a l  Monetary Fund(1MF) c r i t e r i a ,  a s s i s t a n c e  
" t i ed"  t o  s p e c i f i c  expendi tures  does n o t  e n t e r  i n t o  t h e  i n t e r n a l  monetary 
equa t ion .  ESF a s s i s t a n c e  need n o t  be  " t i ed"  t o  s p e c i f i c  expend i tu re s ,  
t h e r e f o r e ,  i t  a l lows  t h e  GOES t o  cons ider  such a s s i s t a n c e  i n  t h e  o v e r a l l  
Monetary Program. Development Ass i s t ance  p r o j e c t  funding ,  on t h e  o t h e r  
hand, i s  earmarked f o r  s p e c i f i c  p u b l i c  s e c t o r  expendi tures .  Likewise,  
l o c a l  cur rency  gene ra t i ons  from PL-480 T i t l e  I f inanc ing  a r e  t i e d  t o  
s p e c i f i c  s e l f -he lp  measures o r  coun te rpa r t  c o s t s  which appear  i n  t h e  
GOES budget.  The r e s u l t  of u s ing  t h e  proposed ESF a s s i s t a n c e  i n  an 
"untied" manner, t hen ,  i s  t h a t  A. I .D .  a s s i s t a n c e  acqu i r e s  importance i n  

1/ P ro j ec t ed  ESF f inanc ing  f o r  1982 of $125 m i l l i o n  r e p r e s e n t s  50% of - 
a l l  GOES re sou rces  a v a i l a b l e  f o r  i n t e r n a l  c r e d i t  expansion. 



o v e r a l l  economic p lann ing .  An added advan tage  i s  t h a t  t h e  "un t ied"  
approach e n a b l e s  t h e  Miss ion t o  e v a l u a t e  GOES e f f o r t s  i n  p r i o r i t y  s e c t o r s  
through a  budget  rev iew p r o c e s s  i n  p l a c e  of s p e c i f i c  p r o j e c t  m o n i t o r i n g ,  
t h u s  p e r m i t t i n g  more e f f e c t i v e  u s e  of l i m i t e d  Miss ion s t a f f .  

A  c a s h  t r a n s f e r  programming mode h a s  been chosen because  of t h e  need f o r  
t h e  f a s t e s t  p o s s i b l e  d i s b u r s e m e n t s  and impact on t h e  b a l a n c e  of payments 
problem. S i n c e  t h e  mechanisms f o r  managing a Cash T r a n s f e r  Program are 
a l r e a d y  i n  p l a c e ,  r e s o u r c e s  f lowing  from t h i s  program i n t o  t h e  GOES 
economy shou ld  do s o  i n  a n  u n i n t e r r u p t e d  manner. The Miss ion e v a l u a t e d  
t h e  p o s s i b i l i t y  of p r o v i d i n g  t h e  proposed ESF g r a n t  a s s i s t a n c e  i n  t h e  
form of a Commodity Import  Program (CIP) .  Due t o  s t a r t - u p  t i m e  r e q u i r e -  
ments ,  however, t h e  approach  was r e j e c t e d  i n  f a v o r  of a Cash T r a n s f e r .  

To d e t e r m i n e  t h e  b e s t  u s e  of f o r e i g n  exchange t o  s t i m u l a t e  i m p o r t s ,  t h e  
Miss ion conducted a n  in-depth  a n a l y s i s  of guaran teed  l i n e s  of c r e d i t  
e s t a b l i s h e d  by t h e  C e n t r a l  Bank w i t h  U.S. banks ,  i n c l u d i n g  t h o s e  l i n e s  
e s t a b l i s h e d  under  A.I.D.'s P r i v a t e  S e c t o r  Support  I and I1 Programs. 
The methodology and f i n d i n g s  are d i s c u s s e d  i n  d e t a i l  i n  S e c t i o n  4 of 
t h i s  paper .  The s t u d y  determined t h a t  e x i s t i n g  l i n e s  are n o t  b e i n g  used 
t o  t h e i r  maximum p o t e n t i a l  due  t o  t h e  BCR's l i m i t e d  c a p a c i t y  t o  p r o v i d e  
f o r e i g n  exchange once o u t s t a n d i n g  le t ters  of c r e d i t  come due.  Moreover, 
n e g a t i v e  b a l a n c e s  i n  f o r e i g n  exchange a v a i l a b i l i t y  p r o j e c t e d  t o  b e g i n  i n  
J u n e  of 1982 cou ld  b e  expec ted  t o  f u r t h e r  r e s t r i c t  t h e  u s e  of guaran teed  
l i n e s  of c r e d i t .  I n  a d d i t i o n ,  t h e  U.S. Embassy Economic o f f i c e r ' s  
mee t ings  i n  December 1981 and January  1982 w i t h  banks i n  Chicago, New 
York, and M i a m i  t u r n e d  up o n l y  one bank i n  Miami which expressed  mi ld  
i n t e r e s t  i n  t h e  l i n e  of c r e d i t  ar rangement .  T h i s  is c o n s i s t e n t  w i t h  t h e  
BCR1s e x p e r i e n c e  under  t h e  P r i v a t e  S e c t o r  Suppor t  I1 Program, wherein  i t  
was a b l e  t o  n e g o t i a t e  o n l y  one l i n e  of c r e d i t  a f t e r  f i v e  months of 
n e g o t i a t i o n s .  The Miss ion  h a s  t h e r e f o r e  concluded t h a t  i t  would n o t  be  
i n  t h e  b e s t  i n t e r e s t  of t h e  GOES o r  t h e  BOP s i t u a t i o n  i n  g e n e r a l  t o  have 
t h e  BCR open new l i n e s  of c r e d i t  u s i n g  f o r e i g n  exchange made a v a i l a b l e  
as a r e s u l t  of t h e  Cash T r a n s f e r  Programs proposed f o r  a u t h o r i z a t i o n  i n  
t h i s  paper .  

I n  v iew of t h e  f o r e g o i n g ,  t h e  Miss ion h a s  de te rmined  t h a t  t h e  f o r e i g n  
exchange made a v a i l a b l e  by t h e  BCR t o  f i n a n c e  i n d u s t r i a l  impor t s  under 
t h e  P r i v a t e  S e c t o r  Support  I11 Program should  be a t t r i b u t e d  t o  import  
t r a n s a c t i o n s  based on t h e  f o l l o w i n g  p r i o r i t i e s :  1) a r r e a r a g e s ,  2) new 
t r a n s a c t i o n s  p a s s i n g  th rough  e x i s t i n g  Guaranteed L i n e s  of C r e d i t ;  and 3) 
new T r a n s a c t i o n s  handled under  o r d i n a r y  s u p p l i e r s '  c r e d i t ,  e i t h e r  through 
confirmed le t ters  of c r e d i t  o r  on open a c c o u n t s .  

E. C o n d i t i o n s  and Covenants:  t h e  Grant  Agreement w i l l  i n c l u d e  t h e  
s t a n d a r d  Condi t ions  and t h e  f o l l o w i n g  covenant :  



P o s s i b l e  I n s e r t  

That over t h e  twelve-month period beginning on t h e  d a t e  of s ign ing  t h i s  
Agreement, t h e  GOES s h a l l :  

1. Make i t s  b e s t  e f f o r t s  t o  provide  adequate  f i nanc ing  f o r  t h e  fo l lowing  
p r i o r i t y  a r eas :  Agrarian Reform, Employment Generation, Reac t iva t ion  of 
t h e  Economy, Humanitarian Ass is tance ,  and Rural  Potab le  d r ink ing  water  
supply 

2 .  Cause t h e  Cen t r a l  Bank (BCR) t o  make a v a i l a b l e  t o  t h e  p r i v a t e  
manufacturing, i n d u s t r i a l ,  and bus iness  communities of E l  Salvador t h e  
equ iva l en t  of $25 m i l l i o n  i n  fo re ign  exchange f o r  t h e  impor ta t ion  of raw 
m a t e r i a l s ,  i n t e rmed ia t e  goods, s p a r e  p a r t s ,  and c a p i t a l  goods from t h e  
United S t a t e s .  

3 .  Cause t h e  BCR t o  make i t s  b e s t  e f f o r t s  w i t h i n  t h e  l i m i t s  of expansion 
e s t a b l i s h e d  i n  i t s  Nat iona l  Monetary Program t o  make a v a i l a b l e  l o c a l  cur- 
rency c r e d i t  f o r  t h e  P r i v a t e  Sec tor  dur ing  ca lendar  year  1982. 



That  over  t h e  p e r i o d  of twe lve  months beginning on t h e  d a t e  of s i g n i n g  
t h i s  Agreement, t h e  GOES s h a l l :  1. make a v a i l a b l e  t o  t h e  p r i v a t e  manu- 
f a c t u r i n g ,  i n d u s t r i a l ,  and bus ine s s  communities of E l  Sa lvador  t h e  
e q u i v a l e n t  of $25 m i l l i o n  i n  f o r e i g n  exchange f o r  t h e  impor t a t i on  of raw 
m a t e r i a l s ,  i n t e r m e d i a t e  goods, s p a r e  p a r t s ,  and c a p i t a l  goods from t h e  
United S t a t e s .  

F. Waivers:  No wa ive r s  a r e  r e q u i r e d .  



2. BACKGROUND AND PROBLEMS TO BE ADDRESSED 

A. Summary: E l  Sa lvador ' s  Gross Domestic Product (GDP) i n  1981 has  
been es t ima ted  by t h e  C e n t r a l  Bank a t  $3.6 b i l l i o n ,  which is about 9.5 
pe rcen t  below t h e  1980 f i g u r e  i n  r e a l  terms. T h i s  e s t i m a t e  r e f l e c t s  a  
17.4 pe rcen t  dec rease  i n  t h e  v a l u e  of manufacturing o u t p u t ,  a  comparable 
drop f o r  t h e  t r a n s p o r t  and communications s e c t o r ,  and d e c l i n e s  of 14.4 
pe rcen t  and 12.8 pe rcen t  f o r  commerce and pe r sona l  s e r v i c e s ,  r e s p e c t i v e l y .  
Also es t ima ted  i s  a  25 pe rcen t  d e c l i n e  i n  expor t  s a l e s ,  a t t r i b u t a b l e  n o t  
only  t o  cutbacks  i n  product ion b u t  a l s o  t o  a  drop i n  world market p r i c e s  
f o r  c o f f e e  and c o t t o n ,  E l  Sa lvador ' s  p r i n c i p a l  expor t  crops .  

Imports  f e l l  o f f  dur ing  1981, and t h e  t r a d e  d e f i c i t  continued t o  widen, 
l a r g e l y  owing t o  s h o r t a g e  of f o r e i g n  exchange and t o  dampened demand f o r  
a g r i c u l t u r a l ,  and i n d u s t r i a l  products .  Th i s  d e f i c i t ,  combined wi th  a  
growing d e b t  s e r v i c e  burden and t h e  l a r g e  movement abroad of c a p i t a l  

o (es t ima ted  a t  $95 m i l l i o n  i n  1981 a lone)  has  r e s u l t e d  i n  a  h igh ly  unfavor- 

a b l e  balance  of payments, i n  s p i t e  of f i n a n c i a l  suppor t  provided by 
A . I . D .  and o t h e r  f o r e i g n  sources .  For 1981, t h e  o v e r a l l  ba lance  on 
c u r r e n t  and c a p i t a l  accounts  i s  p ro jec ted  a t  minus $116.4 m i l l i o n ,  
b r ing ing  n e t  i n t e r n a t i o n a l  reserves t o  minus $144 m i l l i o n  compared wi th  
t h e  s u r p l u s  of $234 m i l l i o n  e x i s t i n g  i n  1978. 

On t h e  f i s c a l  and monetary s i d e s ,  t h e  IMF has requ i red  cutbacks  i n  
government spending and l i m i t s  t o  c r e d i t  expansion by t h e  C e n t r a l  R e s e r v e .  
Bank. A p re l iminary  GOES budget f o r  1982, prepared by t h e  Min i s t ry  of 
Planning and s t i l l  under c o n s i d e r a t i o n  by t h e  J u n t a ,  p r o j e c t s  a  $ - 
490.48 m i l l i o n  d e f i c i t ,  of which only  50 pe rcen t  is expected t o  be 
f inanced by C e n t r a l  Bank c r e d i t s ,  A . I .D .  i n p u t s ,  and v a r i o u s  i n t e r n a t i o n a l  
l end ing  sources .  

Another i n d i c a t o r  of E l  Sa lvador ' s  economic d i f f i c u l t i e s  is  t h e  d e c l i n e  
i n  t h e  money supply.  Between December 1979 and August 1981, t h e  supply  
decreased by $65.5 m i l l i o n ,  notwi ths tanding c r e d i t s  provided by t h e  
C e n t r a l  Bank t o  t h e  GOES and t o  t h e  p u b l i c  autonomous i n s t i t u t i o n s  of 
$400.0 m i l l i o n  and $724.5 m i l l i o n ,  r e s p e c t i v e l y .  The consumer p r i c e  
index dur ing t h e  12-month pe r iod  ending J u l y  1981, rose  by 13.2 pe rcen t .  

Unless c o r r e c t i v e  measures a r e  taken,  t h e  d e c l i n e  i n  r e a l  GDP and n e t  
i n t e r n a t i o n a l  r e s e r v e s  which E l  Salvador has  experienced over  t h e  p a s t  
two y e a r s  can be expected t o  a c c e l e r a t e ,  broadening t h e  gap t o  be 
f i l l e d  by e x t e r n a l  f i n a n c i a l  a i d .  A t  a  t ime when t h e  Government r e q u i r e s  
unprecedented f i n a n c i a l  r e sources  t o  f u l f i l l  i ts  promises of reform, i t s  
t a x  base  is  dwindling,  unemployment i s  r i s i n g ,  and t h e r e  is  l i t t l e  
p rospec t  f o r  a t t r a c t i n g  new investment c a p i t a l .  

B .  Economic Growth: E l  Sa lvador ' s  GDP has dec l ined  almost  20 pe rcen t  
i n  r e a l  terms s i n c e  1978. On a  pe r  c a p i t a  b a s i s ,  n a t i o n a l  ou tpu t  i n  



1981 was about  25 p e r c e n t  lower than  i n  1978. Real  investment was down 
by more than 60 p e r c e n t  and pe r  c a p i t a  p r i v a t e  consumption was down by 
30 pe rcen t .  Open unemployment f l u c t u a t e s  around 30% of t h e  work f o r c e  
b u t  i s  higher  dur ing  s l a c k  a g r i c u l t u r a l  seasons.  

The C e n t r a l  Bank's end of f i s c a l  year  e s t i m a t e s  of t h e  GDP f o r  1981 and 
change p r o j e c t i o n s  f o r  key components based on a  t a r g e t  of zero  growth 
i n  r e a l  GDP f o r  1982 a r e  p resen ted  i n  Tables  1 and 2. A t  t h i s  p o i n t ,  
ze ro  growth i n  r e a l  GDP i n  1982 is  only  a  t a r g e t  providing a  b a s i s  f o r  
p r o j e c t e d  imports ,  ba lance  of payments f inanc ing  requirements ,  f i s c a l  
p o l i c y ,  and monetary p o l i c y .  

The r e a l  GDP e s t i m a t e  f o r  1981 shows a  9.5% d e c l i n e  from t h e  1980 l e v e l .  
The d e c l i n e  i s  broadly  d i s t r i b u t e d  among a l l  key s e c t o r s ,  wi th  sharp  
d e c l i n e s  i n  manufacturing i n d u s t r y ,  t r a n s p o r t ,  pe r sona l  s e r v i c e s ,  and 
commerce. Both p r i v a t e  and p u b l i c  c a p i t a l  format ion a r e  e s t ima ted  t o  
have dec l ined  about  14%, whi le  expor t s  of goods and s e r v i c e s  (mostly 
c o f f e e ,  c o t t o n ,  and manufactured goods t o  t h e  CACM) f e l l  by a  s u b s t a n t i a l  
25%. 

The foregoing f i g u r e s  a r e  due i n  no smal l  p a r t  t o  t h e  dramat ic  f a l l  i n  
t h e  impor ta t ion  of p roduc t ive  i n p u t s  (raw m a t e r i a l s  and i n t e r m e d i a t e  
goods) and c a p i t a l  goods which a r e  v i t a l  t o  t h e  i n d u s t r i a l  sub-sector of 
t h e  economy and which a t  cons tan t  p r i c e s  have dec l ined  30 pe rcen t  and 69 
pe rcen t ,  r e s p e c t i v e l y ,  from 1978 f i g u r e s  (Tables 3  and 4 ) .  The d e c l i n e  
i n  imports  i s  a  d i r e c t  f u n c t i o n  of t h e  l a c k  of f o r e i g n  exchange - i t s e l f  
a  m a n i f e s t a t i o n  of a  l a c k  of i n v e s t o r  and s u p p l i e r  conf idence i n  t h e  
c u r r e n t  p o l i t i c a l  s i t u a t i o n .  A t  t h e  end of 1981, Salvadoran n e t  i n t e r -  
n a t i o n a l  r e s e r v e s  s tood  a t  a  nega t ive  $144 m i l l i o n .  The C e n t r a l  Reserve 
Bank (BCR) of E l  Salvador e s t i m a t e s  t h a t  j u s t  t o  ma in ta in  1981 l e v e l s  of 
imports  w i l l  r e q u i r e  a n  a d d i t i o n a l  $151.8 m i l l i o n  i n  f o r e i g n  exchange 
over inf lows p r o j e c t e d  f o r  1982. Thus, t h e  elements most c r i t i c a l  t o  
a r r e s t i n g  t h e  GDP d e c l i n e  i n  1982 - a s  i n  1981 -- a r e  imports  and ba lance  
of payments f inanc ing  (bo th  of which a r e  examined i n  more d e t a i l  below). 

C. F i n a n c i a l  Resources: 

1. Foreign Exchange S i t u a t i o n :  

a)  Imports:  Table  3  shows t h e  p r o j e c t e d  v a l u e  of imports  f o r  1981 and 
e s t i m a t e s  of a c t u a l  1978-80 imports  i n  c u r r e n t  p r i c e s .  The t a b l e  i n d i c a t e s  
a  p r e d i c t a b l e  s h i f t  away from investment and d i s c r e t i o n a r y  imports  i n  
f avor  of p roduc t ive  and b a s i c  consumption goods. 

Table  4  p r e s e n t s  e s t i m a t e s  of t h e  one-year and t h r e e  yea r  d e c l i n e s  i n  
r e a l  imports  by major c a t e g o r i e s .  C a p i t a l  goods imports  have f a l l e n  o f f  
d r a s t i c a l l y  and s t e a d i l y  f o r  t h e  l a s t  t h r e e  yea r s .  Imports  of non- 
consumer goods dec l ined  most sha rp ly  i n  1979 and 1980, but  t h e  pace of 



d e c l i n e  slowed i n  1981. I n  consumer goods, however, t he  pace of dec l i ne  
acce l e r a t ed  i n  1981 w i th  poss ib ly  oninous consequences f o r  t h e  importa- 
t i o n  of b a s i c  products.  Overa l l ,  by t h e  end of 1981, r e a l  imports w i l l  
have dec l ined  by 42.5 percen t  i n  t h e  l a s t  t h r e e  y e a r s ,  and by 12.1 
percen t  s i n c e  last  year .  

b) Balance of Payments: Table  5 i s  a p ro j ec t i on  of E l  Salvador 1982 
balance of payments BOP s i t u a t i o n ,  assuming zero real GD? growth and 
ze ro  d e t e r i o r a t i o n  i n  f o r e ign  exchange rese rves .  The most r e cen t  s t a t i s -  
t i c s  f o r  1981 a r e  included f o r  comparison purposes. 

E l  Salvador i s  p re sen t l y  working toward a standby agreement and second 
CFF drawing w i th  t h e  IMF. T o t a l  LMF a s s i s t a n c e  in 1982 should anount t o  
$85 m i l l i o n ,  making t h e  I W  t h e  second l a r g e s t  donor, a f t e r  t h e  U.S., t o  
El Salvador i n  1982. Other m u l t i l a t e r a l  donors inc lude  t h e  I n t e r m e r i c a n  
Development Bank (IDB), which i s  expected t o  d i sbu r se  about $46.5 m i l l i o n  
i n  1982 f o r  E l  Salvador ,  and CABEI, t h e  World Bank, C I D A  and o t h e r s  
which toge ther  should d i s b u r s e  almost $45 mi l l i on .  E l  Salvador a l s o  
b e n e f i t s  from p a r t i c i p a t i o n  i n  t h e  Mexico/Venezuela Cen t r a l  American o i l  
f a c i l i t y ,  which should provide about $48 m i l l i o n  i n  concessionary f inanc-  
i n g  f o r  petroleum imports  i n  1982. 

t 

Including $85 m i l l i o n  i n  IMF a s s i s t a n c e  and a l l  p r e sen t l y  planned USA13 
disbursements ,  t h e  s t i l l  unfinanced BOP gap is expected t o  be S151.8 
m i l l i o n  i n  1982. This  f i g u r e  i s  s u b s t a n t i a l ,  and i n  the  absence of 
i n t e r n a t i o n a l  f i n a n c i a l  a s s i s t a n c e  i t  could ca s se  t he  count ry ' s  n e t  
i n t e r n a t i o n a l  r e s e rve s  (a l rezdy  reduced t o  -$I44 m i l l i o n  i n  1981) t o  
d e c l i n e  t o  l e v e l s  o f  c r i s i s  p ropor t ions  i n  1982. However, i t  should be 
borne i n  mind t h a t  t h e  BOP p ro j ec t i on  shown i n  Table 5 is  a " r equ i r emn t -  
o r i en t ed  project ion" ,  and no t  a  p r ed i c t i on  of what i s  a c t u a l l y  l i k e l y  t o  
happen. It is  designed t o  show wnat t h e  unfinanced BOP gap would be i f  

* -  a  given r e a l  GDP t a r g e t  i s  t o  be s t t a i n e d .  In p r a c t i c e  and i n  t h e  
absence of a d d i t i o n a l  f o r e i g n  exchange resources  t o  cover t h e  p ro jec ted  
d e f i c i t ,  t h e  Cen t r a l  Bank would no t  permit  t h e  gap t o  m a t e r i e l i z e ;  
a l t e r n a t i v e l y ,  imports  would be  sharply reduced frnm the level p r o j e c t e d  
and t h e  country  would f a c e  another  s i g n i f i c a n t  d e c l i n e  i n  i ts  real GDP - 
as i t  d i d  i n  1981 - and consequent g r e a t e r  unemployment and more bus iness  
c l o su re s .  

2. F i s c a l  andMonetary S i t ua t i on :  

a) The Cen t r a l  Governments's 1982 Budget. The GOES publ ished i ts  1982 
budget i n  la te  December. Tabla 6 is a synopsis  of t h a t  budget,  ad jus ted  
f o r  Mission e s t ima t e s  of A I D  a s s i s t a n c e  t o  t h e  Pub l i c  Sec tor  and o the r  
i t ems  excluded from t h e  o r i g i n a l  docunent. As  ad ju s t ed ,  t he  unfinanced 
d e f i c i t  f o r  1982 is  est imated t o  be $235 mi l l i on .  
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c h d c a l s .  Over 58,000 people were employed in  f a c t o r i e s  wi th  f i v e  
employees o r  more, and probably twice t h a t  number of a d d i t i o n a l  jobs  had 
been generated i n  o t h e r  s e c t o r s  of t h e  economy. Table 8 provides  informa- 
t i o n  on t h e  i n d u s t r i a l  s t r u c t u r e  i n  1978 by i ndus t ry  type and s i z e ,  and 
t h e  changes i n  t h i s  s t r u c t u r e  t h a t  had taken p l ace  by 1981. Table 9 
shows t r ends  i n  manufacturing employment dur ing t h i s  four-year per iod .  

