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PREFACE 

T h i s  r e p o r t  was p r e p a r e d  u n d e r  c o n t r a c t  t o  AIDIROCAP 

( C o n t r a c t  No. PDC-0001-1-00-3171-00, Work Order  No. 7 ) .  The 

r e p o r t  was p r e p a r e d  by  members o f  P r i c e  Waterhouse O f f i c e  o f  

Government S e r v i c e s ,  and b e n e f i t t e d  from t h e  f i n d i n g s  and 

recommendations o f  t h e  f o l l o w i n g  team members : 

D r .  Auguste E.  Rimpel ,  J r . ,  P r i c e  Waterhouse ,  Team Leader  

M r .  'Leonard J .  H o r w i t z ,  P r i c e  Waterhouse ,  O r g a n i z a t i o n  and 
Management A n a l y s i s  

M r .  Alan S t o g a ,  K i s s i n g e r  A s s o c i a t e s ,  Economic A n a l y s i s  

Mr. David Gordon, Independent  C o n s u l t a n t ,  S t r a t e g i c  A n a l y s i s  

M r .  Joseph  B o r g a t t i ,  J .J.  R o r g a t t i  A s s o c i a t e s ,  F i n a n c i a l  
Ana1.y~ i s  

M r .  Henry Arango,  Arango y  Leon C o n s u l t o r e s ,  Systems A n a l y s i s  



I .  EXECUTIVE SUMMARY 

Th i s  r e p o r t  p r e s e n t s  t h e  r e s u l t s  o f  an i n s t i t u t i o n a l  a s s e s s -  

ment o f  t h e  C e n t r a l  American Bank f o r  Economic I n t e g r a t i o n  

(CABEI). The s t u d y  was conducted by P r i c e  Waterhouse f o r  t h e  

Agency f o r  I n t e r n a t i o n a l .  Development (AID) , U. S. Department o f  

S t a t e .  The s t u d y  was under taken  du r ing  a f i v e  week p e r i o d  from 

October  1 1  t o  November 1 5 ,  1984. 

Th i s  s e c t i o n  i n c l u d e s  t h e  fo l l owing :  

o Study ob j  e c t i v e s  

o  Scope o f  Work 

o Approach 

o Report  Organ iza t i on  

o  Summary o f  F ind ings  and Recommendations 

o Recommended U.S. Government A s s i s t a n c e  S t r a t e g y  Towards 
CABEI 

A.  Ob- jec t ives  and Scope o f  t h e  Study 

The o v e r a l l  o b j e c t i v e  of t h i s  s t u d y  was t o  examine t h e  

medium- and long-term v i a b i l i t y  o f  C A B E I  and i t s  r o l e  a s  a 

development i n s t i t u t i o n  i n  C e n t r a l  America. S p e c i f i c a l l y ,  t h e  

s t u d y  was des i ened  t o :  

o Examine t h e  c u r r e n t  f i n a n c i a l  c o n d i t i o n  o f  C A B E I ,  
i n c l u d i n g  t h e  r ea sonab lenes s  o f  i t s  c a s h  f l ow  
p r o j e c t i o n s  and t h e  impact  o f  more c o n s e r v a t i v e  
assumptions  on t h e s e  r ecove ry  r a t e s .  

o Review t h e  p robab le  s i g n i f i c a n c e  o f  r e c e n t  CABEI admini-  
s t r a t i v e  re forms  i n  terms o f  improving i t s  o rgan iza -  
t i o n a l  s t r u c t u r e .  



o  Analyze t h e  n a t u r e  o f  C A B E I ' s  development  p l a n n i n g  f o r  
t h e  r e g i o n  e s p e c i a l l y  as t o  whe the r  CABEI's medium- and 
long- te rm r e g i o n a l  p r i o r i t i e s  and o b j e c t i v e s  a r e  
c o n s i s t e n t  w i t h  t h o s e  o f  t 4 e  U.S. Government a s  
p e r c e i v e d  i n  t h e  r e p o r t  o f  t h e  N a t i o n a l  B i p a r t i s a n  
Commission on C e n t r a l  America ( K i s s i n g e r  Commission).  

o Analyze whe the r  t h e  long- te rm f i n a n c i a l  p r o s p e c t s  o f  
CABEI a r e  c o n s i s t e n t  w i t h  i t s  s t r a t e g i c  g o a l s  and p l a n s ,  
s p e c i f i c a l l y  whe the r  t h e  Bank w i l l  b e  a b l e  t o  meet  i t s  
p r o j e c t e d  l e n d i n g  a c t i v i t y  i n  t h e  r e g i o n .  

o Assess t h e  adequacy o f  c u r r e n t  C A B E I  management, o r g a n i -  
z a t i o n a l  s t r u c t u r e  and s t a f f i n g  w i t h  r e s p e c t  t o  i t s  
long- te rm p l a n n i n g  and g o a l s .  

o A s s e s s  t h e  advancages  t o  CABEI o f  expanding i t s  c a p i t a l  
b a s e  by  s o l i c i t i n g  new e q u i t y  p a r t i c i p a n t s .  

o I d e n t i f y  o t h e r  s t e p s  CABEI c a n  t a k e  t o  i n c r e a s e  f i n a n -  
c i a l  f l o w s  t o  t h e  r e g i o n ,  p a r t i c u l a r l y  from p r i v a t e  
f i n a n c i a l  i n s t i t u t i o n s  and c a p i t a l  m a r k e t s .  

o Review t h e  a d v a n t a g e s  and d i s a d v a n t a g e s  f o r  d o n o r s  and 
p r i v a t e  f i n a n c i a i  i n s t i t u t i o n s  o f  c h a n n e l i n g  r e s o u r c e s  
t h r o u g h  CABEI conpared  w i t h  o t h e r  development  banks  and 
o t h e r  n a t i o n a l - l e v e l  i n s t i t u t i o n s .  

o Review t h e  c o n t r i b u t i o n  t h a t  CABEI h a s  made t o  C e n t r a l  
American development  and a s s e s s  i t s  p o t e n t i a l  f o r  t h e  
s h o r t ,  medium and l o n g  term. 

Approach t o  t h e  S tudy  

The p r o j e c t  team conducted  t h e  f o l l o w i n g  major  a c t i v i t i e s :  

Conducted f a c t - £  j . 4  

The p r o e j e c t  team c o l l e c t e d  and reviewed i n f o r m a t i o n  on 
economic t r e n d s ,  t r a d e  p a t t e r n s ,  and i n v e s t m e n t  c l i m a t e ;  
and on t h e  c u r r e n t  s t a t e  o f  t h e  C e n t r a l  America 
i n t e g r a t i o n  movement. 

C o l l e c t e d  i n f o r m a t i o n  on CABEI 

The f i n a n c i a l  p o s i t i o n  o f  CABEI--including i t s  p o r t f o l i o  
management, l o a n s  o u t s t a n d i n g  and r e c o v e r y  p r o s p e c t s - -  
was a n a l y z e d  a s  p a r t  o f  t h e  f a c t - f i n d i n g  m i s s i o n .  We 



a l s o  examined C A B E I t s  o r g a n i z a t i o n a l  s t r u c t u r e  and 
management p o l i c i e s  and p r a c t i c e s .  

o Analyzed in fo rma t ion  and developed recomrnenda - t i o n s  

We a ~ a l y z e d  t h e  f i n d i n g s  from o u r  rev iew and developed 
recommendations f o r  CABEI and t h e  U.S. Government. 

C .  - O ~ g a n i z a t i o n  o f  t h e  Repor t  

o S e c t i o n  I p r o v i d e s  an e x e c u t i v e  summary o f  t h e  r e p o r t .  

o S e c t i o n  11 d e s c r i b e s  r e c e n t  t r e n d s  i n  t h e  C e n t r a l  
American economy i n c l u d i n g  t h e  c u r r e n t  s t a t e  o f  r e g i o n a l  
i n t e g r a t i o n ,  f i n a n c i n g  n e e d s ,  and reviews U. S. govern- 
ment development s t r a t e g y  f o r  t h e  r e g i o n .  

o S e c t i o n  111 d i s c u s s e s  CABEIts s t r a t e g i c  p o u i t i o n  i n  t h e  
C e n t r a l  American Common Market (CACM), i t s  f u t u r e  r o l e ,  
and a b i l i t y  t o  implement medium -and iong- term 
s t r a t e g i e s .  

o S e c t i o n  I V  reviews C A B E I t s  c u r r e n t  f i n a n c i a l  p o s i t i o n ,  
p rov ides  an assessment  o f  s t e p s  t o  improve i t s  c a p i t a l  
b a s e ,  and i t s  p o t e n t i a l  f o r  s u c c e s s .  

o S e c t i o n  V reviews C A B E I ' s  o r g a n i z a t i o n a l  s t r u c t u r e . a n d  
management p o l i c i e s  and p r a c t i c e s .  

o S e c t i o n  V I  p r o v i d e s  o u r  recommendations f o r  U.S. 
government a s s i s t a n c e  towards CABEI. 

D. Conclus ions  and Recommendat i o n s  

1 .  Genera l  

Our p r i n c i p a l  conc lus ion  i s  t h a t  CABEI c a n ,  ove r  t ime ,  become 

a  dynamic and e f f e c t i v e  i n s t rumen t  f o r  r e g i o n a l  economic 

i n t e g r a t i o n  and development i f  t h e  f o l l o w i n g  c o n d i t i o n s  a r e  

r ea sonab ly  s a t i s f i e d :  



o That CACM c o u n t r i e s  s t r i v e  t o  d e f i n e  a  c o h e r e n t  r e g i o n a l  
economic development s t r a t e g y  and t h e  r o l e  t hey  wish 
CABEI t o  p l a y  i n  implementing t h a t  s t r a t e g y .  

o That  CACM c o u n t r i e s  demons t ra te  t h e i r  s u p p o r t  f o r  CABEI  
by mee t ing  t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  
i n s t i t u t i o n .  

o That  t h e r e  i.s an  improvement i n  t h e  economic and 
p o l i t i c a l  environment i n  t h e  r e g i o n  which cou ld  p r o v i d e  
an adequa t e  b a s i s  f o r  s u c c e s s f u l  implementat ion o f  t h e  
CACM r e g i o n a l  s t r a t e g y ,  

o That  CABEI  s e n i o r  management accord  h igh  p r i o r i t y  
a t t e n t i o n  t o  r e s o l v i n g  t h e  Bank's  c u r r e n t  f i n a n c i a l  and 
organizational/management problems,  which,  w h i l e  
s e r i o u s ,  a r e  c l e a r l y  surmountable  ove r  t ime .  

o  That  t h e  U.S. government d e f i n e  i t s  p o l i c y  toward 
r e g i o n a l  economic i n t e g r a t i o n  and development i n  C e n t r a l  
America and ,  s p e c i f i c a l l y ,  i t s  p o s t u r e  toward CABEI  i n  
c l o s e  c o o r d i n a t i o n  w i t h  CACM governments.  

o That  U.S. a s s i s t a n c e  t o  CABEI, under  t h e  above condi-  
t i o n s ,  cou ld  b e  c r u c i a l  t o  i t s  i n s t i t u t i o n a l  r ecupe ra -  
t i o n  and i t s  long  term v i a b i l i t y .  Such a s s i s t a n c e  cou ld  
r e i n v i g o r a t e  CABEI members' s u p p o r t  f o r  t h e  i n s t i t u t i o n ,  
and h e l p  a t t r a c t  new-ex t ra - reg iona l  members and e x t e r n a l  
funding  s o u r c e s .  I t  could  a l s o  h e l p  advance a new 
r e g i o n a l  i n t eg ra t i on /deve lopmen t  concep t  w i th  emphasis 
on p r i v a t e  s e c t o r  l e d ,  e x p o r t - o r i e n t e d  p r o d u c t i v e  
growth.  

Economic Background and P ro j  e c t  i o n s  

Our review o f  t h e  economic performance o f  t h e  r e g i o n ,  t h e  
p r o s p e c t s  f o r  r e g i o n a l  i n t e g r a t i o n ,  and t h e  r e g i o n ' s  f i n a n c i n g  

needs  r e s u l t e d  i n  t h e  f o l l o w i n g  f i n d i n g s  and conc lus ions :  

o A f t e r  a  moderate  d e c l i n e  i n  GNP ove r  t h e  p a s t  f i v e  
y e a r s ,  t h e  CACM economy remains weak. P e r  c a p i t a  income 
l e v e l s  have f a l l e n  d r a m a t i c a l l y ,  i n  some c a s e s  b a r e l y  
e q u a l l i n g  1960 l e v e l s .  There i s  l i t t l e  e x p e c t a t i o n  o f  
s i g n i f i c a n t  economic r ecove ry  o v e r  t h e  s h o r t  term. 



The c h i e f  causes  o f  t h e  economic d e c l i n e  i n v o l v e  h i g h  
o i l  p r i c e s ,  i n f l a t i o n ,  r e c e s s i o n ,  weak demand and low 
p r i c e s  f o r  commodity e x p o r t s ,  f o r e i g n  d e b t ,  economic 
misman?.gement, and p o l i t i c a l  t u r b u l e n c e  w i t h i n  and 
between c o u n t r i e s .  

There  h a s  n o t  been a s y s t e m a t i c  r e g i o n a l  approach by a l l  
i n t e r e s t e d  p a r t i e s  t o  t h e  c r i s i s .  Th is  p a r t l y  r e f l e c t s  
p r e f e r e n c e s  o f  m u l t i l a t e r a l / b i l a t e r a l  c r e d i t o r s  and 
t h e  p o l i t i c a l  and economic p r e s s u r e s  which make 
i n d i v i d u a l  governments p r i m a r i l y  concerned w i t h  t h e i r  
s h o r t - t e r m  s u r v i v a l .  

R e f l e c t i n g  t h i s  p u r s u i t  o f  s e l f - i n t e r e s t  by i n d i v i d u a l  
governments ,  s u p p o r t  f o r  CABEI  o r  o t h e r  r e g i o n a l  
i n s t i t u t i o n s  by i t s  members o r  e x t e r n a l  f i n a n c i n g  
s o u r c e s  h a s  been inadequa t e .  With such  s u p p o r t ,  
however, CABEI cou ld  a s s i s t  i n  a r e v i t a l i z e d  expor t - l ed  
growth s t r a t e g y  by u s i n g  i t s  f i n a n c i n g  c a p a b i l i t i e s  t o  
s t i m u l a t e  i n d u s t r i a l i z a t i o n  and i n f r a s t r u c t u r e  
development and i t s  a p o l i t i c a l  r o l e  t o  g u i d e  economic 
p o l i c y  fo rmu la t i on .  

S e v e r a l  e s t i m a t e s  o f  t h e  r e g i o n ' s  f i n a n c i n g  needs  have 
been made. For example t h e  K i s s i n g e r  Commission 
e s t i m a t e d  $21 b i l l i o n  i n  a g g r e g a t e  e x t e r n a l  f i n a n c i n g  
would b e  needed t o  a c h i e v e  1980 p e r  c a p i t a  l e v e l s  by 
1990. CABEI has  e s t i m a t e d  r e g i o n a l  e x t e r n a l  f i n a n c i a l  
needs  a t  $24 b i l l i o n  t o  $33 b i l l i o n  depending on growth 
i n  GNP and e x p o r t s .  

The s i z e  o f  C A B E I ' s  r o l e  i n  f i n a n c i n g  f u t u r e  CACM 
economic a c t i v i t y  w i l l  b e  determined by t h e  s t r e n g t h  o f  
t h e  i n t e g r a t i o n  movement, t h e  a v a i l a b i l i t y  o f  f i n a n c i a l  
r e s o u r c e s  and C A B E I ' s  c a p a c i t y  t o  grow a s  t h e  develop-  
ment needs  o f  t h e  r e g i o n  change. 

The U.S. government, as evidenced by A I D  a s s i s t a n c e  
s t r a t e g y  i n  t h e  r e g i o n ,  emphasizes a b i l a t e r a l  r a t h e r  
t h a n  m u l t i l a t e r a l  approach  t o  developmenc, w i t h  
i nadequa t e  coun t ry  involvement  i n  :he d e f i n i t i o n  o f  t h e  
r e g i o n ' s  economic f u t u r e .  

C A B E I ' s  S t a t e g i c  P o s i t i o n  

reviewed t h e  medium and long- term s t a t e g y  o f  CABEI and 

a s s e s s e d  i t s  p o t e n t i a l  r o l e  i n  r e g i o n a l  economic development.  
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The s t a g n a t i o n  o f  C e n t r a l  American economic development h a s  

r e s u l t e d  from a  combinat ion o f  t h e  ex t e rna l .  f a c t o r s  mentioned 

above and ,  more d i r e c t l y ,  c i v i l  d i s t u r b a n c e s  and n a t i o n a l  

t e n s i o n s  w i t h i n  t h e  r eg ion .  Some o f  t h e  former a r e  a p p a r e n t l y  

becoming l e s s  s e v e r e  and i t  i s  hoped t h a t  t h e  r e g i o n a l  

antagonisms w i l l  p r o g r e s s i v e l y  moderate .  Assuming t t e  

r e s t o r a t i o n  of  an a tmosphere  r e a s o n a b l y  conducive  t o  economic 

development,  our  a n a l y s i s  s u g g e s t s  t h e  fo l l owing :  

o C e n t r a l  American economic i n t e g r a t i o n  remains  a v a l i d  
o b j e c t i v e  of  economic p o l i c y ,  bu t  t h e  r e g i o n a l  
i n t e g r a t i o n  s t r a t e g y  should  s h i f t  markedly from import  
s u b s t i t u t i o n  t o  a  more open economy encourag ing  
c o m p e t i t i v e  e x p o r t s  t o  e x t r a - r e g i o n a l  marke t s .  

o  CABEI can  be  an impor t an t  and v a l u a b l e  i n s t rumen t  f o r  
implementing such  a s t r a t e g y  th rough:  

- r e h a b i L i t a t i o n  o r  improved maintenance o f  
d e t e r i o r a t e d  r e g i o n a l  i n f r a s t r u c t u r e  

- f i n a n c i n g  i n d u s t r i a l ,  a g r i c u l t u r a l  and 
a g r i - i n d u s t r i a l  programs o f  r e g i o n a l  scope  

- s e r v i n g  a s  a - c e n t r a l  r e g i o n a l  development 
i n s t i t u t i o n ,  u t i l i z i n g  a  second t i e r  o f  n a t i o n a l  
i n t e r m e d i a r i e s  t o  channe l  f i n a n c i n g  and a s s i s t a n c e  
:o p r i v a t e  s e c t o r  e n t e r p r i s e s  

- p r o v i d i n g  i n t r a r e g i o n a l  and /o r  e x p o r t  t r a d e  
f i n a n c i n g  and i n s u r a n c e  a s  w e l l  as o t h e r  e x p o r t  
promotion s e r v i c e s  

- b r i n g i n g  r e l a t i v e l y  o b j  e c t i v e  r e g i o n a l  judgments t o  
b e a r  i n  s o l v i n g  d i f f i c u l t  r e g i o n a l  economic i s s u e s .  

o CABEI cou ld  be  a  more c r e d i b l e  and r e l i a b l e  channe l  f o r  
e x t e r n a l  f  i n m c i n g  t o  C e n t r a l  American economic 
development t han  t h e  s e p a r a t e  n a t i o n a l  e n t i t i e s .  

o C A B E I ' s  f i n a n c i a l  v i a b i l i t y  w i l l  depend i n  s u b s t a n t i a l  
p a r t  on i t s  a t t r a c t i n g  a d d i t i o n a l  members /guarantors ,  o f  
which t h e  most impor tan t  c a n d i d a t e  is t h e  U.S. C A B E I ' s  
a b i l i t y  t o  a t t r a c t  new members depends s i g n i f i c a n t l y  on 
t h e  d e g r e e  o f  U.S. s u p p o r t .  



The U.S. a t t i t u d e  may t h e r e f o r e  be  c r u c i a l  n o t  o n l y  f o r  CABEI  

a s  an i n s t i t u t i o n  b u t  a l s o  f o r  t h e  p r o s p e c t s  o f  c h a n n e l i n g  

e x t e r n a l  f u n d s  e f f i c i e n t l y  i n t o  v i t a l  s e c t o r s  o f  t h e  C e n t r a l  

American economy. The i d e a l  s o l u t i o n ,  from C A B E I ' s  s t a n d p o i n t ,  

would be  f o r  t h e  U.S. t o  become a  member. 

If  U.S membership i s  i m p o s s i b l e  f o r  p o l i c y  r e a s o n s ,  A I D  migh t  

accompl i sh  a  s i m i l a r  p u r p o s e  by. p r o v i d i n g  c o n c e s s i o n a l  a s s i s t a n c e  

t o  C A B E I  on a  q u a s i - e q u i t y  b a s i s .  Such A I D  a s s i s t a n c e  might  b e  

s e g r e g a t e d  as a  s p e c i a l  r e s e r v e  fund  t o  b e  a d m i n i s t e r e d  by C A B E I  

which would g u a r a n t e e  bond e m i s s i o n s  o r  bor rowings  from p r i v a t e  

banking s o u r c e s .  Under s u c h  a  f a c i l i t y ,  A I D  c o u l d  l e v e r a g e  t h r e e  

t o  f o u r  times t h e  v a l u e  o f  i t s  c o n t r i b u t i o n  i n  g e n e r a t i n g  

e x t e r n a l  f i n a n c i n g  from o t h e r  s o u r c e s .  

F i n a n c i a l  S i t u a t i o n  

Our a n a l y s i s  o f  t h e  f i n a n c i a l  s t a t e m e n t s ,  changes  i n  

f i n a n c i a l  p o s i t i o n ,  and c a s h  f l o w  p r o j e c t i o n s  l e a d s  t o  t h e  

c o n c l u s i o n  t h a t  CABEI  i s  by no means i n  unsurmountab le  t r o u b l e .  

But t h e  symptoms o f  what  c o u l d  become problems a f f e c t i n g  t h e  

v i a b i l i t y  o f  t h e  bank a r e  p r e s e n t .  L i q u i d i t y  i s  a deepen ing  

c o n c e r n .  The e r o s i o n  o f  p r o f i t a b i l i t y  i s  a n o t h e r .  The l a r g e  

a r r e a r s  i n  t h e  p o r t f o l i o ,  which s o  impact  t h e  c a s h  p o s i t i o n ,  

r e q u i r e  s t r o n g ,  immediate  a c r i o n  t o  stem t h e  d e t e r i o r a t i n g  t r e n d  

i n  t h e  p u b l i c  s e c t o r  p o r t f o l i o  and t o  r e d u c e  l o s s e s  i n  t h e  

p r i v a t e  s e c t o r  p o r t f o l i o .  C a p i t a l  s u f f i c i e n c y  i s  q u e s t i o n a b l e ,  

t h e  more s o  i f  new bor rowings  a r e  t o  b e  r e a l i z e d .  Also  s u b j e c t  

t o  r e v i e w  a r e  t h o s e  a c c o u n t i n g  p r o c e d u r e s  which t e n d  t o  mask t h e  

r e a l  e x t e n t  o f  t h e  problems i n  t h e  p o r t f o l i o  and t h e i r  a f f e c t  on 

C A B E I ' s  f i n a n c i a l  c o n d i t i o n .  



The l i q u i d i t y  concerns  r e q u i r e  t h a t  s t r o n g e r  e f f o r t s  be  made 

t o  reduce o u t l a y s  and i n c r e a s e  r e c u p e r a t i o n s  through more 

e f f e c t i v e  c o l l e c t i o n s  p r a c t i c e s .  The member s t a t e s  have t o  pay 

t h e i r  a r r e a r a g e s .  While n o t  much can be expectzd from Nicaragua,  

arrangements should be made f o r  an o r d e r l y ,  r e g u l a r  repayment, 

even i f  s t r e t c h e d  ou t .  The v a r i o u s  p l ans  f o r  o b t a i n i n g  new 

resources  shou2d be pursued aggress ive ly .  Senior  management must 

e x e r c i s e  s t r o n g  l e a d e r s h i p  t o  s e e  t h a t  t h e  above i n i t i a t i v e s  a r e  

c a r r i e d  through. 

P o r t f o l i o  c o l l e c t i o n  is t h e  key t o  C A B E I ' s  v i a b i l i t y .  The 

p r i v a t e  s e c t o r  loans  which a r e  i n  d i f f i c u l t y  o r  under j u d i c i a l  

c o l l e c t i o n  should be c o n t r a c t e d  ou t  t o  p r o f e s s i o n a l s  t o  manage 

t h e i r  r e h a b i l i t a t i o n ,  c o l l e c t i o n  o r  l i q u i d a t i o n .  This might 

f i r s t  be t r i e d  on a  p i l o t  b a s i s  wi th  a  s e l e c t i o n  o f  l o a n s ,  and i n  

a s e p a r ~ t e  package wi th  gua ran tees  executed i n  c a s e  o f  

non-payment. Experience w i l l  determine how such a  program might 

be  b e s t  developed. C o l l e c t i o n  of  t h e  p u b l i c  s e c t o r  p o r t f o l i o  

should be a  s p e c i a l  concern of  CABEI's s e n i o r  management. 

C A B E I  ought t o  seek  a d d i t i o n a l  external .  r e sources .  The b a s i s  

f o r  a t t r a c t i n g  o u t s i d e  s u p p o r t  must begin w i t h  member s t a t e s  

suppor t ing  t h e i r  own cornmitrnents t o  C A B E I .  High l e v e l  r e p r e s e n t -  

a t i o n s  should be made t o  t h e  member governments t o  s e c u r e  a  $50 

m i l l i o n  c a l l a b l e  c a p i t a l  c o n t r i b u t i o n  and t o  persuade them t o  

t r e a t  payment of  t h e i r  deb t  t o  CABEI w i t h  t h e  same p r i o r i t y  a s  

t h e i r  deb t  t o  t h e  World Bank, t h e  Inter-American Development Bank 

and A I D .  