2. Product ion - I n d u s t r i a l  product ion has  f a l l e n  s t e a d i l y  s i n c e  1978 
and is now c l e a r l y  approaching a c r i s i s  s i t u a t i o n .  Table  10 shows 
t r ends  i n  t h e  va lue  of i n d u s t r i a l  product ion i n  r e a l  terms between 1978 
and 1981. I f  t h e  1978-81 r a t e  should cont inue,  i n d u s t r i a l  product ion 
could drop t o  40 pe r cen t  by t he  end of 1982. With f u r t h e r  p l a n t  c l o s ings  
l i k e l y ,  however, t h e  t rend  i s  more r e a l i s t i c a l l y  toward t h e  50-60 percen t  
range. 

E l  Sa lvador ' s  i ndus t ry  depends on imports f o r  62 percen t  of i ts  raw 
material suppl ies .  A s  shown i n  Table 11, t he  d e c l i n e  i n  i n d u s t r i a l  
product ion has proceeded apace wi th  t h e  d e c l i n e  i n  imports of i n d u s t r i a l  
raw ma te r i a l s .  A s  shown i n  Table 12,  c a p i t a l  goods imports by i ndus t ry  
dropped by about 69 percen t  i n  r e a l  terms from 1978 t o  1981. 

3. Employment - Although on ly  s i x  percen t  of a l l  f i rms  ope ra t i ng  i n  
1978 had shu t  down opera t ions  by 1981, t h e  concen t ra t ion  of c l o su re s  i n  
l a r g e  f i rms  among t he  l abor - in tens ive  t e x t i l e  and meta l  products  indus- 
t r i e s  caused f a c t o r y  employment t o  dec l i ne  by 18,217 jobs.  

E. S t a t u s  o f  P r i v a t e  Sec tor  Support I and I1 Programs (PSS-I&II): 

PSS-I: I n  December of 1980, a Cash Transfe r  of $20 m i l l i o n  w a s  made t o  - 
t h e  GOES i n  response t o  t h e  c r i t i c a l  need f o r  f o r e ign  exchange t o  a l l e v i -  
a t e  a r a p i d l y  d e t e r i o r a t i n g  balance of payments s i t u a t i o n .  The d o l l a r  
funds ob ta ined  from t h e  Cash Transfe r  enabled t h e  BCR t o  make a v a i l a b l e  

* -  a n  equ iva len t  amount of f o r e i g n  exchange t o  t he  i n d u s t r i a l  s e c t o r  f o r  
t h e  impor ta t ion  of raw m a t e r i a l s  and in te rmedia te  goods from t h e  United 
S t a t e s .  Local currency coun t e rpa r t  w a s  used t o  c r e a t e  a E!50 m i l l i o n  
($20 mi l l i on )  s p e c i a l  l i n e  of c r e d i t  t o  help  meet t he  short-term working 
c a p i t a l  c r e d i t  requirements of t h e  p r i v a t e  s e c t o r .  I n  add i t i on ,  $50 
m i l l i o n  of l o c a l  currency generated from use of t h e  d o l l a r  was deposi ted 
i n  a s p e c i a l  l i n e  of c r e d i t  t o  meet short-term product ion c r e d i t  needs 
of t h e  Agrar ian Reform Sector .  

j 

-; 

A t o t a l  o f  $11.4 m i l l i o n  of t h e  o r i g i n a l  $20 m i l l i o n  Cash Transfe r  was 
deposi ted i n  t h r e e  U.S. banks t o  l everage  a d d i t i o n a l  amounts i n  l i n e s  of 
c r e d i t ,  whereby confirmed l e t t e r s  of c r e d i t  can be issued up t o  a t o t a l  
amount i n  excess  of t h e  requ i red  depos i t .  The remaining $8.6 m i l l i o n  
was used t o  pay i n d i v i d u a l  commercial o b l i g a t i o n s ,  such a s  l e t t e r s  of 
c r e d i t  and ba lances  due on open account of t he  Salvadoran p r i v a t e  s e c t o r  
owed t o  U.S. supp l i e r s .  



The $20 m i l l i o n  Cash T r a n s f e r  was l i q u i d a t e d  on a n  a t t r i b u t i o n  b a s i s ;  t h e  
BCR provided  u S A I D / E ~  Sa lvador  w i t h  t h e  f i n a l  package of i m p o r t ' t r a n s -  
a c t i o n  documenta t ion  i n  September 1981. Tab le  I g i v e s  t h e  s t a t u s  of t h e  
n e g o t i a t e d  l i n e s  of  c r e d i t  as of  February  1, 1982. 

PSS-11: A second Cash T r a n s f e r  w i t h  t h e  same major  o b j e c t i v e s  a s  t h e  
f i r s t  w a s  made i n  J u l y  1981. The d o l l a r  funds  o b t a i n e d  from t h i s  Cash 
T r a n s f e r  enab led  t h e  BCR t o  make $24.9 m i l l i o n  a v a i l a b l e  t o  t h e  i n d u s t r i a l  
s e c t o r  f o r  e s s e n t i a l  impor t s  from t h e  U.S. Loca l  cur rency g e n e r a t i o n s  
from t h e  u s e  of t h e  d o l l a r s  were used t o  e s t a b l i s h  a medium-term s t r u c t u r a l  
working c a p i t a l  fund f o r  t h e  i n d u s t r i a l  s e c t o r  and t o  fund i n s t i t u t i o n a l  
s u p p o r t  needs  of key p u b l i c  and p r i v a t e  s e c t o r  e n t i t i e s .  

Immediately upon e x e c u t i o n  of  t h e  cash  t r a n s f e r ,  t h e  BCR e n t e r e d  i n t o  a 
series of n e g o t i a t i o n s  w i t h  e i g h t  U.S. banks i n  a n  e f f o r t  t o  u s e  t h e  
e n t i r e  amount o f  t h e  Cash T r a n s f e r  t o  c r e a t e  a d d i t i o n a l  l eve raged  l i n e s  
of  c r e d i t  s i m i l a r  t o  t h o s e  e s t a b l i s h e d  w i t h  funds  from PSS-I. Because 
of  t h e  need t o  open t h e  l i n e s  of  c r e d i t  as soon as p o s s i b l e  t o  s e r v i c e  
t h e  backlog  of  a p p l i c a t i o n s  f o r  f o r e i g n  exchange t o  f i n a n c e  i m p o r t s ,  t h e  
BCR was f o r c e d  t o  e i t h e r  r a p i d l y  conclude  t h e  n e g o t i a t i o n s  i n  o r d e r  t o  
i s s u e  new l e t t e r s  of  c r e d i t  o r  t o  make t h e  funds  a v a i l a b l e  t o  pay o b l i g a -  
t i o n s  due  and payab le .  A l i n e  of  c r e d i t  c o n t r a c t  w a s  n e g o t i a t e d  and 
s i g n e d  between t h e  Bank of  America and t h e  BCR i n  August 1981; n e g o t i a t i o n s  
w i t h  o t h e r  banks,  however, were long  de layed.  The re fo re ,  a d e c i s i o n  w a s  
made i n  c o n s u l t a t i o n  w i t h  A I D ,  t o  suspend t h e  n e g o t i a t i o n s  and t o  u s e  
t h e  remaining  $19.9 m i l l i o n  t o  pay c u r r e n t  o b l i g a t i o n s  owed by Sa lvadoran  
i m p o r t e r s .  

As shown i n  t a b l e  11, as of t h e  end of  February a t o t a l  of $8.2 m i l l i o n  
i n  let ters  of  c r e d i t  had been i s s u e d  through t h e  Bank of America l i n e  of  
c r e d i t .  The funds  n o t  used f o r  l eve raged  l i n e s  of c r e d i t  have been 
used  t o  pay o b l i g a t i o n s  p r e v i o u s l y  i n c u r r e d  f o r  t h e  i m p o r t a t i o n  of  raw 
m a t e r i a l s  and i n t e r m e d i a t e  goods from U.S. s u p p l i e r s .  These o b l i g a t i o n s  
are p r i m a r i l y  f o r  impor t  pu rchases  made on open accoun t  ( t h e  s u p p l i e r  
s h i p s  t h e  merchandise  w i t h  payment due upon r e c e i p t  of documents by t h e  
impor t e r  o r  a t  some later  d a t e ,  depending on  t h e  c r e d i t  te rms extended 
by t h e  s u p p l i e r ) ,  o r  f o r  le t ters  of c r e d i t  opened through t h e  n e g o t i a t e d  
l i n e s  of c r e d i t .  T a b l e  111 summarizes impor t  t r a n s a c t i o n s  approved f o r  
a t t r i b u t i o n  t o  A.I.D. funds  as of February  1982. 

Annex C i s  a  d e t a i l e d  d e s c r i p t i o n  of l o c a l  cu r r ency  as w e l l  as d o l l a r  
u s e s  of PSS-I and PSS-I1 programs. I n  a d d i t i o n ,  S e c t i o n  4-C summarizes 
t h e  methodology and f i n d i n g s  of t h e  M i s s i o n ' s  a n a l y s i s  of u t i l i z a t i o n  of  
a l l  l eve raged  l i n e s  of  c r e d i t  e s t a b l i s h e d  w i t h  P r i v a t e  S e c t o r  Suppor t  
funds .  The a n a l y s i s  s u g g e s t s  t h a t  t h e  u s e  of A . I .D .  d o l l a r s  as d e p o s i t s  
t o  n e g o t i a t e  a d d i t i o n a l  l i n e s  of  c r e d i t  i s  n o t  t h e  most e f f i c i e n t  u s e  of 
f o r e i g n  exchange provided  under PSS-111. P r e s e n t  l i n e s  are n o t  be ing  
used  t o  t h e i r  c a p a c i t y  due  t o  t h e  s h o r t a g e  of f o r e i g n  exchange t o  
c a n c e l  le t ters  of c r e d i t  as they  are due. 



TABLE I 

1 2 3 4 5 6 
(3-4-5) ( 1-516) 

T o t a l  T o t a l  T o t a l  
V a l u e o f  Value of V a l u e o f  

L ine  of L/Cs opened L/Cs pa id  Outstand Funds 
Bank - C r e d i t  Deposit  t o  d a t e  t o  d a t e  i n g  L/Cs Ava i lab le  

F i r s t  Nat. Bank 
of Chicago 4.0 .4 1.8 

Manufactrs.  Hanover 
T r u s t  15.0 10.0 26.9 18.0 8.9 6.1 

C a p i t a l  Bank - 2.0 1.0 - 2.7 - 1.2 - 1.5 - .5 - 
T o t a l  21.0 - 11.4 - 31.4 - 19.2 - 12.2 - 8.8 - 

TABLE I1 

BANK OF AMERICA 

Line  of C r e d i t  
( $  m i l l i o n s )  

T o t a l  
Value of Value Value of Value of 
Line  of of L/C L/Cs paid  Outs tand- Funds 
C r e d i t  Deposit  Opened t o  d a t e  ing  L/Cs Ava i lab le  

TABLE 111 

( i n  $ m i l l i o n s )  

B of A ( l i n e  of c r e d i t )  8.2 
L/Cs Paid  

L ines  of c r e d i t  7.0 
Independent -- 7.0 

Open Account - 1 .O 

TOTAL : 

*Does n o t  i n c l u d e  t r a n s a c t i o n s  valued a t  $8.8 m i l l i o n  f o r  which 
customs documentation i s  now being assembled. 



3.  PRIVATE SECTOR SUPPORT I L I  PROGRAM DESCRIPTION 

A.  Program R a t i o n a l e :  As d e s c r i b e d  i n  S e c t i o n  11, t h e  p r i v a t e  s e c t o r ,  
w h i l e  p r o v i d i n g  a l l  of  t h e  goods and s e r v i c e s  s u p p o r t i n g  t h e  Salvadoran  
peop le ,  i s  o p e r a t i n g  w i t h i n  a n  environment of s o c i o p o l i t i c a l  change. The 
consequent  u n c e r t a i n t i e s ,  coupled w i t h  r e c e s s i o n a r y  f o r c e s  g e n e r a l l y  
p r e s s i n g  t h e  economy, have  caused a s t e a d y  d e c l i n e  i n  i n d u s t r i a l  o u t p u t  
s i n c e  1978. 

V io lence  and t e r r o r i s m  have  been u n s e t t l i n g  i n f l u e n c e s .  The r e s i s t a n c e  
from t h e  L e f t  i s  c o n c e n t r a t e d  i n  a g u e r r i l l a  f o r c e  which conducts  opera-  
t i o n s  a g a i n s t  t h e  Government and wherever p o s s i b l e  d i s r u p t s  p r o d u c t i v e  
a c t i v i t y .  T a r g e t s  i n  e a r l y  1981 were i n d u s t r i a l  p l a n t s ;  more r e c e n t l y ,  
t h e  a t t a c k s  have c e n t e r e d  on power, t r a n s p o r t ,  and communication sys tems.  

A s  d e t a i l e d  i n  S e c t i o n  2 ,  t h e  GDP h a s  dropped a lmos t  20 p e r  c e n t  i n  real 
terms s i n c e  1978 w h i l e  n a t i o n a l  p e r  c a p i t a  o u t p u t  f e l l  by 25 p e r c e n t .  
Open unemployment hove r s  around 30 p e r  c e n t ,  s u b j e c t  t o  i n c r e a s e s  a f t e r  
t h e  a g r i c u l t u r a l  p l a n t i n g  and h a r v e s t i n g  seasons .  

I n  a  c o u n t r y  such  as E l  Sa lvador ,  i n  which n a t i o n a l  o u t p u t  i s  c r i t i c a l l y  
dependent  on impor t s  of p r o d u c t i v e  i n p u t s  (raw material and i n t e r m e d i a t e  
goods) and c a p i t a l  goods, t h e  l i n k a g e  of impor t s  t o  growth is  unbreakab le .  
The i m p o r t a t i o n  of p r o d u c t i v e  i n p u t s  and c a p i t a l  goods,  have d e c l i n e d  
n e a r l y  30 p e r c e n t  and 69 p e r c e n t ,  r e s p e c t i v e l y ,  from 1978 f i g u r e s .  
Thus,  a s  i n  1981,  t h e  e lements  most  c r i t i c a l  t o  a r r e s t i n g  t h e  GDP d e c l i n e  
i n  1982 a r e  impor t s  and b a l a n c e  of payments f i n a n c i n g .  

I n  g e n e r a l  terms, t h e  C e n t r a l  Bank e s t i m a t e s  t h a t  s t a b i l i z i n g  p r o d u c t i o n  
a t  t h e  1981 l e v e l  ( a  t a r g e t  of  ze ro  growth i n  real GDP) r e q u i r e s  impor t s  
of abou t  $1,043.4 m i l l i o n ,  implying  a s u b s t a n t i a l  unf inanced b a l a n c e  of 
payments gap.  P r e s e n t  e s t i m a t e s  a r e  t h a t  t o  r e a c h  t h i s  l e v e l  of i m p o r t s ,  
E l  Sa lvador  w i l l  r e q u i r e  an  a d d i t i o n a l  $151.8 m i l l i o n  i n  f o r e i g n  exchange. - 1 /  
An assumpt ion  of  z e r o  GDP growth a l s o  i m p l i e s  a n  i n c r e a s e  i n  p u b l i c  
inves tment  of  19%, w i t h  a  concomitant  c e n t r a l  grovernment budget  d e f i c i t  
e s t i m a t e d  a t  $ 235 m i l l i o n ,  even  a f t e r  s u b s t a n t i a l  c e n t r a l  bank f inanc -  
i n g .  

To t h e  d e g r e e  t h a t  t h e  two "gaps" -- b a l a n c e  of payments gap and t h e  
c e n t r a l  government budget  d e f i c i t  -- a r e  n o t  f i n a n c e d  o r  reduced,  GDP 
w i l l  show n e g a t i v e  growth. The consequences,  i n  terms of consumption 
and employment, of  a  f u r t h e r  d e c l i n e  i n  t h e  r e a l  1981 GDP must  be  viewed 
a g a i n s t  t h e  background of  t h e  d e c l i n e  a l r e a d y  expe r i enced  d u r i n g  1979- 
81 ,  e s t i m a t e d  a t  25% i n  r e a l  p e r  c a p i t a  income. Moreover, e f f o r t s  t o  
b r i n g  abou t  economic and p o l i t i c a l  s t a b i l i z a t i o n  w i l l  be  h inde red ,  
pe rhaps  f a t a l l y ,  u n l e s s  f i n a n c i n g  f o r  i n c r e a s e d  impor t s  i s  made a v a i l -  
a b l e .  

11 T h i s  f i g u r e  t a k e s  i n t o  account  p r o j e c t e d  d i sbu r semen t s  from a l l  USAID - 
programs a l r e a d y  approved and d i sbu r semen t s  from a l l  o t h e r  s o u r c e s ,  
i n c l u d i n g  t h e  IMF. 



B.  Program D e s c r i p t i o n :  The purpose  of t h e  Program is  t o  p r o v i d e  
immediate b a l a n c e  of  payments s u p p o r t  t o  t h e  GOES through a Cash T r a n s f e r  
of $25 m i l l i o n .  To d i r e c t l y  a d d r e s s  t h e  problem of f o r e i g n  exchange 
s h o r t a g e s  impeding impor t s  by t h e  manufac tu r ing ,  i n d u s t r i a l ,  and b u s i n e s s  
communit ies ,  t h e  BCR w i l l  upon e x e c u t i o n  of t h e  Cash T r a n s f e r  make 
a v a i l a b l e  a n  e q u i v a l e n t  amount of  f o r e i g n  exchange t o  t h e  i n d u s t r i a l  
s e c t o r  f o r  t h e  i m p o r t a t i o n  of raw m a t e r i a l s ,  i n t e r m e d i a t e  goods ,  s p a r e  
p a r t s ,  and c a p i t a l  goods from t h e  U.S. t o  t h e  p r i v a t e  s e c t o r  i n  E l  
Sa lvador  e i t h e r  by d i r e c t  pu rchase  o r  through a l r e a d y  e s t a b l i s h e d  
gua ran teed  l i n e s  of c r e d i t .  

The GOES w i l l  channe l  t h e  f o r e i g n  exchange made a v a i l a b l e  f o r  impor t s  i n  
a manner t o  a c h i e v e  t h e  most e f f i c i e n t  u s e  of t h e  Count ry ' s  f o r e i g n  
exchange.  A s  a r e s u l t ,  a s s i s t a n c e  i s  expected  t o  have  a p o s i t i v e  impact  
on p roduc t ion ,  employment, and economic r ecove ry  i n  g e n e r a l .  The a t r i b u -  
t i o n  of  funds  made a v a i l a b l e  f o r  i n d u s t r i a l  s e c t o r  impor t  needs  w i l l  be 
t o  t r a s a c t i o n s  i n  t h e  f o l l o w i n g  p r i o r i t y  c a t e g o r i e s :  

1) s u p p l i e r  f i nanced  goods a l r e a d y  i n  coun t ry  b u t  n o t  p a i d  f o r  ( a r r e a r -  
a g e s ) ;  2) new L e t t e r s  of C r e d i t  opened through gua ran teed  l i n e s  of 
c r e d i t  e s t a b l i s h e d  under two earlier P r i v a t e  S e c t o r  Suppor t  Programs and 
o t h e r  gua ran teed  l i n e s  a l r e a d y  e s t a b l i s h e d  i n  US banks;  and 3)  new 
t r a n s a c t i o n s  handled under  o r d i n a r y  s u p p l i e r ' s  c r e d i t ,  e i t h e r  under  open 
accoun t  a r rangements  w i t h  US s u p p l i e r s  o r  through confirmed let ters  of  
c r e d i t  f o r  impor t s  from US s u p p l i e r s .  

Local  Currency Uses - USAID, i n  i t s  f i r s t  two P r i v a t e  S e c t o r  Suppor t  
(PSS) agreements  w i t h  t h e  GOES, e x c e r c i s e d  d i r e c t  c o n t r o l  of  t h e  l o c a l  
c u r r e n c y  g e n e r a t e d  by U.S. d o l l a r  c o n t r i b u t i o n s .  Each agreement r e q u i r e d  
t h a t  s e p a r a t e  l o c a l  c u r r e n c y  accoun t s  be  e s t a b l i s h e d  i n  t h e  C e n t r a l  Bank 
which cou ld  be  drawn a g a i n s t  f o r  a s p e c i f i c  set of approved u s e s ,  a l s o  
e s t a b l i s h e d  i n  t h e  agreement.  These u s e s  i n c l u d e d  a c t i v i t i e s  i n  t h e  
p r i v a t e  s e c t o r  ( e .g . ,  medium term s t r u c t u r a l  c a p i t a l  l i n e  of  c r e d i t )  and 
t h e  p u b l i c  s e c t o r  ( e .g . ,  funding  f o r  t h e  GOES e l e c t i o n  committee,  b a s i c  
h e a l t h  s e r v i c e s  f o r  Phase I hac iendas ,  o p e r a t i o n a l  s u p p o r t  f o r  a g r i c u l -  
t u r a l  s e c t o r  p l ann ing  u n i t ) .  These l o c a l  cu r r ency  g e n e r a t i o n s  were  t h u s  
d i r e c t l y  t r a c e a b l e  t o  a s p e c i f i c  BCR c r e d i t  program o r  a l i n e  i t e m  i n  
t h e  GOES p u b l i c  s e c t o r  budget  w i t h  t h e  i d e a  t h a t ,  having  been gene ra t ed  
by A.I.D. ESF d o l l a r s ,  t hey  shou ld  be  d i r e c t l y  a p p l i e d  t o  f i n a n c i n g  of 
A.I.D. p r i o r i t i e s .  I n  t h e  GOES budget  t h e s e  funds  e n t e r e d  as a d i r e c t  
i n p u t  on t h e  r evenue  s i d e  t i e d  t o  a s p e c i f i c  l i n e  i t e m  on t h e  e x p e n d i t u r e  
s i d e .  

Given t h e  magnitude of A . I . D .  economic a s s i s t a n c e ,  A.I.D. h a s  become a 
major  f a c t o r  i n  t h e  o v e r a l l  Sa lvadoran  economy, b a l a n c e  of  payments 
p i c t u r e ,  monetary e q u a t i o n  and p u b l i c  s e c t o r  budget .  ( p r o j e c t e d  ESF 
f i n a n c i n g  f o r  1982 of $125 m i l l i o n  ( i n c l u d i n g  $100 m i l l i o n  CBI) r e p r e s e n t s  
50% of a l l  GOES s o u r c e s  a v a i l a b l e  f o r  i n t e r n a l  c r e d i t  expans ion  t o  t h e  



p r i v a t e  s e c t o r ) .  The Mission, t he r e fo r e ,  cons iders  i t  app rop r i a t e  t o  
use  a broader ,  macro-economic approach t o  leveraging our a s s i s t a n c e  i n  
order  t o  achieve our ob j ec t i ve s  of ensuring adequate p r i v a t e  s e c t o r  
support  and pub l i c  s e c t o r  f inanc ing  f o r  high p r i o r i t y  programs. 

I n  essence,  t h e  proposed approach c a l l s  f o r  providing ESF funds with  no 
s p e c i f i c  l inkage  of l o c a l  currency generat ions:  A . I . D . ' s  l o c a l  currency 
funds become fungib le  wi th  o the r  sources  of BCR c r e d i t  expansion (e.g.  
expansion of money supply and o ther  hard currency loans  which a r e  not  
t i e d  t o  l o c a l  currency genera t ions ) .  This allows t h e  GOES t o  consider  
such ESF f inancing i n  t h e i r  o v e r a l l  monetary program. ( I n  accordance 
with  t h e  IMF, t i e d  f inancing such a s  r egu l a r  development a s s i s t a n c e  and 
PL-480 does no t  e n t e r  i n t o  t he  i n t e r n a l  monetary equat ion) .  I n  r e t u r n  
A . I . D .  would r e se rve  t h e  r i g h t  to:  

1. Concur i n  t h e  IMF/GOES agreement on i t s  monetary program and 
s p e c i f i c a l l y  t h e  a l l o c a t i o n  of o v e r a l l  c r e d i t  expansion f o r  t h e  
p r i v a t e  and publ ic  s e c t o r s .  

2. Concur i n  t h e  f i n a l  GOES publ ic  s e c t o r  budget ( a  l a r g e  p a r t  of 
which is  f inanced by c r e d i t  from the  Cent ra l  Bank which i n  t u rn  is  
p a r t i a l l y  backed by ESF l o c a l  currency genera t ions ) .  I n  reviewing 
t h e  t o t a l  GOES budget, A . I . D .  would be a b l e  t o  ensure  t h a t  h igh 
p r i o r i t y  programs (e.g.  a g r i c u l t u r e  s e c t o r  reform) a r e  f u l l y  financed. 

3 .  Concur i n  t h e  Banking system ( c e n t r a l  and na t i na l i z ed )  p o l i c i e s  
and programs f o r  expansion of c r e d i t  t o  t he  p r i v a t e  s e c t o r .  

Technical  Assis tance - The Mission is  working t o  fol low up on t h e  P r i v a t e  
Sector  Support I11 Program wi th  a t e chn i ca l  a s s i s t a n c e  e f f o r t  aimed a t  
longer  term developments and improvements i n  t he  opera t  ions ,  adminis- 
t r a t i v e  and c o n t r o l  mechanisms of t he  Salvadoran banking system. The 
Mission p lans  t o  make use of t he  app l icab le  recommendations from the  
r ecen t l y  completed P r iva t e  Sec tor  Study, f i e l d  work by Mission personnel 
and any a s s i s t a n c e  which might become a v a i l a b l e  from o ther  sources ,  such 
a s  t h e  IMF. The presen t  funding s t r a t e g y  under cons idera t ion  is t o  use  
funds provided under t h e  Reform Pol icy and Planning P r o j e c t ,  519-0260 a t  
a l a t e r  d a t e  f o r  p rov is ion  of t e chn i ca l  a s s i s t ance  and t o  hold a por t ion  
(up t o  $500 thousand) of t h e  ESF funds under t h i s  Program a s  an unobl igated 
r e se rve  on an i n t e r im  b a s i s  whi le  t echn ica l  a s s i s t a n c e  planning is  
completed. (Note t h a t  t he  Program Authorizat ion would be f o r  t h e  f u l l  
amount of $25 m i l l i o n ) .  

I f  i t  were determined t h a t  t he  ESF funds were required f o r  t e chn i ca l  
a s s i s t a n c e  needs, they could be a l l oca t ed  t o  t h a t  end f o r  use  toge ther  
wi th  P ro j ec t  519-0260 funds. I f  such proves no t  t o  be t he  ca se ,  a simple 
amendment t o  t h e  P ro j ec t  Agreement would s u f f i c e  t o  d i r e c t  t h e  funds t o  
t h e i r  o r i g i n a l l y  contemplated t a rge t :  purchase of import goods. 



C .  Implementation Arrangements: I n  order  t o  e f f e c t i v e l y  implement t he  
Program with  some assurance t h a t  t he  funds made a v a i l a b l e  by t h e  BCR f o r  
imports a r e  no t  d ive r t ed  t o  non-productive purposes,  such a s  c a p i t a l  
f l i g h t ,  t h e  Mission w i l l  r equ i r e  t h e  following implementation procedures: 

1. C r i t e r i a  f o r  E l i g i b i l i t y :  The c r i t e r i a  used by t h e  Cent ra l  Reserve 
Bank (BCR) i n  t h e  s e l e c t i o n  of app l i c a t i ons  f o r  f o r e ign  exchange which 
a r e  t o  be a t t r i b u t e d  t o  t he  $25 mi l l i on  made a v a i l a b l e  by the  BCR f o r  
imports w i l l  i nc lude ,  bu t  no t  be l im i t ed  t o  t h e  following: ( i )  only 
app l i c a t i ons  f o r  raw m a t e r i a l s ,  in te rmedia te  goods, spa r e  p a r t s ,  o r  
c a p i t a l  goods imported from t h e  United S t a t e s  w i l l  be s e l ec t ed ;  ( i i )  
funds s h a l l  no t  be used f o r  t h e  procurement of m i l i t a r y  equipment o r  
s e r v i c e s  of any k ind ,  o r  any o the r  i tems on A . I . D . ' s  r e s t r i c t e d  l i s t .  

For those  items which meet s e l e c t i o n  c r i t e r i a ,  high p r i o r i t y  w i l l  be 
given t o  t h e  app l i c a t i ons  from businesses  which w i l l  be forced t o  reduce 
t h e i r  l e v e l s  of employment o r  cease  opera t ion  i f  the  procurement of 
e s s e n t i a l  imports is  no t  undertaken immediately. I n  such cases ,  t h e  BCR 
w i l l  r eques t  appropr ia te  informat ion from each app l i c an t  regarding h i s  
inventory of e s s e n t i a l  imports e l i g i b l e  f o r  f inanc ing  under t he  Program 
i n  o rder  t o  determine app l i c an t  p r i o r i t i e s .  

2. Appl icat ion/Transact ion Control  Records. Appl icat ions  s e l e c t e d  on 
t h e  b a s i s  of t h e  above c r i t e r i a  w i l l  be summarized i n  a  monthly r e p o r t  
submitted t o  A . I . D .  Once an app l i c an t  has been s e l e c t e d ,  a  s epa ra t e  
c o n t r o l  f i l e  f o r  source documents f o r  each t r an sac t i on  w i l l  be e s t ab l i shed  
i n  t h e  BCR. The f i l e s  w i l l  be maintained i n  a  manner t o  f a c i l i t a t e  
per iod ic  phys ica l  inspec t ion  by USAID s t a f f  and/or A I D  aud i t o r s .  Each 
f i l e  w i l l  be i d e n t i f i e d  by a  t r an sac t i on  number ass igned by the  BCR 
following approval  of t h e  fo r e ign  exchange app l i c a t i on  (Form 15) .  This  
t r an sac t i on  number w i l l  appear on a l l  documents r e l a t e d  t o  t h e  i nd iv idua l  
t r an sac t i on  and can be used f o r  c ro s s  re fe rence  w i th  t he  monthly and 
q u a r t e r l y  BCR r e p o r t s  concerning the  use  of t he se  funds. 

For those  t r an sac t i ons  which use t h e  l i n e s  of c r e d i t ,  each t r an sac t i on  
f i l e  w i l l  con ta in  t h e  o r i g i n a l  o r  a  photocopy of t he  following documents 
a s  they a r e  received by the  BCR: 

1)  copy of t h e  app l i c a t i on  f o r  f o r e ign  exchange (Form 15) ;  

2) copy of t he  l e t t e r  of c r e d i t  opened by t he  importerISalvadoran 
commercial bank; 

3) copies  of expor t  documents, inc lud ing  t h e  

a )  commercial invo ice ,  
b) b i l l  of ladinglai rway b i l l  
c )  insurance c e r t i f i c a t e ,  i f  app l icab le ;  and, 



4)  c o p i e s  of customs documentat ion,  i n c l u d i n g  t h e  import  c e r t i f i c a t e  

For t h o s e  t r a n s a c t i o n s  r e q u i r i n g  d i r e c t  payment t o  t h e  e x p o r t e r  f o r  
goods a l r e a d y  sh ipped ,  t h e  c o n t r o l  f i l e  w i l l  c o n t a i n  t h e  documents 
l i s t e d  above excep t  f o r  document 2 )  which w i l l  be e i t h e r  a  copy of t h e  
L/C, i n t e r n a t i o n a l  money o r d e r ,  o r  o t h e r  payment document. 

3 .  P u b l i c i t y .  The GOES and t h e  BCR w i l l  t a k e  t h e  s t e p s  necessa ry  t o  
e n s u r e  t h a t  t h e  g e n e r a l  p u b l i c  as w e l l  as i m p o r t e r s  are made aware of 
t h e  GOES r e g u l a t i o n s  governing t h e  a c q u i s i t i o n  and d i s p o s a l  of f o r e i g n  
exchange and t h e  p e n a l t i e s  f o r  v i o l a t i n g  t h e s e  r e g u l a t i o n s .  T h i s  w i l l  
be accomplished by t h e  p u b l i c a t i o n  i n  s e v e r a l  n a t i o n a l  newspapers of  a 
summary of  t h e  r e l e v a n t  r e g u l a t i o n s  and t h e  p e n a l t i e s  f o r  t h e i r  v i o l a t i o n .  
I n  o r d e r  t o  g i v e  p a r t i c u l a r  a t t e n t i o n  t o  t h e  impor te r s  who r e c e i v e  
f i n a n c i n g  from funds  provided under t h i s  Program, t h e  BCR w i l l  summarize 
t h e  r e l e v a n t  r e g u l a t i o n s  ( p a r t i c u l a r l y  t h e  Law f o r  Con t ro l  of I n t e r -  
n a t i o n a l  T r a n s f e r s )  and c i r c u l a t e  c o p i e s  of t h e  summary, through t h e  
Salvadoran  commercial banks,  t o  t h e  r e c i p i e n t s  of  impor t  f i n a n c i n g .  

4 .  Repor t ing .  

1) T r a n s a c t i o n s  u s i n g  Guaranteed L ines  of C r e d i t .  The BCR w i l l  p r e p a r e  
a  monthly r e p o r t  t o  be  forwarded t o  A.I.D. c o n t a i n i n g  t h e  fo l lowing  d a t a  
on each t r a n s a c t i o n :  t h e  t r a n s a c t i o n  code number, t h e  names of t h e  
impor te r  and e x p o r t e r ;  t h e  t y p e  of  merchandise ( i n c l u d i n g  NAUCA code) ;  
t h e  le t te r  of c r e d i t  (L/C) v a l u e ;  t h e  FOB v a l u e  of t h e  merchandise;  t h e  
name of t h e  U.S. a d v i s i n g  bank; t h e  name of t h e  Salvadoran  i s s u i n g  
banks;  and a  l i s t i n g  of  r e l e v a n t  d a t e s  t o  permi t  t r a c k i n g  of  t h e  t r a n s -  
a c t i o n  from approva l  of  t h e  f o r e i g n  exchange a p p l i c a t i o n  (Form 15) 
through t h e  payment ( i n  U.S.$) of t h e  L/C and any a p p l i c a b l e  i n t e r e s t  
payments t o  t h e  a r r i v a l  of  t h e  merchandise i n  E l  Sa lvador .  The r e p o r t  
w i l l  b e  prepared  on a cumula t ive  b a s i s  which w i l l  update  t h e  s t a t u s  of 
p rev ious  months t r a n s a c t i o n s  and i n c l u d e  any new t r a n s a c t i o n s  begun 
d u r i n g  t h e  p a s t  month. 

2)  T r a n s a c t i o n s  Requir ing  Immediate Payment. Because t h e s e  t r a n s a c t i o n s  
r e q u i r e  a n  immediate d e c i s i o n  on e l i g i b i l i t y  and t r a n s f e r  of U.S. 
d o l l a r s  by t h e  BCR through t h e  banking system t o  t h e  U.S. e x p o r t e r ,  t h e  
monthly r e p o r t  does  n o t  need t o  show t h e  s t a t u s  of t h e  t r a n s a c t i o n  ove r  
an  extended pe r iod  of t ime.  There fo re ,  t h e  r e p o r t  w i l l  show t h e  f i n a l  
d i s p o s i t i o n  of t h e  t r a n s a c t i o n ,  i .e . ,  t h e  names of t h e  impor te r  and 
e x p o r t e r ,  a s h o r t  d e s c r i p t i o n  of t h e  merchandise impor ted ,  t h e  NAUCA 
code,  and t h e  FOB v a l u e ,  t h e  d a t e  payment w a s  made, and t h e  method of 
payment used t o  e f f e c t  each  t r a n s a c t i o n .  

5. C e r t i f i c a t i o n  of  Imports .  The Super in t enden t  of Banks and Other 
F i n a n c i a l  I n s t i t u t i o n s  w i l l  c e r t i f y  t o  A . I . D . ,  on a  q u a r t e r l y  b a s i s ,  
beginning on  t h e  d a t e  of  t h e  s i g n a t u r e  of t h e  P r o j e c t  Loan Agreement, 



t h e  impor t  t r a n s a c t i o n s  completed dur ing  t h e  p r e v i o u s  p e r i o d .  The 
c e r t i f i c a t i o n  w i l l  l i s t  each t r a n s a c t i o n  by i t s  r e s p e c t i v e  t r a n s a c t i o n  
code number, name of t h e  i m p o r t e r ,  and FOB v a l u e  f inanced  w i t h  P r o j e c t  
Loan funds  ( b o t h  l i n e s  of c r e d i t  and immediate pu rchase ) .  The c e r t i f i c a -  
t i o n  w i l l  c o n t a i n  a n  e x p l a n a t i o n  of t h o s e  t r a n s a c t i o n s  f o r  which t h e r e  
is any d i sc repancy  between t h e  amount of f o r e i g n  exchange ,and /o r  type  of 
goods r e c e i v e d  i n  coun t ry ,  as shown i n  t h e  v a r i o u s  t r a n s a c t i o n  documents, 
such as t h e  Form 15, t h e  L/C, o r  customs documentat ion.  Only completed 
t r a n s a c t i o n s  f o r  which t h e  merchandise has  a r r i v e d  i n  E l  Salvador  and 
h a s  been c l e a r e d  through Salvadoran  customs w i l l  be  l i s t e d  i n  t h e  c e r t i f -  
i c a t i o n .  The c e r t i f i c a t i o n  w i l l  be  i n  t h e  form of a l e t t e r  c o n t a i n i n g  
t h e  r e q u e s t e d  d a t a  and w i l l  be  s igned by t h e  Super in t enden t .  The l e t t e r  
should  be  r e c e i v e d  by A . I . D .  w i t h i n  two weeks a f t e r  t h e  end of each 
q u a r t e r l y  p e r i o d .  



4. TECHNICAL ANALYSES 

A. Debt Service:  U n t i l  1979 E l  Salvador maintained a s o l i d  f i n a n c i a l  
p o s i t i o n  wi th  t h e  r e s t  of t h e  world. The country was a b l e ,  i n  l a r g e  
p a r t ,  t o  f inance  i t s  f o r e i g n  o b l i g a t i o n s ,  p r i n c i p a l l y  imports of goods 
and s e r v i c e s ,  wi th  expor t  ea rn ings  from t h e  product ion and s a l e  of 
t r a d i t i o n a l  a g r i c u l t u r a l  c rops ,  such a s  c o f f e e ,  sugar ,  and c o t t o n ,  a s  
w e l l  a s  an i n c r e a s i n g  l e v e l  of i n d u s t r i a l  expor ts  t o  t h e  CACM. 

A s  t h e  r e s u l t  of a combination of f a c t o r s ,  inc lud ing :  a drop i n  world 
market p r i c e s  f o r  t h e  major t r a d i t i o n a l  expor t  c rops ;  f a r  reaching 
a g r a r i a n  and f i n a n c i a l  reforms which i n  t h e  s h o r t  term have d i s rup ted  
t r a d i t i o n a l  p a t t e r n s  of production; and p o l i t i c a l  v i o l e n c e  which has  
s i g n i f i c a n t l y  lowered t h e  l e v e l s  of i n d u s t r i a l  and a g r i c u l t u r a l  produc- 
t i o n ,  expor t  ea rn ings  s i n c e  1979 have dropped by 35% a t  c u r r e n t  p r i c e s .  
A t  t h e  same t ime,  import requirements a t  c u r r e n t  p r i c e s  have remained a t  
c l o s e  t o  t h e  1979 l e v e l ,  showing a drop of only 10% A s  a consequence 
of t h e s e  economic and p o l i t i c a l  f a c t o r s ,  t h e  GOES has been forced t o  
i n c r e a s e  i t s  expendi tures  t o  make up f o r  t h e  d e c l i n e  i n  p r i v a t e  s e c t o r  
product ion i n  t h e  f a c e  of d e c l i n i n g  t a x  revenues,  thus  c r e a t i n g  a 
s u b s t a n t i a l  GOES budget d e f i c i t  i n  1980 and 1981. During t h e  t h r e e  year  
per iod 1979-1981, t h e  n e t  i n t e r n a t i o n a l  r e s e r v e s ,  previously  used t o  
f inance  any balance of payments gaps and support  f i s c a l  d e f i c i t s ,  dropped 
from a p o s i t i v e  $126 m i l l i o n  i n  1979 t o  a nega t ive  $144 m i l l i o n  i n  1981. 
Therefore ,  t h e  GOES has been forced t o  i n c r e a s e  i t s  l e v e l  of e x t e r n a l  
f inanc ing  by 50%, from $955 m i l l i o n  i n  1979 t o  $1,438 m i l l i o n  i n  1981, 
t o  cover t h e s e  s h o r t f a l l s .  

Of t h i s  e x t e r n a l  d e b t ,  over 40% is  d i r e c t  government borrowing; ano ther  
40% is  owed by t h e  C e n t r a l  Reserve Bank of E l  Salvador;  and t h e  remainder 
is  ou t s tand ing  p r i v a t e  s e c t o r  o b l i g a t i o n s  t o  e x t e r n a l  l enders .  Because 
of E l  Salvador ' s  previous  h i s t o r y  of conservat ive  f i n a n c i a l  management 
t h e  GOES has so  f a r  been a b l e  t o  c o n t r a c t  a d d i t i o n a l  e x t e r n a l  debt  
without c r e a t i n g  an alarming repayment burden on t h e  expor t  ea rn ings  of 
t h e  Salvadoran economy. However, t h i s  freedom of movement may be r e s t r i c t -  
ed i n  t h e  f u t u r e  because t h e  debt  s e r v i c e  r a t i o ,  which was a modest 2.6% 
i n  1977, grew t o  28% i n  1981. 

I f  t h e  balance of payments c u r r e n t  account which is  pro jec ted  t o  be a 
nega t ive  $344 m i l l i o n  i n  1982, cont inues  t o  show a d e f i c i t  thus  f o r c i n g  
t h e  GOES t o  seek a d d i t i o n a l  e x t e r n a l  debt  f inanc ing ,  i t  w i l l  p l a c e  a 
heavy burden on t h e  Salvadoran economy's a b i l i t y  t o  repay these  obl iga-  
t i o n s .  For example, y e a r l y  repayment of debt a l ready  con t rac ted  by t h e  
GOES t o  t h e  USG (comprised of A . I . D .  l oans ,  PL 480, CCC and FMS) w i l l  
grow from 7 m i l l i o n  i n  1982 t o  $90 m i l l i o n  i n  1994. To reduce t h i s  
f u t u r e  burden, t h e  Mission f a v o r s  t h e  a u t h o r i z a t i o n  of $25 m i l l i o n  i n  
funds f o r  t h i s  Program i n  t h e  form of a g ran t .  



B .  Foreign Exchange Controls .  A . I . D .  is p a r t i c u l a r l y  concerned t h a t  
t h e  impact of t h e  proposed program n o t  be obta ined a s  a r e s u l t  of funds  
being used i n  a c t i v i t i e s  which i n  some way c o n t r i b u t e  t o  c a p i t a l  f l i g h t .  
A s  desc r ibed  i n  Sec t ion  3 ,  t h e  Program has  documentation and moni tor ing 
requirements  which should minimize t h i s  e f f e c t .  I n  a d d i t i o n ,  s i n c e  
1980 -- when i n t e r n a t i o n a l  n e t  reserves became n e g a t i v e  -- t h e  GOES has  
taken a number of measures t o  conserve f o r e i g n  exchange resources  and t o  
stem c a p i t a l  f l i g h t .  These measures a r e  b r i e f l y  desc r ibed  below. 

1. P r i o r i t y  A l l o c a t i o n  - A t  p r e s e n t ,  t h e  u s e  of f o r e i g n  exchange is  
a l l o c a t e d  by import c a t e g o r i e s .  By p r i o r i t y ,  they a r e :  energy,  food,  -. 

medicine,  s u p p l i e s  t o  i n d u s t r y  and- a g r i c u l t u r e ,  s p a r e  p a r t s ,  repayment 
of f o r e i g n  l o a n s  and commercial imports  and s e r v i c e s .  Within c a t e g o r i e s ,  
a l l o c a t i o n  i s  judged by t h e  urgency of t h e  needs t o  make payment and t h e  
l e n g t h  of time t h e  r e q u e s t  f o r  f o r e i g n  exchange has  been pending. 

2 .  Export R e g i s t r a t i o n  - I n  February 1980, marketing and expor t  
r e g i s t r a t i o n  systems were e s t a b l i s h e d  f o r  c o f f e e ,  c o t t o n ,  sugar  and 
shrimp t o  guaran tee  t h a t  f o r e i g n  exchange passes  d i r e c t l y  i n t o  BCR 
accounts .  Expor te r s  a r e  pa id  i n  t h e  l o c a l  currency e q u i v a l e n t .  

3 .  Imports  - Control  over  imports  has  been t igh tened  by imposing 
s t r i c t e r  documentation requirements.  Importers  must supply t o  t h e  BCR 
f o r  f o r e i g n  exchange i n  advance and r e g i s t e r  t h e  type  of goods, q u a n t i t y ,  
and p r i c e .  Payment of f o r e i g n  exchange i s  made only a g a i n s t  t r a n s p o r t  
documents and b i l l s  of l a d i n g  t h a t  prove goods t o  be imported a r e  on 
board a s h i p  bound f o r  E l  Salvador.  Documents can then be checked 
a g a i n s t  cargo l i s t s  of goods off-loaded t o  customs warehouses. I n  l a t e  
1980, t h e  GOES passed l e g i s l a t i o n  which e s s e n t i a l l y  banned t h e  impor ta t ion  
of luxury items such a s  l i q u o r s ,  cosmet ics ,  e t c .  from o t h e r  than  C e n t r a l  
American Common Market c o u n t r i e s .  

4 .  P r i c e  Checking - Through i n f l a t e d  i n v o i c e s ,  it  might be p o s s i b l e  
f o r  excess  funds  t o  l e a v e  t h e  country  f o r  t h e  b e n e f i t  of impor te r s  under 
arrangements worked ou t  between t h e  importer  and s u p p l i e r .  Therefore ,  
i n  accordance w i t h  a covenant of t h e  Loan Agreement f o r  t h e  P r i v a t e  
S e c t o r  Support I1 Program, t h e  GOES has under taken t h e  development of a 
system f o r  p r i c e  checking of import  t r a n s a c t i o n s  t o  i d e n t i f y  and t a k e  
a p p r o p r i a t e  a c t i o n  a g a i n s t  v i o l a t i o n  of c a p i t a l  f l i g h t  r e g u l a t i o n s .  

5. P a r a l l e l  Market - I n  s p i t e  of t h e  l i m i t a t i o n s  imposed on t h e  use  of 
f o r e i g n  exchange and s u b s t a n t i a l  e f f o r t s  t o  o b t a i n  f o r e i g n  f i n a n c i n g ,  
t h e  BCR was unab le  t o  s a t i s f y  t h e  1981 demand f o r  f o r e i g n  exchange t o  
purchase  e s s e n t i a l  imports .  A s  a  r e s u l t ,  many impor te r s  were fo rced  a s  
a l a s t  r e s o r t  t o  t h e  b lack  market t o  s a t i s f y  t h e i r  f o r e i g n  exchange 
requirements .  To d e a l  w i t h  t h e  s i t u a t i o n ,  t h e  GOES au thor ized  "Spec ia l  
Foreign Currency Deposits" on December 1 7 ,  1981, which permit  a l l  banks 
t o  open d i r e c t  accounts  i n  U.S. d o l l a r s  o r  o t h e r  f o r e i g n  currency f o r  



d e p o s i t s  of any f o r e i g n  exchange ea rn ings  except  from t r a d i t i o n a l  e x p o r t s .  
The r e g u l a t i o n  moved t h e  GOES away from a b s o l u t e  f o r e i g n  exchange c o n t r o l  
t o  a  double market c o n t r o l  i n  which an o f f i c i a l  and a  p a r a l l e l  market  
co-exis t ,  Movements i n  t h e  "Specia l  Foreign Currency Deposit  Accounts" 
dur ing January 1982 a r e  shown i n  Table 7 .  These f i g u r e s  a r e  s u b j e c t  t o  
review and r e f l e c t  t h e  B C R ' s  f i r s t  a t tempt  t o  e s t a b l i s h  a  r ecord  of 
t h e s e  accounts .  The ou t s t and ing  balance  shows an i n c r e a s e  of more than 
$500,000 between January 1 and January 29, 1982. More than 90% of 
wi thdrawals  were used t o  purchase imports .  