5. Oreaniza t ion  and Management I s s u e s  

We reviewed o r g a n i z a t i o n  and management i s s u e s  i n  l i g h t  of  

t h e  r e c e n t  r e o r g a n i z a t i o n  and from t h e  s t a n d p o i n t  o f  a s s e s s i n g  



C A B E I ' s  c a p a b i l i t i e s  t o  s u p p o r t  a  r e o r i e n t e d  and r e v i t a l i z e d  

program. Our conc lus ions  and recommendations a r e  sumn~arized 

below: 

o Key problems i d e n t i f i e d  were:  

- l a c k  o f  management i n fo rma t ion  sys tem 

- need t o  improve i t s  e x t e r n a l  image as an a g i l e ,  
e f f i c i e n t  f i n a n c i a l  i n s t i t u t i o n  

i 

- inad4equate  s t a f f  c a p a b i l i t y  i n  r e l a t i n g  t o  t h e  
p r i v a t e  s e c t o r  

- need f o r  improved s t r a t e g i c ,  o p e r a t i o n a l  and 
a d m i n i s t r a t i v e  p l a n n i n g  

These problems a r e  g e n e r a l l y  s i m i l a r  t o  t h o s e  a f f l i c t i n g  
s e v e r a l  o t h e r  development f i n a n c e  i n s t i t u t i o n s  i n  t h e  
r e g i o n  t o  which A I D  a s s i s t a n c e  i s  be ing  provided f o r  
ma.nagemenA improvement. 

o Bank s e n i o r  management i s  f u l l y  aware o f  i t s  o rgan iza -  
t i o n  and management problems and have t aken  c o n s t r u c t i v e  
s t e p s  t o  a d d r e s s  them through  t h e  1984 r e o r g a n i z a t i o n  
p roces s .  

o  Organizationlmanagement problems appear  t o  b e  surmount- 
a b l e  but: t h e y  r e q u i r e  h i g h  p r i o r i t y  management a t t e n t i o n  
and d i l i g e n c e  i n  u n d e r t a k i n g  r emed ia l  a c t i o n .  With such 
a c t i o n ,  t h e  Bank should  be  f u l l y  c a p a b l e  o f  mee t ing  
i n s t i t u t i o n a l  r equ i r emen t s  f o r  s u p p o r t i n g  s t r a t e g i c  
p l ans .  The impor t an t  c a d r e  o f  expe r i enced ,  h i g h l y  
p r o f e s s i o n a l  Bank p e r s o n n e l  should  p r o v i d e  a b a s i s  f o r  
s u c c e s s  o f  i n s t i t u t i o n a l  improvement e f f o r t s .  

o P r i o r i t y  should  be  g i v e n  t o  organizat ion/management  
problems s i n c e  t h e  Bank's  e x t e r n a l  image w i l l  be  judged 
by t h e  q u a l i t y  o f  i t s  management and o p e r a t i o n a l  
e f f i c i e n c y .  Its e x t e r n a l  image is a key f a c t o r  i n  
o b t a i n i n g  e x t e r n a l  f i n a n c i n g .  

o P r e s e n t  o r g a n i z a t i o n a l  s t r u c t u r e  and management 
p r a c t i c e s  can b e  improved by:  

- a d j u s t i n g  t h e  s t r u c t u r e  o f  c e r t a i n  e x i s t i n g  
o r g a n i z a t i o n a l  u n i t s ;  r e l o c a t i n g  a n d / o r  combining 
u n i t s  and f u n c t i o n s  as n e c e s s a r y  t o  improve 
o p e r a t i o n s  2nd management c o n t r o l  



- c l a r i f y i n g  c e r t a i n  f u n c t i o n s  and r e l a t i o n s h i p s  i n  
t h e  f i n a n c i a l  a r e a  

- f i l l i n g  v a c a n c i e s  o f  key e x e c u t i v e  p o s i t i o n s  w i th  
q u a l i f i e d  bank managers ,  and 

- s t r e n g t h e n i n g  l o a n  s u p e r v i s i o n  and c o l l e c t i o n  
p r a c t i c e s .  

o  P r i o r i t y  a t t e n t i o n  should  b e  g iven  t o  deve lop ing  a  
management i n fo rma t ion  system u s i n g  sho r t - t e rm  and 
medium-term approaches :  

- t h e  s h o r t - t e r m  approach i n v o l v e s  u r g e n t  s e l e c t i o n  
of  banking s o f t w a r e  programs f o r  g e n e r a l  l e d g e r ,  
f i n a n c i a l  r e p o r t i n g  and p o r t f o l i o  management needs  

- t h e  medium-term approach i s  t o  beg in  s tudy  o f  t h e  
concep tua l  d e s i g n  and implementat ion o f  an 
i n t e g r a t e d  management i n fo rma t ion  s y s  tem i n c l u d i n g  
E i n a n c i a l  management, p o r t f o l i o  management, and 
economic/ s t a t i s t i c a l  d a t a  b a s e  sub-systems.  

o  Undertake s t u d i e s  t o :  

- d e s i g n  and implement a new pe r sonne l  e v a l u a t i o n  
sys tem 

- p r e p a r e  q u a l i f i c a t i o n s  s t a t e m e n t s  t o  accompany 
p o s i t i o n  d e s c r i p t i o n s ,  

- a s s e s s  medium- t o  long- term manpower needs  

- a s s e s s  t r a i n i n g  needs  f o r  s e n i o r  and middle  l e v e l  
managers 

- ana lyze  p o s s i b i l i t i e s  o f  r educ ing  s t e p s  i n  
o p e r a t i n g  procedures  

6. - Recommended U. S. Government A s s i s t a n c e  S t r a t e g y  Toward 

CABEI  

I t  i s  t h e  P r o j e c t  Team's recommendation t h a t  U.S.  f o r e i g n  

p o l i c y  i n t e r e s t s  i n  C e n t r a l  America w i l l  b e  w e l l  s e rved  by 

p rov id ing  A I D  conces s iona ry  a s s i s t a n c e  t o  CABEI i n  FY 1985. We 



consider such assistance to be crucial to CABEI's institutional 

recuperation and long term viability as well as its capacity to 

play a constructive role in advancing an updated strategy for 

regional integration and development, emphasizing private sector, 

export-oriented productive growth. 

A demonstration of U.S. support to CABEI is important to 
reinvigorate its member's own support for the institution, 

particularly by meeting its financial commitments. It will also 

help attract new members and external funding sources. 

In summary, we believe that CABEI has an important role to 

play in the region and that the U.S. government should support 

it. In particular, we recommend that: 

o U. S . government support of CABEI should be conditioned 
on concrete evidence of support for the institution 
by member governments. 

o U.S. government financial assistance to CABEI should be 
on a concessionary basis, represent a contribution to 
its capital structure, and be designed to leverage 
generation of additional external financing. 

o U.S. assistance should be conditioned on these funds 
being used to further U.S. government development 
priorities (e.g.! private sector, export-oriented 
productive activities) . 

o U.S. assistance to CABEI should be coordinated with 
other dor,ors such as the World Bank and IDB. 



ECONOMIC BACKGROUND AND PROJECTIONS 

A. I n t r o d u c t i o n  and Summary 

Th i s  s e c t i o n  p r e s e n t s  r e c e n t  t r e n d s  i n  t h e  economies o f  t h e  

C e n t r a l  American Common Market (CACM) c o u n t r i e s  . l /  - These t r e n d s  

a r e  analyzed wi th  p a r t i c u l a r  a t t e n t i o n  g i v e n  t o  t h e i r  impact on 

r e g i o n a l  economic i n t e g r a t i o n ,  f u t u r e  f i n a n c i n g  n e e d s ,  and t h e  

r o l e  o f  C A B E I .  

Recent t r e n d s  i n  t h e  CACM c o u n t r i e s  show t h a t :  

o A f t e r  a  moderate  d e c l i n e  i n  GNP over  t h e  p a s t  f i v e  
y e a r s ,  t h e  CACM economy remains  weak. Pe r  c a p i t a  income 
l e v e l s  have f a l l e n  d r a m a t i c a l l y ,  i n  some c a s e s  b a r e l y  
e q u a l l i n g  1960 l e v e l s .  There i s  l i t t l e  e x p e c t a t i o n  o f  
s i g n i f i c a n t  economic r ecove ry  ove r  t h e  s h o r t - t e r m .  

o The c h i e f  c a u s e s  o f  t h e  economic d e c l i n e  i nvo lve  h igh  
o i l  p r i c e s ,  i n f l a t i o n ,  r e c e s s i o n ,  weak demand f o r  
commodity e x p o r t s ,  f o r e i g n  d e b t ,  economic mismanagement, 
and t h e  d e t e r i o r a t i n g  p o l i t i c a l  s i t u a t i o n .  

o There has  n o t  been a  s y s t e m a t i c  r e g i o n a l  approach t o  t h e  
c r i s i s .  Th is  p a r t l y  r e f l e c t s  p r e f e r e n c e s  o f  m u l t i l a -  
t e r a l l b i l a t e r a l  c r e d i t o r s  and p a r t l y  t h e  p o l i t i c a l  and 
economic p r e s s u r e s  which make i n d i v i d u a l  governments 
concerned wi th  t h e i r  sho r t - t e rm  s u r v i v a l .  

o R e f l e c t i n g  t h i s  p u r s u i t  o f  s e l f - i n t e r e s t  by i n d i v i d u a l  
governments ,  t h e r e  h a s  been l i t t l e  s u p p o r t  f o r  CARE1 o r  
o t h e r  r e g i o n a l  i n s t i t u t i o n s .  However, CABEI  could  
a s s i s t  i n  a  r e v i t a l i z e d  expor t - l ed  growth s t r a t e g y  u s i n g  
i t s  f i n a n c i n g  c a p a b i l i t i e s  t o  s t i m u l a t e  i n d u s t r i a l i z a -  
t i o n  and i n f r a s  t r u c t u r ?  development and i t s  a p o l i t i c a l  
r o l e  t o  g u i d e  economic p o l i c y  f o r m u l a t i o n .  

o S e v e r a l  e s t i m a t e s  o f  t h e  r e g i o n ' s  f i n a n c i n g  needs have 
been made. For example,  t h e  K i s s inge r  Commission 

1 .  Costa  R i c a ,  E l  S a l v a d o r ,  Guatemala,  Honduras and Nicaragua.  



e s t i m a t e d  $21 b i l l i o n  i n  a g g r e g a t e  e x t e r n a l  f i n a n c i n g  
would b e  needed t o  a c h i e v e  1980 p e r  c a p i t a  l e v e l s  by 
1990. C A B E I  ha s  e s t i m a t e d  r e g i o n a l  e x t e r n n l  f i n a n c i a l  
needs  a t  $24 b i l l i o n  t o  $ 3 3  b i l l i o n  depending on growth 
i n  GNP and e x p o r t s .  

o  The s i z e  o f  C A B E I ' s  r o l e  i n  f i n a n c i n g  f u t u r e  CACM 
e2onomic a c t i v i t y  w i l l  b e  determined by t h e  s t r e n g t h  of  
t h e  i n t e g r a t i o n  movement, t h e  a v a i l a b i l i t y  o f  f i n a n c i a l  
r e s o u r c e s  and C A B E I ' s  c a p a c i t y  t o  grow as t h e  develop-  
ment needs  o f  t h e  r e g i o n  change.  

o The U.S. government ' s  app roach ,  a s  evidenced by USAID 
p l a n n i n g ,  t e n d s  t o  emphasize a  u n i l a t e r a l  approach t o  
development r a t h e r  t h a n  a  m u l t i l a t e r a l  approach w i t h  
s i g n i f i c a n t  r e g i o n a l  involvement i n  t h e  d e f i n i t i o n  o f  
t h e  r e g i o n '  s economic f u t u r e .  

B .  Recent Economic Trends  

The economies o f  C e n t r a l  America remain weak i n  1984 haviqg 

d e c l i n e d  an e s t i m a t e d  4  p e r c e n t  i n  r ea l .  GNP te rms  d u r i n g  t h e  

pe r iod  1 979-1 983. Tab le  1 1 - 1  shows growth r a t e s  f o r  i n d i v i d u a l  

c o u n t r i e s  ove r  t h i s  p e r i o d .  In pe r  c a p i t a  terms t h e  d e c l i n e  h a s  

been even more pronounced w i t h  t h e  i n c r e a s e  i n  popu la t i on  

exceeding GNP growth every  y e a r  s i n c e  1978. In l a t e  1983,  t h e  

Economic Commission f o r  L a t i n  America (ECLA) r e p o r t e d  t h a t  i n  

Costa R ica ,  Guatemala and Honduras t h e  a b s o l u t e  l e v e l  o f  p e r  

c a p i t a  income b a r e l y  e q u a l l e d  t h a t  o f  1976. For E l  Sa lvador  and 

Nicaragua t h e  comparison w a s  even more d r a m a t i c ,  w i t h  1983 p e r  

c a p i t a  l e v e l s  having r e g r e s s e d  t o  e a r l y  1960 ' s  l e v e l s .  The 

s i t u a t i o n  has  s i n c e  s o  d e t e r i o r a t e d  t h a t  t h e  e f f e c t s  o f  more than  

two decades  o f  economic growth have  been eroded.  



Table  11-1 

Costa Rica 
E l  Sa lvador  
Guatemala 
Honduras 
Nicaragua 

PERCENTAGE CHANGE I N  REAL GNP 
1979-1 984 

Weighted Average 0.4 2 . 3  -1.3 -4.5 - 1 . 1  0 

Sources 1 .  CABEI, Comportamiento d e  l a  Economia 
Centroamericana en 1983 y P e r s p e c t i v a s  d e  Corto  y 
Mediano P lazo ,  October 1984.  

2. CEFSA, Sobre e l  Estado Actua l  de  las  Econonias 
Centroamericanos y Sus P e r s p e c t i v a s  Inmed ia t a s ,  
September 1984,  and e s t i m a t e s  

This  economic downturn has  had profour:d s o c i a l  consequences 

r e f l e c t e d  i n  t h e  d e t e r i o r a t i o n  o f  h e a l t h ,  e d u c a t i o n ,  h o u s i n g ,  

n u t r i t i o n  and o t h e r  i n d i c a t o r s  o f  human w e l f a r e .  I t  has  a l s o  

become s e l f - r e i n f o r c i n g .  P r i v a t e  s e c t o r  p r e f e r e n c e s  and govern- 

ment p o l i c i e s  have l e d  t o  d rama t i c  d e c l i n e s  i n  r e a l  inves tment  

( s e e  Table  11-2) , u n d e r c u t t i n g  f u t u r e  growth p o t e n t i a l .  The 

economic ad jus tment  h a s  l e d  t o  some improvement i n  t h e  ba l ance  o f  

payments. The r e g i o n ' s  c u r r e n t  account  d e f i c i t  f e l l  from $2.1 

b i l l i o n  i n  1981 t o  $1.4 b i l l i o n  i n  1983. However, s i n c e  t h i s  

ad jus tment  r e f l e c t s  bo th  lower e x p o r t s  and impor t s ,  t h e  l a c k  o f  

imported raw m a t e r i a l s  and s p a r e  p a r t s  h a s  become a s e r i o u s  

c o n s t r a i n t  on p r o d u c t i v e  a c t i v i t y .  



TABLE 11-2 

REAL GROSS FIXED INVESTMENT* 
( %  change) 

Costa Rica -38.8 -7.2 -3.2 
E l  Salvador  -10.6 -5.5 -2 .6  
Guatemala -8.5 -28.7 -8.9 
Honduras -19.7 -1 .8 -6.2 
Nicaragua -1 7.3 1.2 -3.0 

Sources  : A s  f o r  Tab ie  11-1 . 

Although t h e  emergence o f  p o s i t i v e  economic growth i n  

Honduras and Costa Rica t h i s  y e a r  may p re sage  t h e  end of t h e  

c o n t r a c t i o n ,  t h e r e  i s  l i t t l e  e x p e c t a t i o n  o f  s i g n i f i c a n t  economic 

r ecove ry  over  t h e  n e x t  few y e a r s .  The Inter-American Development 

Bank (IDB) expec t s  r e a l  growth i n  t h e  r e g i o n  t o  ave rage  l e s s  t h a n  

2"/,hrough 1988. On a  p e r  c a p i t a  b a s i s ,  t h i s  would l e a v e  

economic a c t i v i t y  a t  t h e  end o f  1988 w e l l  below t h e  l e v e l  o f  t e n  

y e a r s  ago. The e s t i m a t e s  of ECLA a r e  even l e s s  o p t i m i s t i c .  

The causes  o f  t h e  economic d e c l i n e  a r e  w e l l  documented. The 

r e p o r t  o f  t h e  Nat iona l  B i p a r t i s a n  Commission on C e n t r a l  America 

(NBCCA o r  Kiss i a g e r  Commission) c i t e d  s e v e r a l  key f a c t o r s  

i n c l u d i n g  : 

o High o i l  p r i c e s ,  world i n f l a t i o n ,  prolonged world 
r e c e s s i o n ,  and weak demand and p r i c e s  f o r  commodity 
e x p o r t s .  

o I n t r a - r e g i o n a l  t e n s i o n s  and p o l i t i c a l  u n r e s t .  

o Economic mismanagement by t h e  i n d i v i d u a l  c o u n t r i e s  o f  
t h e  r eg ion  which,  t o g e t h e r  w i th  t h e  p o l i t i c a l / s e c u r i t y  
s i t u a t i o n ,  c o n t r i b u t e d  t o  l a r g e - s c a l e  c a p i t a l  f l i g h t s .  

o Excess ive  f o r e i g n  d e b t  and concomitant  h i g h  d e b t  s e r v i c e  
burdens .  



Some r e g i o n a l  a n a l y s  t s - - i n c l u d i n g  t h e  management o f  C A B E I - -  

p l a c e  much o f  t h e  blame f o r  t h e  economic c o l l a p s e  on t h e  wor ld  

r e c e s s i o n  and t h e  a b r u p t  c u t - o f f  o f  f o r e i g n  commercia l  bank  

c r e d i t .  O t h e r s  p o i n t  t o  t h e  35% c o n t r a c t i o n  i n  t h e  Nicarap)uan 

economy d u r i n g  1978-1979  and t h e  r e s u l t i n g  shock  t o  t h e  r e g i o n ' a l  

t r a d e  and payments sys tem a s  p r i m e  c a u s e s  o f  t h e  prolo!.ged 

reg ion-wide  economic d e c l i n e .  

The CACM c o u n t r i e s  a r e  t r y i n g  t o  cope  w i t h  t h e i r  economic 

problems t h r o u g h  economic a d j u s t m e n t  programs aimed a t  t h e  

n a t i o n a l  r a t h e r  t h a n  t h e  r e g i o n a l  l e v e l .  A l l  o f  t h e  c o u n t r i e s ,  

e x c e p t  N i c a r a g u a ,  h a v e  a d o p t e d ,  and implemented w i t h  v a r y i n g  

d e g r e e s  o f  s u c c e s s ,  IMF-sanct ioned s t a b i l i z a t i o n  programs.  These 

programs t y p i c a l l y  i n c l u d e  e f f o r t s  t o  r e d u c e  and r a t i o n a l i z e  

i m p o r t s ,  l i b e r a l i z e  exchange  r a t e  and t a r i f f  r e g i m e s ,  c u r t a i l  

money and c r e d i t  growtt.  and r e d u c e  p u b l i c  s e c t o r  d e f i c i t s  th rough  

spend ing  c u t s  and t a x  i n c r e a s e s .  These  programs d o  n o t  h a v e  

r e g i o n a l  cclmponents . In  f a c t ,  economic c o n d i t i o n a l i t y  as 

a d m i n i s t e r e d  by t h e  IMF, World Bank,  and USAID h a s  encouraged 

n a t i o n a l  i n i t i a t i v e s  o u t s i d e  a r e g i o n a l  c o n t e x t ,  f o r  example 

t h r o u g h  exchange  r a t e  and t a r i f f  p o l i c i e s .  

The m a j o r  r e g i o n a l  i n i t i a t i v e  h a s  been  a n  e f f o r t  t o  e s t a b l i s h  

a  c o n s u l t a t i v e  g r o u p  under  t h e  a u s p i c e s  o f  t h e  I D B .  An i n i t i a l  

m e e t i n g  o f  t h e  f i v e  C e n t r a l  American c o u n t r i e s  and p o t e n t i a l  

d o n o r s  was h e l d  i n  B r u s s e l s  i n  September  1 9 8 3 ,  b u t  t h e r e  h a s  been  
l i t t l e  f o l l o w - t h r o u g h .  P r o p o s a l s  t o  r e f i n a n c e  r e g i o n a l  

commercial  and f i n a n c i a l  i n s t i t u t i o n s  h a v e  r e c e i v e d  l i m i t e d  

p r a c t i c a l  s u p p o r t ,  and i n t r a - r e g i o n a l  t r a d e  r e m a i n s  low. The 

v a l u e  o f  e x p o r t s  from t h e  f i v e  c o u n t r i e s  t o  e a c h  o t h e r  h a s  f a l l e n  

by  o n e - t h i r d  s i n c e  1980. The K i s s i n g e r  Commission encouraged 

e f f o r t s  t o  r e v i t a l i z e  r e g i o n a l  t r a d e  as p a r t  o f  a n  emergency 

s t a b i l i z a t i o n  program and t o  p r o v i d e  f i n a n c i a l  a s s i s t a n c e  t o  



r e g i o n a l  i n s t i t u t i o n s ,  i n c l u d i n g  C A B E I .  Recen t ly ,  m i n i s t e r s  from 

t h e  European Community and t h e  CACM c o u n t r i e s  met t o  d i s c u s s  

economic r ecove ry  and f i n a n c i a l  a s s i s t a n c e  on a  r e g i o n a l  b a s i s .  

N e v e r t h e l e s s ,  t h e r e  h a s  n o t  been a  s y s t e m a t i c  r e g i o n a l  approach 
t o  t h e  c r i s i s  i n  C e n t r a l  America. 

C .  Regional  I n t e g r a t i o n  

The l a c k  o f  r e g i o n a l  economic r e c o v e r y  i n i t i a t i v e s  r e f l e c t s  

t h e  g e n e r a l  m a l a i s e  t h a t  has  a f f e c t e d  t h e  r e g i o n a l  i n s t i t u t i o n s .  

Regional  o r g a n i z a t i o n s  s t i l l  c o n t i n u e  t o  meet r e g u l a r l y .  CABEI, 

i n  p a r t i c u l a r ,  h a s  sponsored numerous mee t ings  b r i n g i n g  r e p r e s e n -  

t a t i v e s  o f  a l l  f i v e  c o u n t r i e s  t o g e t h e r  i n  a d d i t i o n  t o  h o l d i n g  

s e s s i o n s  o f  i t s  Board and General  Assembly. However, t h e  member 

s t a t e s  have r e p e a t e d l y  p laced  n a t i o n a l  i n t e r e s t s  above r e g i o n a l  

i n t e r e s t s .  For example, w h i l e  Nicaragua h a s  accumulated 

s u b s t a n t i a l  a r r e a r s  t o  CABEI, i t  has  chosen t o  a l l o c a t e  s c a r c e  

f o r e i g n  exchange t o  o t h e r  purposes .  Nicaragua h a s  o n l y  

i n t e r m i t t e n t l y  a l lowed p r i v a t e  s e c t o r  companies a c c e s s  t o  f o r e i g n  

exchange t o  s e r v i c e  t h e i r  d e b t s  t o  CABEI d e s p i t e  a n e g o t i a t e d  

agreement t o  do s o .  S i m i l a r l y ,  CABEI  members r e c e n t l y  agreed t o  

a $50 m i l l i o n  c a p i t a l  c a l l  b u t  s e v e r a l  c o u n t r i e s  have r e s i s t e d  

paying t h e i r  s u b s c r i p t i o n s  ( i n  l o c a l  c u r r e n c y ) ,  a rgu ing  t h a t  

monetary c e i l i n g s  p reven ted  them. Again ,  t h e  r e a l  i s s u e  i s  t h e  

w i l l i n g n e s s  t o  a l l o c a t e  s c a r c e  r e s o u r c e s  t o  r e g i o n a l  i n s t e a d  o f  

n a t i o n a l  purposes .  There is a l s o  s p e c u l a t i o n  t h a t  s e v e r a l  

members have p r i v a t e l y  d i scouraged  b i l a t e r a l  a s s i s t a n c e  t o  CABEI, 

wor r ied  t h a t  any a s s i s t a n c e  t o  r e g i o n a l  o r g a n i z a t i o n s  would come 

a t  t h e  expense o f  t h e i r  own a i d  a i l o c a t i o n .  



r e g i o n a l  i n s t i t u t i o n s ,  i n c l u d i n g  CABEI .  Recen t ly ,  m i n i s t e r s  from 

t h e  European Community and t h e  CACM c o u n t r i e s  met t o  d i s c u s s  

economic recovery  and f i n a n c i a l  a s s i s t a n c e  on a  r e g i o n a l  b a s i s .  

N e v e r t h e l e s s ,  t h e r e  h a s  n o t  been a  s y s t e m a t i c  r e g i o n a l  approach 

t o  t h e  c r i s i s  i n  C e n t r a l  America. 

C .  Regional  I n t e g r a t i o n  

The l a c k  o f  r e g i o n a l  economic r ecove ry  i n i t i a t i v e s  r e f l e c t s  

t h e  g e n e r a l  m a l a i s e  t h a t  h a s  a f f e c t e d  t h e  r e g i o n a l  i n s t i t u t i o n s .  

Regional  o r g a n i z a t i o n s  s t i l l  c o n t i n u e  t o  meet r e g u l a r l y .  C A R E I ,  

i n  p a r t i c u l a r ,  h a s  sponsored numerous mee t ings  b r i n g i n g  r ep re sen -  

t a t i v e s  o f  a l l  f i v e  c o u n t r i e s  t o g e t h e r  i n  a d d i t i o n  t o  ho ld ing  

s e s s i o n s  o f  i t s  Board and General  Assembly. However, t h e  member 

s t a t e s  have r e p e ~ t e d l y  p l aced  n a t i o n a l  i n t e r e s t s  above r e g i o n a l  

i n t e r e s t s  . For example, w h i l e  Nicaragua h a s  accumulated 

s u b s t a n t i a l  a r r e a r s  t o  C A B E I ,  i t  h a s  chosen t o  a l l o c a t e  s c a r c e  

f o r e i g n  exchange t o  o t h e r  purposes .  Nicaragua h a s  o n l y  

i n t e r m i t t e n t l y  a l lowed p r i v a t e  s e c t o r  companies a c c e s s  t o  f o r e i g n  

exchange t o  s e r v i c e  t h e i r  d e b t s  t o  CABEI  d e s p i t e  a  n e g o t i a t e d  

agreement t o  do s o .  S i m i l a r l y ,  CABEL members r e c e n t l y  agreed t o  

a  $50 m i l l i o n  c a p i t a l  c a l l  b u t  s e v e r a l  c o u n t r i e s  have r e s i s t e d  

paying t h e i r  s u b s c r i p t i o n s  ( i n  l o c a l  c u r r e n c y ) ,  a rgu ing  t h a t  

monetary c e i l i n g s  p reven ted  them. Again,  t h e  r e a l  i s s u e  i s  t h e  

w i l l i n g n e s s  t o  a l l o c a t e  s c a r c e  r e s o u r c e s  t o  r e g i o n a l  i n s t e a d  o f  

n a t i o n a l  purposes .  There is a l s o  s p e c u l a t i o n  t h a t  s e v e r a l  

members have p r i v a t e l y  d i scouraged  b i l a t e r a l  a s s i s t a n c e  t o  CABEI, 

wor r ied  t h a t  any a s s i s t a n c e  t o  r e g i o n a l  o r g a n i z a t i o n s  would come 

a t  t h e  expense of  t h e i r  own a i d  a l l o c a t i o n .  