The s p e c i a l  f o r e i g n  currency d e p o s i t s  a r e  expected t o  i n c r e a s e  both  t h e  
p r i c e  and supply  of f o r e i g n  currency,  t h u s  d r i v i n g  demand down. Also,  
t h e  d i v e r s i o n  of f o r e i g n  exchange t r a n s a c t i o n s  f o r  non-pr io r i ty  purposes 
t o  t h e  p a r a l l e l  market should reduce t h e  demand f o r  f o r e i g n  exchange i n  
t h e  o f f i c i a l  market ,  enhance t h e  GOES' c a p a c i t y  t o  meet t h e  o f f i c i a l  
marke t ' s  f o r e i g n  exchange demand, and hence, improve t h e  coun t ry ' s  
i n t e r n a t i o n a l  r e s e r v e s  p o s i t i o n .  

I n  conc lus ion ,  t h e  Mission expec t s  t h a t  t h e  implementation arrangements 
d i scussed  i n  Sec t ion  3 and t h e  a p p l i c a t i o n  of GOES r e g u l a t i o n s  and 
p o l i c i e s  desc r ibed  above w i l l  i f  n o t  prevent  a t  l e a s t  minimize any 
d i v e r s i o n  of program resources  through c a p i t a l  f l i g h t .  

C. Guaranteed Line  of C r e d i t  Analys is  - I n  1/21/81. ' . the-~entr lEr-Bank 
n e g o t i a t e d  t h e  f i r s t  i n  a  series of guaranteed l ines  of c r e d i t  w i t h  " 
f o r e i g n  banks t o  l eve rage  t h e  amount of f o r e i g n  exchange a v a i l a b l e  t o  
t h e  Salvadoran economy. A l l  of t h e s e  guaranteed l i n e s  of c r e d i t  are 
used t o  f i n a n c e  t h e  impor ta t ion  of goods f o r  i n d u s t r y ,  a g r i c u l t u r e ,  and 
commerce. The fol lowing i s  a  s h o r t  d e s c r i p t i o n  of t h e  s t r u c t u r e  and 
o p e r a t i o n  of t h i s  mechanism. 

1) The BCR ( o r  a  Salvadoran commercial bank w i t h  BCR approval  and 
guarantee)  n e g o t i a t e s  an  agreement w i t h  a  f o r e i g n  bank whereby t h e  
BCR d e p o s i t s  a  c e r t a i n  amount of f o r e i g n  exchange, say $10 m i l l i o n  
( a s  i n  t h e  c a s e  of Manufacturers Hanover T r u s t ) ,  i n  t h e  f o r e i g n  
bank f o r  t h e  r i g h t  t o  open confirmed let ters  of c r e d i t  up t o  a 
s t a t e d  maximum v a l u e  above t h e  d e p o s i t ,  say  $15 m i l l i o n .  

2) I n  t h e  agreements t h e  BCR a c c e p t s  t o  t h e  fo l lowing  b a s i c  cond i t ions :  

a )  The d e p o s i t  w i l l  be maintained a t  its i n i t i a l  v a l u e  over  t h e  
l i f e  of t h e  agreement; 

b) L e t t e r s  of c r e d i t  can on ly  be opened by c e r t a i n  Salvadoran 
commercial banks approved by t h e  f o r e i g n  bank; 

c )  The f o r e i g n  bank w i l l  accep t  e i t h e r  time d r a f t  o r  s i g h t  d r a f t  
l e t te rs  of c r e d i t .  



d)  A l l  s i g h t  d r a f t  letters of c r e d i t  w i l l  be paid  upon p r e s e n t a t i o n  
of commercial and shipping documentation by t h e  expor te r  and w i l l  
b e  f inanced by t h e  f o r e i g n  bank f o r  a per iod  of no t  less t h a n  60 
days,  w i t h  a p p l i c a b l e  i n t e r e s t  charges  a t  t h e  c u r r e n t  prime r a t e  
p l u s  some a d d i t i o n a l  po in t s .  

e )  The importer/Salvadoran bank w i l l  pay upon e x p i r a t i o n  of t h e  
f inanc ing  per iod ,  t h e  amount due inc lud ing  t h e  va lue  of t h e  let ter  
of c r e d i t ,  bank commission f e e ,  and i n t e r e s t  charges.  

The BCR o b j e c t i v e  i n  c r e a t i n g  t h e s e  s p e c i a l  guaranteed l i n e s  of c r e d i t  
was t o  a l low f o r  t i g h t e r  cash management of s c a r c e  f o r e i g n  exchange 
resources .  by knowing t h e  exac t  d a t e  t h a t  import t r a n s a c t i o n  o b l i g a t i o n s  
a r e  due and payable.  The f o r e i g n  bank n o t i f i e s  t h e  Salvadoran banking 
system of i t s  payment on t h e  let ter  of c r e d i t ,  which i s  t h e  beginning of 
t h e  60 day f inanc ing  per iod.  The BCR can then  f i x  i ts  f u t u r e  o b l i g a t i o n s  
on a s p e c i f i c  d a t e  60 days i n  t h e  f u t u r e ,  and, i n  t h e  meantime, u s e  
a v a i l a b l e  resources  up t o  t h e  amount of a n t i c i p a t e d  inf lows of f o r e i g n  
exchange. I n  a d d i t i o n  i t  w a s  be l i eved  t h a t  such agreements would h e l p  
t o  r e b u i l d  conf idence i n  t h e  Salvadoran economy and banking system by 
t h e  f o r e i g n  banking community s o  t h a t  f u t u r e  c r e d i t  could be  obta ined on 
more f a v o r a b l e  terms and i n  l a r g e r  amounts. 

S ince  t h e  i n i t i a l  BCR agreement wi th  CABEI, t h e  C e n t r a l  Bank has  used 
A I D  funds  from both  PSSI and PSS I1 t o  n e g o t i a t e  a d d i t i o n a l  l i n e s  of 
c r e d i t  w i t h  f o u r  U.S. banks, a s  w e l l  as two o t h e r s  us ing i t s  own funds.  
A s  of t h e  end of 1981, t h e  BCR was us ing  t e n  l i n e s  of c r e d i t ,  e i g h t  of 
which had been n e g o t i a t e d  wi th  U.S. banks, f o r  a t o t a l  va lue  of $62.2 
m i l l i o n .  These l i n e s  of c r e d i t  a r e  supported by d e p o s i t s  t o t a l l i n g  
$17.9 m i l l i o n .  A s  of t h e  end of 1981 let ters  of c r e d i t  had been opened 
which t o t a l l e d  $67.7 m i l l i o n ;  t h e  balance of funds  a v a i l a b l e  as of t h a t  
d a t e  was $35.9 m i l l i o n ,  t h a t  is t o  say over h a l f  t h e  t o t a l  v a l u e  of t h e  
l i n e s  of c r e d i t  was being l e f t  i d l e .  

The ou t s tand ing  ba lance  of letters of c r e d i t  opened under t h e  A. I .D .  
funded l i n e s  of c r e d i t  have c o n s i s t e n t l y  been less than t h e  t o t a l  v a l u e  
of t h e  BCR d e p o s i t s  i n  t h e  U.S. banks. Only dur ing t h e  months of June 
and August has  t h e  ou t s tand ing  balance surpassed t h e  t o t a l  va lue  of 
d e p o s i t s .  Th i s  means t h a t  dur ing  much of t h i s  pe r iod ,  t h e  BCR has 
a c t u a l l y  been a n e t  l ender  t o  t h e  U.S. banks, i n s t e a d  of a borrower. 
Because new letters of c r e d i t  a r e  opened as o ld  ones a r e  paid  t h e  Salva- 
doran banking system would have had t o  open a cumulative t o t a l  of $48.8 
m i l l i o n  i n  o rder  t o  have a zero  n e t  lending/borrowing p o s i t i o n .  However, 
t h e  a c t u a l  cumulative t o t a l  is $35.8 m i l l i o n  o r  $13.0 m i l l i o n  less than 
necessary  t o  reach  t h e  breakeven p o i n t .  The n e t  l end ing  p o s i t i o n  of t h e  
BCR h a s  important  i m p l i c a t i o n s  f o r  t h e  Salvadoran banking f o r  two reasons:  
(1) it i n c r e a s e s  t h e  c o s t  of imports by adding unnecessary i n t e r e s t  
charges;  and (2) t h e  excess  d e p o s i t  he ld  by t h e  U.S. banks f r e e z e s  
f o r e i g n  exchange which could be  used immediately t o  f i n a n c e  imports .  



The BCR fo r e ign  exchange cash flow f o r  1981 showed $900 mi l l i on  i n  
inf lows and $907 mi l l i on  i n  outflows of which $311 was so ld  t o  t h e  
commercial banks t o  pay f o r  t h e  importa t ion of high p r i o r i t y  goods, 
p r i n c i p a l l y  raw ma te r i a l s  and o the r  i npu t s  f o r  i ndus t ry  and a g r i c u l t u r e .  
The fo re ign  exchange cash flow p ro j ec t i ons  f o r  1982 shows a t o t a l  of 
$300 m i l l i o n  flowing through t h e  banking system f o r  t h e  importa t ion of 
goods and s e rv i ce s .  A t  t h i s  t ime, t o t a l  va lue  of t h e  c r e d i t  l i n e s  is  
$58.2 mi l l i on .  I f  t h i s  t o t a l  amount was f u l l y  used twice dur ing t h e  year  
t h e  t o t a l  va lue  of import t r an sac t i ons  financed would be $116.4 m i l l i o n  
dur ing  t h e  year ,  o r  approximately 40% of t h e  t o t a l  BCR import f inanc ing  
t o  t h e  commercial banks. Given t h e  f a c t  t h a t  i n  1981 t h i s  amount was 
14%, t h e  remaining import ob l i ga t i ons  were paid through open account 
arrangements, such a s  d i r e c t  supp l i e r  c r e d i t ,  and i nd iv idua l l y  financed 
letters of c r e d i t .  It can be assumed t h a t  t h e  1981 usage of 14% w i l l  
r ise during 1982, but i t  i s  doubt fu l  t h a t  t h i s  f i g u r e  w i l l  reach t h e  
f u l l  40%. It would t he r e fo r e  be more advantageous t o  t h e  BCR t o  i nc r ea se  
t h e i r  usage of e x i s t i n g  l i n e s  r a t h e r  than t y ing  up new fo r e ign  exchange 
i n  more l i n e s  of c r e d i t .  

One of t h e  purposes of t h e  es tabl ishment  of c r e d i t  l i n e s  was t o  bu i ld  up 
confidence i n  t h e  Salvadoran banking system. So f a r  we have no c l e a r  
evidence t h a t  t h a t  goal  has been achieved based on t h e  B C R ' s  poor per- 
formance i n  con t r ac t i ng  a d d i t i o n a l  c r e d i t  l i n e s ,  under P r i v a t e  Sector  
Support I1 and t h e  l a c k  of i n t e r e s t  expressed by U.S. banks dur ing 
d i s cus s ions  of a d d i t i o n a l  guaranteed l i n e s  of c r e d i t  with t h e  Economic 
Of f i c e r  of t h e  Embassy. 

Unfor tunately ,  confidence i n  t h e  Salvadoran economy and banking system 
i s  n o t  on ly  a f unc t i on  of t imely payment of let ter  of c r e d i t  obl iga-  
t i o n s ,  but  a l s o  t h e  percep t ion  in o the r  coun t r i e s  of t h e  s t a b i l i t y  and 
long range economic prospec t s  of E l  Salvador.  This s i t u a t i o n  has  no t  
improved, t h e  economy cont inues  t o  dec l i ne  and t h e  l e v e l  of g u e r r i l l a  
v io l ence  aga in s t  t h e  economic i n f r a s t r u c t u r e  cont inues  t o  e s c a l a t e .  
These f a c t o r s  combine t o  make t h e  propsects  f o r  rap id  nego t i a t i on  and 
s ign ing  of new guaranteed l i n e  of c r e d i t  agreements bleak i f  no t  impossible.  
Therefore ,  t h e  Mission has  concluded t h a t  t h e  most e f f e c t i v e  investment 
of t h e  a d d i t i o n a l  $25 mi l l i on  from t h i s  Program is t o  provide funds t o  
pay o f f  i ts  backlog of a r r ea r ages  i n  o rder  t o  r e t a i n  what supp l i e r  
c r e d i t  is s t i l l  a v a i l a b l e  t o  t h e  economy and t o  pay of f  upcoming l e t t e r s  
of c r e d i t  and 60 day expor te r  c r e d i t  ob l iga t ions .  

I n  conclusion,  t h e  guaranteed l i n e  of c r e d i t  mechanism has  a r i g h t f u l  
p l a c e  i n  t h e  BCR program t o  e f f i c i e n t l y  manage i ts scarce  fo r e ign  exchange 
resources .  However, t h i s  mechanism can only be u se fu l  t o  t h e  ex t en t  t h a t  
f o r e ign  exchange from o the r  sources  is a v a i l a b l e  t o  flow through t h e  
banking system t o  pay o f f  t h e  ob l i ga t i ons  and t o  t h e  ex t en t  that letters 
of  c r e d i t  a r e  used by t h e  p r i v a t e  s e c t o r  t o  t r a n s a c t  business  wi th  
fo r e ign  supp l i e r s .  From t h e  above ana ly s i s  i t  is c l e a r  t h a t  t h e  BCR has 



been over ly  o p t i m i s t i c  i n  i t s  p r o j e c t i o n s  of a v a i l a b l e  f o r e i g n  exchange 
and has  n o t  been a b l e ,  i n  g l o b a l  terms, t o  make e f f i c i e n t  use  of t h e  
guaranteed l i n e s  of c r e d i t  a l ready  con t rac ted .  It is  t h e  Mission's  p lan  
t o  s tudy  t h i s  mechanism i n  g r e a t e r  depth  t o  determine i f  some p o r t i o n  of 
f u t u r e  A . I . D .  programs, i n  p a r t i c u l a r ,  t h e  contemplated C I B  funds,  can 
and should be  rese rved  f o r  opening a d d i t i o n a l  guaranteed l i n e s  of c r e d i t .  
Such an a n a l y s i s  w i l l  t a k e  i n t o  account p ro jec ted  inf lows of f o r e i g n  
exchange (from export  ea rn ings ,  i n t e r n a t i o n a l  donors o rgan iza t ions ,  and 
f o r e i g n  c r e d i t  sources ) ,  t h e  use  of letters of c r e d i t  by Salvadoran 
impor te r s ,  and t h e  f i n a n c i a l  c o s t s  and b e n e f i t s  t o  be obta ined from t h e  
mechanism, both  i n  i n d i v i d u a l  and g l o b a l  terms. 

D. C r e d i t  Needs - P r i o r  t o  1980, t h e  use  of BCR c r e d i t  was d iv ided  
more o r  less e q u a l l y  between t h e  p u b l i c  and p r i v a t e  s e c t o r s ;  i n  1979, 
t h e  BCR advanced e711 m i l l i o n  t o  p r i v a t e  banks and e728 m i l l i o n  t o  
p u b l i c  autonomous i n s t i t u t i o n s .  Both s e c t o r s  made cons iderab le  use  of 
e x t e r n a l  f inanc ing .  No n e t  advances were made t o  t h e  Cen t ra l  Government. 

A t  t h e  p r e s e n t  t i m e ,  a l l  c r e d i t  f o r  t h e  p r i v a t e  s e c t o r ,  except  f o r  a  
ve ry  l i t t l e  from e x t e r n a l  sources ,  i s  provided through p u b l i c  s e c t o r  
i n s t i t u t i o n s  (Cen t ra l  Bank, r ed i scount  l i n e s ,  commercial banks, and 
autonomous agenc ies ) .  Except f o r  a very  small prov i s ion  of c r e d i t  t o  
mic ro- indus t r i es  through FIGAPE, t h e  p r i v a t e  i n d u s t r i a l  s e c t o r  relies 
almost wholly on t h e  commercial banks. 

Tables  I and 11 summarize f i n d i n g s  wi th  r e s p e c t  t o  product ion,  c r e d i t ,  
and i n p u t s  of an  independent assessment of t h e  p r i v a t e  s e c t o r  conducted 
i n  December, 1981. - 1/ 

S ince  1978, t h e  commercial banks have he ld  loan  l e v e l s  f a i r l y  s t eady  a t  
e2.0 b i l l i o n  t o  e2.4 b i l l i o n  i n  ou t s tand ing  c r e d i t .  The percentage f o r  
i n d u s t r y  has  been s teady  a t  13 t o  14 percen t ,  bu t  t h i s  f i g u r e  does n o t  
t a k e  i n t o  account r e f i n a n c i n g  of maturing l o a n s  i n  a l l  a r e a s ,  which 
climbed s t e a d i l y  from 14 percen t  in  1978 t o  27 percen t  i n  May 1981. 
Refinancing f o r  t r a d i t i o n a l  customers may a l s o  be included in t h e  
r o l l o v e r  of s t and ing  c r e d i t  l i n e s ;  t h u s ,  r e f i n a n c i n g  is  p r e s e n t l y  esti- 
mated t o  be  as high as 50% of ou t s tand ing  c r e d i t .  Also, cons ider ing  
that i n f l a c t i o n  from 1978 through 1981 approached 50 percen t ,  t h e  volume 
of new l o a n s  and ou t s tand ing  c r e d i t s ,  i n  real terms, has  dropped by 
about a  t h i r d .  Th i s  is cons tan t  wi th  t h e  sharp  d e c l i n e  i n  t h e  economy, 
reducing i n  real terms t h e  demand f o r  short-term working c a p i t a l  loans .  

The c i t e d  r e p o r t  i n d i c a t e s  t h a t  t h e  d e c l i n e ,  i n  real terms, of l o a n s  t o  
i n d u s t r y  is  t h e  r e s u l t  p r i m a r i l y  of lesser shor t - term c r e d i t  demand. I n  
t u r n ,  t h e  lesser c r e d i t  demands r e s u l t  from (1) t h e  c l o s i n g  o r  lower 
u t i l i z a t i o n  of i n d u s t r i a l  capac i ty  owing t o  t e r r o r i s m  and l o s s  of markets;  
(2) t h e  d i f f i c u l t y  i n  o b t a i n i n g  f o r e i g n  exchange f o r  import of raw 
m a t e r i a l s ,  and ( 3 ) ,  t h e  d e c l i n i n g  credi t -worthiness  of i n d u s t r i e s  as 
p r o f i t s  d i sappear  and l o s s e s  accumulate. 

1 / Checchi and Company, "Maintaining E l  Salvador '  s P r i v a t e  Sec to r  : - 
I n d u s t r i a l  Recovery", A.I.D.,  IQC Contract  No. AID/SOD/PAC-C-0399 
December, 198 1. 



I f  t h e  d e c l i n e  i n  Salvadoran i n d u s t r i a l  production is t o  be stopped, t h e  
s tudy concludes,  c r e d i t  and fo re ign  exchange resources  w i l l  be needed 
beyond those  now a v a i l a b l e  i n  t h e  banking system. Foreign exchange i s  
requ i red  f o r  c a p i t a l  goods replacement and raw ma te r i a l s ,  and l o c a l  
currency c r e d i t  i s  needed f o r  working c a p i t a l  and medium-term c r e d i t .  

To enable  growth t o  reach t h e  80 percent  l e v e l ,  an a d d i t i o n a l  e l00  
m i l l i o n  over  and above a v a i l a b l e  f inanc ing  w i l l  be needed (Table 111). 
The s tudy  f u r t h e r  recommends t h a t  t h i s  funding should be d i r ec t ed  t o  new 
r e h a b i l i t a t i o n  and medium development l oans ,  which t h e  commercial banking 
system is no t  p r e sen t l y  s t r uc tu r ed  t o  provide. 

A t  cu r r en t  p r i c e s ,  t h e  P r i v a t e  Sector  Study estimates a  cumulative 
fo r e ign  exchange requirement through 1982 of US $239 mi l l i on  f o r  c a p i t a l  
goods (machinery and spa r e  p a r t s )  and US $341 mi l l i on  t o  f inance  imported 
raw ma te r i a l s ,  t o  r e s t o r e  p l an t  and equipment s u f f i c i e n t l y  t o  reach t h e  
i n d u s t r i a l  recovery goa l  of 80 percent  of t h e  1978 production l e v e l .  
The t o t a l  is  US $580 mi l l i on  o r  US $195 mi l l i on  i n  fo re ign  exchange over 
t h e  es t imated a v a i l a b i l i t i e s  of US $385 mi l l i on  i n  E l  Salvador f o r  t he se  
purposes i n  1982 (Tables I V  and V). 

The urgency of t h e  fo r e ign  exchange problem i s  more evident  a f t e r  examin- 
i n g  t h e  Cent ra l  ~ a n k ' s  monthly fo re ign  exchnage requirements and resources  
presented i n  Table V I .  Through 1981, each month t h e r e  were app l i c a t i ons  
from t h e  banking system reques t ing  funds f o r  payment of author ized 
import t r a n s a c t i o n s  valued a t  $35.1 mi l l ion .  A s  shown in  Table V I ,  most 
a p p l i c a t i o n s  could no t  be approved f o r  l a ck  of fo re ign  exchnage. Of t h e  
au thor ized  app l i c a t i ons ,  approximately 80% were a r r ea r ages  (imports t h a t  
were a l r e ady  i n  t h e  country . )  
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- TOTAL 

GOES Debt S e r v i c e  - P r i n c i p a l  and I n t e r e s t  

Fo r  t h e  P e r i o d  1982 T h r u  1995 

($000)  

C C C  - 
AID 

H I G  - Loans - TOTAL 

1/ A m o r t i z a t i o n  , i n c l u d e s  FY 1983 agreement ($30 M i l l i o n )  and payab le  i n  20 yea rs .  - 
2/  A m o r t i z a t i o n  i n c l u d e s  proposed FY 1983 a u t h o r i z a t i o n  ( 3  year  arnort i z a t  I o n  p e r i o d ) .  - 
34 I n c l u d e s  proposed p r o j e c t  f o r  FY 1983. 
'G/ I n c l u d e s  FY 1983 AID and C B I .  - 
5/ A m o r t i z a t i o n  amounts do n o t  c o n s i d e r  l oans  a f t e r  FY 1983. - 

March 1 , 1982 
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March 1 ,  1982: (D 



Bank 

MANTRU ST 

CAPITAL BANK 

FIRST NATIONAL 
BANK OF CHICAGO 

SECTION 4.C. GUARANTEED LINES OF CREDIT ANALYSIS - TABLE I 

CREDIT UTILIZATION FACTORS 

(000s US d o l l a r s )  
Guarantee 

January 31, 1982 Value Deposit 
Weighted of Line Weighted 

L i f e  of Average Rotat ing U t i l i z a -  U t i l i z a -  
t h e  Line Value of Guarantee Cumulativa L/C Time Necessary Factor  t i o n  Factor  t i o n  
(Months) Line Deposit Use (days) 31 use2/  (1 year )  weightedl /  ~ a c t o r l !  

BANK OF AMERICA 5 10,000.0 5,000.0 8,214.3 8 3 9,000.0 1.97 

31,000.0 16,400.0 35,843.6 48,800.0 

11 The weighted u t i l i z a t i o n  f a c t o r  i s  t h e  r a t i o  of cummulative used amount 

t o  va lue  of l i n e  (or guarantee  depos i t )  weighted by t i m e .  

21 Cumula t i ve  use  necessary t o  achieve a 1.0 guarantee  depos i t  u t i l i z a t i o n  f a c t o r .  

31 Weighted by value.  
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SECTION 4.C. GUARANTEED LINE OF CREDIT ANALYSIS - TABLE V 
FIRST NATIONAL BANK OF CHICAGO - 0 u t s t a n d i n c ~  Oalarlce a t  t h e  End o f  Month ( ~ n l l l  i o n  US do1 l a r s )  (Fro111 Auy/Ul t o  Jari/fiP) 
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B C R ' s  FOREIGN EXCHANGE L INES OF CREDIT 

($000 1 SEC'I'ION b . ~ .  TABLE VII / \ 
I. 

Cred i t  
L lne  Lx-  
p i r a t l o r  

Da tr 

01/31/82 

11 /06/82 

09/08/82 

11/30/81 

11/06/81 

1/28/82 

7' 

12/31/81 

12/31/81 

12/31/81 

7/23/82 



TABLE I 

EL SALVADOR 

INDUSTRIAL PRODUCTION. CREDIT. AND IMPORTS 1978 - 1981 

( i n  ~ n i  1 1  Ions)  

Cross Value o f  Bank Credl  t  Used I n d u s t r i a l  Raw I n d u s t r i a l  C a p i t a l  
I n d u s t r i a l  P roduc t i on  by lndus t r y  Materials Impor ts  Goods Impor ts  
Cur ren t  Cons tan  t Cur ren t  Constant Current  Cons tan  t  Cur ren t  Constant ~. - - -  - 

Year - Prices  P r i c e s  1 /  P r i c e s  3/  Pr i ces  I /  P r i ces  Pr i ces  P r i c e s  P r i c e s  1 /  
Colones 1962 = 100 Colones 1962 = 100 ,m I978 = I 00  U.S .  5 1978 a 100 

Source: Cen t ra l  Reserve Bank 

I See Table  - f o r  d e t a l  Is. 
2/  ROCAP es t ima te  o f  1 7 . 4 %  d e c l l n e  f rom 1980. - 
3/ Sum o f  disbursements t o  i n d u s t r i a l  borrowers on new loans p l u s  r e f i n a n c i n g  loans. - 
4 /  Annual r a t e  (~anua ry -May ) .  - 



Year - 

TABLE I1 

PRICE INDICES USED IN TABLE 

I n d u s t r i a l  
Product  ion F inancia l  

P r i ce Pr ice  
Index I /  Index 1/ 

(1962 = 100) (1962 = 100) 

1 /  1978- 1980 C e n t r a l  Reserve Bank. - 
2/ D e f l a t o r  = 13.30% - 
3/ D e f l a t o r  = 14.40% - 
4/ D e f l a t o r  = 12.40% - 

U.S.  D o l l a r  
1 mpor t 
P r i c e  
lndex 4/ 



ESTIMATE OF II4DUSTRY1S CREDIT REQUIREMENTS IN 1982 

( i n  nii 1 l Ions o f  co lones)  

1 s t  2nd 3 rd  4 t h  
Qu'lr t e r  Q u a r t e r  Quarter Qua r te r  .!2& 

1 .  Produc t lon  Levels  as % o f  1978 76 78 8 1 8 5 80 

' 2. Working C a p i t a l  

Local  Bank Credl t (1962 P r l  ces)  I / 27 .2 -  1 / 27.9- 1 / 29.0- 1 / 30,Ii- 
1 1 4 . 5  

Local  Bank Credl  t (Current  P r l  ces) 116.3 119.3 124.0 130.0 4 89.6 

2/ 
. 3 .  . Cap1 t a l  Replacement (908)- 

Shor t - te rm 
. Medl urn-term 

4. T o t a l  C r e d i t  ~ e e d s  

I /  25% o f  t o t a l  annual needs, s e e T a b l e  7. - 
21 90% o f  $149.6 m i l l l o n  conver ted t o1982  colones. See Table 9. 



TABLE IV 

EST IHATE OF CAP l TAL REPLACEiIEMT REQU I REiiENTS 

( a t  1978 p r i c e s )  

1 .  Accumulated D e f i c i t :  
A n t i c i p a t e d  Ac tua l  Cummu- 

c a p i t a l  Capi t a l  la t  i v e  
Product  i o n  Rep 1 acemen t Rep 1 acemen t Annua l 

Year - Leve l Impor ts  Imports D e f i c i t s  

% (Hi I 1  i o n s  o f  U . S .  Dol l a r s )  

1981 6 9 

T o t a l  

2. Requirements f c r  1982: 

1978 
) Product  i o n  

Q u a r t e r  Leve l  

T o t a l  80% 

Recovery o f  
C u m u l a t i v e '  

2 / D e f i c i t  , 

Norma 1 
Annila 1 

Replacement 
To ta  1 

Requ i r e d  

1/ To r e s t o r e  100% o f  1978 p r o d u c t i o n  c a p a c i t y .  - 

2/ To r e s t o r e  80% o f  1378 p r o d u c t  i o n  capac i  ty .  - 



TABLE V 

ESTIMATE OF INDUSTRY'S FOREIGN EXCHANGE RCQUIREEIENTS IN 1982 

( i n  mi 1 l i o l i s  o f  U.S. d o l l a r s )  

1. Production L e v e l s  as P e r c e n t  o f  1978 

2. F o r e i g n  Exchange R e q u i r e d  a t  
Cons tan t  1978 P r i c e s  

1 / 
C a p i t a l  Replacement- 

2  / 
I m p o r t e d  Raw b \ a t e r i a l s -  

T o t a l  F o r e i g n  Exchange 

3. F o r e i g n  Exchanqe R e q u i r e d  a t  
C u r r e n t  P r i c e s  

Capi t a l  Replacement 

I m p o r t e d  Raw f l a t e r i a l s  

T o t a l  F o r e i g n  Exchange 

1 s t  2nd 3 r d  4 t h  
Q u a r t e r  Q u a r t e r  Q u a r t e r  Q u a r t e r  

1 /  See T a b l e  9. - 
2 /  See T a b l e  5. - 



TABLE VI 

IMPORT REQUIREICENTS AND FOREIGN EXCHANGE AVAILABILITIES IN 198 1 

(million US$) 

Dec. 1980 

Jan. 1981 

Feb. 1981 

March 1981 

April 1981 

May 1981 

June 1981 

July 1981 

Aug. 1981 

Sept. 1981 

Oct. 1981 

Nov. 1981 

Dec. 1981 

Authorized 
Applications 
pending 
Foreign Exchange 

Foreign 
Exchange 
Available 



3A(1) - COUNTRY CHECKLIST 

Annex A - Page 1 of 13 
J 

The c r i t e r i a  l i s t e d  i n  Par t  A a re  app l i cab le  general ly  t o  FAA funds, and should be used 
i r r e s p e c t i v e  of the  program's fund ing  source. I n  Part  B a d i s t i n c t i o n  i s  made between the  
c r i t e r i a  appl i cab l  e t o  Secur i t y  Support ing Assistance and t he  c r i t e r i a  appl i cab1 e t o  
Development Assi stance. Se lec t ion  o f  t h e  appropr iate c r i t e r i a  w i l l  depend on the  funding 
source f o r  the  program. 

A. GENERAL CRITERIA FOR COUNTRY 

PAGE NO. 

3A(1)-1 

FAA Sec. 481. Has i t  been d e t e n i n e d  
t h a t  the  government o f  r e c i p i e n t  country 
has f a i l e d  t o  take adequate s teps  t o  
prevent narco t i cs  drugs and o t h e r  con- 
t r o l  l e d  substances (as de f i ned  by the  
Comprehensive Drug Abuse Prevent ion and 
Contro l  Act o f  1970) produced o r  pro- 
cessed, i n  whole o r  i n  par t ,  i n  such 
country,  o r  t ransported through such 
country, from being sold i l l e g a l l y  
w i t h i n  the  j u r i s d i c t i o n  of such count ry  
t o  U.S. Government personnel o r  t h e i r  
dependents, o r  from enter ing  t h e  U.S. 
un law fu l l y?  

EFFECTIVE DATE 

Noyember 2, 1977 
. . -  - . .  AID HANDBOOK 4, App 3A 

2. FAA Sec. 620(b). I f  ass is tance  i s  t o  a -  
government, has the  Secretary o f  S ta te  
determined t h a t  i t  i s  n o t  c o n t r o l l e d  by 
the  i n te rna t i ona l  Comnunist mvenen t?  

TRAMS. YEYO YO. 

4:6 

3. FAA Sec. 620(c). I f  assistance i s  t o  a 
government, i s  the  government 1 i a b l e  as 
debtor  o r  uncondi t ional  guarantor  on any 
debt  t o  a U.S. c i t i z e n  f o r  goods o r  
serv ices furn ished o r  ordered where (a) 
such c i t i z e n  has exhausted a v a i l a b l e  
l ega l  remedies and (b) deb t  i s  n o t  
denied o r  contested by such government? 

4. FAA Sec. 620(e) ( l l .  I f  ass is tance  i s  
t o  a government, has i t  ( i n c l u d i n g  
government agencies o r  subd i v i s i ons )  
taken any ac t i on  which has t h e  e f f e c t  
o f  na t i ona l i z i ng ,  expropr ia t ing ,  o r  
otherwise se iz ing  owners h i p  o r  c o n t r o l  
o f  p roper ty  o f  U.S. c i t i z e n s  o r  e n t i t i e s  
b e n e f i c i a l l y  owned by them w i t h o u t  tak ing  
steps t o  discharge i t s  o b l i g a t i o n s  
toward such c i t i z e n s  o r  e n t i t i e s ?  

5. FAA Sec. 620(f ) ;  App. Sec. 108. I s  
r e c i p i e n t  country a Comnunist count ry?  
W i l l '  ass is tance be provided t o  t h e  
Democratic Republic o f  Vietnam ( ~ o r t h  
Vietnam), South Vietnam, Cambodia, o r  
Laos? 

No. 

Yes 



6. FAA Sec. 620(i). Is recipient country in 
, any way involved in ( a )  subversion of, or . 

military aggression against, the United 
States or any country receiving U.S. 
assistance, or (b) the planning of such 
subversion or aggression? 

Annex A - Page 2 of 13 

7. FAA Sec. 620(jL Has the country per- 
mitted, or fai1;d to take adequate 
measures to prevent, the damage or 
destruction, by mob action, of U.S. 
property? 

AID HANDBOOK HB 4,  App 3A 
' PAGE NO. EF FECf lVE DATE TRAYS. MEMO NO. 

8. S e .  6 0 1  If the country has 
a ~ l e d  to nst~tute the investment 

3A(I)-2 

guaranty program for the specific risks 
of expropriatlon, inconverti bi 1 i ty or 
confiscation, has the AID Administrator 
within the past year considered denying 
assistance to such government for this 
reason? 

9. FAA Sec. 620 fo ) :  Fishermen's Protective 

November 2 ,  1977 

Act, Sec. 5. If country has seized, or 
imposed any penalty or sanction against, 

4:6 

interest. or principal of any AID loan to 
that country? (b) Is country more than 
one year in default on interest or 
principal on U.S. loan made pursuant to 
program for whlch funds appropriated under 
Approp. Act, unless debt was earlier 
disputed, or appropriate steps taken to 
cure default? 

any U.S. fishing activities in 
international waters, 

a. has any deduction required by 
Fi shermen 's Protective Act been made? 

b. has complete denial of assi stance 
been considered by AID Administrator? 

10. FAA Sec. 620(q); App. Sec. 504. (a) Is 
the recipient country in default on 

E l  Salvador has i n s t i t u t e d  t h e  
Investment Guaranty Program 

11. FAA Sec. 620(s). What percentage of 
country budget is for mi 1 i tary expendi - 
tures?- HOW-much of foreign exchange 
resources spent on mi 1 i tary equi p e n t ?  
How much spent for the purchase of 
sophi sticated weapons systems? (Considera- 
tion of these points is to be coordinated 
with the Bureau for Program and Policy 
Coordination, Regional Coordinators and 
Military Assistance Staff (PPC/RC) .) 

Approximately 8.5 % of t he  1981 - 
Central  Government budget was f o r  
defense and publ ic  s e c u r i t v  expend- 
i t u r e s .  
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12. FAA Sec. 620(t). Has the  country 
severed diplomatic re1 a t ions  w i t h  the  

\ I  

Uni ted  s ta tes?  I f  so, have they been 
resumed and have new b i l a t e r a l  ass i s t -  
ance agreements been negotiated and 
entered i n t o  since such resunption? 

No. 

PAGE YO. 

3A(.1 )-3 

13. FAA Sec. 620(uL. What i s  the payment 
s t a tus  of the  country's U.N. ob l i ga t i ons?  

TO t he  b e s t  of our knowledge, t h e  
If the country i s  i n  arrears. were such GOES is  not  i n  a r r e a r s .  

EFFECTIVE DATE 

Noveaber 2,  1977 AID HANDBOOK 4, App 3A 

arrearages t i ken  i n t o  account by the  AID 
Admin is t ra to r  i n  determining t he  cu r ren t  
AID Operational Year Budget? 

TRANS. YEYO NO. 

4:6 

14. FAA Sec. 620A. Has the country granted No. 
sanctuary from prosecution t o  any i n d i v i -  
dual o r  group which has c o m i t t e d  an ac t  
o f  i n t e rna t i ona l  te r ro r ism? 

FAA Sec. 659. If (a) m i l  i t a r y  base i s  
l o c a t e d  i n  r ec i p i en t  country, and was 
constructed o r  i s  being maintained o r  
operated w i t h  funds furn ished by t h e  
Un i ted  States, and (b) U.S. personnel 
c a r r y  ou t  m i l i t a r y  operations from such 
base, has the  President determined t h a t  
the government o f  r e c i p i e n t  country has 
author ized regu la r  access t o  U.S. 
correspondents t o  such base? 

16. FAA Sec. 669. Has the  country de l i ve red  
o r  received nuclear reprocessing o r  No. 
enrichment equipnent, mater ia l  s -o r  
technology, without spec i f ied  arrangements 
on safeguards, etc. ? 

17. FAA Sec. 670. Has t he  country de l  i ve red  
o r  received nuclear reprocessi ng , No. 
equipment, material o r  techno1 ogy? I s  
t he  count ry  no t  a "nuclear-weapon s ta te "  
as de f ined  i n  A r t i c l e  IX(3) o f  t he  Nuclear 
Non-Pro1 i f e r a t i o n  Treaty and on which 
detonates a nuclear explos ive device? 

18. FAA Sec. 901. Has the country denied 
i t s  c i t i z e n s  the r i g h t  o r  oppor tun i ty  
t o  emigrate? 

0. FUNDING CRITERIA FOR COUNTRY 

1. Secu r i t y  Supporting Assistance Country 
C r i t e r i a  

No. 

a. FAA Sec. 502B. Has t he  Department of 
S ta te  made f indings which i nd i ca te  t h a t  No. 
the  count ry  has engaged i n  a cons is ten t  
p a t t e r n  o f  gross v i o l  a t ions  of 
i n t e r n a t i o n a l l y  recognized human r i g h t s ?  
I f  so, i s  program i n  accordance w i t h  
po l  i c y  o f  t h i s  Section? 



Annex A - Page 4 of 13 
I PAGE NO. , ' EFFECT lVE  OA-TE 

JI 

TRANS. MEMO NO. 

3A(1)-4' -; 7 ,977 
AID HANDBOOK 4, App 3A 

4:6 
. -- 

b. FAA Sec. 531. I s  the Assistance t o  be 
furn ished t o  a f r l e n d l y  cwn t r y ,  organlza- Yes. 
t ion ,  o r  body e l i g i b l e  t o  receive - 
assistance? . 

c. FAA Sec. 609. I f  co rmd i t i es  are t o  
be granted so t h a t  sale proceeds w i l l  
accrue t o  the  rec ip i en t  country, have N /A 
Specl a1 Account (counterpart) arrangements . 

been made? 

2. Development Assi stance Country C r i t e r i a  

a. FAA Sec. 102(c), (d). Have c r i t e r i a  
been establ ished,  and taken i n t o  account, 
t o  assess comnitment and progress of 
country i n  e f f ec t i ve l y  involv ing t he  poor N/A 
indeve lopment , -onuchindexesas: -  ---  
(1 ) small  - farm 1 abor intensive agr icu l  t u re  , 
(2)reduced i n f a n t  morta l i ty ,  (3)  popula- 
t i o n  growth, (4 )  e u a l i t y  of income 
d i s t r i b u t i o n ,  and 75) unmloyment. 

b. FAA Sec. 115. W i l l  c w n t r y  be 
furnished, i n  same f i s c a l  year, e i t h e r  
secu r i t y  support ing assistance, o r  Middle N/A 
East peace funds? I f  so, has the  Congress 
specifically authorized such funds, o r  
i s  assistance f o r  populat ion programs, 
humanitarian a i d  through in te rna t iona l  
organizat ions,  o r  regional  programs? 

c. FAA Sec. 116. Can i t  be demonstrated 
t h a t  contemplated assistance w i l l  d i r e c t l y  
bene f i t  t he  needy? I f  not, has the  Depart- N/A 
ment o f  S ta te  made f ind ings  which i nd i ca te  
t h a t  t h i s  government has engaged i n  a 
cons is ten t  pa t t e rn  o f  gross v i o l a t i ons  of 
i n t e r n a t i o n a l l y  recognized human r i g h t s ?  

d. FAA Sec. 201(b)(5), (7) Li (8); Sec 208; 
211(a)(4), (7). Describe extent t o  which 
country i s :  

(1) Making appropr iate e f f o r t s  t o  increase 
food product ion and inprove means f o r  NfA 
food storage and d i s t r i bu t i on .  

(2) Creat ing a favorable cl imate f o r  
f o r e i g n  and domestic p r iva te  
en te rp r i se  and investment. 

(3) Inc reas ing  t he  pub l ic ' s  r o l e  i n  the  
developmental - process. 



(4) (a )  A1 locati ng avai 1 abl e budgetary Yes. 
resources to devel opment . 

Annex A - Page 5 of 13 

(b) Diverting such resources for No. 
unnecessary mil itary expend1 ture and 
intervention in affairs of other free 
and Independent nations. 

(5)  Making economic, social , and pol itical E l  Salvador  h a s  i n s t i t u t e d  major 

PAGE NO. 

3A(1) -5  

- 
ref0nfIs such as tax ~ 0 1 1  e ~ t i 0 n  improve- a g r a r i a n  and banking r e f  oms and 
ments and changes in land tenure 
arrangements, and making progress w i l l  b e  ho ld ing  f r e e  e l e c t i o n s  t h i s  

EFFECTIVE DATE 

November 2 ,  1977 AID ~ANDBooK 4 ,  App 3A 

toward respect for the h i e  of law, yea r .  
freedom of expression and of the press, 
and recognizing the importance of 
individual freedom, initiative, 
and private enterprise. 

T R A N S .  MEMO YO. 

. 4 :6  

(6)  Otherwise responding to the vital 
economic, political , and social con- N/A 
cerns of i t s  people, and demonstrating 
a clear determination to take 
effective sel f -he1 p measures. 

e. FAA Sec. 201 (b) ,  21 1 (a) .  Is the 
country among the 20 countries in which 
development assistance loans may be made 
in this fiscal year, or among the 40 in 
which development assistance grants (other 
than for self -he1 p projects) 'may be made? 

Yes. 
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3A(2) - NWPROJECT ASSISTANCE CHECKLIST 

The c r i t e r i a  1 I s t &  i n  Part A a r e  appl !cab1 e generally to  FAA funds, and should be used, 
i rrespective of the  program.'^ funding source. In Part B a d is t inc t ion  i s  made between the 
c r i t e r i a  appl icabl e t o  Securi ty Supporting Assistance and the c r i t e r i a  appl icabl e t o  Development 
Assistance. Sbl ect ion of the appropriate c r i t e r i a  will depend on the funding source for  the Program- 

C A G E  YO. 

3A[ 2)-1 

A. GENERAL CRITERIA FOR NONPROJECT ASSIRANCE 

CCCLCTIVL O A T L  

N O V ~  ber 2,  1 977 AID HANDBOOK 4 ,  App 3A 

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

TRANS. Y C W  NO. 

4:6 

( a )  Describe how Comnittees on Appropria- An advice  of Program Change n o t i f y i n g  
t ions of Senate and House have been or t h e  Congress of t h e  use  of $25 m i l l i o n  
Will be not i f ied  concerning the IlOnproJeCt of Economic support Funds was sent 
assistance;  t o  Congress. 
( b )  I s  ass is tance  within (Operational 
Year Budget) country o r  international Yes. 
organi zation a1 location reported t o  the 
Congress (o r  not more than $1 million 
over t ha t  f i gu re  plus lo%)? 

2. FAA Sec. 611 ( a ) (2 ) .  If  further  legis- 
l a t i v e  act ion i s  required within recioient 
country, what is  basis  fo r  reasonable' 
expectation t h a t  such action will be None is requi red .  
completed in  time t o  permit orderly 
accomplishent of purpose of the 
assistance? 

3. FAA Sec. 209, 619. I s  assistance more No, i t  i s  more e f f i c i e n t l y  and ef fec-  
e f f i c i en t ly  and effect ively given through t i v e l y  given through b i l a t e r a l  channe l s*  
regional o r  mu1 t i 1  a t e r a l  omanizations? 
1f-so why i s  ass is tance  not-so given? 
Infonnation and conclusion whether ass is t -  
ance wil l  encourage regional developnent 
programs. I f  assistance is f o r  newly 
independent country, i s  i t  furnished 
through mu1 ti  1 a t e r a l  organi zations o r  in 
accordance with nu l t i l a t e r a l  plans to  
the maximum extent  appropriate? 

4. FAA Sec. 601(a); (and Sec. 20l( f ) , for  The a s s i s t a n c e  w i l l  p rovide  a n  i n f u s i o n  
development loans) .  Infomation and c r e d i t  resources  t o  the GOES which w i l l  
conclusions whether assistance will a l low it t o  f inance  a po r t ion  of the 
encourage e f f o r t s  of the  country to: 
(a )  increase the  flow of international i n t e r n a t i o n a l  and domestic t r a d e  a c t i v -  
trade; (b )  f o s t e r  pr iva te  i n i t i a t i ve  i t i e s  i n  t h e  Salvadoran p r i v a t e  s e c t o r ,  
and competition; ( c )  encourage develop- and in  so  doing,  suppor t  p r i v a t e  idt i -  
ment and use of cooperatives, credit st~ar8nd~aape~on:thn&ughaut q h e  
unions, and savings and loan associations; 
(d ) d I scourage rnonopol i s  t i c  practices ; 
(e) improve technical efficiency of 
industry, agricul  ture ,  and comnerce; and 
( f )  strengthen f r e e  labor unions. 

- . BESTAM\/LABL€' COPY 



5 ,  Fy S e c .  601(b). Information and con- 
c usion on how assistance w i l l  encourage - 
U.S. p r i va te  t rade and investment abroad 
and encourage p r f va te  U.S. par t ic ipat ion 
i n  fore ign assistance programs (including 
use o f  p r i va te  t rade channels and the 
services of U .S. p r i va te  enterprise). 

6. FAA Sec. 612(b); Sec 636(h). Describe 
steps taken t o  assure tha t ,  t o  t)lt 
maximum extent  possible, the country i s  
cont r ibu t ing  1 ocal  currencies t o  meet 
the cost of contractual  and other services, 
and fo re ign  currencies owned by the United 
States are u t l l i z e d  t o  meet the cost o f  
contractuaj and other services. 