C A B E I ' s  r e s p o n s e  t o  t h i s  c r i t i c i s m  h a s  been as f o l l o w s :  

o  Member s t a t e s  have  demons t ra ted  t h e i r  s u p p o r t  f o r  CABEI  
by e n c o u r a g i n g  economic a s s i s t a n c e  t h r o u g h  r e g i o n a l  
i n s t i t u t i o n s  a t  t h e  B r u s s e l s  m e e t i n g  o f  t h e  c o n s u l t a t i v e  
g roup  and a t  t h e  r e c e n t  San J o s e  m e e t i n g  w i t h  t h e  
European Community. A l s o ,  CABEI h a s  r e c e i v e d  agreement  
from t h e  f i v e  C e n t r a l  American c o u n t r i e s  t o  s e e k  a c c e s s  
t o  t h e  o i l  f a c i l i t y  e x t e n d e d  t o  them by Mexico and 
Venezuela .  

o Member s t a t e s  a r e  u n w i l l i n g  and u n a b l e  t o  a l l o c a t e  
s c a r c e  r e s o u r c e s  t o  CABEI  b e c a u s e  t h e  i n s t i t u t i o n  l a c k s  
t h e  a b i l i t y  t o  l e n d  b a c k  a t  l e a s t  t h e  amounts which 
c o u n t r i e s  a r e  e x p e c t e d  t o  r e p a y .  Thus ,  c e r t a i n  
c o u n t r i e s  would b e  n e t  p a y e r s  t o  C A B E I .  Under c u r r e n t  
economic and p o l i t i c a l  c i r c u m s t a n c e s ,  no  member w i l l  
a l l o w  CABEI t o  r e d u c e  i t s  exposure .  

N e v e r t h e l e s s ,  t h e r e  i s  l i t t l e  s u b s t a n t i v e  e v i d e n c e  o f  s u p p o r t  

f o r  CABEI o r  o t h e r  r e g i o n a l  i n s t i t u t i o n s  i n  .:he c u r r e n t  c r i s i s .  

T h i s  r e f l e c t s  t h e  p o l i t i c a l  and economic p r e s s u r e s  which make 

governments  concerned w i t h  t h e i r  s h o r t - t e r m  s u r v i v a l ,  as w e l l  a s  

t h e  p r e f e r e n c e s  o f  m u l t i L a t e r a 1  and b i l a t e r a l  c r e d i t o r s .  

F u t u r e  p r o s p e c t s  f o r  r e g i o n a l  economic i n t e g r a t i o n  a r e  

u n c e r t a i n .  Many C e n t r a l  Americans worry  t h a t  t h e  e v o l v i n g  

p o l i t i c a l / e c o n o m i c  system i n  Nica ragua  may b e  i n c o m p a t i b l e  w i t h  

t h e  r e s t  o f  t h e  r e g i o n ' s  economies .  A t  t h e  same time t h e  need 

f o r  r e g i o n a l  i n f r a s t r u c t u r e  (much o f  i t  a l r e a d y  c o m p l e t e d ) ,  

r e a l i z a t i o n  o f  s c a l e  economies ,  and g e o g r a p h i c  r e a l i t i e s  a r e  a s  

i m p o r t a n t  t o d a y  a s  t h e y  were  a t  t h e  peak o f  t h e  i n t e g r a t i o n  

movement. Pe rhaps  more s i g n i f i c a n t l y ,  many p e o p l e  i n  t h e  r e g i o n  

c o n t i n u e  t o  p r o f e s s  a  " C e n t r a l  American" c u l t u r a l  i d e n t i t y  which 

seems t o  t r a n s c e n d  p a s s i n g  p o l i t i c a l  c o n f l i c t s .  



N e v e r t h e l e s s ,  t h e  economic r e a l i t y  o f  i n t e g r a t i o n  a s  measured 

by commercial and f i n a n c i a l  i n t e r a c t i o n  has  been reduced.  The 

economic in te rdependence  of  t h e  f i v e  c o u n t r i e s  e x i s t s  as a  s h o r t -  

term l i a b i l i t y ,  n o t  an a s s e t .  Even i f  t h e  immediate p o l i t i c a l  

and economic c r i s i s  were overcome, t h e  n a t u r e  o f  t h e  economic 

i n t e g r a t i o n  model would need t o  be r e a p p r a i s e d .  The C e n t r a l  

American Common Market was s u c c e s s f u l  f o r  a t  l e a s t  t h r e e  r e a s o n s :  

(1 ) i t  provided a  p r o t e c t e d  market  o f  s u f f i c i e n t  s i z e  t o  encour- 

age  a  s i g n i f i c a n t  deg ree  o f  i n d u s t r i a l i z a t i o n ;  ( 2 )  i t  encouraged,  

t o  a  l i m i t e d  e x t e n t ,  t h e  development o f  e x t r a r e g i o n a l  expor t  

i n d u s t r i e s  ; and ( 3 )  i t  developed t h e  r e g i o n a l  i n f r a s t r u c t u r e  

e s s e n t i a l  t o  promoting growth.  

In t h e  mid-1 9 8 0 1 s ,  r e v i t a l i z a t i o n  o f  a common 

p r i m a r i l y  on import  s u b s t i t u t i o n  i n  an a r e a  which 

exchange bo th  t o  s e r  . i c e  e x i s t i n g  l i a b i l i t i e s  and 

market  based 

needs  f o r e i g n  

t o  f i - l ance  

f u t u r e  growth makes 1 i t t l e  economic s ense .  However, i n c r e a s i n g  

r e g i o n a l  t r a d e  a s  an emergency s p u r  t o  g rowth ,  w h i l e  a t  t h e  same 

t ime lowering t h e  common e x t e r n a l  t a r i f f  and moving towards a 

common r e g i o n a l  c u r r e n c y  (which would a l s o  n e c e s s i t a t e  c l o s e l y  

coo rd ina t ed  monetary and probably  f i s c a l  p o l i c i e s )  cou ld  h e l p  t o  

promote an expor t - l ed  growth s t r a t e g y .  

C A B E I  could  p l a y  a  v i t a l  r o l e  i n  such a s t r a t e g y .  J'LS 

f i n a n c i n g  c a p a b i l i t i e s  ( f o r  example,  d i r e c t e d  a t  complet ing o r  

r e s t r u c t u r i n g  r e g i o n a l  i n f r a s t r u c t u r e  and promoting i n t e r n a -  

t i o n a l l y  c o m p e t i t i v e  i n d u s t r i a l i z a t i o n )  t o g e t h e r  w i th  it; a b i l i t y  

t o  p l a y  a  un ique ly  a p o l i t i c a l  r o l e  i n  g u i d i n g  economic p o l i c y  

fo rmu la t i on  a t  bo th  t h e  macro and s e c t o r a l  l e v e l s - - s u c h  a s  e x p o r t  

promotion--could b e  c r i t i c a l  t o  forming a region-wide economic 

s t r a t e g y  t h a t  is more than  t h e  sum o f  i t s  f i v e  p a r t s .  I n d i v i d -  

u a l l y ,  t h e  c o u n t r i e s  f a c e  l i m i t e d  p r o s p e c t s .  With an e f f e c t i v e  

w e l l - l e d  r e g i o n a l  s t r a t e g y  combining and r a t i o n a l i z i n g  n a t i o n a l  



s t a b i l i z a t i o n  programs t h e  economic b e n e f i t s  o f  i n t e g r a t i o n  m i g h t  
a g a i n  b e  r e a l i z e d .  

F i n a n c i n g  Needs 

V a r i o u s  e s t i m a t e s  o f  t h e  r e g i o n ' s  o v e r a l l  e x t e r n a l  f i n a n c i n g  

n e e d s  have  been p r e s e n t e d .  The K i s s i n g e r  Commission e s t i m a t e d  

t h a t  t o  a c h i e v e  1980 p e r  c a p i t a  income l e v e l s  by 1990--a modest  

t a r g e t  f o r  most c o u n t r i e s - - S 2 1  b i l l i o n  i n  a g g r e g a t e  e x t e r n a l  

f i n a n c i n g  (i . e . ,  t h e  sum o f  p r o j e c t e d  c u r r e n t  a c c o u n t s )  would b e  

needed by t h e  f i v e  c o u n t r i e s  d u r i n g  1984-90. While  t h i s  e s t i m a t e  

r e f l e c t s  s p e c i f i c  a s s u m p t i o n s  abou t  t h e  i n t e r n a t i o n a l  economic 

e n v i r o n m e n t ,  t h e  e f f i c a c y  o f  economic a d j u s t m e n t  p rograms ,  and 

r e g i o n a l  p o l i t i c a l  c i r c u m s t a n c e s ,  o t h e r  f o r e c a s t e r s  have  r e a c h e d  

s i m i l a r  c o n c l u s i o n s .  For example ,  t h e  fo rmer  g o v e r n o r  o f  t h e  

C o s t a  Rican C e n t r a l  Rank, C a r l c s  Manuel C a s t i l l o ,  h a s  e s t i m a t e d  a 

$23 bill :-on f i n a n c i n g  r e q u i r e m e n t .  A I D  made a r o u g h l y  s i m i l a r  

e s t i m a t e  i n  p r e s e n t a t i o n s  t o  t h e  K i s s i n g e r  Commission. The 

In ter -American  Development Rank h a s  f o r e c a s t e d  f a r  more modest  

c u r r e n t  a c c o u n t  d e f i c i t s - - a b o u t  h a l f  o f  t h e  NBCCA o r  C a s t i l l o  

e s  t i m a t e s - - a s s o c i a t e d  w i t h  t h e  low economic growth rates  

d e s c r i b e d  above.  

CABEI  h a s  made s e v e r a l  e s t i m a t e s  o f  t h e  r e g i o n ' s  a g g r e g a t e  

f i n a n c i n g  n e e d s ,  which a r e  g e n e r a l l y  h i g h e r  t h a n  t h o s e  p r e p a r e d  

o u t s i d e  t h e  r e g i o n .  I n  a working p a p e r  c u r r e n t l y  b e i n g  p r e p a r e d  

f o r  t h e  b a n k ' s  r e v i s e d  medium-term s t r a t e g y ,  t h e  p l a n n i n g  d e p a r t -  

ment h a s  e s t i m a t e d  t h a t  t h e  e x t e r n a l  f i n a n c i n g  n e e d s  of  t h e  

r e g i o n  would r e a c h  $1 6.4 b i l l i o n  d u r i n g  1984-88 and $24.3 b i l l i o n  

d u r i n g  1984-90 i n  1983 d o l l a r s .  I n  CABEI's judgment ,  h i g h e r  

economic growth r a t e s  would b e  a s s o c i a t e d  w i t h  even h i g h e r  

e x t e r n a l  f i n a n c i n g  n e e d s .  T a b l e  11-3 summarizes s e v e r a l  a l t e r n a -  

t i v e  s c e n a r i o s .  These e s t i m a t e s  seem h i g h  and presumably  r e f l e c t  



l i t t l e  unde r ly ing  economic reform which i s  supposed t o  reduce t h e  

import  i n t e n s i t y  o f  growth and t o  encourage h i g h e r  domest ic  

s a v i n g s .  

TABLE 11-3 

AGGREGATE FINANCING NEEDS OF CENTRAL AMERICA 
(MILLIONS OF 1983 $)  

A l t e r n a t i v e  I A l t e r n a t i v e  I1 A l t e r n a t i v e  I11 
Year ly  Cumulative Year ly  Cumulative Yearly Cumulative 

A l t e r n a t i v e  I  Growth r a t e s :  GNP 2 % ,  Exports  2% 
A l t e r n a t i v e  I1 Growth r a t e s :  GNP 4X,  Exports  4% 
A l t e r n a t i v e  I I I  Growth r a t e s :  GNP 4 % ,  Exports  2% 

Source :  C A B E I ,  " D i a g n o s t i c s  d e l  P lan  d e  Mediano P l azo :  
S i t u a c i o n  Economica de  Centroamericana" , 
p r e l i m i n a r y  working paper  Oc tobe r ,  1984. 

The Bank u s e s  t h e s e  s c e n a r i o s  t o g e t h e r  w i t h  e s t i m a t e s  o f  t h e  

r e g i o n ' s  investment  needs  t o  p r o j e c t ,  a t  - , - l e a s t  approx imate ly ,  

t h e  r o l e  t o  be played by CABEI  i n  t h e  medium-term. A r e c e n t  

p l a n n i n g  depar tment  a n a l y s i s  i n d i c a t e s  t h a t  i f  t h e  e x t e r n a l  

r e s o u r c e s  r e q u i r e d  during, 1984-88 a r e  $16.4 b i l l i o n  and i f  CABEI  

2. May n o t  add up due t o  rounding .  



has  h i s t o r i c a l l y  accounted f o r  a lmos t  202 of  t h e  e x t e r n a l  

f i n a n c i n g  f lowing  i n t o  t h e  r e g i o n  - 31 ,  t hen  C A B E I ' s  "share"  would 

be  $655 m i l l i o n  a n n u a l l y  o r  a  f i v e  y e a r  t o t a l  o f  $3.3  b i l l i o n .  

This  exceeds t h e  peak l e v e l  o f  a c t i v i t y  o f  t h e  Bank and i s  n o t  a  

r e a l i s t i c  gu ide  t o  e i t h e r  t h e  l i k e l y  demand f o r  CABEI l e n d i n g  o r  

i t s  c a p a c i t y .  

A more r e a l i s t i c  a s se s smen t ,  made by C A B E I .  i s  based on 

a g g r e g a t e  1983-86 c o u n t r y  inves tment  p l a n s  ( t o t a l l i n g  $8.3 

b i l l i o n  i n  1982 d o l l a r s )  and a  rough e s t i m a t e  o f  $8.0 b i l l i o n  f o r  

p r i v a t e  inves tment .  H i s t o r i c a l l y ,  t h e  Bank f i n a n c e s  about  5% of  

region-wide inves tment  (about  13% .; $ p u b l i c  s e c t o r  inves tment )  , 

s o  t h e  demand f o r  CABEI would be  approx imate ly  $204 m i l l i o n  

a n n u a l l y  o r  $1 b i l l i o n  o v e r  5 y e a r s  i n  c o n s t a n t  d o l l a r s . & /  CABEI  

management seems t o  b e l i e v e  t h a t  t h i s  r e p r e s e n t s  a r e a l i s t i c  

e s t i m a t e  o f  n o t  o n l y  t h e  demand which r e s o u r c e  a v a i l a ~ i l i t y  w i l l  

a l l o w  t h e  i n s t i t u t i o n  t o  m e e t ,  b u t  a l s o  i t s  c a p a c i t y .  

The s i z e  o f  CABEI's r o l e  i n  f i n a n c i n g  f u t u r e  economic 

a c t i v i t y  i n  t h e  r eg ion  w i l l  b e  de f ined  by t h e  s t r e n g t h  o f  t h e  

i n t e g r a t i o n  movement, t h e  a v a i l a b i l i t y  o f  f i n a n c i a l  r e s o u r c e s ,  

and C A B E I ' s  c a p a c i t y  t o  grow a s  t h e  development needs  o f  t h e  

r eg ion  change.  Macro c a l c u l a t i o n s  can o n l y  be c rude  y a r d s t i c k s  

o f  t h e  p o t e n t i a l  s i z e  o f  C A R E I .  Indeed ,  t h e r e  i s  no e s s e n t i a l  

reason  t h a t  CABEI should  be  l i m i t e d  by i t s  h i s t o r i c a l  s h a r e  i n  

f i n a n c i n g  r e g i o n a l  development.  

3 .  CABEI  , " R e q u e r ~ m i e n t o s  F i n a n c i e r o s  d e  l a  I n v e r s i o n  en 
Centroamerica"  , May, 1979 

4 .  C A B E I ,  "Bases p a r a  e l  P lan  de  Mediano P lazo  1984-89," 
Feb rua ry ,  1984 



E .  U.S. Government P o l i c y  

Large ly  due t o  i t s  i n t e n s e  p o l i t i c a l  i n t e r e s t  i n  C e n t r a l  

America ove r  t h e  l a s t  s e v e r a l  years - -due  t o  t h e  r e v o l u t i o n  i n  

Nicaragua and t h e  i n su rgency  i n  E l  Sa lvador - - the  U.S. government 

ha s  a r t i c u l a t e d  a d e t a i l e d  economic program f o r  t h e  c o u n t r i e s  o f  

C e n t r a l  America. The program, which h a s  now been a t  l e a s t  

p a r t i a l l y  funded by Congress ,  r e p r e s e n t s  a  s i g n i f i c a n t  d e p a r t u r e  

from t h e  p a s t ,  bo th  i n  terms o f  s i z e  and o f  focus .  R e f l e c t i n g  

t h e  r e p o r t  o f  t h e  K i s s i n g e r  Commission, i t  is  conceived as a  

m u l t i - b i l l i o n  d o l l a r ,  m u l t i - y e a r  economic and s o c i a l  reform 

e f f o r t ;  i t  i s  f a r  more ambi t i ous  t h a n  any prev ious  program, 

des igned  t o  promote s u b s t a n t i a l  improvements i n  socio-economic 

c o n d i t i o n s  a s  w e l l  a s  t o  l a y  t h e  b a s i s  f o r  s u s t a i n e d ,  w e l l  

d i s t r i b u t e d  economic growth.  

A I D  ha s  i d e n t i f i e d  f o u r  fundamental  e'ements i n  i t s  s t r a t e g y  

f o r  t h e  r e g i o n : 5 /  - 

o Immediate economic s t a b i l i z a t i o n ,  p rov id ing  ba l ance  of  
payments a s s i s t a n c e  i n  con junc t ion  w i th  t h e  I n t e r n a -  
t i o n a l  Monetary Fund o r ,  i f  a  Fund program i s  n o t  
f e a s i b l e  . AID-es t a b l i s h e d  macroeconomic performance 
c r i t e r i a  

o Crea t ion  o f  a  b a s i s  f o r  long-term growth ,  th rough  p o l i c y  
r e to rm,  promotion o t  i n d u s t r y  and a g r i c u l t u r e ,  and 
funding  o f  economic i n f r a s t r u c t u r e - - w i t h  a s t r o n g  
emphasis on l a b o r  i n t e n s i v e ,  e x p o r t - o r i e n t e d  s e c t o r s  

o Promotion o f  e q u i t y ,  p a r t i c u l a r l y  through programs i n  
h e a l t h ,  e d u c a t i o n  and hous ing  

5 .  The fo l l owing  d i s c u s s i o n  draws on an A I D  Congress iona l  
p r e s e n t a t i o n ,  e n t i t l e d  "The Economic A s s i s t a n c e  Program f o r  
C e n t r a l  America." unda ted .  



o Suppor t  f o r  d e m o c r a t i c  i n s t i t u t i o n s ,  p r i n c i p a l l y  by  
l i n k i n g  economic a s s i s t a n c e  t o  " s p e c i f i c "  commitments 
regard ' ing  f r e e  e l e c t i o n s ,  indepenhence  o f  t h e  j u d i c i a r y  
s y s t e m ,  and r e s p e c t  f o r  human r i g h t s .  

AID, f o l l o w i n g  t h e  l e t t e r  i f  n o t  t h e  s p i r i t  o f  t h e  K i s s i n g e r  

Commission recommendations,  h a s  ind; .ca ted  some s u p p o r t  f o r  

r e g i o n a l  i n t i a t i v e s .  I t  s u p p o r t e d  t h e  c r e a t i o n  o f  a c o n s u l t a t i v e  

body o f  C e n t r a l  Americans and Americans t o  a d v i s e  on development  

g o a l s  and t a r g e t s  and t o  e v a l u a t e  t h e  performance  o f  C e n t a l  

American governments  toward t h e s e  t a r g e t s ;  t h i s  is a much reduced  

v e r s i o n  of  an NBCCA p r o p o s a l  f o r  a  C e n t r a l  American Development 

O r g a n i z a t i o n  (CADO). The Agency h a s  a l s o  expressed  i n t e r e s t  i n  

p r o v i d i n g  s u p p o r t  t o  C A B E I  a n d ,  t h r o u g h  e f f o r t s  t o  f i n a n c e  

r e g i o n a l  t r a d e  a r r e a r s ,  t h e  CACM; some $200 m i l l i o n  o f  t h e  $ 1 , 1 2 0  

m i l l i o n  economic a s s i s t a n c e  r e q u e s t  ( p l u s  $61 0 m i l l i o n  i n  

g u a r a n t e e  a u t h o r i t y )  f o r  FY 1985 was r e q u e s t e d  f o r  r e g i o n a l  

programs.  

N e v e r t h e l e s s - - p e r h a p s  b e c a u s e  o f  t h e  U.S. a n t i p a t h y  toward 

Nicaragua  and t h e  u n c e r t a i n  commitment o f  t h e  C e n t r a l  American 

c o u n t r i e s  t o  t h e i r  r e g i o n a l  i n s t i t u t i o n s - -  t h e  U. S. government ' s 

economic s t r a t e g y  b a s i c a l l y  emphasizes  e x t r a - r e g i o n a l  i n i t i a -  

t i v e s .  D e t a i l e d  c o u n t r y  s t r a t e g i e s  a r e  b l u e p r i n t s  f o r  economic 

r e c o v e r y  and r e f o r m ,  one  c o u n t r y  a t  a t i m e ,  r a t h e r  t h a n  f o r  t h e  
r e g i o n  a s  a  whole. A t  b e s t ,  t h e  CACM seems t o  be  viewed a s  a  

v e h i c l e  t o  promote s h o r t - t e r m  economic r e c o v e r y .  Moreover,  t h e  

U.S. approach  seems t o  b e  h e a v i l y  u n i l a t e r a l  i n  t h e  s e n s e  t h a t  

p o l i c y  documents and i n t e r v i e w s  w i t h  U.S. government o f f i c i a l s  

r e f l e c t  t h e  g e n e r a l  a t t i t u d e  t h a t  t h e  U.S. can  d e f i n e  a p p r o p r i a t e  

economic p o l i c i e s  and g o a l s ,  w i t h  minimal  n a t i o n a l  p a r t i c i p a t i o n .  

A I D  d o e s  n o t  seem t o  b e  a s  p r e p a r e d  t o  commit U.S. economic 

a s s i s t a n c e  t o  s u p p o r t  p o l i c y  i n i t i a t i v e s  o r i g i n a t i n g  i n  t h e  

r e g i o n  a s  i t  is t o  d e f i n e  d e t a i l e d  economic s t r a t e g i e s  f o r  t h e  



c o - l n t r i c s - - r e f l e c t i n g  an unde r ly ing  view t h a t  u n i l a t e r a l  

approaches  a r e  t h e  most e f f e c t i v e  ways t o  a c h i e v e  long-run 

p o l i t i c a l  and economic g o a l s .  

In t h i s  s ense  t h e  development program o f  t h e  U.S. government 

d e p a r t s  s h a r p l y  from t h e  ph i losophy  embodied ia  t h e  K i s s inge r  

Commission Repor t .  The Commission h e a v i l y  emphasized m u l t i -  

l a t e r a l ,  r e g i o n a l  approaches  w i t h  s i g n i f i c a n t  involvement o f  

C e n t r a l  Americans i n  t h e  d e f i n i t i o n  o f  t h e  economic (and 

p o l i t i c a l )  f u t u r e  o f  t h e  r e g i o n .  This  v i s i o n  is r e f l e c t e d  i n  t h e  

c u r r e n t  A I D  s t r a t e g i e s  more i n  form than  s u b s t a n c e .  

What o f  CABEI? A I D  ha s  e x p l i c i t l y  recognized  t h e  p o s s i b i l i t y  

o f  suppor t i ng  C A B E I  w i th  a d d i t i o n a l  funds  ( i f  n o t  membership a s  

recommendsd by t h e  NBCCA); t h e r e  a r e  a l r e a d y  i n d i c a t i o n s  t h a t  

bo th  i nc rea sed  housing g u a r a n t e e s  and d i r e c t  l o a n s  w i l l  b e  made 

a v a i l a b l e  t o  C A B E I  i n  t h e  c u r r e n t  f i s c a l  y e a r .  N e v e r t h e l e s s ,  

t h i s  does - n o t  seem t o  r e p r e s e n t  a  commitment t o  t h e  primacy o f  a  

r e g i o n a l ,  m u l t i l a t e r a l  economic approach o r  t o  an  a n a l y t i c  frame- 

work t h a t  i n c l u d e s  economic i n t e r a c t i o n  a t  a  region-wide l e v e l  as 

key e lements  o f  t h e  r ecove ry  and r e c o n s t r u c t i o n  s t r a t e g y .  



111. CABEI'S STRATEGIC POSITION 

T h i s  s e c t i o n  d i s c u s s e s  CABEI's s t r a t e g i c  p o s i t i o n  i n  r e g i o n a l  

i n t e g r a t i o n  and development  a s  w e l l  a s  medium and l o n g e r  term 

s t r a t e g i e s .  

T h i s  s e c t i o n  i s  o r g a n i z e d  i n t o  t h e  f o l l o w i n g  p a r t s :  

Background o f  C A B E I ' s  p u r p o s e  and c u r r e n t  p o r t f o l i o  

An a s s e s s m e n t  o f  C A B E I ' s  r e c e n t  per formance  

A d e s c r i p t i o n  o f  CABEI's medium te rm s t r a t e g y  a s  
e n v i s a g e d  by i t s  s t a f f  

P o t e n t i a l  l o n g e r  term s t r a t e g i e s  f o r  CABEI 

An a s s e s s m e n t  o f  CABEI's r o l e  i n  t h e  f u t u r e  

A d i s c u s s i o n  o f  C A B E I ' s  s t r e n g t h s  and weaknesses  

F i n a n c i a l  m o b i l i z a t i o n  e f f o r t s  u n d e r t a k e n  by CABEI 

Other  q u e s t  i o n s  

C o n c l u s i o n s  

Background 

C A B E I  was e s t a b l i s h e d  i n  May 1961 " t o  promote t h e  economic 

i n t e g r a t i o n  and b a l a n c e d  economic development  o f  t h e  member 

c o u n t r i e s " .  and t o  t h i s  end i t  was t o  c o n c e n t r a t e  m a i n l y  on t h e  

f o l l o w i n g  i n v e s t m e n t  s e c t o r s  : 

" ( a )  I n f r a s t r u c t u r e  p r o j  e c t s  f o r  comple t ion  o f  e x i s t i n g  
r e g i o n a l  s y s t e m s  o r  which compensate  f o r  d i s p a r i t i e s  i n  
b a s i c  s e c t o r s  which hamper t h e  b a l a n c e d  development  o f  
C e n t r a l  America ...[ e x c l u d i n g ]  p r o j e c t s  o f  p u r e l y  l o c a l  
o r  n a t i o n a l  scope  ...; 



" ( b )  Long-term i n v e s t m e n t  ... i n  i n d u s t r i e s  o f  a  r e g i o n a l  
n a t u r e  ... which w i l l  c o n t r i b u t e  t o  t h e  inc rement  of  
goods a v a i l a b l e  f o r  C e n t r a l  American t r a d e ,  o r .  ... t h e  
e x p o r t  s e c t o r  ... n o t . .  . o f  an e s s e n t i a l l y  l o c a l  n a t u r e ;  

" ( c )  Coordinated  p r o j e c t s  o f  a g r i c u l t u r a l  s p e c i a l i z a -  
t i o n . . - c o n d u c i v e  t o  r e g i o n a l  C e n t r a l  American s u p p l y ;  

" ( d )  ... Expans ion ,  m o d e r n i z a t l o n . . . o r  m o d i f i c a t i o n s  i n  
t h e  . . . p  r o d u c t i o n  [ o f  e n t e r p r i s e s )  i n  o r d e r  t o  improve 
t h e i r  e f f i c i e n c y  and c o m p e t i t i v e  c a p a c i t y  w i t h i n  t h e  
common marke t  s o  a s  t o  f a c i l i t a t e  f r e e  C e n t r a l  American 
t r a d e  ; 

" ( e )  ... S e r v i c e s  e s s e n t i a l  i n  t h e  o p e r a t i o n  o f  t h e  common 
market  ; 

" ( f )  O t h e r  p r o d u c t i v e  p r o j e c t s  which s h a l l  make t h e  
economies among t h e  member c o u n t r i e s  more complementary 
and s h a l l  i n c r e m e n t  C e n t r a l  American t r a d e . " l /  - 

F u r t h e r .  i n  c o n f o r m i t y  w i t h  i t s  c e n t r a l  o b j e c t i v e  o f  

promot ing  r e g i o n a l  i n t e g r a t i o n ,  CABEI was d e b a r r e d  from making 

a v a i l a b l e  l o a n s  o r  g u a r a n t e e s  t o  any  member s t a t e  which had n o t  

p r e v i o u s l y  r a t i f i e d  t h e  f o u r  t r e a t i e s  t h a t  e s t a b l i s h e d  t h e  l e g a l  

framework f o r  i n d u s t r i a l  i n t e g r a t i o n ,  f o r  r e g i o n a l  f r e e  t r a d e  and 

f o r  e q u a l i z a t i o n  o f  t a r i f f s . 2 1  - 

During t h e  e n s u i n g  twen ty  y e a r s ,  CABEI--benef i t t ing  from 

g e n e r o u s  f i n a n c i a l  s u p p o r t  from AID, I D B  and o t h e r  o f f i c a l  

s o u r c e s  and r e a d y  a c c e s s  t o  s h o r t e r  te rm b r i d g i n g  l o a n s  from 

f o r e i g n  commercial  banks--made s u b s t a n t i a l  c o n t r i b u t i o n s  t o  

1 .  C A R E 1  C o n s t i t u t i v e  Agreement ,  Ar t ic le  2. 

2. I b i d ,  A r t i c l e  3 4 .  



furthering integration, especially to strengthening regional 

infrastructure. From CABEI's beginning until June 30, 1983, the 

year of the highest total of loans outstanding, CABEI had 

committed $1,748 million for 935 projects, as shown in Table 

111-1. 

Table 111-1 

CABEI PORTFf - LIO 
Cumulative to Junt 30, 1983 

No. of 
Lo an s 

35 

Amount 
(CA $ million)3/ Sector 

Agriculture and 
fisheries 

Mining 

Nanuf acturing 

Electricity & water 

Infrastructure 

Transportation, 
storage and 
communication 

Tour ism 

Intermediary f inanc- 
ing 

Social Services 

Housing 

3. The Central American dollar, the unit of account used by CABEI 
and the common narket, is valued at par with the U.S. dollar. In 
this section, for simplicity, the S sign is hereafter used 
interchangeably without other designation, unless required by a.n 
explicit distinction between local money and foreign exchange. 

1 :5.6--/I904 



While p r i v a t e  s e c t o r  p r o j e c t s  ( i n  a g r i c u l t u r e ,  m i n i n g ,  manufac- 

t u r i n g ,  some t o u r i s m  and f i n a n c i a l  i n t e r m e d i a t i o n )  were  o v e r  40 

p e r c e n t  by number,  t h e y  r e c e i v e d  o n l y  16  p e r c e n t  o f  t h e  t o t a l  

f i n a n c i n g .  The p r o j e c t s  f o r  h ighways ,  t e l ecommunica t ions  and 

e l e c t r i c  power,  and f o r  p u b l i c l y - s u p p o r t e d  h o u s i n g ,  were  i n d i v i d -  

u a l l y  more t h a n  f o u r  t i m e s  l a r g e r  t h a n  t h o s e  i n  t h e  d i r e c t l y  

p r o d u c t i v e  s e c t o r s .  

Recent  Performance o f  CABEI 

From t h e  l a t e  1 3 7 0 s ,  CABEI was f a c e d  w i t h  s e r i o u s  and growing 

d i f f i c u l t i e s  caused  by b o t h  e x t e r n a l  and i n t r a r e g i o n a l  c i rcum- 

s t a n c e s  t h a t  h a v e  been d e s c r i b e d  e a r l i e r  i n  t h i s  r e p o r t :  on t h e  

one  h a n d ,  t h e  s u c c e s s i v e  o i l  p r i c e  s h o c k s ,  r i s i n g  g l o b a l  i n t e r e s t  

r a t e s ,  d e t e r i o r a t i o n  i n  C e n t r a l  A m e r i c a ' s  terms o f  t r a d e  and 

s h o r t a g e  o f  f o r e i g n  exchange;  on t h e  o i h e r ,  t h e  e x a c e r b a t i o n  of  

n a t i o n a l  and i d e o l o g i c a l  an tagon i sms  w i t h i n  t h e  r e g i o n ,  t h e  

mounting s o c i o - p o l i t i c a l  d i s t u r b a n c e s ,  and t h e  d e c l i n e  i n  

r e g i o n a l  economic growth and t r a d e  consequen t  on a l l  t h e s e  

f a c t o r s .  The a n n u a l  growth r a t e  of t h e  Gross  Domestic  P r o d u c t  

(GDP) f o r  t h e  r e g i o n ,  which had been s u s t a i n e d  a t  5 t o  6 p e r c e n t  

t h r o u g h  t h e  1960s  and most o f  t h e  Igi'Os, t u r n e d  n e g a t i v e  i n  1979 ,  

most  n o t a b l y  f o r  N i c a r a g u a ,  b u t  by 1982 i n  a l l  f i v e  c o u n t r i e s ;  

and t h e  i n d u s t r i a l ,  commerce and c o n s t r u c t i o n  s e c t o r s  were 
e s p e c i a l l y  h a r d - h i t .  I n t r a r e g i o n a l  t r a d e  d e c l i n e d ,  i n  r e a l  

t e r m s ,  by 48  p e r c e n t  from 1978 t o  1983. 

The consequences  o f  t h e s e  t r e n d s  f o r  CABEI were :  ( a )  some 

s l a c k e n i n g  o f  demand f o r  l o a n s ,  m a i n l y  i n  t h e  p r i v a t e  s e c t o r ;  (b) 

more p a r t i c u l a r l y ,  a  s h a r p  i n c r e a s e  i n  t h e  l e v e l  o f  a r r e a r s ,  

l a r g e l y  due  t o  economic t r i b u l a t i o n s  and f o r e i g n  exchange 

s t r i n g e n c y ;  ( c )  a l i q u i d i t y  c r i s i s ,  t h e  combined r e s u l t s  o f  t h e  



a r r e a r s  and t h e  growing concern o f  f o r e i g n  commercial banks about  

t h e  c r e d i t w o r t h i n e s s  o f  t h e  C e n t r a l  American c o u n t r i e s  and by 

e x t e n s i o n  of  C A B E I  i t s e l f ;  and ( d )  i n a b i l i t y ,  t h e r e f o r e ,  t o  fund 

a  l a r g e  volume of  pe rd ing  new l o a n s  (some $400 m i l l i o n  a s  o f  

October ,  1984) which i t  had p r e v i o u s l y  approved i n  p r i n c i p l e .  

A l l  t h e s e  t r e n d s  a r e  e v i d e n t  i n  t h e  summary o f  C A B E I ' s  l o a n s  

and r e c o v e r i e s  s i n c e  1976 a s  shcwn i n  Tab le  111-2. 

TABLE 1 1 1 - 2  

SUMMARY OF CABEI LOANS, 1976-84 
( $  m i l l i o n s )  

F i n a n c i a l  
Year ( J u l y -  

(June)  

Net Year-End 
Commit- Disburse -  Repay- P o r t -  A r r e a r s  a t  
ments ments ments f o l i o  Year-End 

The r i s e  i n  a r r e a r s  i s  p a r t i c u l a r l y  d i s t u r b i n g ,  f o r  s e v e r a l  

r ea sons .  I t  r e f l e c t s ,  o f  c o u r s e ,  t h e  d e t e r i o r a t i o n  of  t h e  

C e n t r a l  American economy ove r  t h e  p a s t  s e v e r a l  y e a r s ,  which makes 

t h e  banks u n w i l l i n g  t o  c o n t i n u e  f i n a n c i n g  CABEI. U n t i l  1983 ,  t h e  

a r r e a r s  a f f e c t e d  p r i v a t e  s e c t o r  l o a n s  which c o n s t i t u t e  a  s m a l l  

p r o p o r t i o n  of  C A B E I ' s  p o r t f a l i o ;  b u t  i n  1983184 t h e  t o t a l  o f  

p u b l i c  s e c t o r  a r r e a r s  i n c r e a s e d  by 75 p e r c e n t  w h i l e  t h o s e  f o r  

p r i v a t e  s e c t o r  d e b t s  were a c t u a l l y  reduced by n e a r l y  o n e - f i f t h .  

The p u b l i c  s e c t o r  a r r e a r s  ( a s  o f  June  30 ,  1984) were v e r y  

unevenly d i s t r i b u t e d - - 6 5  pe rcen t  a t t r i b u t a b l e  t o  Nicaragua and 



approximately 13 percent each to Costa Rica and Honduras. All of 

the delinquent governments blame foreign exchange scarcity for 

their failure to keep up payments--or in some cases to transfer 

payments made by the borrowing entity, public or private--and 

there can be no doubt that all of the countries in the region 
face severe payments problems. They have, however, continued 

service on their debt to the World Bank (WB) and IDB; and the 

failure of some to do likewise for CABEI, an institution in which 

they are still more intimately involved, could be construed as 

indicating an erosion of their commitment to its purposes and 

well-being--or merely that they rate its ability to reward or 

punish them as less significant than that of the Washington 

institutions. Whatever the reason, it seems clear that CABEI's 

institutional credibility, in the medium- to long-term, will 

depend in major part on its ability to enlist convincing support 

from its shareholder/clients, not least through recovery of 

payments due from them. 

In assessing CABEI's capabilities and potential future role, 

it is relevant to consider whether and how CABEI might have anti- 

cipated and perhaps done more to avoid its current financial 

difficulties. They stem in major part from factors beyond its 

control: the deterioration of terms of trade due mainly to the 

oil price increases but also to recessionary trends in industrial 

nations' markets; the decline of intra-regional trade partly as a 

result of financial stringencies and partly of political hostili- 

ties ; and the counter-productive effects of civil disturbances 

and capital flight. The extent and timing of the adverse inter- 

national price movements were not accurately forecasted by finan- 

cial authorities and institutions anywhere; and the intraregional 

problems, although foreshadowed to some extent, were not reliably 

predictable. As these difficulties grew increasingly severe, to 

be sure, CABEI might have cut back its loan commitments earlier 



and thus preserved a somewhat greater liquidity margin, but this 
is questionable hindsight. More important was its tardiness in 

recognizing how serious were the problems of its private sector 

portfolio, and in taking action to deal with these problems. 

This would appear to be the gravest deficiency in CABEI's 

performance to date--one that sliould be remediable no doubt, but 

which will require the maximum of ,vigor, imagination and 

knowledge that CABEI can mobilize. 

Moreover, the deterioration of the regional economy, the 

decline of intraregional trade and the evident political 

hostilities between governments--all call into question the 

strategy of regional cooperation and integration and hence 

CABEI's primary mission. Does the integration objective still 

have validity? As we have seen in Section I1 above, it is argued 

in some policy-making circles, both in Central America and in 

Washington, that an economic development strategy based mainly on 

import substitution for the regional common market is a dead-end 

strategy and that the individual countries should instead reduce 

protective tariff barriers, open their industrial sectors to the 

stimulus of competition, and devote their energies to promoting 

export manufactures to North American and European markets 

following the model of the East Asian super-stars--Korea, Taiwan, 

Hong Kong and Singapore. If this approach were widely preferred 
it would raise still another question: Would CABEI retain any 

unique role, any comparative advantage relative to other insti- 

tutional mechanisms for promoting Central American economic 

development? 01. would such development be equally or better 

served through support of national or private financial 

intermediaries in the region? 



C .  C A R E I ' s  Medium-Term S t r a t e g y  

CABEI, o f  c o u r s e ,  v i g o r o u s l y  r e s i s t s  any s u g g e s t i o n  t h a t  i t  

might  n o t  bz  c a l l e d  upon t o  p l a y  a  p i v o t a l  r o l e  i n  r e g i o n a l  

r e c o n s t r u c t i o n  and development. I t  p o i n t s  w i th  p r i d e  t o  i t s  p a s t  

r e c o r d  i n  t h e  d e f i n i t i o n ,  f i n a n c i n g  and implementat ion o f  

r e g i o n a l  h ighways,  telecommunica. t ions and power networks .  While 

i t  acknowledges t h a t  t h e  most impor t an t  i n f r a s t r u c t u r e  l i n k a g e s  

a r e  now i n  p l a c e ,  i t  n o t e s  t h a t  a  number o f  gaps s t i l l  remain ;  

and i t  s t r e s s e s  t h e  need f o r  c o s t l y  r e h a b i l i t a t i o n  o r  heavy 

maintenance o f  some of t h e  f a c i l i t i e s  t h a t  have s u f f e r e d  from 

c i v i l  s t r i f e  and n e g l e c t  d u r i n g  r e c e n t  y e a r s .  

C A B E I  a l s o  emphasizes t h e  need f o r  s e l e c t i v e  r e h a b i l i t a t i o n ,  

b a l a n c i n g ,  r e o r i e n t a t i o n  and r e s t i m u l a t i o n  o f  e x i s t i n g  i n d u s t r i a l  

 enterprise^--to make e f f i c i e n t  u s e  o f  e x i s t i n g  c a p a c i t y  t o  c r e a t e  

a d d i t i o n a l  employment, t o  c o n t r i b u t e  t o  i n t r a r e g i o n a l  t r a d e  and 

e s p e c i a l l y  t o  i n c r e a s e  e x p o r t s  o v e r s e a s .  I t  proposes  t o  g i v e  

p r i o r i t y  a t t e n t i o n  t o  t h e  f o l l o w i n g :  

o I n d u s t r i e s  f o r  ex o r t  o f  n o n - t r a d i t i o n a l  goods t o  
markets  o u t s i d e  t g e  r e g i o n  

o I n d u s t r i e s  o f  s t r a t e g i c  c h a r a c t e r - - n o t  o t h e r w i s e  d e f i n e d  
bu t  presumably i n c l u d i n g  p h a r m a c e u t i c a l s ,  a g r i c u l t u r a l  
c h e m i c a l s ,  e t c .  

o I n d u s t r i e s  producing c a p i t a l  goods ,  i n t e r m e d i a t e  
p roduc t s  and s e l e c t e d  consumer goods f o r  t h e  CACM. 

CABEI  c i t e s  t h e  accomplishments o f  i t s  a g r i c u l t u r a l  and 

a g r i b u s i n e s s  programs,  mos t ly  s t i l l  o f  r e l a t i v e l y  r e c e n t  o r i g i n s ,  
and t h e i r  p o t e n t i a l  c o n t i n u i n g  r o l e  i n  s t r e n g t h e n i n g  bo th  t h e  

expor t  and t h e  domes t ic  economies o f  i t s  member c o u n t r i e s  and t h e  

e f f e c t i v e n e s s  o f  a g r a r i a n  reforms i n  some o f  them; and i t  

env i sages  a  Phase 11 program t o  c a r r y  them forward .  I t  a l s o  



u n d e r l i n e s  t h e  impor tance  o f  t h e  h o u s i n g  and o t h e r  s o c i a l  

development  programs f i n a n c e d  i n  r e c e n t  y e a r s ,  which i t  w i s h e s  t o  

c o n t  i r u e  and expand.  

For  a l l  t h e s e  s e c t o r s  CABEI  h a s  s t u d i e d ,  i n  v a r y i n g  d e p t h  and 

d e t a i l ,  t h e  c a n d i d a t e s  f o r  c r e d i t ,  and made some p r e l l m i n a r y  

e s t i m a t e s  o f  p o t e n t i a l  l e n d i n g  volume,  u n d e r  d i f f e r e n t  assump- 

t i o n s  r a n g i n g  from $737 m i l l i o n  t o  $1 ,230  m i l l i o n  o v e r  t k c  

f  i v e - : r e a r  p e r i o d  1984185 t h r o u g h  1988/89.4 /  - We were n o t  a sked  

and have  n o t  a t t e m p t e d  t o  a n a l y z e  t h e  merits o f  t h e  programs o r  

p r o j e c t s  u n d e r l y i n g  t h e s e  p r o j e c t i o n s .  They do a p p e a r ,  however ,  

t o  be  based  on s e r i o u s  r e v i e w s  o f  t h e  s e c t o r s  i n  q u e s t i o n .  They 

a l s o  show a  marked s h i f t  i n  t h e  p r o p o : t i o n  o f  l o a n  commitments,  

a s  compared w i t h  t h e  p a s t ,  from i n f r a s t r u c t u r e  toward  t h e  

d i r e c t l y  p r o d u c t i v e  s e c t o r s  and ( t o  a  somewhat l e s s e r  e x t e n t )  

toward  s o c i a l  p u r p o s e s ;  t e c h n o l o g i c a l  and p r e i n v e s t m e n t  s t u d i e s  

a r e  a l s o  g i v e n  much g r e a t e r  w e i g h t .  I n  g r o s s  terms t h e s e  a r e  

a p p r o p r i a t e  changes  i n  e m p h a s i s ,  a l t h o u g h  w e  would n o t  d e c r y  t h e  

c o n t r i b u t i o n  o f  c e r t a i n  i n f r a s t r u c t u r e  f a c i l i t i e s  t o  i n c r e a s i n g  

p r o d u c t i o n ;  t h e  g r e a t e r  a t t e n t i o n  t o  t e c h n i c a l  

e s p e c i a l l y  welcome. 

s t u d i e s  i s  

J a r y  1984 en 4 .  The p r o s p e c t i v e  program p u b l i s h e d  i n  Febri . v i s a g e d  
nev o p e r a t i o n s  o f  S 1 , 0 0 0  m i l l i o n  d u r i n g  t h i s  p e r i o d .  The more 
r e c e n t  working  p a p e r s  r e a c h  t h e  same t o t a l  f o r  t h e i r  medium-term 
p r o j e c t i o n s  b u t  w i t h  a d i f f e r e n t  p h a s i n g ,  lower  i n  t h e  e a r l y  
y e a r s  and h i g h e r  l a t e r  on .  



However, t h e s e  p r o j e c t i o n s  a r e  s t i l l  i n  f l u x ,  and C A B E I  i s  

wary o f  p u b l i c i z i n g  t h e i r  p l a n n i n g  f i g u r e s  e x c e p t  i n  g l o b a l  t e r m s  

s i n c e  : 

o  The p o l i t i c a l / e c o n o m i c  s i t u a t i o n  i n  t h e  r e g i o n ,  a s  i t  
a f f e c t s  p a r t i c u l a r  c o u n t r y  o r  s e c t o r  needs  and p o t e n -  
t i a l ,  is  n o t  y e t  s t a b l e  enough t o  p e r m i t  r e l i a b l e  
p r o j e c t i o n s  

o The a l l o c a t i o n  o f  r e s o u r c e s  w i l l  depend i n  some measure 
on t h e  t o t a l  amounts a v a i l a b l e  (and no  doub t  on donor  
s p e c i f i c a t i o n s  o r  p r e f e r e n c e s )  

o The r e c e n t  e s t i m a t e s  a r e  t h e  p r o d u c t  o f  s t a f f  work and 
have  n o t  been approved o r  reviewed by t h e  CABEI Board. 

What emerges from t h e  s t i l l  t e r ~ t a t i v e  p l a n n i n g  documents i s  a  

s t r o n g  c o n v i c t i o n  t h a t  i n t e g r a t i o n  remains  an e s s e n t i a l  means t o  

C e n t r a l  American economic development  and t h a t  CABEI can c o n t i n u e  

t o  make a  v a l u a b l e  c o n t r i b u t i o n  t o  t h i s  and o t h e r  development  

o b j e c t i v e s .  T h i s  i s  a  n a t u r a l ,  a l m o s t  i n e v i t a b l e ,  i n s t i t u t i o n a l  

r e a c t i o n .  How v a l i d  is  i t ?  What a r e  CABEI's s p e c i a l  s t r e n g t h s  

a n d / o r  weaknesses  a s  a n  i n s  trume;; t f o r  t h e s e  p u r p o s e s ?  

One c r u c i a l  e l ement  o f  c u r r e n t  weakness is C A B E I ' s  f i n a n c i a l  

r e s o u r c e  p o s i t i o n ;  and i t  i s  s e e k i n g ,  a s  a m a t t e r  o f  u r g e n c y ,  t o  
remedy t h e  problem i n  s e v e r a l  ways. The f i r s t  p r i o r i t y  i s  t o  

p r e v e n t  f u r t h e r  d e t e r i o r a t i o n  o f  t h e  Bank 's  f r a i l  l i q u i d i t y  

p o s i t i o n ,  and t o  r e s t o r e  i t  as soon a s  p o s s i b l e  t o  a  r e a s o n a b l e  

l e v e l .  To t h i s  end CABEI h a s :  

o Been l i m i t i n g  l o a n  a p p r o v a l s  t o  t h e  amounts o f  a s s u r e d  
r e s o u r c e s  

o Suspended d i s b u r s e m e n t s  t o  p u b l i c  s e c t o r  bor rowers  which 
a r e  i n  a r r e a r s  by o v e r  9 0  days  (two c o u n t r i e s  i n  
p a r t i c u l a r )  



o Based on the foregoing, reestablishing ready access to 
commercial banking facilities for short term bridging 
requirements. 

These various approaches are discussed in more detail in the 

sections that follow. 

E. CABEI's Role in the Future 

The CACM is in decline and disrepute: its domestic demand 

eroded by the economic deterioration; its exchanges impeded by 

national antagonisms, civil strife and currency restrictions; its 

external tariff lacking a clear policy direction or consensus; 

and its financing precarious. Hence, CAREI's primary mission is 

called into question, unless there is a resumption of progress 

toward regional integration and growth. Is this a likely 

prospect? And are there other useful contributions, apart from 

support to the CACM, which CABEI is especially suited to make? 

The following topics are discussed in further detail below: 

o Regional integration 

o Other development objectives 

o Trade financing 

o Rural and agricultural development 

1 . Regional Integration 

The basic concept continues to command widespread loyalty in 

all five countries. As was noted by the Kissinger Commission, 

"...despite the political differences dividing the region, 
I'licara.gua remains an essential part of the Central American 
economy, although the pronounced deterioration in that 



Indeed i t  i s  h a r d  t o  c n v i s i o n  ;I s o l  i l i l y  h; i : i t ,~ l ,  c ! : : ~ ; ~ c z : ~ :  . ! I , - :  : + 

s u s t a i n i n g  p r o c e s s  of  economic dcvc! lopmc~r~r .  i n  ( :v!>: .r i t l  & . : - . ~ : * i i - : t  

e x c e p t  i n  a  r e g i o n a l  c o n t e x t .  T h c  inciivitfu;~! c o u n t r  i s - : ;  ' 

economies a r e  t o o  s m a l l  and poor  c u  supporr:  i n r f ! : x r r l i r ! ~ z : t : ! : . r :  1 % :  

a n y  d e p t h  o r  d i v e r s i t y  . Scpar -  t c l y ,  c h c s c  c c u n t r n i  c b : i  Yrtt:5:! I::rq3. . :*  

t o  deperd  v e r y  l a r g e l y  on agriculture u h i c h .  i n  1 i g l : :  c.1  Y A ; ~ : , :  

p o p u l a t i o n  growch and s c a r c i t y  o f  ncw l i ~ n d  f o r  c:j 1 :  i-::c: i 1;:: 

( e x c e p t  p e r h a p s  i n  Nicara$;ua) , offer..; 1  i m i  c ~ c i  : ; c o p * +  ! ,;lr t.s;!.t::.! ; :.:+: 

employment and r e a l  incomes ; on tou r  i s m ,  u t ~  ic!; z . ~ : ;  !to i c! ;)t.r::t-::r ;:: 
when p o l i t i c a l  s t a b i l i t y  i s  r e s c o r c d  bur  i s  ii n i ~ r r ~ l ~ . ~  . I : : ($  

p r e c a r i o u s  economic founda t  i o n ;  and or? ;i h;\nd!'ul o f  i : > t j ~ i ~ !  :-! ' . t i  .- .. 
f i r s t - s t a g e  p r o c e s s i n g  o f  farm o r  mint. protiuccs . r;>,r !, l ~ ~ : ' V ~ ! C Y C Y Y  

of  s i m p l e  goods f o r  a s t r i c t l y  l o c a l  markcbt  , or- t::cpc~rt v r r i  I:,! 

g a r m e n t s ,  e l e c t r i c  o r  e l e c t r o n i c  i r cms  and  c!.lc* l ! k c *  : o  ! ; ~ : - t . ? :  

America o r  Western Europe.  