Annex A - Page 7 of 13 

7. FAA Sec. 612fd). Does the United States 
own excess f o re ign  currency and, f f  so, 
what arrangements have been made f o r  i t s  
re1 ease? ', 

AIO HANO~OOK 4, App 3A 
J 

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE 

TRAIQ. YEYO NO. 

4:6 
PAOC NO. 

3A(2)-2 

1. Nonproject C r i t e r i a  for  Security 
Supporting Assistance 

LFFCCTIVL DATE 

November 2, 1977 

a. FAA Sec. 531. HOW w i l l  t h i s  assistan- 
support p m t e  economic o r  pol i t i c a l  
s t a b f l l t y t  I s  the  country among the 12 
countr ies i n  which Supporting Assistance 
may be provided i n  t h i s  f i sca l  par? 

2. Nonproject C r l t e r i a  fo r  Devel opent  
Assistance 

a. FAA Sec. 102(c); Sec. 111; Sec. 281a. 
Extent t o  which a c t i v i t y  w i l l  (11  effec- 
t i v e l y  invo lve  the  i n  development, by 
extending access t o  economy a t  local 1 eve1 , 
increasing 1 abor-intensive productton, 
spreading investment out from c i t i es  t o  
small towns and r u r a l  areas; and (2) help 
develop cooperat lves , assi s t  rural and 
urban poor t o  he1 p themselves toward 
bet ter  1 i f e ,  and otherwise encourage 
democratic p r f va te  and 1 ocal g w e m e n t  
i n s t i t u t i o n s ?  

b. FA4 Sec. 103, 103A, 104, 105, 106, 
107. I s  assistance being made available: - 
[include on1 y appl i cab l  e paragraph -- 
e.q., a, b, etc. -- whlch corresponds 
t o  sources o f  funds used. I f  m r e  than 
one fund source i s  used f o r  assistance, 
Include re1  evant paragraph for  each fund 
source. ] 

The p r o j e c t  w i l l  encourage U.S . p r i v a t e  
t r a d e  abroad by provid ing  t h e  GOES and . 

t h r o u g h ' i t ,  t h e  Salvadoran p r i v a t e  s e c t o r ;  
w i th  t h e  means f o r  f i n a n c i n g  t h e  importa-i 
t i o n  of  U .S .-produced goods. p 

fi 

1 

In o r d e r  t o  meet t h e  s h o r t  term objec-  i 
t i v e s  of t h i s  Program, a s i g n i f i c a n t  
amount of U.S. d o l l a r s  w i l l  be  used t o  
g e n e r a t e  l o c a l  cur rency .  The GOES has  4 
agreed ,  f o r  i t s  p a r t ,  t o  c o n t r i b u t e  $ 2 5  , 
m i l l i o n  i n  l o c a l  cur rency  t o  work toward 
j o i n t  AID-GOES o b j e c t i v e s  . 
No. 

Th i s  P r o j e c t  w i l l  p rov ide  a d d i t i o n a l  
f o r e i g n  exchange needed f o r  t h e  importa- 
t i ono f  raw m a t e r i a l s ,  i n t e r m e d i a t e  goods, 
s p a r e  p a r t s ,  and c a p i t a l  goods, r e q u i r e d  
by t h e  weakened industrial/manufacturing 
s e c t o r .  P rov i s ion  of t h e  m a t e r i a l s  w i l l '  
he lp  r e v i v e  t h e  i n d u s t r i a l  s e c t o r ,  and 
through i t ,  h e l p  s t r e n g t h e n  t h e  g e n e r a l  
economy. 
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(1 ) [I 031 f o r  agr icu l ture,  r u r a l  develop- 
ment o r  n u t r i t i o n ;  i f  so, extent  t o  
which a c t l v i t y  i s  spec l f i ca l  l y  designed 
t o  increase p roduc t i v i t y  and income of 
r u r a l  poor; [103A] i f  f o r  a g r i c u l t u r a l  
research, i s  f u l l  account taken of, 
needs o f  small farmers; 

(2 )  [ I 041  f o r  populat ion planning o r  
heal th;  i f  so, extent t o  which a c t i v i t y  
extends 1 ow-cost, In tegrated del i v e r y  
systems t o  provide hea l th  and f am i l y  
p lann ing  services, especial l y  t o  r u r a l  
areas and poor; extent t o  which ass ts t -  
ance g ives a t ten t ion  t o  i n t e r r e l a t i o n -  
s h i p  between (A) populat ion growth and 
(B) devel opment and overa l l  improvement 
i n  1 i v l n g  standards i n  developing 
count r ies .  I s  a c t i v f t y  designed t o  
b u i l d  mot iva t ion  f o r  small f am i l i es  i n  
programs such as education i n  and out 
of school, maternal and c h i l d  hea l th  
serv ices,  ag r i cu l t u re  production, 
r u r a l  devel opment, and assistance t o  
urban poor? 

PAGE no. 

3A(2)-3 AID~ANDBOOK 4, AbP 3A 

(3)  [ I051  f o r  education, pub l i c  administra- 
t i o n ,  o r  human resources development; 
i f  so, ex ten t  t o  which a c t i v i t y  
s t rengthens nonfonnal education, makes 
formal  education m r e  re1 evant , 
e s p e c i a l l y  f o r  r u ra l  f am i l i es  and . 
urban poor, o r  strengthens management 
capab i l  f  ty o f  i n s t i t u t i o n s  enabl ing  
t h e  poor t o  pa r t i c i pa te  i n  development; 

(4)  [I 06) f o r  technical assistance, energy, 
research , reconstruct ion, and sel  ected 
development problems; if so, extent  
a c t i v i t y  i s :  

TRANS MEMO NO. 

4:6 

(a )  t o  he lp  a l l e v i a t e  energy problem; 

EFFECTIVE DATE 

November- 2, 1977 

(b)  recons t ruc t ion  a f t e r  na tu ra l  o r  
manmade disaster ;  

(c) f o r  specia l  development problem, 
and t o  enable proper u t i l i z a t i o n  o f  
e a r l  i e r  U .S. i n f ras t ruc tu re ,  etc., 
ass is tance;  

(d) f o r  programs o f  urban development, 
especf a1 l y  small labor - in tens ive  
en terpr ises ,  marketing systems, and 
f i n a n c i a l  o r  other i n s t i t u t i o n s  t o  
h e l p  urban poor p a r t i c i p a t e  i n  
econm i  c and social devel opnent. 

(5 )  [ I071  by grants f o r  coordinated p r i -  
va te  e f f o r t  t o  develop and disseminate 
in te rmed ia te  technologies appropr iate 
f o r  developing countr ies. 
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, c .  FAA Sec. 207; Sec. 113. Extent t o  
which ass1 stance re f1  ects a ~ ~ r o ~ r i a t e  
mphas i  s on: (1 ) encouraging' deielopment 
of democratic, economic, pol i t i c a l  , and 
soci  a1 i n s t i t u t i o n s ;  (2)  sel f-help i n  
meeting t h e  count ry 's  food needs; (3) 
improving a v a i l a b i l i t y  of t r a i ned  
worker-power i n  t h e  country; (4) programs 
designed t o  meet t he  count ry 's  health 
needs; (5 )  o the r  important  areas of 
economic, po l  i t i c a l  , and soc ia l  develop- 
ment, i nc l ud ing  indus t ry ;  f r e e  labor  
unions, cooperat ives,  and Voluntary 
Agencies; t r anspo r ta t i on  and c o m n i c a t i o n ;  
p lanning and pub1 i c admini s t ra t ion ;  urban 
development; and modernization o f  ex i  s t i ng  
laws; o r  (6) i n t e g r a t i n g  women i n t o  the  
r e c i p i e n t  coun t r y ' s  na t iona l  econmy. 

AID HANDBOOK 4, App 3A 
b ' 

P A G E  NO. 

3A(2)-4 

d. FAA Sec. 281 (b) . Describe extent t o  
which program recognizes t he  pa r t i cu l a r  
needs, des i res ,  and capac i t ies  of the 
people of t h e  country; u t i l i z e s  the 
count ry 's  i n t e l l  ectual  resources t o  
encourage i n s t i t u t i o n a l  development; and 
supports c i v i c  education and t r a i n i ng  i n  
s k i l l s  requ i red  f o r  e f f e c t i v e  par t i c ipa-  
t i o n  i n  governmental and pol  i t i c a l  
processes essent i  a1 t o  sel  f -govement.  

of  c o n t r i  b u t i  ng t o - t h e  development- of 
economic resources, o r  t o  the  increase of 
p roduc t ive  capac i t i es  and sel f -susta in ing 
economic growth; o r  of educational o r  
o the r  i n s t i t u t i o n s  d i r ec ted  toward soc ia l  
progress? I s  i t  re1  ated t o  and consistent 
w i t h  o the r  development a c t i v i t i e s ,  and 
w i l l  i t  c o n t r i b u t e  t o  r ea l  i zab le  long- 
range ob jec t i ves?  

EFFECTIVE DATE 

November 2, 1977 

f. FAA Sec. 201(b)(6); Sec. 211(a)(5), 
16) .  In fo rmat lon  and conclus ion on 
~ o s s i b l e  e f f e c t s  o f  t he  assistance on U.S. 

TRAMS. MEMO NO. 

4;6 

economy, w i t h  spec ia l  reference to areas 
o f  subs tan t i a l  l a b o r  surplus, and extent  
t o  which U.S. tomnodi t ies and assistance 
a re  fu rn ished i n  a manner consi s t m t  w i t h  
improving o r  safeguarding t h e  U.S. 
ba l  ance-of -payments pos i t ion .  

3. Nonproject C r i t e r i a  f o r  Development 
Assistance (Loans only)- 

a. FAA' Sec. 201 (b )  (1 ). Informat ion and 
c o n c l u s i o n 1  i t y  o f  f i ~ n c i  ng 
from o the r  f ree-wor ld  sources, inc luding 
p r i v a t e  sources w i t h i n  t h e  United States. 
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b. FAA Sec. 201 (b) (2) ; 201 (d)  . 
Information and conclusion on (1) cap&- 

I 

i t y  of the country t o  repay the loan, 
l ncl udi ng reasonabl eness of repayment 
prospects, and (2)  reasonableness and 
l e  a1 i t y  (under laws of country and 3 Un ted States) of lending and relending 
'terms of the loan. 

amount of the loan exceeds $100,000, has 
country submitted to  AID an application 
for  such funds together with assurances 
to indicate tha t  funds will be used i n  an 
economical 1 y and technical l y  sound manner? 

PAGE NO. 

3A(2)-5 - 

d. FAA Sec. 202 a ) .  Total amount of 
money d under oan which i s  going directly 

EFFECTIVE OAT E 

November 2, 1977 AID HAND800K 4,  App 3A 

to  private enterpr ise ,  i s  going to 
intermediate c red i t  institutions or other 
borrowers for use by private enterprise, 
i s  being used t o  finance imports from 
private sources, or  i s  otherwise being 
used to  finance procurements from private 
sources? 

TRI)(S. MEMO no. 

4:6 

4. Additional Cr i te r ia  for  Alliance for 
Progress 

[Note: A1 l iance for  Progress assistance 
should add the following two items to  a 
nonproject check1 i s t . ]  

a. FAA Sec. 251(b)(1)-(8). Does 
assistance take into account principles 
of the Act of Bogota and Charter of- Punta 
del Este; and to..what extent will the N/A 
act ivi ty  contribute t o  the economic or 
polit ical integration of Latin h r i c a ?  

b. FAA Sec. 251 (b)(8) ;  251 (h). For loans, 
has there been taken into account the N f A  
effor t  made by recipient nation to repa- 
t r i a t e  capital  invested in other countries 
by t he i r  own ci t izens? I s  loan consistent 
with the findings and recomndations of 
the Inter-American Comnittee for the 
A1 1 i ance for  Progress (now "CEPCIES, ' the 
Permanent Executive Comnittee of the OAS) 
in i t s  annual review of national 
development a c t i v i t i e s ?  
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3A (3) - STANDARD ITEM CHECKLIST 

- 

L i s ted  below are  s ta tu to ry  i tems which nonnally w i l l  be covered r o u t i n e l y  i n  those provisions of 
an assistance agreement dea l ing  w i t h  i t s  implementation, o r  covered i n  the  agreement by exclusion 
(as where ce r ta in  users o f  funds are permitted, but o ther  uses not). 

These Items are  arranged under the  general headings o f  (A) Procurement and (B) Other Restrict ions. 

PICE YO. 

3A(3)-1 AID HANDBOOK 4, App 3A 

A. PROCUREMENT' 

1 . FAA Sec. 602. Are the re  arrangements t o  Standard  A.I.D. Procedures  w i l l  b.e 
permit U.S. small business t o  part ic ipate used t o  t h e  e x t e n t  a p p l i c a b l e .  
equi tably i n  t h e  fu rn i sh ing  o f  goods and 
services financed? 

TRAYS. MEMO NO. 

4:6 

2. FAA Sec. 604(a). W i l l  a l l  comnodity 
p rocu rnen t  f inanced be from the United To t h e  e x t e n t  f e a s i b l e ,  yes .  
States except as otherwise determined by 
the President o r  under delegation from 
him? 

EFFECTIVE O A T €  

November 2, 1977 

3. FAA Sec. 604 b . W i l l  a31 comnodities i n  * 
d e d  a t  p r ices  no higher than the extent easible, yes* 
the market p r i c e  p r e v a i l  i ng  i n  the United 
States a t  t ime of purchase? 

4. FAA Sec. 604(c). W i l l  a l l  agr icu l tu ra l  
comnodi t i e s  avai 1 ab le  f o r  d ispos i t ion  
under the Ag r i cu l t u ra l  Trade Developnent 

N/A 

& Assistance Act o f  1954, as amended, 
be procured i n  t he  Uni ted States unless 
they are  not  ava i l ab le  i n  the  United 
States i n  s u f f i c i e n t  quan t i t i es  t o  supply 
emergency requirements o f  r e c i  p i  ents? 

5. FAA Sec. 604(dL. I f  the  cooperating 
country d iscr iminates  against U.S. 
marine insurance companies, w i  11 agree- 
ment requ i re  t h a t  marine insurance be 
placed i n  the Uni ted States on 
comnodi t i e s  financed? 

6. FAA Sec. 604 (e) . If  o f f  shore procure- 
ment o f  a g r i c u l t u r a l  comnodity or product 
i s  t o  be financed, i s  there  provis ion 

N/A 

against such procurement when the 
domestic p r i c e  o f  such comnodity i s  less 
than p a r i t y ?  

7. FAA Sec, 604(f 1. Are there  arrangements 
whereby a suppl i e r  w i l l  no t  receive N/A . 

under t he  c m d i t y  import 
program unless he/she has c e r t i f i e d  t o  
such in format ion  as the  Agency by 
regu la t ion  has prescr ibed? 
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8. FAA Sec. 608(a). Will U.S. Gowrrment 
excess personal property be utilized . 

r 

wherever pract icable  in 1 ieu of the 
procurement of new items? 

P A G E  NO. 

3A(3)-2 

9. MMA Sec. 901(b). ( a )  Compliancewith 
requ~rement t h a t  a t  l e a s t  50 per centum 
of the gross tonnage of comnodities 
(computed separa te ly  f o r  dry bulk 
ca r r i e r s ,  dry cargo 1 ine r s ,  and tankers) 
financed shal l  be transported on pri- 
vately owned U.S.-flag comnercial 
vessels t o  t h e  extent  t h a t  such vessels 
a re  avai lable  a t  f a i r  and r e a s m b l e  
rates.  

10. International Air Transport. Fair 
Competitive Pract ices  Act, 1974 

EFFECTIVE DATE 

November 2 ,  1977 

If  a i r  t ranspor ta t ion  of persons or  
property i s  financed on grant basis, will 
provision be made t h a t  U .S.-fl a9 ca r r i e r s  
will be u t i l i z e d  t o  the extent such 
service is  avai lable?  

OTHER RESTRICTIONS 

T R I . A  YEYO NO. 

4:6 

1. FAA Sec. 620(h). Do arrangements preclude 
promoting o r  a s s i s t i n g  the  foreign aid 

AID HANDBOOK 4 ,  App 3A 

projects-or  a c t i v i t i e s  of ~ o n n u n i s t - ~ l o c  
countries,  contrary  t o  the  best in teres ts  
of the United S ta t e s?  

2. FAA Sec. 636(1). I s  financing prohibited 
from use, without waiver, for  pwrhase, 
1 ong-term 1 ease ,  exchange, o r  guaranty of 
sal e of motor vehicl e manufactured 
outside the  United Sta tes?  

3. Will arrangement preclude use of 
financing : 

a. FAA Sec. 114. t o  pay f o r  performance 
of abortions o r  involuntary s ter i l iza t ions  
o r  t o  m t i v a t e  o r  coerce persons t o  
practice abortions? t o  pay fo r  performance 
of involuntary s t e r i l i z a t i o n s  as method of 
family planning o r  t o  coerce o r  provide 
any financial  incentive t o  any person t o  
practice s t e r i l i z a t i o n s ?  

b. FAA Sec. 620(q). t o  compensate owners 
fo r  expropriated national ized pmperty? 

c. FAA Sec. 660. t o  finance police 
training o r  o the r  1 aw enforcement 
assistance,  except f o r  narcotics programs? 

Y e s ,  to  the extent f e a s i b l e .  

Y e s .  

Y e s .  

Y e s .  

Y e s .  

Y e s .  

Y e s .  d. FAA S'ec. 662. f o r  CIA ac t iv j t ies?  
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e. App. Sec. 103. t o  pay penslons, e tc . ,  
fo r  ml 1 I t a ry  personnel? Y e s .  
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f .  App. Sec. 106. t o  pay U.N. 
assessments? 

Y e s .  

P A G E  NO. 

3A(3 )-3 

g. B p . S e c . 1 0 7 .  t o c a r r y o u t p r o v i s i o n s  
of FAA Sectlons 209(d) and 251 (h)? 
( t r ans fe r  t o  mu1 t i l a t e r a l  organization 
f o r  lending). 

EFFECTIVE DATE 

November 2, 1977 AID HANDBOOK 4,  App 3A 

4. :AA1 Sec. 201 (dl. If  development l oan , 
s n teres t  r a t e  a t  l eas t  22 per annum 

during grace perlod and a t  l e a s t  3% per 
annum thereafter .  Can the  country 
borrower service the loan on harder than NIA 
standard development 1 oan terns? 

TRANS. MEMO NO. 

4:6 
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STATUS OF PRIOR PRIVATE SECTOR 
SUPP6RT -PROGRAMS 

PRIVATE SECTOR SUPPORT I (519-0267) -PERFORMANCE TO DATE 

The Gran t  Agreement f o r  t h i s  Program was s igned  on  December 17 ,  1980, w i t h  a  
PACD of  December 1 7 ,  1981. The Program c o n s i s t e d  o f  t h r e e  p a r t s :  (1) a  d o l l a r  
Cash T r a n s f e r ;  ( 2 )  a  l o c a l  cu r r ency  a g r i c u l t u r a l  c r e d i t  fund f o r  t h e  Agra r i an  
Reform S e c t o r ,  a n d ,  (3 )  a  l o c a l  cu r r ency  sho r t - t e rm working c a p i t a l  fund f o r  
t h e  i n d u s t r i a l  p r i v a t e  s e c t o r .  The major  o b j e c t i v e  of t h e  Program was t o  a s s i s t  
t h e  p r i v a t e  s e c t o r  t o  ma in ta in  an  adequa te  l e v e l  of  p r o d u c t i o n  and employment 
by s u p p l y i n g  v i t a l l y  needed f o r e i g n  exchange and l o c a l  cu r r ency  working c a p i t a l  
r e s o u r c e s  . 
A .  The D o l l a r  Cash Trans fe r  

1. Purpose :  A Cash T r a n s f e r  of $20 m i l l i o n  d o l l a r s  was made t o  t h e  GOES i n  
r e s p o n s e  t o  t h e  c r i t i c a l  need f o r  f o r e i g n  exchange t o  a l l e v i a t e  a  r a p i d l y  
d e t e r i o r a t i n g  b a l a n c e  of payments s i t u a t i o n .  The d o l l a r  funds  ob ta ined  from 
t h i s  Cash T r a n s f e r  enabled  t h e  C e n t r a l  Reserve  Bank of E l  Salvador (BCR) t o  make 
a v a i l a b l e  a n  e q u i v a l e n t  amount of f o r e i g n  exchange t o  t h e  p r i v a t e  s e c t o r  f o r  t h e  
i m p o r t a t i o n  of raw m a t e r i a l s  and i n t e r m e d i a t e  goods from t h e  United S t a t e s .  

2. D e s c r i p t i o n :  The BCR e l e c t e d  t o  u s e  t h e  Cash T r a n s f e r  t o  e n t e r  i n t o  a  
s e r i e s  of n e g o t i a t e d  l i n e  of c r e d i t  agreements  w i t h  major  commercial banks i n  
t h e  U.S. A t o t a l  of  $11.4 m i l l i o n  of t h e  o r i g i n a l  $20 m i l l i o n  Cash T r a n s f e r  was 
d e p o s i t e d  in three U .  S. banks t o  l e v e r a g e  a d d i t i o n a l  amounts i n  l i n e s  of  c r e d i t ,  
whereby conf i rmed  let ters  of c r e d i t  can be  i s s u e d  up t o  a  t o t a l  amount i n  excess  

of t h e  r e q u i r e d  d e p o s i t ,  a s  shown below: 

( i n  $ m i l l i o n s )  

Depos i t  Line  of 
A I D  funds  Cred i t  

Manufac tu re r s  Hanover T r u s t  $ 10.0  $ 15.0 
C a p i t a l  Bank (Miami) 1 .O 2.0 
F i r s t  N a t i o n a l  Bank o f  Chicago .4 4.0  

T o t a l  $ 11.4  $ 21.0 

The remaining  $8.6  m i l l i o n  was used  t o  pay i n d i v i d u a l  commercial o b l i g a t i o n s ,  such  
a s  le t ters  of c r e d i t  and b a l a n c e s  due on open a c c o u n t ,  of  t h e  Salvador p r i v a t e  
s e c t o r  owed t o  U.S. s u p p l i e r s .  

3 .  S t a t u s :  The $20 m i l l i o n  Cash T r a n s f e r ,  a c c o r d i n g  t o  t h e  terms of t h e  
P r o j e c t  Agreement, was l i q u i d a t e d  on a n  a t t i b u t i o n  b a s i s .  The BCR s u p p l i e d  
USAID/E1 Sa lvador  w i t h  impor t  t r a n s a c t i o n  documenta t ion  ( i n v o i c e s  and b i l l s  of 
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lad ing)  which were reviewed, and, i f  e l i g i b l e ,  approved f o r  f inanc ing  under t h e  
Program. The f i n a l  package of documentation was p resen ted  and approved i n  
September 1981, r a i s i n g  t h e  amount of approved t r a n s a c t i o n s  t o  over $20 mi l l i on .  

USAID/El Salvador has  continued t o  monitor the  use  of t h e  negot ia ted  l i n e s  of 
c r e d i t  e s t a b l i s h e d  w i th  A I D  funds.  The Manufacturers Hanover Trust  and Capi ta l  
Bank l i n e s  of c r e d i t  were renewed f o r  an add i t i ona l  yea r ,  and w i l l  thus  exp i r e  
i n  November 1982 and January 1983 respec t ive ly .  The F i r s t  Nat ional  Bank of 
Chicago l i n e  of c r e d i t  was allowed t o  expire  i n  January 1982. A s  of t he  end of 
January 1982, t h e  t h r e e  l i n e s  of c r e d i t  showed t h e  fol lowing s t a t u s :  

Bank - 

1 2 3 4 5 6 
(3-4=5) (1-5-6) 

Total  T o t a l  To t a l  
Value of va lue  of va lue  of 

Line of L/Cs opened L/Cs paid  Outstand- Funds 
Cred i t  Deposit t o  d a t e  t o  d a t e  ing L/Cs Avai lable  

F i r s t  Nat. Bank Chicago 4.0  .4 1.8 0 1.8 2.2 

Manufact. Han. Trus t  15.0 10.0 26.9 18.0 8.9 6 .1  

Cap i t a l  Bank 

Tota l  

For a more d e t a i l e d  d e s c r i p t i o n  of t h e  impact of t h e s e  nego t i a t ed  l i n e s  of c r e d i t  
and a p p l i c a b i l i t y  of t h i s  mechanism f o r  subsequent P r i v a t e  Sector  Support Programs 
r e f e r  t o  

B.  Agrar ian Reform Cred i t  

1. Purpose: Sho r t l y  a f t e r  t h e  s i gna tu r e  of t h e  Grant Agreement, t h e  BCR 
deposi ted G50 m i l l i o n  ($20 mi l l i on )  i n  a s p e c i a l  l i n e  of c r e d i t  t o  meet shor t - t e rn  
product ion c r e d i t  needs of t h e  Agrarian Reform Sec to r .  

2. Descr ip t ion :  Because of t h e  timing of t h e  Grant Agreement, t h e  s p e c i a l  
l i n e  of c r e d i t  was opened too l a t e  i n  t he  crop year  t o  be  inves ted  d i r e c t l y  i n  new 
loans  t o  t h e  Agrar ian Reform Sec tor .  Therefore,  t h e  BCR e l e c t e d  t o  purchase a 
po r t i on  of t h e  p o r t f o l i o  of Agrarian Reform Sec tor  l oans  he ld  by t h e  commercial 
banks. The amount purchased from each commercial bank was based on t h e  r e l a t i v e  
lending a c t i v i t y  of each bank i n  t h a t  s ec to r .  The Q50 m i l l i o n  inves ted  by t h e  
BCR i n  t h e  purchase of commercial bank loans  was recovered i n  f u l l  by June 15, 
1981, and a v a i l a b l e  f o r  re-investment during t h e  subsequent crop cyc l e .  For t h e  
second crop c y c l e ,  t h e  BCR opened a l i n e  of c r e d i t  f o r  r e f i nanc ing  of outs tanding 
short-term deb t  i n  t h e  Agrar ian Reform Sec tor .  However, w i th  t h e  adv ice  of a 
team of A I D / W  a u d i t o r s  who examined t h e  P ro j ec t  i n  l a t e  1981, A I D  and t h e  BCR 
ha l t ed  p rocess ing  of l oans  under t h i s  l i n e  fo l lowing  approval  and disbursement 
of loans  t o t a l l i n g  Q7 m i l l i o n  ($2.8 m i l l i o n ) .  
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3. S ta tus :  In  accordance with a Condition Precedent contained i n  
t h e  P ro j ec t  Agreement Supplement No. 2 t o  A . I . D .  P ro jec t  No. 519-0263, 
Agrarian Reform Credi t ,  t h e  BCR is i n  t h e  process of c r ea t i ng  an invest-  
ment l i n e  of c r e d i t  f o r  t he  t h i r d  crop cycle ,  t o  be funded by t h e  e50 
mi l l i on  from t h i s  p ro j ec t .  This l i n e  of c r e d i t  w i l l  be ava i l ab l e  t o  
Agrarian Reform Sector  Cooperatives which a r e  being financed by commercial 
banks and i n s t i t u t i o n s  o ther  than the  Banco de Fomento Agropecuario 
(BFA). The BCR i s  cu r r en t ly  carrying out  t h e  necessary l e g a l  procedures 
required t o  change t h e  regula t ions  t o  permit the  u t i l i z a t i o n  of these  
funds f o r  terms longer than the  normal a g r i c u l t u r a l  production cycle.  
This  l i n e  of c r e d i t  w i l l  a l s o  be funded with $9.75 mi l l ion  ($3.9 mi l l ion)  
i n  l o c a l  currency generations from the  N 1982 PL-480 Program and addi- 
t i o n a l  funds t o  be supplied by t h e  Inter-American Development Bank. It 
is expected t h a t  t he  required paperwork w i l l  be completed sho r t l y ,  and 
t h e  investment l i n e  of c r e d i t  funct ioning immediately t h r e a f t e r .  

C. I n d u s t r i a l  Working Capi ta l  

1. Purpose: Short ly  a f t e r  the  s igna ture  of t h e  Grant Agreement, 
t h e  BCR c rea ted  a $50 mi l l i on  spec i a l  l i n e  of c r e d i t  t o  he lp  meet t h e  
short-term working c a p i t a l  c r e d i t  requirements of t h e  p r i v a t e  s ec to r .  

2. Description: The BCR a l loca ted  t h e  f u l l  $50 mi l l ion  among t h e  
commercial banks based on the  r e l a t i v e  c a p i t a l  pos i t ion  of each within 
t h e  banking system a s  a whole. The ex is tence  of t h i s  s p e c i a l  l i n e  of 
c r e d i t  was advert ised nationwide t o  s o l i c i t  p r i v a t e  s e c t o r  appl ica t ions .  
Loan appl ica t ions  were made by p r i v a t e  sec tor  i n d u s t r i a l  f irms t o  t h e  
commercial banks, which then forwarded them t o  t he  BCR fo r  review and 
approval,  and subsequent disbursement. The loans approved were used by 
p r i v a t e  s ec to r  i n d u s t r i a l  f irms f o r  short-term working c a p i t a l  needs, 
such a s  pay ro l l  ob l iga t ions  and the  purchase of l o c a l l y  produced o r  
d i s t r i b u t e d  raw mater ia l s .  Terms of t he  loans were not  t o  exceed one 
year.  

3. S ta tus :  A s  of February 28, 1982, e2.2 mi l l ion  was invested i n  
short-term working c a p i t a l  loans t o  t he  p r i v a t e  sec tor .  Since t he  
c r ea t i on  of t h i s  s p e c i a l  l i n e  of c r e d i t  a t o t a l  of $6.5 mi l l ion  has been 
disbursed fo r  loans with $2.4 mi l l ion  i n  loans approved and pending 
disbursement. The slow r a t e  of disbursement, a s  demonstrated by these  
f i g u r e s ,  is t h e  r e s u l t  of a combination of f ac to r s :  r e l a t i v e l y  low 
demand f o r  add i t i ona l  sho r t  term c r e d i t ;  and, r e l a t i v e l y  high l i q u i d i t y  
i n  t he  banking system which allows them t o  meet the  e x i s t i n g  demand with 
t h e i r  own funds. 

The BCR has  extended t h e  short-term working c a p i t a l  line of c r e d i t  u n t i l  
June 30, 1982. The bas ic  na tu re  of t he  fund remains unchanged. However, 
t h e  extension has been made only t o  process appl ica t ions  which were 
received before  t he  end of 1981, t h e  o r i g i n a l  expi ra t ion  d a t e  of t h e  
line of c r e d i t .  Any new appl ica t ions  received w i l l  be considered under 
t h e  S t r u c t u r a l  Working Capi ta l  Line of Credi t .  



Month - 
January 
February 
March 
A p r i  1 
May 
June 
July 
August 
September 
October 
November 
December 

Short-Term Working Capital 
Line of Credit 

( l n  Millions of colones) 

( 3 )  
( 1 )  (2) Total 

Line of Outstanding Available 
C r e d i t  Ba 1 ance ( 3 ) =  (I ) -  (2" 

Line of Outstanding Total 
Credit Balance* Available X Utilization 

Short-term Working 
Capital PSS I 50 1.7 - 4 8 . 3  3% 

Structural Working 
11%- Capital PSS 11 52.25 5 . 9  46.35 / 

*Total value of loans contracted 
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PRIVATE SECTOR SUPPORT I1 (519-0274)-PERFORMANCE TO DATE 

The Loan Agreement f o r  t h i s  Program was s igned  on J u l y  21, 1981. The Program 
c o n s i s t s  of  t h r e e  p a r t s :  (1 )  a  d o l l a r  c a s h  t r a n s f e r ;  (2 )  a  l o c a l  cu r r ency  medium 
term s t r u c t u r a l  working c a p i t a l  fund f o r  t h e  i n d u s t r i a l  p r i v a t e  s e c t o r ;  and ,  ( 3 )  
a  s p e c i a l  fund t o  meet i n s t i t u t i o n a l  s u p p o r t  needs of  key  p u b l i c  and p r i v a t e  
s e c t o r  e n t i t i e s .  The major  o b j e c t i v e  of  t h e  h-ogram is t h e  same a s  t h a t  of 
P r i v a t e  S e c t o r  Suppor t  I ( P S S I ) ,  i . e . ,  t o  ma in ta in  a n  adequa te  l e v e l  of p r o d u c t i o n  
and employment by supp ly ing  v i t a l l y  needed f o r e i g n  exchange and l o c a l  cu r r ency  
c r e d i t  r e s o u r c e s .  

A. The D o l l a r  Cash T r a n s f e r  

1. Purpose :  A Cash T r a n s f e r  of  d o l l a r s  was made t o  t h e  GOES i n  r e s p o n s e  t o  
t h e  c r i t i c a l  need f o r  f o r e i g n  exchange t o  a l l e v i a t e  a  d e t e r i o r a t i n g  b a l a n c e  of  
payment s i t u a t i o n  which was e x a c e r b a t e d  by a  s u s t a i n e d  d e c l i n e  i n  wor ld  market  
p r i c e s  f o r  t h e  t r a d i t i o n a l  e x p o r t  c r o p s  of  E l  Sa lvador ,  t h e  major  s o u r c e  of 
f o r e i g n  exchange f o r  t h e  economy. The d o l l a r  funds  o b t a i n e d  from t h i s  Cash 
T r a n s f e r  enab led  t h e  C e n t r a l  Rese rve  Bank o f  E l  Sa lvador  (BCR) t o  make $24.9 
m i l l i o n  a v a i l a b l e  t o  t h e  i n d u s t r i a l  s e c t o r  f o r  t h e  i m p o r t a t i o n  of  raw m a t e r i a l s  
and i n t e r m e d i a t e  goods f rom t h e  U.S. 

2. D e s c r i p t i o n :  The BCR immedia te ly  e n t e r e d  i n t o  a  s e r i e s  of  n e g o t i a t i o n s  
w i t h  8  U.S. banks i n  a n  e f f o r t  t o  u s e  t h e  e n t i r e  amount of  t h e  Cash T r a n s f e r  t o  
c r e a t e  a d d i t i o n a l  l e v e r a g e d  l i n e s  of  c r e d i t  similar t o  t h o s e  e s t a b l i s h e d  w i t h  
f u n d s  from PSSI. Because o f  t h e  need t o  open t h e  l i n e s  of  c r e d i t  a s  soon as 
p o s s i b l e  t o  s e r v i c e  t h e  back log  o f  a p p l i c a t i o n s  f o r  f o r e i g n  exchange t o  f i n a n c e  
i m p o r t s ,  t h e  BCR was f o r c e d  t o  e i t h e r  r a p i d l y  conc lude  t h e  n e g o t i a t i o n s  i n  o r d e r  
t o  i s s u e  new let ters  o f  c r e d i t  o r  t o  make t h e  funds  a v a i l a b l e  t o  pay o b l i g a t i o n s  
due  and payab le .  A l i n e  o f  c r e d i t  c o n t r a c t  was n e g o t i a t e d  and s i g n e d  between 
t h e  Bank o f  America and t h e  BCR i n  August 1981. The BCR con t inued  t o  n e g o t i a t e  
w i t h  t h e  o t h e r  U.S. banks .  A d e c i s i o n  was made, i n  c o n s u l t a t i o n  w i t h  A I D ,  t o  
suspend t h e  n e g o t i a t i o n s  and t o  u s e  t h e  remaining  $19.9 m i l l i o n  t o  pay c u r r e n t  
o b l i g a t i o n s  owed by Sa lvador  i m p o r t e r s .  

3 .  S t a t u s :  A s  of  t h e  end of  Feb rua ry  a t o t a l  o f  $8.2 m i l l i o n  i n  le t ters  o f  
c r e d i t  had been  i s s u e d  th rough  t h e  Bank of  America l i n e  of  c r e d i t ,  a s  shown 
below: 
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BANK OF AMERICA 

L i n e  of C r e d i t  
($  m i l l i o n s )  

T o t a l  
Va lue  of Value Value of Value  of  
L i n e  o f  of  L/C L/Cs p a i d  Outs tand-  Funds 
C r e d i t  D e p o s i t  Opened t o  d a t e  i n g  L/Cs A v a i l a b l e  

The BCR i s  u s i n g  t h e  remaining  $19.9 m i l l i o n  t o  pay o b l i g a t i o n s  p r e v i o u s l y  
i n c u r r e d  f o r  t h e  i m p o r t a t i o n  of raw m a t e r i a l s  and i n t e r m e d i a t e  goods from US 
s u p p l i e r s .  These  o b l i g a t i o n s  a r e  p r i m a r i l y  f o r  impor t  pu rchases  made on open 
accoun t  ( t h e  s u p p l i e r  s h i p s  t h e  merchandise w i t h  payment due  upon r e c e i p t  of 
documents by t h e  i m p o r t e r  o r  a t  some l a t e r  d a t e ,  depending  on t h e  c r e d i t  terms 
extended by t h e  s u p p l i e r ) ,  o r  f o r  l e t t e r s  of  c r e d i t ,  e i t h e r  opened th rough  t h e  
n e g o t i a t e d  l i n e s  of  c r e d i t  o r  opened w i t h  c u r r e n t l y  a v a i l a b l e  f o r e i g n  exchange. 

I n  summary, a s  o f  t h e  end of  February  import  t r a n s a c t i o n s  approved f o r  AID 
f i n a n c i n g  a r e  a s  f o l l o w s :  

( i n  $ m i l l i o n s )  

B o f  A  ( l i n e  of c r e d i t )  
L/Cs P a i d  

L i n e s  o f  c r e d i t  
Independent  

Open Account 

TOTAL 

B. S t r u c t u r a l  Working C a p i t a l  

1. Purpose :  S h o r t l y  a f t e r  t h e  s i g n a t u r e  of  t h e  Loan Agreement, t h e  BCR 
c r e a t e d  a $ 5 2 . 2 5  m i l l i o n  s p e c i a l  l i n e  of  c r e d i t  t o  h e l p  m e e t  t h e  need f o r  medium- 
t e rm c r e d i t  f o r  working c a p i t a l  i n  t h e  P r i v a t e  S e c t o r .  

2 .  D e s c r i p t i o n :  The BCR a l l o c a t e d  t h e  S t r u c t u r a l  Working C a p i t a l  L i n e  of  
C r e d i t  t o  t h e  commercial  banking  system and v a r i o u s  semi-autonomous f i n a n c i a l  
i n s t i t u t i o n s  o n  a  f i r s t - c o m e  f i r s t - s e r v e  b a s i s .  The e x i s t e n c e  of  t h e  l i n e  o f  
c r e d i t  was a d v e r t i s e d  n a t i o n a l l y  t o  s o l i c i t  a p p l i c a t i o n s  from t h e  p r i v a t e  s e c t o r .  
Loan a p p l i c a t i o n s  a r e  p r e p a r e d  and submi t t ed  t o  the p a r t i c i p a t i n g  f i n a n c i a l  
i n s t i t u t i o n s  which  r ev iew and approve  o r  r e j e c t  them. I f  approved a t  this l e v e l ,  
t h e y  are t h e n  forwarded t o  t h e  BCR f o r  c o n s i d e r a t i o n .  Upon a p p r o v a l  by t h e  BCR, 
t h e  n e c e s s a r y  c o n t r a c t  documenta t ion  is p r e p a r e d  by the f i n a n c i a l  i n s t i t u t i o n  
and t h e  l o a n  amount i s  d i s b u r s e d  from t h e  BCR th rough  the i n s t i t u t i o n  t o  t h e  
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borrower.  Respons ib i l i ty  f o r  management of t h e  loan  r e s t s  with t h e  f i n a n c i a l  
i n s t i t u t i o n .  The approved loans  a r e  used by p r i v a t e  s ec to r  i n d u s t r i a l  f i rms  t o  
r e f i nance  s h o r t  term deb t ,  a d j u s t  o r  expand inventory l eve l s ,  and purchase 
c a p i t a l  goods t o  maintain o r  expand product ion l e v e l s .  

3. S t a t u s :  A s  of February 28, 1982, 128 l oans  t o t a l l i n g  $26 .1  m i l l i o n  have 
been approved f o r  the  p r i v a t e  s e c t o r .  Loan a p p l i c a t i o n s  began t o  be submitted 
by i n d i v i d u a l  firms w i th in  weeks a f t e r  t h e  c r e a t i o n  of t h i s  l i n e  of c r e d i t .  By 
September 1981, the  t o t a l  va lue  of a p p l i c a t i o n s  submitted by i n t e r e s t e d  f i rms  
exceeded t he  $52.25 mi l l i on  a v a i l a b l e  through t h i s  l i n e  of c r e d i t .  The r e l a t i v e l y  
slow r a t e  of disbursement is t he  r e s u l t  of a number of f a c to r s :  (1) t he  need, a s  
perceived by the  BCR, t o  e x e r c i s e  g r e a t e r  c o n t r o l  over the  loan approval  and 
disbursement process because of t h e  r e l a t i v e l y  long-term na tu r e  of t he se  l oans  
and t he  consequent locking-in of those  c a p i t a l  r esources ;  and, (2) i n s t i t u t i o n a l  
c o n s t r a i n t s  i n  the  banking system which cause excess ive  delays  i n  t he  process ing 
of loan  app l i c a t i ons ,  and i n  some ca se s ,  the  r e j e c t i o n  or  reduc t ion  i n  amount of 
loans .  The cons t r a in t s  i n  t h e  banking system w i l l  be addressed hy the prov is ion  
of t e chn i ca l  a s s i s t a n c e  and t r a i n i n g  either under this Program or us- o the r  
a s s i s t a n c e  resources .  I n  the  short-term, the  BCR has  r e c e n t l y  
ass igned add i t i ona l  personnel  t o  work with  t h i s  l i n e  of c r e d i t  i n  an e f f o r t  t o  
speed up t he  f l o v  of a p p l i c a t i o n s  through t h e  system. During t h e  month of 
February,  c10.0 mi l l ion  i n  l oans  were reviewed and approved by t h e  BCR, a  s i g -  
n i f  i c a n t  i nc r ea se  over t h e  performance i n  previous  months. 

I n s t i t u t i o n a l  Support Fund 

1. Purpose: Shor t ly  a f t e r  t h e  s i gna tu r e  of t h e  Loan Agreement, t h e  BCR 
placed e l 0  mi l l i on  i n  a s p e c i a l  account t o  be drawn upon f o r  i n s t i t u t i o n a l  support  
needs by a number of GOES agenc ies  whose a c t i v i t i e s  a r e  important t o  t h e  economic 
and s o c i a l  development of E l  Salvador .  

2 .  Descr ipt ion:  A p re l im ina ry  budget showing t h e  funds t o  be a l l o c a t e d  t o  
each p a r t i c i p a t i n g  GOES agency was submitted and approved by A I D .  (For f u r t h e r  
d e t a i l s  of proposed uses ,  s e e  San Salvador c a b l e  6261181 and S t a t e  c ab l e  
237128 /8L) Subsequently, Spec i a l  A c t i v i t y  Agreements were prepared by each 
p a r t i c i p a t i n g  agency which con t a in :  (1) a d e s c r i p t i o n  of t h e  a c t i v i t i e s  t o  be  
c a r r i e d  ou t ;  (2) an implementation ca lendar ;  and, ( 3 )  a d e t a i l e d  l i n e  item budget 
of expenses t o  be f inanced from t h e  Fund, such a s  t e chn i ca l  s e r v i c e s ,  supp l i e s ,  
and equipment. Nine GOES agenc i e s  have submit ted s epa ra t e  Spec i a l  A c t i v i t y  
Agreements which the  Mission h a s  reviewed and approved a s  e l i g i b l e  f o r  f inanc ing  
from t h e  Fund (see t h e  t a b l e  i n  s e c t i o n  3 .  S t a t u s  f o r  a l lo tment  amounts). 

3. S t a t u s :  A s  of the  end of February,  a l l  t h e  p a r t i c i p a t i n g  agencies  had 
i n i t i a t e d  t h e i r  Specia l  A c t i v i t i e s  and were i n  t h e  process of implementing them. 
Drawdowns by each agency from funds i n  t h e  BCR s p e c i a l  account a r e  shown i n  t he  
fo l lowing  t a b l e :  
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Funds 
A l lo t  ed 

Funds 
Expended GCES Agency Balance 

Min i s t r y  of Hea l th  
Min i s t r y  of t h e  I n t e r i o r  
M i c i s t r y  of Labor 
Min i s t r y  of Planning 
Min i s t r y  of Education 
Min i s t r y  of J u s t i c e  
Min i s t r y  of t h e  Presidency 
S o l i c i t o r  General  f o r  t h e  Poor 
Cen t r a l  E l ec t i ons  Committee 

TOTAL 

Status: Structura l  Cap i ta l  252.25M 
(Cumulative) ( i n  H i  1 1  ions o f  colones) 

September October Novembe r December 

Appl i c a t i o n  
( o f  BCR)  

Approva 1 

Contracts  

Disbursements 
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a. D ie r c t  Purchases 

Under t h i s  arrangement t h e  BCR previously  has  received app l i c a t i ons  (BCR 
Form 15) f o r  t h e  purchase of d o l l a r s  from l o c a l  Salvadoran commercial 
banks ( h e r e a f t e r  r e f e r r ed  t o  a s  l o c a l  banks) a c t i n g  on t h e  behalf  of 
t h e i r  customers. I n  making t h e  app l i c a t i on ,  Salvadoran businessmen a r e  
requ i red  t o  pay 110% of t h e  va lue  of t h e  t r an sac t i on  t o  t h e  l o c a l  bank - 
100% f o r  t h e  va lue  of t h e  d o l l a r s  p lu s  a 10% guarantee depos i t  i n  colones 
t o  be redeemed upon submission of proof of e n t r y  i n t o  t h e  country of t h e  
goods requested i n  t h e  app l i c a t i on  f o r  f o r e ign  exchange. (This may be  
done e i t h e r  by use  of t h e  businessmen's own funds o r  by tak ing  ou t  a 
loan  w i th  t h e  l o c a l  bank.) The BCR reviews t h e  app l i c a t i ons  and a s s igns  
d o l l a r s  t o  t h e  l o c a l  banks on t h e  b a s i s  of e s t ab l i shed  import p r i o r i t i e s  
a s  determined according t o  t h e  r e l a t i v e  importance of t h e  end use  of t h e  
goods t o  be imported. 

1. Upon approval  of t h e  app l i c a t i on  by t h e  BCR, t h e  BCR rece ives  t h e  
colones  from t h e  l o c a l  bank ( t h e  10% depos i t  s t a y s  i n  t h e  l o c a l  bank) 
and w r i t e s  a U.S. d o l l a r  check i n  favor  of t h e  l o c a l  bank, which is  
taken by t h e  importer t o  t h e  l o c a l  bank along w i th  t h e  o r i g i n a l  appl ica-  
t i o n  f o r  f o r e ign  exchange. The l o c a l  bank i n  t u r n  endorses t h e  check 
and sends i t  t o  i t s  correspondent U.S. bank. The l o c a l  bank's U.S. 
account i s  duly c r ed i t ed  and t h e  cancel led check is  re tu rned  t o  t h e  BCR 
f o r  a u d i t i n g  purposes. 