, , \  ;, a~ . . , . ,..:. # .  : . . . , ; p . . .  ' ! ; i -  . . . .:i, .f ...,;;;:: q v-.., 
. 8 * ' . , 1 -  : 0 ! ; \ t ; l ~~~ l : - r  

.. . . . . 
i : ; , , '. . : ' . : . I ! 1 .  : , . : . . : : !i?\l,:;:; <: I!\!: i !; 7. (.):I . . 

, , . , . '. . . I .  , I > .  " ., '* 8 <. -, ,> ! ,;,. ,;, ! \ A , .  ,.::: < * * *  .. . . f 7 ;  : i", c! 

I , . ,'! 'i ' . .  ' .".. . . . , . $ .  , * . \ .  . . 
I . , . I .  , .. . I  . I .  . . .  1 .  .~ , .? , ,  - 6 . .  & . . ' I  L- . , , . , - -  t .  i - . p ~ r t :  s , ~ * . * i n t : : i ,  

. i t * , , !  , . : .  , \  ,:- ". - .: : : ' . k *  ~ . ~ ' I - '  , . , A  , .I b. :. ls  s,, '.*, . ?' .i .. . ! I :: c.'.' ; i : ? tS  1:::. c . ~ r : i t  ic\:r 

a ..,,,: , ; . . . . ,  * . . . . .  . _ I . . , , .  . , . , .  ; ,  , , ' . - , i . . . . .c . *  , . .  . . d m , ,  + r .. 9 :!I ~-x;:~A:IEI!  f o r  
- . . . , ,  , ' a ' ,  

t . .  . .  . ,  . .  ' .  . :.. 7 : ., '! . , + '  :\ :?: j : y t q ,  : 1 . ; : j t * ~ i  rp ;k i  . : - < ,~ypq* : ,  i t ,  i t .?; \  

. . . . . .. t . I *  , ,  . . , a ;  , , c, ! ," ,;,. : , . . ' . -  * , . .  t . : ~ ~  U!!,'Y? 7 !>a6 i  ti 1 :J :( , .  
-- . . . , .  , . 0 . . . . . ! . ' . . % . , . , .t , + : a s  . \  '; ' - >  :: r. . m : t + . c v  ? t >  y.11 : b ! ; ~ : \ i : .  ! ?  a i ! q , i > \ : I d  S P ~ . , +  

! ,, *, 8 . . ,, ,.; ' . . '  " .,.. ; l C . . '  , .  * , . , .  I .  . ' a )  . .. . , - ,% ,, .,",i.. ,- 'i> . . >a. ,.$ . , ' . ... s + i : : ! :  i !?: i ?I.\ i 1.4 

, ., ' ,. 0 .. , . ,  . . ( I  ., . I  .; t . . "  : . .  . . . . . ' . ' I '  . . a ,  . - ,  , . . . , h  7 '* ,? : i :  1 , - 4 -  . , . .  t::\l.::b:?3 : < s  h; tv , ,~  
,;,. A , - .  ' - . .. . . .i::.'. (.':' , . ~ , b - ~ .  : ' ) I b : "  : : , ,  t s x ; ~ : t , r t a  t L y : ; > ( > y f  , 7, , , 



m a r k e t s ;  t h e  p r e s e n t  u n d e r u t i l i z a t i o n  o f  i n d u s t r i a l  c a p a c i t y  

s h o u l d  make such  m a r k e t s  a t t r a c t i v e ,  even a t  d e e p l y  s l a s h e d  

p r i c e s .  

Thus an  i n c r e a s e d  emphasis  by CABEI  on promot ion  o f  

i n d u s t r i e s  f o r  e x t r a r e g i o n a l  e x p o r t ,  e s p e c i a l l y  o f  non- 

t r a d i t i o n a l  goods ,  s h o u l d  n o t  b e  viewed a s  a n  a l t e r n a t i v e  o r  

s u b s t i t u t e  f o r  i t s  s u p p o r t  o f  r e g i o n a l  i n t e g r a t i o n ,  b u t  a s  a n  

e x t e n s i o n  o f  t h a t  s u p p o r t .  I n d e e d ,  i t  i s  c l e a r  t h a t  s t r e n g t h -  

e n i n g  o f  t h e  r e g i o n ' s  e x p o r t  c a p a F , i l i t i e s  would promote t h e  end 

o f  i n t e g r a t i o n  a s  w e l l - - b y  e a s i n g  t h e  f o r e i g n  exchange s t r i n g e n c y  

t h a t  h a s  hampered t h e  f u n c t i o n i n g  o f  t h e  CACM; by p e r m i t t i n g  

g r e a t e r  economies o f  s c a l e  f o r  c e r t a i n  r e g i o n a l l y - b a s e d  

i n d u s t r i e s ;  and by e n c o u r a g i n g  them t o  become more e f f i c i e n t ,  

p r o d u c t i v e  and economical  i n  s e r v i n g  r e g i o n a l  a s  w e l l  a s  o v e r s e a s  

m a r k e t s .  

A h i g h  p r i o r i t y  r e q u i r e m e n t ,  once  a  s u f f i c i e n t  measure  o f  

c i v i l  t r a n q u i l i t y  h a s  been r e s t o r e d  i n  C e n t r a l  America,  w i l l  b e  

t o  r e h a b i l i t a t e  i m p o r t a n t  segments  o f  t h e  r e g i o n a l  i n f r a s t r u c t u r e  

t h a t  h a v e  s u f f e r e d  from t h e  f i g h t i n g  o r  from l a c k  o f  m a i n t e n a n c e  

i n  r e c e n t  y e a r s .  CABEI is e s p e c i a l l y  q u a l i f i e d  t o  a s s e s s  t h e s e  

needs  and t o  a d m i n i s t e r  t h e i r  f i n a n c i n g .  

For  t h e  l o n g e r  te rm f u t u r e ,  i t  may b e  hoped t h a t  t h e  d e v e l o p -  

ment momentum of  t h e  1 9 6 0 ' s  - 1 9 7 0 ' s  can  b e  r e c o v e r e d ,  based  on a  

r e sumpt ion  o f  t h e  upward t r e n d  i n  r e g i o n a l  p r o d u c t i o n  and t r a d e  

and b o l s t e r e d  by power fu l  i n c e n t i v e s  and p r e s s u r e s  toward e x p o r t  

m a r k e t s .  A s t r o n g  f i n a n c i a l  i n s t i t u t i o n  w i l l  b e  needed t o  p r o -  

v i d e  t h e  u n d e r p i n n i n g  f o r  s u c h  a  r e c o v e r y .  C A B E I  i s  t h e  o b v i o u s  

c a n d i d a t e ;  i f  i t  were  a l lowed  t o  d i e  i n  t h e  c u r r e n t  t r i b u l a t i o n s  

i t  would have  t o  b e  c r e a t e d  anew l a t e r  o n - - f o r f e i t i n g  a c o u p l e  o f  

y e a r s ,  a t  l e a s t ,  i n  t h e  p r o c e s s .  I t  would seem p r u d e n t  t o  keep  



C A B E I  i n  e x i s t e n c e  f o r  t h e  day when i t s  i n t e g r a t i o n  r o l e  may 

a g a i n  be e n t i r e l y  r e l e v a n t .  

What, however, should  i t  do ,  and how should  i t s  o p e r a t i o n s  

and s t a f f  be o r i e n t e d ,  i n  t h e  meantime? 

2 .  Other  Development 0b.j e c t i v e s  

A number of economic development p rog rams /p ro j ec t s  i n  C e n t r a l  

America do n o t  have  e x p l i c i t  r e g i o n a l  j u s t i f i c a t i o n  o r  focus- -  

a l t hough  they  may w e l l  c o n t r i b u t e  i n d i r e c t l y  t o  s t r e n g t h i n g  t h e  

r e g i o n a l  economy and t r ade - -bu t  a r e  mot iva ted  mainly  by domes t ic  

p o l i t i c a l  and economic concerns .  Such a r e  most o f  t h e  n a t i o n a l l y  

sponsored programs f o r  i n d u s t r i a l / a g r i c u l t u r a l  development;  and 

t h e  assessment  and funding of  p r o j e c t s ,  and a d m i n i s t r a t i o n  of  

l o a n s ,  under them have g e n e r a l l y  been handled  by n a t i o n a l  i n t e r -  

m e d i a r i e s ,  p u b l i c  o r  p r i v a t e  o r  th rough  d i r e c t  r e c o u r s e  (by t h e  

more c r e d i t w o r t h y  e n t e r p r i s e s )  t o  f o r e i g n  banks.  I n  r e c e n t  y e a r s  

t n e s e  l a t t e r  channe l s  have v i r t u a l l y  d r i e d  u p ,  and t h e  term lend-  

i n g  programs funded from p u b l i c  s o u r c e s ,  domes t ic  o r  e x t e r n a l ,  

s u f f e r  from c e r t a i n  o p e r a t i o n a l  weaknesses.  

An e s s e n t i a l  r e q u i s i t e  i s  t h a t  t h e r e  be  some s o r t  o f  c e n t r a l  

r e g i o n a l  development i n s t i t u t i o n :  ( i )  t o  a l l o c a t e  f u n d s ,  e i t h e r  

d i r e c t l y  t o  u l t i m a t e  borrowers  o r  t o  s e c o n d - t i e r  i n t e r m e d i a r i e s  

which i n  t u r n  would make t h e  f i n a l  l o a n s ;  ( i i )  t o  s e t  t h e  

c r i t e r i a  and e n f o r c e  t h e  r u l e s  govern ing  e l i g i b i l i t y ,  l o a n  

c o n d i t i o n s ,  c o l l a t e r a l  s e c u r i t y ,  e t c . ;  and ( i i i )  g e n e r a l l y  t o  

a t t e n d  t o  management of  t h e  program, whether  i t  a d m i n i s t e r s  i t  

d i r e c t l y  o r  th rough  o t h e r  i n t e r m e d i a r i e s .  In  s e v e r a l  o f  t h e  

C e n t r a l  American c o u n t r i e s  t h i s  r e s p o n s i b i l i t y  i s  e n t r u s t e d  t o  

t h e  C e n t r a l  Bank, p r i n c i p a l l y  because  t h e r e  i s  no o t h e r  n a t i o n a l  

f i n a n c i a l  i n s t i t u t i o n  w i th  s u f f i c i e n t  c r e d i b i l i t y  o r  broad enough 



powers to undertake it. But central banks, as a rule, are not 

very well suited to the role of such a development bank. Their 

primary mission of short-term monetary and credit adjustment 

calls for, and has usually evolved, quite different attitudes and 

staff qualifications. Indeed, the inculcation of development 

banking attitudes and skills in ths central bank staff could tend 

to weaken or distract their attention from their principal 

functions. 

It has been suggested by some foreign assistance donors that 

a more suitable alternative would be to use CABEI as an interme- 

diary for the funds they provide for development. For this pur- 

pose it would act not as a direct lender but as a regional 

development finance institution, administering nationally desig- 

nated fuilds through qualified national intermediaries for 

pucposes agreed with the donor agency. 

CABEI is now partly capable of fulfilling such a role, and 

has potential for full capability. It has an improving organiza- 

tional/management capability, and is relatively insulated from 

the narrow domestic political pressures of any single country. 

On the other hand, it lacks adequate skills and experience in 

dealing with the directly productive sectors--notably industry 

and commercial agriculture--in project appraisals, negotiation, 
suspervision. the practical solutions to operating problems. But 

this is a deficiency that can be corrected; and CAREI's profes- 

sional reputation. existing institutional capabilities, and above 

all its basic commitment to economic development, should give it 

an advantage over any national government agency in Central 

America in' attracting the necessary talent. 



We would reemphas ize ,  however,  t h e  need f o r  CABEI  t o  s t r e n g -  
t hen  i t s  p r o j e c t  a p p r a i s a l  and s u p e r v i s i o n  s t a f f  i n  t h e  produc- 

t i v e  ( a s  d i s t i n c t  from i n f r a s t r u c t u r e )  s e c t o r s ,  e s p e c i a l l y  i n  

n o n - t r a d i t i o n a l  i n d u s t r i e s  having expor t  p o t e r t i a l .  We would 

a l s o  s t r e s s  t h e  d e s i r a b i l i t y  o f  i t s  making more e x t e n s i v e  u s e  o f  

o u t s i d e  c o n s u l t i n g  s e r v i c e s ,  based w i t h i n  t h e  r eg ion  o r  abroad ,  

f o r  many of  t h e s e  purposes .  

Of s p e c l a 1  importance i n  t h e  s h o r t  run i s  C A B E I ' s  program f o r  

a s s i s t i n g  t h e  r e h a b i l i t a t i o n  of t h e  i n d u s t r i a l  economy of t h e  

r e g i o n .  e s p e c i a l l y  o f  i t s  c l i e n t s  who a,,re i n  d i f f i c u l t y .  A s  

r e g a r d s  t h e  l a t t e r ,  CABEI  h a s  r e c e n t l y  e s t a b l i s h e d  a  s p e c i a l  

u n i t ,  under  t h e  Ope ra t i ons  D i r e c t o r a t e  b u t  a l s o  r e p o r t i n g  d i r e c t -  

l y  t o  t h e  P re s idency ,  which would a t t emp t  t o  d i agnose  an a i l i n g  

company's problems,  a r r a n g e  f o r  needed consu l t ancy  s e r v i c e s ,  g i v e  

f i n a n c i a l  a s s i s t a n c e  ( t o  r e p l e n i s h  working c a p i t a l  o r  f i n a n c e  

imported i n p u t s )  o r  r e s c h e d u l e  l o a n s  a s  a p p r o p r i a t e ,  h e l p  i n  

i d e n t i f y i n g  o r  a d a p t i n g  t o  e x t r a r e g i o n a l  m a r k e t s ,  e t c .  Assis- 

t a n c e  from t h e  World Bank t o  suppor t  t h i s  e f f o r t ,  is  under  a c t i v e  

d i s c u s s i o n .  This  is an a r e a  o f  a c t i v i t y  where o u t s i d e  e x p e r i -  

ence--of p r o f e s s i o n a l  managers o r  management f i r m s  ("company 

d o c t o r s " ) ,  who could  be  employed a s  C A B E I ' s  a g e n t s  t o  t end  t o  a 

p a r t i c u l a r  s i c k  e n t e r p r i s e  f o r  a s  long  a s  i t  t a k e s  t o  t u r n  i t  

a r o u n d ' o r ,  i f  i t s  c a s e  i s  h o p e l e s s ,  t o  l i q u i d a t e  i t  on t h e  b e s t  

terms p o s s i b l e - - w i l l  be  s p e c i a l l y  v a l u a b l e  and n e c e s s a r y .  

3 .  Rura l  and A g r o - i n d u s t r i a l  Development 

Much of  t h e  f i n a n c i n g  f o r  development o f  a g r i c u l t u r e  and 

r e l a t e d  a c t i v i t i e s  w i l l  a l s o  f low through i n s t i t u t i o n a l  channe l s  

o f  t h e  s e v e r a l  C e n t r a l  American coun t r i e s - - and  should  do s o ;  t h e y  

w i l l  g e n e r a l l y  be  b e t t e r  a b l e  t o  e s t a b l i s h  t h e  i n d i s p e n s a b l e  



l i n k a g e s  w i t h  l o c a l  a u t h o r i t i e s  and g r a s s r o o t s  o r g a n i z a t i o n s .  

Yet f o r  some a s p e c t s  o f  such  a c t i v i t y  C A B E I  may b e  an  e x p e c i a l l y  

u s e f u l  i n t e r m e d i a r y ,  a s  f o r  example : 

o  For programs o f  r e g i o n a l  s c o p e ,  i n v o l v i n g  t h e  i n t r o d u c -  
t i o n  and e x p o r t  p romot ion  o f  a  new c r o p ,  t h e  c o n t r o l  o f  
a  p o t e n t i a l l y  ep idemic  d i s e a s e ,  e t c .  

o  For l a r g e  s c a l e  a g r o - i n d u s t r i e s  ( e . g . ,  a l c o h o l  from 
s u g a r  o r  c e l l u l o s e  from c o t t o n  l i n t e r s ) ,  i n v o l v i n g  more 
t h a n  one  c o u n t r y  o r  r e q u i r i n g  an  i n v e s t W . m t  beyond t h e  
c a p a b i l i t y  o f  any s i n g l e  n a t i o n a l  i n s t i c u t i o n .  

o  For c e r t a i n  p o l i t i c a l l y  s e n s i t i v e  a g r a r i a n  programs 
,where CABEI's combina t ion  o f  t e c h n i c a l  competence and 
r e l a t i v e  i n s u l a t i o n  from n a t i o n a l  p o l i t i c s  c o u l d  h e l p  
d e f u s e  t e n s i o n s .  

o Eloreover,  CABEI  would b e  a s u i t a b l e  c h a n n e l  f o r  t h e  
f i n a n c i n g  o f  commercial  a g r i c u l t u r a l  and a g r i b u s i n e s s  
programs o f  t h e  t y p e  d i s c u s s e d  a b o v e - - i . e . ,  a s  t h e  
c e n t r a l  r e g i o n a l  development  i n s t i t u t i o n  t o  c h a n n e l  
r e s o u r c e s  and s u p e r v i s e  o p e r a t i o n a l  s t a n d a r d s  and 
pe r fo rmance  f o r  a  s e c o n d - t i e r  o f  n a t i o n a l  i n s t i t u t i o n s .  

Trade  F i n a n c i n g  and Promotion 

CABEI h a s  n o t  engaged s i g n i f i c a n t l y  i n  t r a d e  promot ion  

a c t i v i t y  i n  t h e  p a s t ,  b u t  i t  i s  a  p o t e n t i a l l y  v e r y  p r o m i s i n g  

f i e l d ,  w i t h  numerous a s p e c t s .  t h a t  c o u l d  c o n t r i b u t e  i m p o r t a n t l y  

t o  C e n t r a l  American economic development  and t o  t h e  enhancement 

o f  C A B E I ' s  own e a r n i n g s .  S e v e r a l  k i n d s  o f  p o s s i b i l i t i e s  d e s e r v e  

e x p l o r a t i o n  and s t u d y  i n  d e t a i l .  

The major  i n h i b i t i o n s  t o  t r a d e ,  b o t h  i n t r a -  and e x t r a -  

r e g i o n a l ,  a r e  t h e  h i g h  c o s t  o f  c r e d i t  a n d ,  even more ,  t h e  

s h o r t a g e  o f  f o r e i g n  exchange.  The l a t t e r  h a s  o f t e n  r e s t r i c t e d  

t h e  i m p o r t a t i o n  o f  n e c e s s a r y  raw m a t e r i a l s  and s p a r e  p a r t s  

r e q u i r e d  f o r  e x p o r t  p r o d u c t i o n ,  o r  f i n a n c i n g  o f  c a p i t a l  equipment  



needed f o r  i t s  modern iza t ion  o r  q u a l i t y  improvement. I t  h a s  a l s o  
f o r c e d  t h e  C e n t r a l  American c o u n t r i e s  t o  l i m i t  t h e  p e r m i s s i b l e  

l e v e l  of  t r a d e  d e f i c i t s  among them, h o l d i n g  down t h e  i n t r a -  

r e g i o n a l  t r a d e  volume. 

The U.S. ha s  sought  t o  m i t i g a t e  t h i s  f o r e i g n  exchange 

s t r i n g e n c y  by s u b s t a n t i a l  b a l a n c e  o f  payments suppor t  t o  t h e  

i n d i v i d u a l  c o u n t r i e s .  I t  has  extended c r e d i t  l i n e s  amounting t o  

$16.6 m i l l i o n ,  a s  o f  end-1983,  t o  t h e  Banco Lat inoamericano de  

Expor tac iones  (BLADEX), t h e  p r i n c i p a l  purpose  of  which i s  t o  

promote e x p o r t s  from L a t i n  American c o u n t r i e s .  CABEI  a l s o  

opened an a d d i t i o n a l  $50 m i l l i o n  l i n e  o f  c r e d i t  t o  BLADEX, 

s p e c i f i c a l l y  earrilarked f o r  promotion o f  CACM t r a d e .  Pursuan t  t o  

a recommendation o f  t h e  K i s s i n g e r  Commission, A I D  ha s  r e c e n t l y  

agreed  wi th  t h e  E X I M  Bank t o  e s t a b l i s h  a $300 m i l l i o n  t r a d e  

~ r e d i t  i n su rance  f a c i l i t y ,  t o  be  a d x i n i s t e r e d  by EXIM, which w i l l  

p r o v i d e  c r e d i t  g u a r a n t e e s  t o  U.S. banks f o r  goods expor ted  from 

t h e  U.S. t o  C e n t r a l  American impor t e r s .  I n  some c a s e s  t h e s e  

e x p o r t s  may be f i nanced  j o i n t l y  by t h e  p a r t i c i p a t i n g  U.S. banks 

and C A B E I ,  a s  i s  done u s i n g  expor t  c r e d i t s  from Europe and J a p a n ;  

t h e  a v a i l a b i l i t y  o f  similar f a c i l i t i e s  from t h e  U.S. w i l l  f u r t h e r  

supplement CABEI's r e souces  and h e l p  l u b r i c a t e  t h e  channe ls  o f  

t r a d e .  

The C e n t r a l  American Counc i l  o f  M i n i s t e r s  h a s  r e c e n t l y  p ro-  

posed t h a t  CABEI  engage more d i r e c t l y  i n  f i n a n c i n g  i n t r a r e g i o n a l  

t r a d e ,  opening a  new window f o r  t h e  purpose .  Ra ther  than  

f i n a n c i n g  i n t e r - c o u n t r y  t r a n s a c t i o n s  d i r e c t l y ,  CARE1 could  

u s e f u l l y  p rov ide  g u a r a n t e e s  f o r  c r e d i t s  extended by l o c a l  banks 

o r  f i n a n c i e r a s ,  c h a r g i n g  a  modest f e e ,  t h u s  h e l p i n g  t o  overcome 

t h e  banke r s '  i ng ra ined  c a u t i o n  and t o  s e c u r e  e a s i e r  a c c e s s  and 

te rms  f o r  c r e d i t s  t o  e x p o r t e r s .  



A r e g i o n a l  t r a d e  c r e d i t  i n s u r a n c e  f a c i l i t y  cou ld  a l s o  h e l p  

e x p o r t e r s  o b t a i n  p r e -  and p o s t  sh ipment  f i n a n c i n g  th rough  l o c a l  

banks a t  lower i n t e r e s t  and w i t h  reduced  c o l l a t e r a l  t h a n  i s  

n o r m a l l y  r e q u i r e d .  Such a  f a c i l i t y  c o u l d  improve t h e  coliipet i t i v e  

p o s i t i o n  o f  C e n t r a l  American e x p o r t e r s .  T h i s  f a c i l i t y  cou ld  b e  

i m p o r t a n t  i n  f a c i l i t a t i n g  e x t r a - r e g i o n a l  e x p o r t s .  I t  would b e  

e x t r e m e l y  v a l u a b l e ,  f o r  e n a b l i n g  t h e  C e n t r a l  American economy t o  

become more ou tward- look ing .  O f  t e n  t h e y  i n v o l v e  an  e lement  o f  

s u b s i d y  i n  t h e  i n t e r e s t  r a t e  o r  o t h e r  t e r m s .  C A B E I  would b e  

b e t t e r  s u i t e d  t o  u n d e r t a k e  t h i s  t a s k  r e g i o n a l l y  t h a n  n a t i o n a l  

e n t i t i e s  i n  any o f  t h e  f i v e  c o u n t r i e s - - b y  r e a s o n  o f  i t s  f i n a n c i a l  

s t a n d i n g ,  i t s  i n t e r n a t i o n a l  c o n t a c t s  and i t s  knowledge o f  t h e  

r e g i o n a l  economy. However, management o f  a n  e f f e c t i v e  e x p o r t  

f i n a n c e  o r  c r e d i t  i n s u r a n c e  program r e q u i r e s  e x p e r i e n c e  and 

s k i l l s  q u i t e  d i f f e r e n t  from t h o s e  o f  CABEL1s cus tomary  

a c t i v i t i e s ,  and a p p r o p r i a t e  p r e p a r a t o r y  s t u d i e s ,  p o l i c y  

d e f i n i t i o n  and s t a f f i n g  w i l l  b e  e s s e n t i a l .  

Apar t  from t h e  f i n a n c i n g  o f  e x p o r t s ,  t h e r e  i s  t h e  f u n c t i o n  o f  

promot ion--or  s t u d y i n g  f o r e i g n  m a r k e t s  and i d e n t i f y i n g  t a r g e t s  o f  

o p p o r t u n i t y  f o r  C e n t r a l  American p r o d u c t s ,  o f  i n f o r m i n g  e x p o r t e r s  

a b o u t  s u c h  p r o d u c t s  and t r a d e  p o s s i b i l i t i e s ,  o f  d e v e l o p i n g  

r e p r e s e n t a t i o n  a r r a n g e m e n t s  a b r o a d ,  e t c .  C e r t a i n l y  t h i s  c o u l d  b e  

done more e f f e c t i v e l y  u n d e r  r e g i o n a l  a u s p i c e s  t h a n  by f i v e  

n a t i o n a l  a g e n c i e s  a l l  promot ing  e s s e n t i a l l y  t h e  same p r o d u c t s .  

F.  C A R E I ' s  S t r e n g t h s  and Weaknesses 

C A B E I 1 s  a b i l i t y  t o  f u l f i l l  t h e s e  ( o r  a n y  o t h e r )  r o l e s  w i l l  b e  

d e t e r m i n e d  by numerous f a c t o r s ,  f a v o r a b l e  and u n f a v o r a b l e .  

D e s p i t e  i t s  p r e s e n t  f i n a n c i a l  p r o b l e m s ,  i t  o f f e r s  s e v e r a l  

i m p o r t a n t  a d v a n t a g e s  o v e r  a l t e r n a t i v e  i n t e r m e d i a r y  i n s t i t u t i o n s  

f o r  promot ing  economic development  i n  C e n t r a l  America:  



o I t  e x i s t s .  There i s  no need t o  n e g o t i a t e  an  agreement 
o r  c r e a t e  an o r g a n i z a t i o n  from s c r a t c h ;  i t s  develop- 
menta l  r o l e  i s  wide ly  recognized  and suppor ted  w i t h i n  
t h e  r eg ion  and abroad ;  and t h e  s u b s t i t u t i o n  o f  any o t h e r  
e n t i t y  a s  a  chosen in s t rumen t  f o r  f o c u s i n g  development 
e f f o r t s  and a i d  would r e q u i r e  a  s t r o n g  j u ~ t i f i c a t i o n ,  
which i s  n o t  now e v i d e n t .  

o I t s  s t a f f  i n c l u d e s  many exper ienced  and competent  
p r o f e s s i o n a l s ;  i t  i s  c e r t a i n l y  l e s s  s u b j e c t  t h a n  
n a t i o n a l  e n t i t i e s  t o  p a r o c h i a l  p r e s su re s - -o f  pa t ronage ,  
p a r t i s a n s h i p  o r  p r i v i l e g e d  a c c e s s - - t h a t  o f t e n  undermine 
t h e  i n t e g r i t y  o f  development f i n a n c i n g .  And C A B E I ' s  

R e r formance i n  t h e  f i n a n c i n g  o f  r e g i o n a l  i n f r a s t r u c t u r e  
a s  r ece ived  un i formly  good r a t i n g s .  

o I t s  r e g i o n a l  scope and p e r s p e c t i v e  e n a b l e  i t  t o  a p p r e c i -  
a t e  and e x p l o i t  o p p o r t u n i t i e s  f o r  mu tua l ly  r e i n f o r c i n g  
u s e  o f  r e s o u r c e s ,  and o f  compara t ive  advan tage ,  i nvo lv -  
i ng  two o r  more C e n t r a l  American c o u n t r i e s ;  t o  make u s e  
o f  economies o f  s c a l e  i n  p r o d u c t i o n ,  i n  marke t ing  and i n  
t h e  o r g a n i z a t i o n  o f  inves tment  ( i n c l u d i n g  e x t e r n a l  
f u n d i n g ) ;  t o  ~ p p l y  r e s o u r c e s  w i t h  more f l e x i b i l i t y  t o  
promising a r e a s  and purposes .  While CABEI  i s  d o u b t l e s s  
o b l i g e d  t o  a p p o r t i o n  i t s  l o a n s  " e q u i t a b l y "  among i t s  
member c o u n t r i e s ,  i t s  f i n a n c i n g  c o n s t i t u t e s  o n l y  a  minor 
s h a r e  o f  t h e i r  t o t a l  inves tment  s o  t h a t  i t  can e x e r c i s e  
s u b s t a n t i a l  d i s c r e t i o n  o r  b a r g a i n i n g  power i n  s e t t i n g  
i t s  p r i o r i t i e s .  

o  CABEI ' s  mu1 t i - n a t i o n a l  c h a r a c t e r  may sometimes f a c i l i -  
t a t e  i t s  ach i ev ing  p ragma t i c  s o l u t i o n s  t o  problems posed 
by t h e  d i v e r g e n t  p o l i c i e s  o r  i d e o l o g i e s  o f  i t s  members. 
For example,  i t  r e c e n t l y  persuaded t h e  Nicaraguan 
Government t o  a l l o w  a p r i v a t e  borrower  t o  r e g a i n  p a r t  
ownership o f  an  e x p r o p r i a t e d  p r o p e r t y ,  th rough  a  new 
company w i t h  45 p e r c e n t  p r i v a t e ,  45 p e r c e n t  government 
and 10 p e r c e n t  CABEI s h a r e h o l d i n g s ,  and management by 
t h e  p r i v a t e  p a r t n e r .  

o I t s  r e g i o n a l  scope  might  b e  p a r t i c u l a r l y  advantageous  
f o r  e f f e c t i v e  promotion o f  e x p o r t s  o u t s i d e  t h e  r eg ion - -  
bo th  p r o v i s i o n  of' e x p o r t  c r e d i t s  and o r g a n i z a t i o n  of  
market  s t u d i e s  and e x p l o i t a t i o n - - w i t h  g r e a t e r  e f f i c i e n c y  
and impact than  could  t h e  i n d i v i d u a l  c o u n t i e s .  

o CARE1  a l s o  cou ld  be a  more a t t r a c t i v e  and c r e d i b l e  
channe l  f o r  e x t e r n a l  fund ing  o f  C e n t r a l  American 
economic development t h a n  a r e  t h e  n a t i o n a l  
i n t e r m e d i a r i e s  



C A B E I  a l s o  h a s ,  o r  i s  a l l e g e d  t o  h a v e ,  some weaknesses and 

d i s advan tages  : 

o The most obvious  ones  r e l a t e  t o  i t s  f i n a n c i a l  s i t u a t i o n :  
t h e  bu i ld -up  o f  a r r e a r s  (whose causes  and proposed 
remedies a r e  d i s c u s s e d  i n  S e c t i o n  1 1 1 - B ,  Recent 
Performance,  above ) ;  t h e  l i q u i d i t y  squeeze ,  which h a s  
been eased somewhat by t h e  "Club Loan," b u t  remains 
s e r i o u s ;  and t h e  c o n t i n u i n g  d e a r t h  o f  new r e s o u r c e s ,  
e s p e c i a l l y  o f  f o r e i g n  exchange. The e f f o r t s  o f  CABEI t o  
d e a l  w i th  i t s  f i n a n c i a l  problems a r e  d i s c u s s e d  below 
( S e c t i o n  1 1 1 - G ,  F i n a n c i a l  M o b i l i z a t i o n  E f f o r t s ) .  

o In  some i n f l u e n t i a l  c i r c l e s ,  i n  t h e  U.S. and e l s ewhere ,  
C A B E I  i s  c r i t i c i z e d  a s  b e i n g  t o o  h e a v i l y  o r i e n t e d  toward 
t h e  p u b l i c  s e c t o r .  In o u r  v iew t h i s  is a l e g i t i m a t e  
comment b u t  n o t  a  v a l i d  c r i t i c i s m .  C A B E I 1 s  mandate w a s  
e s s e n t i a l l y  t o  f i n a n c e  p u b l i c  s e c t o r  i n f r a s t r u c t u r e ,  and 
i t  has  f u l f i l l e d  t h i s  mandate c r e d i t a b l y .  I t  now seems 
c l e a r ,  however, t h a t  i t s  o p e r a t i o n s  should  s h i f t ,  n o t  
t o t a l l y  b u t  i n  marked emphasis ,  toward t h e  d i r e c t l y  
p r o d u c t i v e  s e c t o r s  and e s p e c i a l l y  toward e x t r a r e g i o n a l  
expor t  i n d u s t r i e s .  I t  needs  t o  s t r e n g t h e n  i t s  s t a f f  
c a p a b i l i t i e s ,  f o r  p r e inves tmen t  and p r o j e c t  a n a l y s i s ,  i n  
t h e  l a t t e r  a r e a s .  

o The commitment o f  t h e  member s t a t e s  t o  CARE1 has  been 
ques t i oned  because  of  t h e  growing a r r e a r s  on p u b l i c  
s e c t o r  p r o j e c t s  i n  some c o u n t r i e s ,  and r e s t r i c t i o n s  on 
convers ion  t:o f o r e i g n  exchange o f  payments by p r i v a t e  
d e b t o r s .  If CAREI cannot  count  on u n q u a l i f i e d  s u p p o r t  
from i t s  members, s h a r e h o l d e r s ,  and b e n e f i c i a r i e s ,  does 
i t  dese rve  suppor t  from abroad?  C A R E I 1 s  r e sponse  i s  
o n l y  p a r t l y  convinc ing .  I t  is g e a r i n g  up t o  improve t h e  
v i a b i l i t y  o f  p r i v a t e  borrowers  and t h e  c o l l e c t i b i l i t y  o f  
t h e i r  l o a n s .  I t  is a c t i v e l y  n e g o t i a t i n g  w i t h  d e l i n q u e n t  
member governments t o  s e c u r e  s p e c i a l  t r e a t m e n t  o f  l o c a l  
cu r r ency  conve r s ion  f o r  t h e  d e b t s  due i t ;  b u t  i t  c o n s i -  
dt!rs t h a t ,  a s  a minimum, i t  ought  t o  r e i n v e s t  i n  each 
coun t ry  a t  l e a s t  a s  much f o r e i g n  exchange a s  t h e  l a t t e r  
is r epay ing  (ana lagous  t o  t h e  "Club Loan" r e s c h e d u l i n g ) .  
That i s  perhaps  a r e a s o n a b l e  o b j e c t i v e ,  b u t  i n  no way i s  
i t  a  p roper  c o n d i t i o n  f o r  f u l f i l l m e n t  o f  payment o b l i g a -  
t i o n s ;  indeed C A B E I 1 s  f u t u r e  f o r e i g n  exchange l e n d i n g  
c a p a b i l i t y  may be  determined i n  p a r t  by demons t ra t ion  o f  
i t s  a b i l i t y  t o  s e c u r e  u n c o n d i t i o n a l  payment o f  i t s  
l o a n s -  CABEI  a l s o  n o t e s  t h e  appa ren t  r e a d i n e s s  o f  i t s  
members t o  respond f a v o r a b l y  t o  a  c a l l  f o r  a d d i t i o n a l  



c a p i t a l  payment t o t a l l i n g  CA $50 m i l l i o n ,  i n  l o c a l  
c u r r e n c i e s ,  which i s  encourag ing  and h e l p f u l  b u t  n o t  f o r  
e a s i n g  t h e  s t r i n g e n c y  o f  f o r e i g n  exchange.  

G .  F i n a n c i a l  M o b i l i z a t i o n  E f f o r t s  

During t h e  ha lcyon  p e r i o d  o f  r a p i d  growth i n  t h e  c e n t r a l  

American r e g i o n ,  CABEI o b t a i n e d  most of  i t s  e x t e r n a l  r e s o u r c e s  

from USAID and IDB, w i t h  c o n s i d e r a b l e  s h o r t - t e r m  supp lements  from 

t h e  f o r e i g n  commercial  banks .  Both A I D  and I D B  seem d i s p o s e d  t o  

c o n s i d e r  c o n t i n u i n g  s u p p o r t  t o  CABEI, b u t  A I D  i s  wary o f  t h e  

u n s e t t l e d  p o l i t i c a l / s e c u r i t y  s i t u a t i o n  i n  much o f  t h e  r e g i o n  and 

a n x i o u s  t o  s e e  a  c l e a r - c u t  and a g r e e d  d e f i n i t i o n  o f  C A B E I ' s  

l ong- te rm r o l e .  

CABEI h a s  s o u g h t  f o r  some 20 y e a r s  t o  i n v o l v e  t h e  World Bank 

(WB) i n  i t s  f i n a n c i n g  o f  C e n t r a l  American development .  Al though 

s y m p a t h e t i c ,  t h e  WB h a s  been o b s t r u c t e d  from t h e  s t a r t  by t h e  

r e q u i r e m e n t  o f  i t s  c h a r t e r  t h a t  a l l  i t s  l o a n s  be made t o  o r  

g u a r a n t e e d  by a  member government .  CABEI w a s  u n w i l l i n g  t o  s e e k  

s u c h  a g u a r a n t e e  from i t s  members, f o r  f e a r  o f  c r e a t i n g  a  

t roub lesome p r e c e d e n t  f o r  demands from o t h e r  l e n d e r s .  The WB 

s o u g h t  t o  overcome t h e  problem by o f f e r i n g  l o a n s  t o  t h e  s e v e r a l  

member c o u n t r i e s ,  which would t h e n  buy CABEI  bonds t o  f i n a n c e  

p r o j e c t s  a g r e e d  between CABEI  and t h e  WB; t h i s  was a g r e e d  i n  

p r i n c i p l e  b u t  t h e  WB t h e n  concluded t h a t  Nica ragua  and E l  

S a l v a d o r  were no l o n g e r  c r e d i t w o r t h y .  I t  was s u g g e s t e d  t h a t  

C A B E I  m i g h t  g u a r a n t e e  l o a n s  t o  i t s  l e s s  c r e d i t w o r t h y  members, b u t  

i f  t h e  l a t t e r  a r e  dub ious  r i s k s ,  c o u l d  CABEI i t s e l f  q u a l i f y ?  So 

f r u s t r a t i o n  ensued on b o t h  s i d e s .  

An approach t o  a s o l u t i o n  t h a t  h a s  been under  d i s c u s s i o n  f o r  

s e v e r a l  y e a r s  is an expans ion  o f  t h e  C A R E 1  membership t o  i n c l u d e  

some c o u n t r i e s  i n t e r e s t e d  i n  C e n t r a l  American development  t h a t  



a r e  s t r o n g e r  i n  t h e  i n t e r n a t i o n a l  economy t h a n  t h e  p r e s e n t  
members. In  1983, t h e  Board o f  Governors began a c t i v e l y  s eek ing  

new members, and t h e  WR under took  t o  canvass  p o s s i b i l i t i e s  on 

t h e i r  b e h a l f .  The p r e s e n t  s i t u a t i o n  is as f o l l o w s :  

o Panama expressed  i n t e r e s t  e a r l y  on.  I t  i s  h a r d l y  an 
economic super-power b u t  i s  a  major  r e g i o n a l  f i n a n c i n g  
c e n t e r ,  u s e s  t h e  d o l l a r  a s  i t s  c u r r e n c y  and has  a c c e s s  
t o  f o r e i g n  exchange. I t  was den ied  membership because  
i t  would n o t  adhe re  t o  t h e  CACM, b u t  t h i s  is  no longe r  a  
c o n d i t i o n .  

o  Nego t i a t i ons  a r e  under  way w i t h  t h e  European Community, 
s u b j e c t  t o  app rova l  by t h e  Counc i l ,  t o  p r o v i d e  c r e d i t  
f o r  smal l  and medium-sized i n d u s t r i e s ,  t h e  repayments t o  
be  r e c i r c u l a t e d  o r  conver ted  i n t o  a  c a p i t a l  
s u b s c r i p t i o n .  

o Mexico conceded a  f i v e - y e a r  c r e d i t  a t  8 p e r c e n t  i n t e r e s t  
t o  each C e n t r a l  American coun t ry  f o r  20 p e r c e n t  o f  i t s  
annua l  o i l  b i l l ,  and i f t h e  coun t ry  and Mexicc could  
a g r e e  on development p r o j e c t s  f o r  t h a t  c o u n t r y ,  
repayment o f  t h e  l o a n  was t o  be  d i s b u r s e d  a g a i n s t  t h o s e  
p r o j e c t s  and r e p a i d  ove r  a  20-year term a t  s i x  p e r c e n t ;  
b u t  s o  f a r  no such  p r o j e c t s  have been i d e n t i f i e d ,  a  
r e f l e c t i o n  o f  b u r e a u c r a t i c  r i g i d i t i e s  i n  Mexico and i n  
C e n t r a l  America. CABEI  under took  t o  n e g o t i a t e  an 
a l t e r n a t i v e  a r rangement ,  and it was f i n a l l y  agreed t h a t  
t h e  oi l -consuming c o u n t r i e s  w i l l  r e p a y  t h e  20 p e r c e n t  
ove r  f i v e  y e a r s  w h i l e  Mexico i n  t u r n  w i l l  a l l o w  t h e  
proceeds  t o  be used one-ha l f  t o  f i n a n c e  equipment and 
s u p p l i e s  imported from Mexico, 30 p e r c e n t  f o r  l o c a l  
p r o j e c t  c o s t s  and 20 p e r c e n t  t o  be  s e q u e s t e r e d  and 
become e v e n t u a l l y  a  Mexican s u b s c r i p t i o n  t o  CABEI  
c a p i t a l - - a l l  t o  be  admin i s t e r ed  by CABEI .  The p o r t i o n s  
used f o r  Mexican imports  and l o c a l  p r o j e c t  c o s t s  w i l l  b e  
l e n t  f o r  15 y e a r s  a t  6 p e r c e n t  i n t e r e s t ;  t h e  f i r s t  
t r a n c h e  o f  t h i s  f a c i l i t l ~  t o t a l s  $30 m i l l i o n ,  $14 m i l l i o n  
a t t r i b u t a b l e  t o  an  e v e n t u a l  c a p i t a l  payment. 

o P a r a l l e l  d i s c u s s i o n s  have been proceed ing  w i t h  
Venezuela ,  which had agreed  t o  i t s  Fondo d e  Inve r s ion  
buying up t o  $40 m i l l i o n  o f  C A B E I  bonds ,  h a l f  denomi- 
n a t e d  i n  d o l l a r s ,  h a l f  i n  b o l i v a r e s  ( b u t  fo l l owing  
d e v a l u a t i o n  of t h e  b o l i v a r  t h e  t o t a l  w a s  reduced t o  $24 
m i l l i o n  e q u i v a l e n t ) .  I t  is  now proposed t h a t  repayment 
on t h e  bonds be earmarked f o r  a  Venezuelan membership 



s u b s c r i p t i o n  t o  CABEI. Colombia and A r g e n t i n a  have  a l s o  
a g r e e ?  t o  become members,  t h e  agreement  t o  be  f o r m a l l y  
conf i rmed by a l l  t h r e e  c o u n t r i e s  i n  t h e  n e a r  f u t u r e .  

o The WB c o n t a c t s  h a v e  e l i c i t e d  e n c o u r a g i n g  r e s p o n s e s  from 
Canada and F r a n c e ,  l e s s  c l e a r l y  from some o t h e r  European 
c o u n t r i e s .  Canada, i n  p a r t i c u l a r ,  h a s  s t r e s s e d  t h a t  t h e  
U.S. s h o u l d  t a k e  t h e  l e a d ,  i n  v iew o f  i t s  much s t r o n g e r  
economy, i t s  l e a d i n g  Hemisphere r o l e ,  and i t s  d e c l a r e d  
v i t a l  i n t e r e s t  i n  C e n t r a l  American development .  

o The U.S. Government a t t i t u d e  on membership remains  
u n c l e a r .  The K i s s i n g e r  Commission, as p a r t  o f  i t s  
program o f  development  s u p p o r t  f o r  t h e  r e g i o n ,  
s p e c i f i c a l l y  u rged  t h a t  t h e  U.S. j o i n  C A B E I  and 

"encourage  o t h e r  c r e d i t o r  c o u n t r i e s  t o  s e e k  
membership. The i n f u s i o n  o f  new r e s o u r c e s  would 
h e l p  i n v i g o r a t e  t h e  b a n k ,  which cou ld  c h a n n e l  much 
needed funds  t o  s m a l l - s c a l e  e n t r e p r e n e u r s  and 
f a r m e r s ,  p r o v i d e  working c a p i t a l  t o  e x i s t i n g  
p r i v a t e  s e c t o r  companies and e n c o u r a g e  development  
o f  new i n d u s t r i e s .  A g a i n ,  U.S. membership i n  
CABEI would b e n e f i t  a l l  mzmbers o f  t h e  Common 
~ a r k e t  . "6 /  - 

CARE1  i s  a l s o  c a l l i n g  f o r  payment by i t s  e x i s t i n g  members of  

a  f u r t h e r  t r a n c h e  o f  t h e i r  a l r e a d y  s u b s c r i b e d  c a p i t a l ,  amounting 

t o  CA 550 m i l l i o n .  T h i s  i s  e x p e c t e d  t o  b e  f o r t h c o m i n g .  I t  w i l l  

h e l p  i n  some measure  t o  improve t h e  b a n k ' s  l i q u i d i t y  p o s i t i o n ,  

b u t  n o t  t o  s o l v e  i t s  m a j o r  problem o f  f o r e i g n  exchange s t r i n -  

g e n c y ,  s i n c e  t h e  payments w i l l  b e  i n  l o c a l  c u r r e n c i e s .  

As ide  from a d d i t i o n a l  c a p i t a l  and membership g u r a n t e e s ,  CABEI 

is  s e e k i n g  f u r t h e r  long- te rm l o a n s .  I t  h a s  two a p p l i c a t i o n s  

pending and s c h e d u l e d  f o r  e a r l y  a c t i o n  i n  t h e  IDB, t o t a l l i n g  

a b o u t  $100 m i l l i o n .  The WB is w i l l i n g  t o  make a s m a l l  p r e  

6 .  Repor t  o f  t h e  NRCCA p .  50. 







professional caliber and integrity of its staff to maximum 

advantage. It would also contribute, in the long run, to the 

regional integration objective. 

I. - Conclusions 

The stagnation of Central American economic development has 

resulted from a combination of external factors (the oil shocks, 

mounting interest rates, declining investment, world trade and 

commodity prices, etc.) and, more directly, civil disturbances 

and national tensions within the region. Some of the former are 

apparently becoming less severe and it is hoped that the regional 

antagonisms will progressively moderate. Assuming the 

restoration of an atmosphere reasonably conducive to economic 

development, the foregoing discussion suggests the following 

conclus ions : 

o Central American integration remains a valid objective 
of economic policy, but the regional strategy should 
shift markedly from import substitution (especially 
through administrative fiat) to a more open economy 
encouraging competitive export production. 

o CABEI can be an important and valuable instrument for 
implementing such a strategy through: 

- rehabilitation and reactivation of internationally 
competitive export-oriented industries 

- rehabilitation or heavy maintenance of 
deteriorated regional infrastructure 

- financing industrial projects or agricultural 
programs of regional scope 

serving as a regional development finance 
institution, utilizing a second tier of national 
intermediaries to channel finance to private 
sector agriculture and industral development 

intraregional and/or export trade credits 



o t h e r  e x t r a r e g i o n a l  e x p o r t  promotion e f f o r t s  

- b r i n g i n g  r e l a t i v e l y  ba l anced lp ragma t i c  judgment 
and a c e r t a i n  acknowledged n e u t r a l i t y  t o  h e l p  i n  
t h e  s o l v i n g  o f  s e n s i t i v e  e c o n o m i c / p o l i t i c a l  
i s s u e s .  

o C A R E 1  a l s o  could  become a  more c r e d i b l e  and r e l i a b l e  
channe l  f o r  e x t e r n a l  f i n a n c i n g  t o  C e n t r a l  American 
economic development t h a n  t h e  s e p a r a t e  n a t i o n a l  
e n t i t i e s ,  and hence cou ld  probably  a t t r a c t  more such  
f i n a n c i n g  and app ly  i t  r e l a t i v e l y  e f f i c i e n t l y .  

o C A B E I ' s  f i n a n c i a l  v i a b i l i t y  w i l l  depend i n  s u b s t a n t i a l  
p a r t  on i t s  a t t r a c t i n g  a d d i t i o n a l  members /guaran tors ,  o f  
which t h e  most impor tan t  c a n d i d a t e  is c e r t a i n l y  t h e  U.S. 
( I f  t h e  U.S. j o i n e d  t h e r e  is l i t t l e  doubt  t h a t  Canada 
and t h e  E C ,  o r  some of  i t s  members, would f o l l o w ) .  

The U.S. a t t i t u d e  may t h e r e f o r e  be  c r u c i a l ,  n o t  o n l y  f o r  

CABEI  a s  an  i n s t i t u t i o n  bu t  a l s o  f o r  t h e  p r o s p e c t s  o f  channe l ing  

e x t e r n a l  funds  e f f i c i e n t l y  i n t o  v i t a l  s e c t o r s  o f  C e n t r a l  American 

economic development. Es t ab l i shmen t  o f  an  e f f e c t i v e  a l t e r n a t i v e  

mechanism t o  do s o ,  i n  t h e  s h o r t  t e rm ,  is  a  d o u b t f u l  p o s s i b i l i t y  

a t  b e s t .  The i d e a l  s o l u t i o n ,  from CABEI's s t a n d p o i n t ,  would be  
f o r  t h e  U.S. t o  become a  member, w i t h  a l l  t h a t  i m p l i e s .  

I f  membership i s  imposs ib le  f o r  b roade r  U.S. p o l i c y  r e a s o n s ,  

a  s i m i l a r  purpose  might b e  accompl i shed ,  i n  s u b s t a n t i a l  d e g r e e ,  

by A I D  p rov id ing  conces s iona ry  a s s i s t a n c e  t o  CABEI, on a q u a s i -  

e q u i t y  b a s i s  such  a s  a  number o f  governments p rov ided  f o r  t h e i r  

development banks i n  t h e  1950s and 1960s--subordinated t o  C A B E I ' s  

o t h e r  o b l i g a t i o n s .  Th is  would n o t  e n t a i l  p a r t i c i p a t i o n  i n  t h e  

gua ran t ee  o f  such o b l i g a t i o n s ,  l i k e  r e g u l a r  s h a r e h o l d e r s .  

However, i t  might  be s eg rega t ed  a s  t h e  nuc l eus  o f  a s p e c i a l  

r e s e r v e  fund t o  be  admin i s t e r ed  by CABEI, which cou ld  s e r v e  a s  a  

g u a r a n t e e  f o r  borrowings from p r i v a t e  banking s o u r c e s  t o  expand 

t h a t  fund o r  f o r  bond emis s ions ;  a 1evera;;e o f  3 t o  4 t imes  t h e  

A I D  c o n t r i b u t i o n  mipht be env isaged .  Access t o  l o a n s  from t h i s  



special fund might appropriately be restricted to countries which 

had concluded, and were fulfilling, satisfactory agreements to 

meet in full their obligations to CABEI. 



IV. FINANCIAL ANALYSIS 

A .  Introduction 

Obj ec t ive 

The objective was to analyze CABEI's current financial 

situation, identify key issues and assess the implications of the 

current situation in meeting the financial requirements of 

CABEI's strategic plans. 

2. Scope of Work and Methodology 

The scope of our work was to assess CABEI's present financial 

situation and prospects; assess its 2ortfolio management situa- 
tion and capabilities; specifically, analyze the problem loans 

situation and recovery prospects. In light of the results from 
the above: (a) assess the financial situation as a function of 

CABEI's medium and long term strategic posture, and (b) analyze 
and make recommendations on the means for strengthening CABEI's 

financial base for the medium and long run. 

The methodology used was to review documentation, interview 

CABEI staff and others, and prepare a report. 

3. Setting 

The background of why CABEI is in difficulties is external 

and internal to the Central American region. World recession, 
regional political crisis, the breakdown of the Central American 

Common Market, the foreign debt crises of the CACM countries, and 



the lack of dollar exchange in the region have contributed to a 
situation of liquidity crises and delinquencies. 

Exacerbating the situation for CABEI was its inability to 
call up "callable" capital to cover unfunded loan commitments. 

Into this situation came the Kissinger Commission Report 
recommending a stabilization prog'ram with massive economic 

assistance for Central America; and, in recognition of CABEI's 
important regional financial role. the participation of the U.S. 

and other outside nations in this institution. The implementing 
legislation resulting from these recommendations could be 

expected to have a very positive effect on the region's 
economies. 