2.  a .  Assuming purchases r e l a t e d  t o  a given d o l l a r  t r an sac t i on  have 
a l ready  been made ( t h a t  is ,  shipments o f  merchandise have been made on 
open account) ,  t h e  l o c a l  bank w i l l  e i t h e r  w r i t e  a check on i ts own U.  S. 
account (bear ing i n  mind t h a t  such a t r an sac t i on  is c a r r i e d  out  on 
behalf  of i ts  c l i e n t ,  a Salvadoran importer)  t o  t h e  U.S. expor te r ,  o r  
w i l l  d i r e c t  t h e  correspondent U.S. bank t o  send a check o r  money o rde r ,  
o r  make an  e l e c t r o n i c  t r a n s f e r  t o  t h e  account of t h e  U.S. expor te r .  

b. I f  t h e  d o l l a r s  a r e  r e l a t e d  t o  purchases where t h e  shipment of 
merchandise i s  t o  be  made i n  t h e  f u t u r e  (usua l ly  60-90 days i n  t h e  
f u t u r e ) ,  t h e  l o c a l  bank i s s u e s  a d r a f t  l e t t e r  of c r e d i t  by cab le  o r  m a i l  
t o  i t s  correspondent bank i n  t h e  U.S., where i t  is then confirmed by t h e  
U.S. bank by cab le  o r  mai l  upon r e c e i p t  of t h e  f u l l  va lue  of t h e  t r an s -  
a c t i o n ,  i n  d o l l a r s ,  by t h e  U.S. bank from t h e  Salvadoran commercial 
bank. P r i o r  t o  e x p i r a t i o n  of t h e  letter of c r e d i t ,  t h e  U.S. bank pays 
t h e  expor te r  under t h e  terms of t h e  l e t t e r  of c r e d i t  upon r e c e i p t  of t h e  
proper  documentation, usua l ly  a b i l l  of l ad ing ,  s u p p l i e r ' s  (exporter)  
invo ice  and insurance documents, i f  insurance is paid by t h e  expor te r  
( s ee  3. below). 
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3 .  The expor te r  (o r  s u p p l i e r )  t r a n s f e r s  t h e  merchandise t o  a shipper  
who prepares  t h e  b i l l  of l a d i n g  f o r  t h e  expor te r .  The expor te r  i n  t u r n  
submits t h e  b i l l  of l a d i n g  toge ther  wi th  h i s  invo ice  and insurance  
papers  (where necessary)  t o  t h e  U.S. bank and r e q u e s t s  payment under t h e  
terms of t h e  l e t t e r  of c r e d i t .  

4 .  The U.S. bank reviews t h e  documentation submitted,  and, assuming 
a l l  documents are i n  o r d e r ,  makes payment t o  t h e  expor ter  under t h e  
l e t t e r  of c r e d i t .  The U.S. bank then n o t i f i e s  t h e  l o c a l  bank t h a t  
payment h a s  been made on i t s  account. 

5. The expor te r  o r  i t s  correspondent bank then sends t h e  o r i g i n a l s ,  
w i t h  s e v e r a l  cop ies ,  of t h e  shipping and o t h e r  documentation t o  t h e  
l o c a l  bank, which passes  t h e  o r i g i n a l s  t o  t h e  customs. After  c l e a r i n g  
t h e  merchandise through customs, t h e  importer sends t h e  import c e r t i f i c a t e  
and customs t a x  r e c e i p t  t o  t h e  l o c a l  bank s o  t h a t  t h e  importer can 
recover  t h e  10% d e p o s i t  made by him upon a p p l i c a t i o n  f o r  t h e  purchase of 
f o r e i g n  exchange. 

6 .  Upon r e c e i v i n g  n o t i f i c a t i o n  of payment on t h e  letter of c r e d i t  by 
t h e  U.S. bank, t h e  l o c a l  bank r e c o n c i l e s  i t s  d o l l a r  account records  t o  
agree  wi th  payments made by i t s  correspondent U.S. bank. The bank then 
sends a  document package con ta in ing  copies  of t h e  b i l l  of l a d i n g ,  invo ice ,  
insurance  documentation, customs t a x  r e c e i p t s ,  import c e r t i f i c a t e ,  and 
t h e  o r i g i n a l  copy of t h e  a p p l i c a t i o n  f o r  purchase of f o r e i g n  exchange, 
t o  t h e  BCR. 

B. Line of Cred i t  

The t h r e e  l i n e s  of c r e d i t  have been and a r e  being used i n  those  c a s e s  
where payment i n  d o l l a r s  need n o t  be made i n  o rder  t o  open a let ter  of 
c r e d i t  and where t h e  importer r e q u i r e s  prompt d e l i v e r y  of h i s  o r d e r  b u t  
i s  unable t o  pay t h e  invo ice  va lue  a t  t h e  time of shipment, and r e q u i r e s  
f inanc ing  f o r  a  f ixed  per iod of time. 

1. The importer through t h e  l o c a l  bank f i l l s  out  an a p p l i c a t i o n  f o r  a 
letter of c r e d i t  along wi th  an  a p p l i c a t i o n  f o r  f o r e i g n  exchange (BCR 
Form 15) which a r e  submitted t o  t h e  BCR f o r  review and approval.  

2. A f t e r  approving t h e  a p p l i c a t i o n  f o r  t h e  letter of c r e d i t ,  t h e  BCR 
r e t u r n s  it t o  t h e  l o c a l  bank and r e t a i n s  t h e  Form 15 f o r  i ts records  and 
t o  make a schedule  of f u t u r e  f o r e i g n  exchange requirements i n  o rder  t o  
meet t h e  o b l i g a t i o n s  a r i s i n g  on t h e  e x p i r a t i o n  d a t e s  of t h e  l e t t e r s  of 
c r e d i t  opened under t h e  terms of t h e s e  l i n e s  of c r e d i t .  

a. Assuming t h e  time d r a f t  letter of c r e d i t  is used, e s s e n t i a l l y  t h e  
same let ter  of c r e d i t  procedures descr ibed i n  Sec t ions  A.2.b. and A.3.  
through A.6 a r e  used. The d i f f e r e n c e s  c o n s i s t  of t h e  f a c t  t h a t  a l l  t h e  
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letters of c r e d i t  a r e  issued through one of t h e  t h r e e  U.S. banks mentioned 
earlier, and t h e  f a c t  t h a t  t h e  BCR makes payment i n  d o l l a r s  t o  t h e  l o c a l  
bank e i g h t  t o  t e n  days p r i o r  t o  t h e  exp i r a t i on  of t h e  letter of c r e d i t ,  
according t o  t h e  previously  prepared schedule of ob l i ga t i ons ,  r a t h e r  
than p r i o r  t o  t h e  opening of t h e  letter of c r e d i t  as is done i n  t h e  
immediate purchase s i t u a t i o n .  This enables  t h e  BCR t o  b e t t e r  manage its 
sca r ce  fo r e ign  exchange resources .  The l o c a l  bank then pays t h e  cor res -  
pondent bank j u s t  be fore  exp i r a t i on  of t h e  letter of c r e d i t .  Af te r  
shipment has  been made and t h e  merchandise has been received and c lea red  
by t h e  customs o f f i c e ,  t h e  l o c a l  bank sends t h e  pe r t i nen t  documentation, 
inc lud ing  t h e  o r i g i n a l  app l i c a t i on  f o r  t h e  letter of c r e d i t ,  t o  t h e  BCR 
f o r  t h e i r  f i l e s .  

b.  In  those  ca se s  where t h e  importer r equ i r e s  prompt devel ivery of 
merchandise but  i s  unable t o  make payment upon presen ta t ion  of documents, 
t h e  importer submits a Form 15 and app l i c a t i on  f o r  a let ter  of c r e d i t ,  
us ing t h e  l i n e  of c r e d i t ,  through t h e  l o c a l  bank t o  t h e  BCR. The BCR 
approves t h e  app l i c a t i on ,  r e t u r n s  i t  t o  t h e  l o c a l  bank, and r e t a i n s  t h e  
Form 15 f o r  t h e  purpose of scheduling fo re ign  exchange payments t o  t h e  
correspondent U.S. banks. Upon r e c e i p t  of approval from t h e  BCR, t h e  
l o c a l  bank d i r e c t s  t h e  correspondent bank t o  open a financed s i g h t  d r a f t  
let ter  of c r e d i t  i n  favor  of t h e  expor te r ,  u sua l l y  t o  b e  financed f o r  a 
term of 60 days beyond t h e  d a t e  of p resen ta t ion  by t h e  expor te r  of t h e  
documentation f o r  payment. This procedure r equ i r e s  t h e  correspondent 
U.S. bank t o  pay t h e  exporter  upon p r e sen t a t i on  of adequate documentation 
and permits  t h e  impor te r / loca l  bank t o  delay payment t o  t h e  correspondent 
U.S. bank u n t i l  t h e  agreed-upon per iod of t i m e  has  expired.  A s  t h e  d a t e  
of exp i r a t i on  f o r  t h e  l e t t e r  of c r e d i t  draws near ,  t h e  BCR pays d o l l a r s  
t o  t h e  l o c a l  bank which i n  tu rn  pays t h e  correspondent U.S. bank. The 
correspondent U.S. bank charges t h e  importer i n t e r e s t  from t h e  d a t e  of 
payment t o  t h e  expor te r  t o  t h e  d a t e  of reimbursement by t h e  l o c a l  bank. 
I t  should be  noted t h a t  i n t e r e s t  payments a r e  made by t h e  importer 
through t h e  l o c a l  bank t o  t h e  BCR and t h e  correspondent U.S. bank i n  

.p ropor t ions  d i c t a t e d  by t h e  terms of t h e  r e l evan t  l i n e  of c r e d i t  agreement 
and letter of c r e d i t .  To t h i s  end, t h e  d o l l a r  t r a n s f e r  made by t h e  BCR 
t o  t h e  l o c a l  bank, and thence t o  t h e  correspondent U.S. bank, inc ludes  
p r i n c i p a l  and i n t e r e s t  payments. 

The remainder of t r an sac t i ons  ca r r i ed  ou t  under t h e  financed s i g h t  d r a f t  
letter of c r e d i t  arrangement correspond t o  po in t s  A.2.b., A.3. through 
A.6. and B.3.a. 



Consumpt ion  
P r i v a t e  
P u b l i c  

I n v e s t m e n t  
P r i v a t e  F i x e d  Cap.  
P u b l i c  F i x e d  Cap. 
I n v e n t o r i e s  

L 

N e t  Trade  and S e r v i c e s  
E x p o r t s  .\. 

- I m p o r t s  

TABLE 1 

1981 G D P  

GDP 

A g r i c u l t u r e  

M e r c h a n d i s i n g  

M a n u f a c t u r i n g  

P u b l i c  A d m i n i s t r a t i o n  

C o n s t r u c t i o n  . 

O t h e r  V a l u e d  Added 

3 

CURRENT U S $  MILLIONS 

GDP D e f l a t o r :  1 3 . 3 %  

Source: USAID/E~ Salvador, a ~conomic Section 

- October 1981 



' TABLE 2 

P E x a m  CHAlJGEs IN 

Consumption 
Private 
Public 

Investment 
Prlvate Fixed Capital 
Public Fixed Capital 

Net Trade & Services 
-=-ts 
Import- 

GDP* -1.5 . +9.6 -9.5 -0- -19.4 -19.4 

Merchandising -2.6 -13.9 -14.4 -1.0 -28.2 -28.9 

Manufacturing -2.9 -15.5 -17.4 - 1 .0  -32.2 -31.5 

Public Pdmin 3.8 3.5 2.4 1 . 0  9 .9  11.0 

Construct ion -14.4 -34.2 -7.9 ' ' *  17.0 -48.1 -39.3 

Other Valued W e d  

* 1982 Projections Based on Z e r o  Growth in GDP - 
Source: USAID/E~ Salvador, Economic Section 

October 1 987 



Consumer Goods 
Durables  
Non-Durables 

P r o d u c t i o n  Goods 
Manufac tu r ing  
A g r i c u l t u r e  
C o n s t r u c t i o n  
Othe r  
(Pe t ro l eum)  
( F e r t i l i z e r )  

Capi t a1  Goods 
Hanuf a c t u r i n g  
k g r i  c u l  t u r e  
C o n s t r u c t i o n  
T r a n s p o r t a t i o n  
Othe r  

Other  and Di sc repancy  

TABLE 3 

I P ! P O R T S  

-- US$ MILLIONS -- 

T o t a l  1,03C.1 1,023.2 971.7 92ZO.C 1,023.5 

Source:  U.S. Embassy - San Salvador ,  October 19e1. 

NOTE: 1982 p r o j e c t i o n s  are b a s e d  on a n  a s s ~ ~ p t i o n  o f  z e r o  G2P grot;rh. 

TABLE 4 

PERCENT CHANGE ON REAL IMPORTS 

198018 1 1978/81 

Consumer Goods - 21.7 -- 37.6 

Non-Consumer Goods - 4.6 - 27.3 

C a p i t a l  Goods 

TOTALS : 

BEST AVAILABLE COPY 
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TABLE 5 

n SALVADOR: BALANCE OF P A ~ S  
( i n  US$ m i l l i o n s )  

198 1 - 1982 - 
(GDP GROWTH: -9.5 0 

T o t a l  Expor t s  792.1 773.3 
Cof f ee  1398.6) (379.1) 
Cot ton  (66.6) (45.0) 
Sugar  (18.8)  (19.8)  
TO CACM (236 .O) ( 2 5 0 . 0 )  
To rest of wor ld  (72.1) (79.4)  

T o t a l  Imports  920.0 1,043.4 
Trade Balance Sub-Total -127.9 - -270.1 

Net S e r v i c e s  -127.6 -120.0 
Net T r a n s f e r s  28.1 28.6 
Cur r en t  Ba lance  Sub-To t a l  -227.4 - -361.5 - 
Net O f f i c i a l  C a p i t a l  161.2 165.5 
Net Bank C a p i t a l  60.2 49.2 
Net P r i v a t e  C a p i t a l h r r o r s  -110.4 -50.0 
C a p i t a l  Ba lance  Sub-To t a l  111 .O  164.7 

O v e r a l l  Ba lance  Sub-Total -116.4 - -196.8 

D e f i c i t  F inanc ing  Change i n  Reserves  , -74.1 0 
m - Sub-To t a l  42.3 - 45.0 
--CFF, Stand by, Other  (42.3) (85.0) 
-Reduction i n  Ar r ea r ages  ( 0  (-32.6) 

A d d i t i o n a l  Requirements T o t a l  - 0 -143.8 

FOOTNOTES TO BOP 

198 1 - 1982 - 
Bank C a p i t a l  (No Imf) 

Withdrawals  
AID 
Venezuela 
Mexico 
Cabe i  
0 t h e r  

Amor t i z a t i on  

O f f i c i a l  C a p i t a l  

Withdrawals  
AID 
Cab e i  
IDB 
IBRD 
CIDA 
Other  

Amor t i z a t i on  

Source: USM!/El Sa lvador ,  Economic Section,. 



BALANCE OF PAYMENTS 

-or ts 
Coffee . 

Cotton 
Sugar 
Shrimp 
CACM 
Other 

Imports 
CACM 
Other 

-- I N  MILLIONS OF U . S . DOLLARS -- 

PROJ - 
1978 - 19 79 - 1980 - 1981 - 

Trade Balance - 181.3 20 1 - 0  - 3.2 - 127.9 

Net Serv ices  - 109.7 - 121.5 -140.0 - 127.6 

Net Transfers 51.4 -: 5 1 . 5  38.4 28.2 

Current Balance - 239.6 . 131 .O -104.8' - 227.3 

Net O f f i c i a l  Capital  61.8 66.8 89.6 161.1 
Drawings 77.1 82.1 110.6 178.7 
Payments 15.3 15.3 21 .O 17.6 

Net Bank Capital  66 .9  36 .6  9 7 . 2  1 0 2 . 5  - 
Drawings 71.9 41 -6 123.6 137.0 
Payments 5 - 0  5 .O 26.4 34 -5 

Net Private  Capital  139 - 5  - 3 4 2 . 3  - 2 7 8 . 2  -110.4  

Capital Balance 268.2 - 239.1 - 91.4 - 153.2 

GAP (28.6) 108.1 196.2 74.7 

N e t  International  Res . 234.4 126.3 - 69.9 - 144.0 
(Assuming no new 
financing) 

December 15, 1981 



TABLE 6 

GOES 1982 BUDGET 
( i n  US$ mi l l i ons )  

Taxes and Other Current Inflows 

Current Expenditures 
S a l a r i e s  
Goods and Services  
Publ ic  Debt-Interes t  
Publ ic  Debt-Amort i z a t i o n  

(Agr icu l tu ra l  Ref o m  
(Foreign 
(0 t her 

Transfe rs  
Off Budget Expenses 

Current D e f i c i t  

Cap i t a l  Expenditures 
Real Investment 
F inanc ia l  Investment 
Transfe rs  

D e f i c i t  t o  be  financed 

Financing of D e f i c i t  
BCR 
A I D  
Other Foreign 

Unf inanced D e f i c i t  

Sub-To t a l  -245.08 

Sub-Total -245.40 
(150.96) 

Sub-To t a l  -490.48 

To t a l  

Source: USAID/El Salvador Program Off ice  - March 1,  1982 



TABLE 7 

Bank - 

MOVEMENT OF FOREIGN EXCHANGE THROUGH THE 
SPECIAL DEPOSIT ACCOUNTS FOR THE MONTH OF JANUARY 1982 

(US DOLLARS) 

Salvadorefio 
Hipo t ecar  i o  
Comercio 
Agricola Comercial 
Capi ta l i zador  
Crgdito Popular 
Cus c a t l l n  
Financier0 
I n t  ernac i ona l  
Mercant il 
Agr i co  l a  

Outstanding 
1/1 /82  Inflows Outflows 

Outstanding 
1/29/82 

TOTAL 924.567 1.157.893 623.243 1.459.217 

USES OF THE SPECIAL ACCOUNTS 

Imports 577.273 
Travel  Expenses 3.416 
Student Support 3.630 
Family Assis tance 1.600 
Other 37.324 

TOTAL 623.243 

Source: U S A I D / E ~  Salvador,  Economic Sect ion 



EL SALVADOR 

CHANCES IN  INDUSTRIAL STRUCTURE 1978-1981 

Food Products  T e x t i l e s  Wood. Wood Papcr,  Paper Non-Metals 
Beverages C Lea the r  P roduc ts  C Produc ts  Chemtcal M i n c r a l  Bas l c M e t a l  Other  

C Tobacco Industries l n d u s r r l e s  c P r i n t l n g  P roduc ts  P roduc ts  F e t a l 5  P roduc ts  I n C u s t r l e s  3 

U n l f o r m  l n t e r n a t l o n a l  
Industrial C l a ~ s l f l c a t l o n  3 1 32 33 3 4 3 5 36 .  37 3 8 3 9 

~u r r . 5 ;~  o f  F a c t o r l e s  by  
Eno loynent  S l z e  

O p e r r t l n g  k o r e  t h a n  99 employees 2 3 5 2 2 16 ' 16 9 3 17 2 1:3 

From 20 t o  99 employees 5 9 8 2 13 2 3 . 54 22 ' 3 4 1 I S  312 

F r a n  5 t o  19 employees 178 - 148 A2 3 2 76 - 2 - 87 - 19 - 6 - 5  

T o t a l  Nucber o f  F a c t o r i e s  260 282 8 4 104 102 107 a 145 3 5 1.123 

C p e r a t l n g  n o r e  t h a n  99 tmployees 2 1 30 2 1' 3 I S  7 3 . S  2 5 s  

lg8' From 2 0  t o  99 employees 5 7 7 3 12 2 1 53 2 2 3 39 I S  225 

From 5 t o  19 employees - 177 ?!2 - 69 ' - 6 3 3 - 76 - 2 - E 7 - 18 - . EL.- 

T o t a l  Number o f  Factories 255 248 8 3 97 9 8 . I 0 5  8 131 3 5 1.2; J 
2 
4 

2 - 22 - 3 1 ' 2  - 12 Shut Cown Hora t h a n  99 employees :2 

1978-198! From 20 t o  99 amp~oyaa, 2 9 I z I - g g I 7  2 

I 0 2 - 2 2 - - - 1 - From 5 t o  19 employees - - - - - - - I 
T o t a l  Nunber o f  F a c t o r i e s  5 3 4 ' 1 7 4 2 

- 14 1 65 

Sources: Opera t i ng  1978: General  D l  r e c t o r a t e  of S t a t l s t l c s  6 Census, 
Shutdowns 1978 t o  1981: S o c i a l  S e c u r i t y  A d m l n l s t r a t l o n  



Tab le  9 

EL SALVADOR 

Factories 

 umber o f  p l a n t s  w l t h  
over  4 employees) 

EMPLOYMENT IN THE INDUSTRIAL SECTOR 

I978  - 1981 

Decl l ne 
1981 - 1978-1981 

Emp l oymen t repo r t ed  by . .. 
180 f a c t o r i e s  - I/ 17,859 .- 18,309 16,834 15,998 - 1,861 

sample m u l t l p l l e r  based on 1978 2.5066 . 2.5066 2.5066 2.5066 2.5066 

Employment by 1,060 f a c t o r i e s  
s t i l l  ope ra t i ng  i n  1981 44,766 46,095 42,197 40,101 - 4,665 

Employment cby: fa ,c tor I  es 
2/ shu t  down dur  lng  1979- 1981- JILL% 8,838 2,647 I -13,552 

i o t a 1  Fac to ry  Employment 58,31$/ 54,933 43,716 . 40,101 -18,217 

Percen t  
Change 

1978-1981 

. . .. . .  . 
Sources: - 1 / thecch i survey, tlovember 1981, see Append,i x 0 0  . 

2/  Soc ia l  S e c u r i t y  A d m l n i r t r a t l o n .  - 
3/ Economic Census, 1978 - General Directorate o f  S t a t l s t l c s  G Census. 
/ - Four a d d l t l o n a l  f i r m s  shut  down I n  1981 b u t  employment data I s  unavailable. 



L\BVSTRIAL PRODUCTION 
(mi l l ions  of colones a t  1962 cons tan t  p r i c e s )  

Gross Product ion 
Year ' - Value - Index 

1978 1,728 100 

1979 1,678 97 

1980 1,453 8 4 

1981 1,200 69 

Source:  Table 5, Appendix F 

TABLE 11 

IhTU STRIAL RAP xA4TEP,IAL WORTS 
(mi l l ions  of E.S. d o l l a r s  a t  c o n s t a n t  1978 p r i c e s )  

Year - 
1978 ' 

1979 

1980 

1981 

Pear  

Raw M a t e r i a l s  Raw H a t e r i a l s  R ~ L -  H z t e r i a l  
Imports Index S u ~ ~ l v  Faccor 

267 1 O@ 1 .OO 

2 6 3 9 9 1.02 

235 84 1.00 

185 6 9 1 .OO 

TABLE 12 

CAPITAL GOODS WORTS BY I~QCSTRY 
( i n  m i l l i o n s  of U.S. d o l l a r s  a t  conszant  1978 p r i c e s )  

C a p i t a l  
Goods 

Imports 

C a p i t a l  Cap i ta l  
Replacement Replacement 

Index Fac to r  * 

*Ratio of c a p i t a l  replacement t o  t h e  a n c i t i p a t e d  c a p i t a l  replacement based 
on c a p i t a l  goods imports  i n  1978. 

Factor  = C a p i t a l  Replacenent Index 
I n d u s t r i a l  Product ion Index 

Source: Checchi & Company "Maintaining El  Sa lvador ' s  I n d u s t r i a l  Sector" 
December 1981. 



TABLE 13 

MONETARY VARIABLES 
(US$ mi l l i ons )  

Cred i t  and Investments 
To P r i v a t e  Sec tor  
To O f f i c i a l  I n s t i t u t i o n s  
To Cent ra l  Government 

Money Supply (M- 1  ) 
Cash i n  C i r cu l a t i on  
P r i v a t e  S igh t  Deps . 
O f f i c i a l  S igh t  Deps. 
Cen t r a l  Government Deps. 

Source: Cen t r a l  Bank - October,  1981 