The current regional setting is one of incipient economic 

recovery being delayed by politics and debt service. There are 
bright spots in the decline of oil prices and interest rates. 

But the critical basis for the whole financial planning of CABEI 
is the political/economic environment. If the environment is 

conducive to peace and growth, then a program for the revitali- 
zation of CABEI makes sense. 

B. Financial Analvsis 

A review of the Financial Statements indicates that liquid 

assets have declined abs~lutely and relatively over the years, 
continue to decline. and are barely adequate. Of the approxi- 
mately $90 million in liquid assets, 20 percent are not available 
in cash. and less than half of the remainder, or $31 million, is 

available in hard currency for foreign debt services (Exhibits 
IV-1 and IV-2). CABEI's liquidity has declined from a two year 



EXHIBIT I V - 1  

CABEI  
LIQUID ASSETS 

CASH (CA$ m i l l i o n s )  
l e s s :  CENTRAL AMERICAN CURRENCIES 
FOREIGN CURRENCIES 

less: SPECIAL DEPOSITS 
less : LONG TERM INVESTMENTS 

NET LIQUID POSITION I N  FOREIGN CURRENCY 

TOTAL LIQUID ASSETS 
CENTRAL AMERICAN CURRENCY 
FOREIGN (MAINLY U . S . ) CURRENCY 

MAR 8 4  

96.5 
46.2 - 
50.3  

17.9 
1.2 - 

31.2 

46.2 
31.2 - 
7 7 . 4  

SEP 8 4  

94.8 
39.5 - 
55.3  

17.9 
1.2 - 

36.2 

39.5 
36.2 
7 

76.7  

EST. 
MAR 85 

75.7 
31 .9 - 
43.8  

17.9 
1.2 - 

24.7 

31 .9 
24.7 - 
56.6 

S o u r c e s  : L a z a r d  F r e r e s  . D i a g n o s t i c  R e p o r t  on CABEI ' s  F i n a q c i a l  
P o s i t i o n ,  J u n e  1 9 8 4 ,  pp. 1 0 ,  1 1 .  

CABEI, I n t e r n a l  Document: P r o f i l e  f o r  1 9 8 4 ,  O c t .  1 5 ,  
1984 .  





coverage  c f  d e b t  ser.;ice i n  1980 t o  l e s s  t han  one y e a r ' s  coverage 
i n  1984 ( E x h i b i t s  IV-3 t o  IV-5); and p r o j e c t i o n s  show a f u r t h e r  

20 p e r c e n t  d e t e r i o r a t i o n  from March 1984 t o  March 1985. I f  p ro-  

grammed d i sbursements  a r e  added,  l i q u i d  a s s e t s  cove r  o n l y  one- 

f i f t h  o f  t h e  t o t . ; l  o f  und isbursed  l o a n s  and d e b t  payab le .  Th i s  
i s  one h a l f  t h e  coverage main ta ined  by t h e  I D B  ( E x h i b i t s  IV-6 and 

IV-7). Moreover, most r e g i o n a l  banks t end  t o  m a i n t a i n  l i q u i d  

a s s e t s  cove r ing  a t  l e a s t  one h a l f  o f  t o t a l  d e b t  o u t s t a n d i n g  

compared wi th  C A B E I ' s  15  p e r c e n t  coverage.  The Bank 's  own g o a l  

o f  ma in t a in ing  30 p e r c e n t  o f  d i sbursements  and d e b t  repayment f o r  

t h e  t h r e e  subsequent  y e a r s  would r e q u i r e  l i q u i d  a s s e t s  of ove r  

$171 m i l l i o n ,  a  f i g u r e  t h a t ,  even by i t s  own p r o j e c t i o n s ,  would 

n o t  be reached u n t i l  1988. 

A l l  p r o j e c t i o n s ,  whether by Lazard o r  CABEI, o p t i m i s t i c  o r  

p e s s i m i s t i c ,  show a  n e t  c a sh  ouf low f o r  t h e  n e x t  y e a r  o r  two 
( E x h i b i t s  IV-8 and IV-9). These p r o j e c t i o n s  r ange  from Laza rd ' s  

p e s s i m i s t i c  S c e n a r i o  2 o f  a  $100 m i l l i o n  n e t  o u t f l o w  i n  y e a r s  
1985 and 1986 t o  C A B E I ' s  p r o j e c t i o n  of  a  n e t  o u t f l o w  o f  $7 

m i l l i o n  f o r  t h o s e  y e a r s .  

When on ly  f o r e i g n  cu r r ency  f lows  a r e  examined, t h e  n e t  

ou t f lows  i n  ri;e immediate y e a r s  a r e  l e s s ,  due main ly  on t h e  Club 

Loan r e s t r u c t u r i n g  and t o  a  lower  p r o p o r t i o n  o f  d i sbursements  i n  

f o r e i g n  c u r r e n c i e s  v e r s u s  c o l l e c t i o n s .  But i t  i s  t o  b e  borne i n  

mind t h a t  t h e  Bank's  funds  a r e  d i s b u r s e d  i n  f o r e i g n  c u r r e n c i e s  t o  

t h e  member S t a t e s  which conve r t  them t o  l o c a l  c u r r e n c i e s  f o r  

investment  g e n e r a l l y  i n  i n f r a s t r u c t u r e  n o t  d i r e c t l y  p r o d u c t i v e  o f  

f o r e i g n  exchange.  Thus, t h e  a b i l i t y  o f  t h e  S t a t e s  t o  g e n e r a t e  

f o r e i g n  exchange from o t h e r  a c t i v i t i e s  governs t h e i r  a b i l i t y  t o  

s a t i s f y  t h e  needs  o f  C A R E 1  f o r  h a r d  cu r r ency  wi th  which t o  repay  

i t s  own borrowings .  



(millions CA$) 

CENTRAL AMERICAN CURRENCY 
FOREIGN CURRENCY 

TOTAL LIQUID ASSETS 

EXHIBIT IV-3 

LIQUID ASSETS. LOAN DISBURSEMENTS 
AND 

LONG TERM DEBT 

ANTICIPATED ANTICIPATED 
LOAN LOAN 

LIQUID ASSETS DISBURSEMENTS REPAYXENTS 
AS OF 3/31/84 AS OF 6130184 TO 613C185 

TOTAL 
LONG TERM DEBT 
OUTSTANDING 

AS OF 6130184 

Source: Lazard Freres. Diagnostic Report on CABEI's Financial Position. June 1984. pg. 10 



EXHIBIT IV-4 

LIQUIDITY COVERAGE 

LIQUIDITY AS A PERCENT OF: 

1 .  UNDISBURSED LOANS 

(YEAR END) 
1 9 8 0  - 1 9 8 3  - 1 9 8 4  

34% 22% 27% 

2 .  DEBT PAYABLE I N  SUBSEQUENT 
YEAR 2 0 7 %  104% 85% 

3 .  UNDISBURSED LOANS AND DEBT 
PAYABLE ( 1  .&2.) 29% 18% 21% 

4 .  TOTAL LONG TERM DEBT 19% 15% 16% 

S o u r c e :  L a z a r d  F r e r e s ,  D i a g n o s t i c  R e p o r t  o n  CABEI's F i n a n c i a l  
P o s i t i o n ,  J u n e  1984, p. 1 4 .  





EXHIRIT IV-6 - 

LIQUIDITY POSITION COMPARISONS 

,.-q 
I AFRICAN AS I A N  
I 

1 LIQUID ASSETS AS A PERCENT OF: CABEI IDB DEV RANK DEV BANK 

i - UNDISBURSED LOANS & DEBT REPAYMENT 1 8  36 1 9  55 

I - TOTAL LONG TERM DEBT OUTSTANDING 1 5  5 0  5 1 7 0  

S o u r c e :  Laza rd  F r e r e s  , D i a g n o s t i c  R e p o r t  on CABEI ' s F i n a n c i a l  
P o s i t i o n ,  J u n e  1 9 8 4 ,  p .  15.  









The p r o j e c t i o n s  a g r e e ,  w i t h  minor  v a r i a t i o n s ,  on t h e  amount 
o f  c o l l e c t i o n s  expected from t h e  p o r t f o l i o .  On t h e  whole ,  t h e  

assumptions  on p o r t f o l i o  c o l l e c t i o n s  a r e  r e a l i s t i c ;  t h e y  assume 

l i t t l e  o r  no th ing  from Nicaragua i n  t h e  e a r l y  y e a r s ,  sharpljo 

s c a l e d  back r e c e i p t s  from t h e  p r i v a t e  s e c t o r  p o r t f o l i o ,  and a 
r e schedu l ing  o f  t h e  dmounts i n  a r r e a r s .  Where t h e y  d i f f e r  i s  i n  

new f i n a n c i a l  r e s o u r c e s  and i n  d i sbu r semen t s .  CABEI  assumes t h a t  
a  $50 n i l l i o n  c a p i t a l  c a l l  w i l l  b e  pa id  i n  1985 and t h a t  $100 

m i l l i o n  i n  new f i n a n c i n g  w i l l  be o b t a i n e d  ove r  t h e  n e x t  two 

y e a r s ;  w h i l e  Lazard omits  t h e  c a p i t a l  e n t i r e l y  and r educes  new 

f i n a n c i n g  t o  $70 m i l l i o n .  On t h e  o u t f l o w  s i d e ,  CABEI assumes $75 
m i l l i o n  more i n  d e b t  repayment i n  t h e  n e x t  few y e a r s  and $35 

m i l l i o n  l e s s  i n  l o a n  d i sbu r semen t s .  

Our own s c e n a r i o  would a g r e e  w i t h  t h e  c o l l e c t i o n  s chedu le s  

bu t  would sp read  t h e  new c a p i t a l  r e c e i p t s  ove r  t h r e e  y e a r s  a ~ l d  

reduce  even C A B E I ' s  more c o n s e r v a t i v e  l o a n  disbursement  s chedu le  

by $30 m i l l i o n  ove r  t h e  n e x t  two y e a r s .  Plugging t h e s e  two 

assumptions  i n t o  t h e  Lazard and CABEI p r o j e c t i o n s  would show a  

n e t  c a sh  f low i n  84 /85  i n  t h e  range  o f  p l u s  $8 m i l l i o n  t o  minus 
$10 m i l l i o n ;  and f o r  85/86 a r ange  from p l u s  $2  m i l l i o n  t o  p l u s  

$52 m i l l i o n .  t 

I n  summary, under  more o p t i m i s t i c  s c e n a r i o s ,  CABEI  might  s e e  

i t s  l i q u i d i t y  f u r t h e r  reduced b u t  cou ld  c o n t i n u e  o p e r a t i n g  a t  a  

s lackened  d i sbursement  pace .  Rut under  more p e s s i m i s t i c  assump- 

t i o n s ,  such a s  S c e n a r i o  2 o f  Lazard ,  even assuming t h a t  a 1 1  of  

t h e  l i q u i d  a s s e t s  were f u n g i b l e .  t h e y  would b e  t o t a l l y  d e p l e t e d  

ove r  t h e  n e x t  two y e a r s .  And should  a n o t h e r  c o u n t r y ,  i n  a d d i t i o n  

t o  Nicaragua.  become unab le  t o  s e r v i c e  i t s  d e b t ,  CABEI  would be  

i n  a  r e a l  c a sh  b i n d .  



Rut t h e  Bank h a s  some o p t i o n s :  t h e  f i r s t  i s  t o  c a l l  f o r  
c a p i t a l  ( i n  hard cur rency)  from t h e  member s t a t e s .  Second, i t  

could simply c u t  o f f ,  reduce o r  postpone t h e  $100 m i l l i o n  t o  be 
d isbursed  over t h e  n e x t  two y e a r s .  Th i rd ,  i f  a b s o l u t e l y  

n e c e s s a r y ,  i t  could r e q u e s t  an ex tens ion  on t h e  m a t u r i t y  o f  a 
p o r t i o n  of i t s  s h o r t  term deb t .  But more l i k e l y ,  a s  events  have 

been proving ,  i t  w i l l  be  a b l e  t o  count on new f i n a n c i a l  r e sources  
o f  important magnitude,  a s  w i l l  be d i scussed  below (Sec t ion  D.3). 

P r o f i t  margins have been s h r i n k i n g ,  w i t h  t h e  2 pe rcen t  spread 
between i n t e r e s t  r a t e s  pa id  and c o l l e c t e d  now on ly  s l i g h t l y  

h i g h e r  than c o s t s  (1.83 p e r c e n t ) ,  and r e t u r n  on investment i s  i n  
s t e a d y  d e c l i n e .  A charge  t o  ea rn ings  t o  more r e a l i s t i c a l l y  
r e f l e c t  recovery v a l u e s  of  t h e  p r i v a t e  s e c t o r  p o r t f o l i o ,  as 
d iscussed  f u r t h e r  on .  coupled wi th  a  s t r i c t e r  account ing 

t r ea tmen t  f o r  accrued bu t  u n c o l l e c t e d  i n t e r e s t  could produce 
o p e r a t i n g  l o s s e s  i n  t h e  immediate term. 

Delinquencies i n  t h e  p o r t f o l i o  have more than  doubled i n  
t h r e e  years  t o  $109 m i l l i o n ,  o r  13 pe rcen t  o f  t h e  p o r t f o l i o .  O f  

t h e  a r r e a r s ,  47 pe rcen t  a r e  p r i v a t e  and 53 p e r c e n t  pub l i c .  While 
t h e  p r i v a t e  s e c t o r  i s  on ly  15 pe rcen t  o f  t h e  t o t a l  p o r t f o l i o ,  

p r i v a t e  s e c t o r  a r r e a r s  a r e  a lmost  h a l f  t h e  p r i v a t e  s e c t o r  p o r t -  
f o l i o .  Moreover, o n l y  10 p e r c e n t  of  t h e  80 p r i v a t e  s e c t o r  

c l i e n t s  a r e  s a i d  t o  be  o p e r a t i n g  normally.  The be l i eved  v a l u e  
and c o l l e c t i b i l i t y  o f  t h e  gua ran tees  behind p r i v a t e  s e c t o r  loans  

may n o t  be e a s i l y  r e a l i z e d ,  a s  t e s t i f i e d  by t h e  $21 m i l l i o n  i n  
"o the r  a s s e t s "  r e p r e s e n t i n g  p h y s i c a l  a s s e t s  r ece ived  through 

c o u r t  a c t i o n  and s t i l l  n o t  disposed o f .  Never the le s s ,  p r i v a t e  
a r r e a r s  seem t o  have peaked a  few yea r s  ago ,  whi le  p u b l i c  s e c t o r  

a r r e a r s  cont inue  t o  i n c r e a s e .  



The c a p i t a l  base ,  whi le  s t r o n g ,  a t  a  r e l a t i o n  o f  $1 f o r  every 
$ 2  borrowed. due t o  the  plowing back of  e a r n i n g s ,  n e v e r t h e l e s s ,  
has  t o  be  seen i n  r e l a t i o n  t o  t h e  a s s e t  p o r t f o l i o ,  which i s  n o t  
throwing o f f  d o l l a r s  s u f f i c i e n t  t o  meet debt  s e r v i c e ,  and which 

may have t o  be ad jus ted  downward a s  a  charge t o  c a p i t a l  t o  cover 
u n c o l l e c t i b l e  debt .  The f a c t  t h a t  c a l l a b l c  c a p i t a l  does n o t  

r e p r e s e n t  t h e  more o r  l e s s  automatic  s a f e t y  n e t  which it does i n  
o t h e r  p u b l i c  i n s t i t u t i o n s  r e q u i r e s  t h a t  a  more sober  view be 

taken of t h e  s t r e n g t h  of C A B E I ' s  c a p i t a l  base.  

Regarding c o n t r o l s  and procedures ,  t h e  i n t e r n a l  c o n t r o l  and 

a u d i t i n g  system appears t o  be e f f e c t i v e .  A new and more resyon- 
s i v e  information system is i n  e a r l y  s t a g e s  of  development which 

should provide when completed a  u s e f u l  mechanism f o r  f i n a n c i a l  
c o n t r o l  and dec i s ion  making. With regard  t o  r e s e r v e s ,  a s  t h e  new 

a s s e t  r e h a l , i l i t a t i o n  u n i t  comes t o  have a complete review and 

f e e l  f o r  each of t h e  t roub led  p r i v a t e  s e c t o r  a s s e t s  under its 

r e s p o n s i b i l i t y ,  it may wish t o  recommend a d d i t i o n a l  l o s s  
r e s e r v e s .  A formula f o r  both  s p e c i f i c  and g e n e r a l  p rov i s ions  

a g a i n s t  bad and doub t fu l  loans  should be de f ined .  I f  t h e  U.S. 

formula f o r  commercial banks were used,  20 pe rcen t  r e s e r v e  f o r  

substandard loans  and 50 pe rcen t  f o r  doub t fu l  o n e s ,  t h e  r e s e r v e  
f i g u r e  might be 520-25 m i l l i o n  v s .  t h e  c u r r e n t  $10 m i l l i o n .  I t  

i s  noted t h a t  t h e  Lazard r e p o r t  suggested much h i g h e r  amounts. 
However. a  s p o t  check of  some of t h e  c o l l a t e r a l  and guarantees  

sugges ts  t h a t  t h e r e  a r e  some r e a l  va lues  behind t h e  CABEI p r i v a t e  
s e c t o r  loans .  These a r e  indeed t roubled  times f o r  t h e  r e g i o n ,  

but  economic a c t i v i t y  goes on and t h e r e  are p l e n t y  o f  c u r r e n t  
examples of  companies being r e h a b i l i t a t e d  and o f  a s s e t s  changing 

hands f o r  cons ide rab le  sums. 

Also wi th  regard t o  t h e  Lazard r e p o r t ,  and wi th  a l l  due 
r e s p e c t ,  w e  b e l i e v e  t h a t  t h e  sovere ign  r i s k s  r ep resen ted  by t h e  



member s t a t e s ,  which i n c i d e n t a l l y  each own a  p r o p o r t i o n a t e  s h a r e  
o f  t h e  v a l u e  represented  by t h e  cons ide rab le  n e t  worth o f  CAREI, 

need n o t  be reserved  a g a i n s t .  Unless and u n t i l  a  member s t a t e  

r e f u s e s  t o  psy ,  t h i s  p o l i c y  should be maintained.  F i n a l l y ,  w i th  

regard  t o  account ing p o l i c y  and procedure ,  i t  may be more 
r e a l - i s t i c  t o  account  f o r  maintenal-ee expenses ,  on a s s e t s  s e i zed  

f o r  non-payment, by a  charge t o  e a r n i n g s  r a t h e r  than  adding i t  t o  
t h e  v a l u e  of t h e  a s s e t .  Also,  on t h e  s u b j e c t  of  account ing 

procedures ,  CABEI  should cons ide r  p u t t i n g  i tems on non-accrua l ,  
a f t e r  90  d s y s ,  r a t h e r  than t h e  180 days which has been t h e  p o l i c y  
h e r e t o f o r e .  

C .  Summary of Findings 

CABEI is  n o t  i n  unsurmountable t r o u b l e .  But t h e  symptoms of 

what can become l a r g e  problems a f f e c t i n g  t h e  ve ry  f a t e  o f  t h e  

bank a r e  p r e s e n t .  L i q u i d i t y  is a  deepening concern.  The e ros ion  

o f  p r o f i t a b i l i t y  i s  another .  The l a r g e  a r r e a r s  i n  t h e  p o r t f o l i o ,  
which s o  impact t h e  cash p o s i t i o n ,  r e q u i r e  s t r o n g ,  immediate 

a c t i o n  t o  stem t h e  d e t e r i o r a t i n g  t r e n d  i n  t h e  p u b l i c  s e c t o r  
p o r t f o l i o  and t o  reduce l o s s  i n  t h e  p r i v a t e  s e c t o r  p a r t .  C a p i t a l  

s u f f i c i e n c y  is q u e s t i o n a b l e ,  p a r t i c u l a r l y  s o  i f  new borrowings 
a r e  t o  be r e a l i z e d .  Also t o  be reviewed a r e  t h o s e  account ing  

procedures  which tend  t o  mask t h e  r e a l  e x t e n t  of  t h e  problems i n  
t h e  p o r t f o l i o  and t h e i r  e f f e c t  on C A B E I ' s  f i n a n c i a l  cond i t ion .  

D. Key F i n a n c i a l  I s s u e s  

L i q u i d i t y  

Maintaining l i q u i d i t y  is a  key i s s u e .  The background o f  t h e  

m i n i - c r i s i s  i n  February,  which r e s u l t e d  i n  t h e  Club Loan of  $128 
m i l l i o n ,  a r o s e  mainly because f o r e i g n  c r e d i t  was c u t  o f f  j u s t  



when i t  was needed t o  f i l l  t h e  gap caused by d e c l i n i n g  p o r t f o l i o  
r ecupe ra t ions .  But i t  a l s o  had i t s  o r i g i n  i n  t h e  p o l i c y  of  

approving loans  ( t o  save  t i m e  and c a r r y i n g  c o s t s )  b e f o r e  n a i l i n g  
down t h e  funding.  

Given t h e  c o n d i t i o n s  i n  C e n t r a l  America. i t  would seem t h a t  

t h e  Bank ought t o  e r r  on t h e  s i d e  o f  conservatism and main ta in  
s u f f i c i e n t  cash t o  cover  a t  l e a s t  two y e a r s  of debt  s e r v i c e  and 

o p e r a t i n g  c o s t s ,  o r  upwards o f  $200 m i l l i o n .  Ac tua l ly ,  t a k i n g  
i n t o  account " s p e c i a l  d e p o s i t s "  and o t h e r  blocked c u r r e n c i e s  of  

one s o r t  o r  a n o t h e r ,  t h e  Bank h a s  been o p e r a t i n g  wi th  l e s s  than  

$50 m i l l i o n .  The r i s k  i n  main ta in ing  such a  low cash p o s i t i o n  i s  
t h a t ,  a s  a r e s u l t  of  o u t s i d e  f o r c e s ,  CABEI could be t h r u s t  i n t o  a  
p o s i t i o n .  momentari ly.  of  being incapab le  o f  s e r v i c i n g  i t s  d e b t ,  
Moreover, i t  would then  have t o  p r a c t i c e  c r i s i s  management which 
i s  a poor way t o  manage a s s e t s  f ~ r  optimum r e t u r n .  The f a c t  t h a t  

t h e  Bank d e a l s  i n  s o  many c u r r e n c i e s  i n  a d d i t i o n  t o  d o l l a r s ,  many 

of  which f l u c t u a t e  widely i n  r e l a t i o n  t o  t h e  d o l l a r ,  g r e a t l y  

complicates  t h e  t a s k .  

What must be done,  of cour se ,  i s  t o  cont inue  t o  c u t  cash  

ou t f lows ,  both i n  terms of  loan  disbursements  and expenses ,  and 

i n c r e a s e  revenues by boos t ing  r e c u p e r a t i o n s ,  improving cash 
management, and o b t a i n i n g  a d d i t i o n a l  funding.  A l as t  r e s o r t  
would be t o  seek a  reschedul ing .  

2. P o r t f o l i o  Recuperation 

P o r t f o l i o  r e c u p e r a t i o n  i s  a l s o  a  key t o  C A R E I ' s  wel l -be ing .  
A s e r i e s  o f  good s t a r t s  has been made: s e t t i n g  up a  department 

t o  manage p r i v a t e  s e c t o r  loan  r e h a b i l i t a t i o n ,  r e p o r t i n g  d i r e c t l y  
t o  t h e  Executive Vice P r e s i d e n t ;  c l a s s i f y i n g  t h e  borrowers i n t o  

c a t e g o r i e s  according t o  t h e  degree o f  problem r e p r e s e n t e d ;  and 



negotiating a pot entially very useful technical service arrange- 
ment with the World Rank to obtain help in debt collection. But 

much more is required. Stronger collection management of the 

public sector, with top level support, is necessary. While it 

may be argued that the member countries know their own bank, they 
also know they cannot get much more out of it, but can get more 

funds out of the other international agencies and therefore, give 
priority to their debt repayment. The fact is that the members' 

debts to CABEI represent only 5 percent of their total debt, 
hardly significant enough to stand in the way of meeting thei- 

commitments. 

With regard to private sector debt, CARE1 simply lacks the 

resources to engage in serious rehabilitation and or liquidation 
efforts. This is a work for experts with the experience and 

know-how to appraise business situations and set about making 
them well or disposing of them. Fortunately, there exist in 

Central America (and Mexico) people and organizations with 
experience in rehabilitating companies and recuperating 

investments . 

Obtaining New Resources 

While cutting disbursements and maximizing recuperations is 

one side of the coin, the other side is obtaining new resources. 
The proposal to call on the shareholders to pay in an additional 

amount of $50 million should be pushed forward. This is an 

absolute necessity not only to bolster capital but as a first 

step in obtaining resources from others inside and outside the 
region. Several promising initiatives are being pursued to 

obtain outside shareholders, among the most promising of which is 
with Mexico which has promised to make available to CABEi.20 

percent of its Central American oil revenue bill and to leave a 



portion for eventual participation in CABEI1s capital. Addi- 
tional promises are from Europe, Canada, Venezuela and Colombia. 

With additional callable capital as well as capital from outside 
the troubled region, CABEI would be in a position to negotiate 

additional borrowings from the international financial community. 

An important key to securing these capital participations 

will be the presence of the United States. We understand that 
AID is considering providing new assistance to CAREI. If such 

assistance can be used to leverage other borrowings, it would be 
truly significant. If it proves unrealistic for this assistance 

to come in the form of equity (via membership) but it still comes 
in as quasi-equity (say as a long term loan at concessionary 

rates and subordinated to other debt), it might be used in some 
sort of sinking fund, possibly in conjunction with contributions 

from the member states, to serve as a guarantee for bo~rowings 
from commercial financial institutions or bond emissions. In 

this way, the AID funds might be leveraged, possibly as much as 3 
or 4 to 1.  On the other hand, it is doubtful that commercial 

banks would be pursuaded to increase their exposure in the 
region, especially through CABEI, without some sort of guarantee 

mechanism based on financial resources from outside the area. 

Among other efforts being considered and/or pursued (See 

Exhibit IV- 10) arc those with the Inter-american Development Bank 

and finally with the World Rank. The kinds and amounts of loans 

sought from these agencies are interesting and encouraging. Also 

encouraging are initiatives to capture funds from Central 

Americans--flight capital and "under-the-mattress" money. 

The sinking fund mechanism, noted above, might prove to be an 

attractive guarantee with the debt instruments iwbearer form, 
denominated in U.S. dollars and carrying a "higher than Miami" 
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i n t e r e s t  r a t e .  While t h e  main t h r u s t  of a c t i v i t i e s  should be f o r  
CARE1 t o  cont inue t o  put  i t s  house i n  o r d e r  and t o  make i t s e l f  

s t r o n g e r  from w i t h i n ,  a  s u s t a i n e d  e f f o r t  should be made a t  t h e  
same t ime t o  a t t r a c t  a d d i t i o n a l  e x t e r n a l  r e s o u r c e s ,  because t h e r e  

i s  cons ide rab le  i n t e r e s t  abroad i n  he lp ing  CABEI f u l f i l l  i t s  r o l e  
a s  t h e  r e g i o n ' s  central .  development f i n a n c i n g  i n s t i t u t i o n .  

4. Nicaragua 

Nicaragua r e p r e s e n t s  a s p e c i a l  s i t u a t i o n .  On t h e  one hand i t  

accounts  f o r  65  pe rcen t  of  t h e  p u b l i c  s e c t o r  a r r e a r s ,  and whi le  

payment p lans  have been made on t h r e e  d i f f e r e n t  occas ions ,  they 

have n o t  been honored. On occas ion ,  Nicaragua has  blocked impor- 

t a n t  r e g i o n a l  p r o j e c t s  ( e - g . ,  a  submarine c a b l e ) .  Yet lacking  

f i n a n c i a l  r e s o u r c e s ,  e s p e c i a l l y  U.S. d o l l a r s ,  i t  r e a l l y  needs 
CABEI .  For i t s  p a r t ,  CABEI needs t o  g e t  i t s  money back from 

N i c a r a g ~ a  and ,  due t o  f t c  r e g i o n a l  f o c u s ,  has  t o  i n c l u d e  
Nicaragua i n  many of  i t s  programs. Because Nicaragua needs CABEI 

and has  t o  remain on f r i e n d l y  t r a d i n g  terms wi th  a t  l e a s t  some o f  
t h e  member s t a t e s ,  t h e r e  i s  a b a s i s  f o r  b e l i e v i n g  t h a t  a d e a l  can 

be reached between CABEI and Nicaragua. I t  w i l l  have t o  be a 
s p e c i a l  d e a l  which r e c o g ~ ~ i z e s  Nicaragua 's  i n a b i l i t y  t o  pay much 

f , , ~  t h e  immediate f u t u r e ,  and be handled i n  such a  way t h a t  it 
does n o t  become a  precedent  f o r  t h e  o t h e r  CACM coun t r i e s .  

Gi th  regard t o  U.S. f i n a n c i n g ,  a  U.S. s t i p u l a t i o n  t h a t  none 
u2 i t s  f inanc ing  b e c e f i t  Nicaragua could impede C A B E I ' s  recovery.  

The U.S. f inanc ing  package ,nust be s t r u c t u r e d  t o  d e a l  wi th  t h i s  
s i t u a t i o n .  



5. F i n a n c i a l  Planning and Management 

Many people i n  Department o f  Planning and t h e  F i n a n c i a l  
Gerencia a r e  new i n  t h e i r  p o s t s  and w i l l  be acc l imat ing  whi le  t h e  

new o r g a n i z a t i o n  i s  evolving.  Never the less ,  t h e r e  appears  t o  be 
some very  a b l e  people i n  key jobs  who should be a b l e  t o  handle  

t h e  r e s p o n s i b i l i t i e s  of o b t a i n i n g  and c o n t r o l l i n g  new f i n a n c i a l  
r e sources .  An important  t a s k  w i l l  be t o  t r y  t o  maximize t h e  

u t i l i t y  and r e t u r n  on t h e  v a r i o u s  c u r r e n c i e s  which CABEI has  on 
d e p o s i t  i n  t h e  reg ion .  The $16 m i l l i o n  depos i ted  i n  t h e  

Nicaraguan Cen t ra l  Bank i s  one example. In  a d d i t i o n ,  t h e  $18.9 
m i l l i o n  30 yea r  loan  a t  1 7  p e r c e n t ,  whose f i r s t  p r i n c i p a l  

repayment i s  n o t  u n t i l  1992, 0ugh.t t o  be c a r e f u l l y  reviewed a s  t o  

i t s  te rms,  i n  o rde r  t o  seek a  b a s i s  f o r  r e v i s i o n  of t h e  r a t e .  

E s s e n t i a l  t o  t h e  e f f e c t i v e n e s s  of t h e s e  e f f o r t s  w i l l  be s t r o n g  
guidance from t h e  top  under w e l l  l a i d  p o l i c i e s  and p l a n s  which 

inc lude  a  program and assignments f o r  maximizing cash  
a v a i i z b i l i t i e s ,  and f o r  r e g u l a r  deb t  c o l l e c t i o n  and follow-up, 
n o t  s imply on loans  i n  a r r e a r s ,  b u t  t o  prevent  l a x i t y .  

6 .  Summary 

The l i q u i d i t y  concerns r e q u i r e  t h a t  s t r o n g e r  e f f o r t s  be made 

t o  reduce o u t l a y s ,  i n c r e a s e  r e c u p e r a t i o n s ,  and t i g h t e n  c o l l e c -  
t i o n s .  The member s t a t e s  have t o  be made t o  pay t h e i r  b i l l s .  

While n o t  much can be  expected from Nicaragua,  arrangements 
should be made f o r  an o r d e r l y ,  r e g u l a r  pay down, even i f  

s t r e t c h e d  o u t .  The va r ious  p l a n s  f o r  o b t a i n i n g  new resources  
should be pursued apace. Senior  management must e x e r c i s e  s t r o n g  

l e a d e r s h i p  t o  s e e  t h a t  t h e  above i n i t i a t i v e s  a r e  c a r r i e d  through. 







I V. ORGANIZATION AND MANAGEMENT ANALYSIS 

Introduction 

I 
1. Purpose 

The purpose of this section is to carry out a general 

I analysis of the organizational structure and management of the 
Rank .in order to idmtify areas for improvement and to recommend 

I adjustments to CABEI 's senior management. 

2. Scope of Analysis 

a. Review and zissess the current organizational structure 
and management situation; review the impact of the 1954 
reorganization; relate this assessment to CABEI's 
operational requirements in cazrying out its medium- and 
long-term strategies 

b. Evaluate the Bank's management information system with 
emphasis on its financial management, reporting and 
control system 

c. Assess internal coordination/communications practices 

d. Review loan application, appraisal authorization and 
supervision practices 

e. Review personnel selection, staff utilization and 
training practices 

B. Backpround 

1. Principal Organization and Management Problems 

Identified in Previous Studies 

In recent years, a number of special studies have reviewed 

I various aspects of CABEI's organization, management, operations, 

, , finance and overall performance. 
,'I . 
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We have reviewed a  number of t h e s e  s t u d i e s  which have i d e n t i -  
f i e d  c e r t a i n  o r g a n i z a t i o n a l  and management problem a r e a s .  These 

Need t o  s t r eng then  planning and programming func t ions  
and g i v e  t h e s e  increased  s t a t u s  i n  t h e  o r g a n i z a t i o n a l  
h i e r a r c h y  

Need t o  reduce t h e  number o f  execut ives  r e p o r t i n g  t o  
P res iden t  and Executive Vice P res iden t  

Need f o r  expanded informat ion  flow and coord ina t ion  
throughout Bank 

Need f o r  a  modern management information system and 
subsystems covering requirements  f o r  a l l  u s e r s  

Need f o r  a  modern, automated f i n a n c i a l  management, 
r e p o r t i n g  and c o n t r o l  system 

Need f o r  improved personnel  s e l e c t i o n .  s t a f f i n g  and 
t r a i n i n g  programs 

Need f o r  o rgan iza t ion  and methods s t a f f ,  a s s o c i a t e d  wi th  
systems u n i t ,  t o  conduct cont inous eva lua t ion  of 
o r g a n i z a t i o n  and procedures  t o  r a t i o n a l i z e  o p e r a t i o n s  

Need f o r  design/ implementat ion o f  o p e r a t i o n a l  procedures 
t o  reduce paper work, speed up loan  p rocess ing ,  approval  
and superv i s ion  

Need t o  improve Bank's e x t e r n a l  image a s  an o p e r a t i o n a l -  
l y  e f f i c i e n t  f i n a n c i a l  i n s t i t u t i o n  o f f e r i n g  d i s t i n c t i v e ,  
compet i t ive  s e r v i c e s  t o  c l i e n t s  

Need t o  c l a r i f y  d e f i n i t i o n  of  f u n c t i o n s  between u n i t s ;  
de lega t ion  o f  r e s p o n s i b i l i t i e s  and a u t h o r i t i e s  

Need t o  s t r e a m l i n e  i n t e r n a l  a c t i o n / d e c i s  ion-making 
process  

~ e e d  t o  e s t a b l i s h  s p e c i a l i z e d  u n i t  t o  a s s i s t  
r e h a b i l i t a t i o n  of  p r i v a t e  s e c t o r  p o r t f c l i o  



C. The 1984 Reorganization Process 

. Origins 

The Rank maintained its original organizational structure, 

with only modest changes, until 1976 when a l~lajor reorganization 
was undertaken. (See Exhibit V-1  for organizational structure 

1976-84. )  Its basic objective was to adapt the organizational 
structure to serve better the requirements of its planned medium 

and long term strategies and to accomodate the growth in its 
operations. 

Over the past year. both the World Rank and the Inter- 

American Development Bank have held discussions with the Bank 

concerning improvement in organization and management practices. 

Senior bank wanagement has understood well the need for a 

comprehensive reorganization effort. Both these institutions 

offered to finance technical assistance services for the Bank for 
this purpose. These offers were left pending until the Bank 

could undertake its 1984 reorganization. At the same time, the 
increasingly serious financial problems of the Bank made it more 

urgent to take action to reduce its staff and trim its operating 
expenses. 

From these origins emerged the decision of the bard of 

Directors in February 1984 to uildertake a major reorganization. 

2. Reorganization Objectives 

The principal objectives of the 1984 reorganization process 
were: 

o . To promote efficiency and e2fectiveness in the 
management of bank operations 





To develop more e f f e c t i v e  s t a t e g i e s  and mechanisms f o r  
o b t a i n i n g  new f i n a n c i a l  r e svurces  t o  ease  t h e  l i q u i d i t y  
c r i s i s  and permit  a  resumption of  lending  

Development of  procedures  t o  i d e n t i f y  and promote 
s e l e c t e d  development p r o j e c t s  i n  both p u b l i c  and p r i v a t e  
s e c t o r s  which a r e  i n  accordance wi th  s t r icter  lending 
c r i t e r i a  and p o l i c i e s  i n  o rde r  t o  improve p r o j e c t  
q u a l i t y  and minimize r i s k s  

To upgrade and improve t h e  Bank's s t r a t e g i c  and 
o p e r a t i o n a l  planning f u n c t i o n  

To improve i n t e r n a l  coord ina t ion  and communications 

To o rgan ize  a  s p e c i a l  unit: t o  p lan  and manage t h e  
r e h a b i l i t a t i o n  of  t h e  Bank's de l inquent  p r i v a t e  s e c t o r  
p o r t f o l i o  

To reduce a d m i n i s t r a t i v e ,  p a r t i c u l a r l y  pe r sonne l ,  c o s t s  

To move experienced Bank s t a f f  i n t o  d i f f e r e n t  s e n i o r  and 
midd le - l eve l  managment p o s i t i o n s  than they  p rev ious ly  
occupied 

To r e f l e c t  a  more dynamic and r e v i t a l i z e d  e x t e r n a l  image 

3 .  Reorganizat ion Process  

Reorganizat ion planning was undertaken by a  smal l  group of  

s e n i o r  execu t ives  supported by a t e c h n i c a l  s t a f f .  The P res iden t  

and t h e  Executive Vice P res iden t  d i r e c t e d  t h e  process .  

In  planning t h e  r e o r g b i z a t i o n .  t h e  Bank d i d  n o t  u t i l i z e  
o u t s i d e  p r o f e s s i o n a l  c o n s u l t i n g  s e r v i c e a .  When t h e  reorganiza-  

t i o n  was f i n a l l y  implemented in October 1984, t h e r e  was no 

o r g a n i z a t i o n a l  document d i s t r i b u t e d  t o  s t a f f  f o r  i t s  o r i e n t a t i o n .  
Such a document could have explained t h e  concepts ,  r a t i o n a l e  and 

o b j e c t i v e s  of t h e  ' reorganiza t ion  t o  b e t t e r  meet t h e  Bank's 
r ev i sed  goa l s  and s t a t e g i e s .  In  announcing t h e  r e o r g a n i z a t i o n ,  

s e n i o r  management " t r e s s e d  t h a t  an o r g a n i z a t i o n a l  reform 



I1 process1' was under way which would be continually evaluated and 
revised where necessary. Bank officials indicated that an 

initial evaluation of the reorganization process would be 
undertaken in January 1985, or after about three months of 

implementation experience. 

An initial organization chart was distributed to senior 

executives and finally approved by the Board of Directors on 
February 25,  1984 (see Exhibit V-2). This initial organization 

chart was extensively discussed within the Bank. The Board of 
Directors actively participated in adjusting and refining the 

reorganization design. On the basis of guidelines set down by 
the Board and the Presidency. the technical staff undertook 

special studies including preparation of new organizational and 

operational procedures manuals. 

On July 17, 1984, the Board of Directors approved a new 
version of the reorganization chart--(See Exhibit V-3). 

During the period February through September of 1984, a 

special workforce reduction occurred affecting both professional 

and administrative personnel with the result that, approximately 
90 persons retired or otherwise left the Bank. A generous 
incentive retirement program was announc~d. Personnel of retire- 
ment age but considered by senior managem~nt to be valuuble to 

Bank operations were invited to remain on duty. 

On October 1 ,  1984, after the workforce reduction was com- 

pleted, the reorganization approved in July 1984 was officially 

implemented. Most of the senior and middle level manager 

positions are currently being filled by experienced Bank 
personnel who previously occupied different positions. As a 
result, most had only been in their jobs about three weeks when 

our Proj ect Team interviewed them. 
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4 .  P r i n c i p a l  Fea tu res  o f  t h e  1984 Reorganizat ion 

The p r i n c i p a l  f e a t u r e s  of t h e  new o r g a n i z a t i o n a l  s t r u c t u r e  
a r e  a s  fo l lows :  

a .  The F i n a n c i a l  Gerencia 

The f u n c t i o n s  of  t h e  F i n a n c i a l  Gerencia were modif ied t o  
concen t ra t e  on seeking  ou t  and o b t a i n i n g  increased  f i n a n c i a l  

r e sources .  The accoun t ing ,  sys tems,  budget ing and t r e a s u r y  

func t ions  were placed i n  a  s e p a r a t e  Department of  Opera t iona l  
Cont ro l  r e p o r t i n g  d i r e c t l y  t o  t h e  Execu: '.ve Vice P r e s i d e n t .  The 

new F inanc ia l  Gerencia  i s  composed of  two suppor t ing  u n i t s :  

- The Area f o r  Resource Erivelopment (Consecuc.ion de  
Recursos) 

- The Area f o r  Coordinat ion wi th  C r e d i t  Sources 

The r a t i o n a l e  f o r  t h e s e  changes i s  t o  focus t h e  e n e r g i e s  of 
t h e  F inanc ia l  Gerencia  - e x c l u s i v e l y  on e s t a b l i s h i n g  t h e  Bank's 

c r e d i t  r e p u t a t i o n  i n  major c a p i t a l  markets and o b t a i n i n g  new 

I f i n a n c i a l  r e sources .  This  change r e f l e c t s  a  c l e a r  response  t o  

t h e  Bank's c u r r e n t  f i n a n c i a l  c r i s i s  and i t s  c u r r e n t  d l f f i c u l t i e s  

I 
i n  o b t a i n i a g  new r e s o u r c e s .  

1 
b. Promotion and S t u d i e s  Gerencia 

A new Promotion and S t u d i e s  Gerencia i s  e s t a b l i s h e d  composed 

1 of  two a r e a s :  one f o r  s o c i a l  development, housing and p u b l i c  
s e c t o r  i n f r a s t r u c t u r e ;  and t h e  o t h e r  f o r  promotion o f  p roduc t ive  

1 .  s e c t o r  investments .  This Gerencia is b a s i c a l l y  s t w c t u r e d  o u t  o f  
J t h e  o l d  Gerencia f o r  Programming and Promotion 



The organizational objective here is to reorient the process 
of identifying and selecting development projects from one of 

responding to requests to one of actively targeting and promoting 
projects meeting rsvised strategic planning priorities. It is 

hoped that this new orientation will help improve the quality of 
the loan portfolio and reduce risks. 

c. Operations Gerencia 

An Operations ..- Gerencia is created to direct the loan project 
monitoring process and to supervise the Bank's loan portfolio. 
This Gerencia is composed of three areas: 

o The Area for Rehabilitation of the Private Sector 
porta- This unit ininistratively attached to 
the Operations Gerencia but functionally will report to 
the ~xecutive Vice president-reflecting- the ;.eed* for 
senior management attention for this priority area. The 
creation of this unit was recommended by the World Bank 
to ensure effective management of the effort to 
resuscitate the delinquent private sector portfolio. 

o The Area of Monitoring (Seguimiento) is responsible far 
monitoring and controlling the processing of loan 
applications prior to their formal approval. 

o The Area of Pro-ject Supervision responsible for 
portfolio management and control, contacts with clients 
and for supervising loan projects from start through 
final debt payments. 

d. Department of Plannin~ 

1 The Department of Planning was established to strengthen and 

give increased hierarchial status to the Bank's strategic and 

I .  
operational planning unit- This unit was formerly located in the 

old Programming an'd Promotion Gerencia. The newly created de- 
partment reports directly to the Executive Vice President and is 

composed of three areas: 



o Economic planning 

o Financial programming 

o Statistics, documentation and publications 

The department undertakes operational/financial programming 

for the Bank. It prepares annual operational plans describing 

financial resource requirements by sector, program and project 

and indicating the desired borrowing terms and conditions. This 

annual operational plan provides guidance to the Financial 
Gerencia in obtaining required resources for financing approved 

projects. The Department is also responsible for analysis of the 
development situation and economic trends in the countries of the 

region. It prepares short and medium-term financial projections 
of cash flow. 

e. Coordinating Committees 

To improve internal coordination, four new coordination 

committees have been establi'shed. These committees involve the 
participation of the President, the Executive Vice President and 

senior executives of key organizational units. There is an . 

awareness in the Rank of the need to improve both horizontal as 

well as vertical information flows and coordination practices. 

The new coordinating committees are: 

o The General Coordination Committee The Executive Vice 
President uses this committee to interact with senior 
executives on policy and operational matters. 

o The Planning Coordination Committe is responsible for 
coordination and advising senior management on the 
design of policies, strategies, plans and programs of 
the Bank. 



o The Credit Coordination Committee is responsible for 
advising senior management on credit policies, standards 
and operations. 

o The Financial Coordination Committee is responsible for 
review and approval of all major financial policies and 
operations, particularly in respect to obtaining new 
financial resources. 

The General, Planning and Credit Coordination Committees have 
advisory responsibilities. The Financial Coordination Committee 

is the only one with executive (decision-making) authority. 

f. Department of Project Analysis 

This department has responsibility for appraising loan pro- 

jects in both the public and private sectors. It used to be part 
of the old Analysis and Supervision Gerencia. Under the reorgan- 

ization, it was made independent reporting directly to the 

Executive Vice President. The rationale for this change is 

reportedly to avoid potential conflicts of interest which might 

arise where the unit which appraises a project is located in the 

same gerencia responsible for supervising it. 

g. Department of Operational Control 

This new department is responsible for financial management 

and control of Rank resources. It reports directly to the 
Executive Vice President. It combines the treasury. budgeting, 

accounting and systems functions. In the previous organization, 
accounting and systems formed part of the Administrative 
Gerencia. The treasury, financial programming and budget func- 

tion were in a separate Financial Gerencia. This new department 

was set up separately from the Financial Gerencia to ensure that 

financial operations and control did not divert attention of the 

Gerencia from the priority of financial resource procurement. 



Since the highest current priority for systems development is 
the design and installation of a modernized accounting system, 
the Bank's systems unit has now been combined with the accounting 
area. 

h. Department of Personnel and Organization 

With the disappearance of the old Administrative Gerencia, 

the Personnel Department has now been functionally combined with 

the Organization and Methods unit. The new department reports 

directly to the Executive Vice President. The Organization and 
Methods unit had no staff on duty as of the time of 'the Team's 
visit. 

i. Relationship between the President and the 
Board df Directors 

In 1982, prior to the recent reorganization, the role of the 

President on the Board of Directors was modified. While he 
previously was an ex-officio voting member of the Board, a change 

was made in 1 982 to make him a non-voting member. 

Current Status of the Reorganization Process 

The 1984 reorganization was formally activated on October 1 ,  

1984. 

The current status of the reorganization is as follows: 

o The majority of heads of organizational units are new in 
their jobs although most are career Bank employees 
who have worked in other positions and are experienced 
in a variety of operational activity. 



o The Bank is planning to recruit outside to fill 
vacancies in its new organization particularly in the 
Audit, Systems, Organization and Methods, and Personnel 
Departments. In addition, it is recruiting a small 
staff for the Area for the Rehabilitation of the Private 
Sector Portfolio. 

o Since most executives are new in their jobs, they are 
currently in the process of organizing their staffs, 
reviewing their functional responsibilities, 
coordinating and establishing their relationships with 
other units. 

D - Key Findings and Recommendations 

In this section, we present the results of our analysis of 

the organization and management of CABEI. 

We have organized this. section so as to combine our findings 

and recommendations relating to specific organization and 
management areas as follows : 

1. General Findings 

2. Specific Findings and Recommendations 

a. Organizational Structure 
b. Management Policies and Practices 
c. Management Information Systems 
d . Loan Promot ion, Approval and Operat ions 
e. Personnel and Training 
f. Coordination and Communications 

1 . General Findings 

o The Bank has certain organization/management problems 
which impair its operational efficiency and detract from 
its external image. Some of the key problem areas 
include: 



- Lack of an automated management information system 
and particularly an effective financial information 
and reporting system 

- A need to improve its external image as an agile, 
efficient financial institution 

- Inadequate institutional experience and capability 
in relating to the private sector 

- A past tendency toward a short term management 
focus characterized by improvisation in responding 
to crisis situations, inadequate attention to 
careful strategic, operational and administrative 
planning 

These and other problems, to be discussed below, have 
developed over time. We consider that they can readily 
be overcome in time, given priority management attention 
and diligence in undertaking remedial action. We consi- 
der these institutional ~roblems . while im~ortant . to be 
similar to those afflicthe, a number of de;elopment 
finance institutions in Latin America to which AID is 
providing economic and technical assistance. The 
specific recommendations related thereto and their 
priorities for implementation are discussed below. 

o The 1984 reorganization reflects a commendable initia- 
tive of the Bank to address its principal organization 
and management problems which the Board of Directors and 
senior executives well understand. 

o The Bank's organization and manageinent problems merit an 
equally high priority as that accorded to obtaining new 
financial resources. The Bank's capacity to attract new 
resources depends importantly on its external image as a 
financially sound and well-managed institution. 

o With continuous and diligent attention to organizational 
and management improvement activities, the Bank should 
over time be fully capable of meeting the institutional 
requirements of its medium and longterm strategic plans. 

o The Rank is fortunate in having a number of experienced, 
competent professionals in different organizational 
units who can play a key role in the institutional 
improvement effort. 



Specific Findings and Recommendation 

a. The Organizational Structure 

(1) Findings 

We recognize that the 1984 reorganization has only recently 

been activated. Time is needed to assess its results. An 

in-house evaluation of the reorganization process is scheduled 

for January 1985. The following findings and recommendations are 
respectfully submitted as constructive inputs to that evaluation. 

The positive features of the 1984 reorganization arc as 

follows : 

The logical grouping of the three main line organiza- 
tions into (1) promotion and studies (the demand) (2) 
the financial (the supply) and (3) the operations 
gerencias 

The creation of a new Department of Planning reporting 
to the Executive Vice President and reflecting an 
appropriate recognition of the need for and importance 
of strategic and operational planning 

The establishment of an Area for the Rehabilitation of 
the Private Sector Portfolio 

The creation of four (4) senior level coordinating 
committees 

The revised definition of the functions of the Promotion 
and Studies Gerencia to foster greater selectivity in 
identifying and promoting projects meeting stricter 
lending priorities 

The preparation of new manuala of organization of 
operating procedures 

The concentrated focus of the Board of Directors and 
senior executives over several months on organization 
and management issues which has sensitized and oriented 



Bank Directors and staff on the importance of these 
matters 

o The reduction in force which significantly reduced the 
number of personnel and operating costs. 

The principal weaknesses identified in the reorganization 

are: 

o Inadequate advanced technical planning as evidence by: 

- Lack of documentation setting forth the organiza- 
tional goals, specific objectives, rationale, and 
anticipated benefits of the process 

- Inadequate communication with Bank staff during 
various stages in the process to i:lform on the 
goals, objectives and rationale of the process and 
how it may effect them 

- Lack of qdalif ications statements accompanyi.~g each 
position description for key executives listing 
education, training and experience requirements 
needed to perform effectively the functions and 
responsibilities of the position 

- Lack of documented qualitative and/or quantitative 
benchmarks for evaluating progress in meeting the 
goals and objectives of the reorganization process 

o The new organizational structure appears to reflect an 
ad-hoc response to a crisis situation rather than a 
stable structure reflecting sound organizational 
concepts applicable over time to changing institutional 
circumstances (e.g., the combination of systems function 
with accounting reflecting the priority given to 
automating the accounting system .) 

o There is a fragmentation of% the Rank's financial manage- 
ment function into three separate or~anizational units: 
( 1 )  financial programming in the ~e~artment of Plannin~; 
(2) financial operations and control in the Department 
of Operations Control and (3) financial resource 
development in the Financial Gerencia. It appears there 
is no single point below the Executive Vice President 
where expeditious financial decision making can be made. 
The Financial Coordination Committee, while possessing 



decision making authority, is an unsuitable mechanism 
for this purpose. 

o The absence of a separate Svstems and Organization 
Department, reporting to the Executive Vice President 
which could combine organization and methods (O+M) 
functions with a systems operations unit to serve the 
needs of the entire institution. 

o The almost simultaneous activation of the reorganiza- 
tion, reduction and reassignment of personnel and 
changes in operating procedures which together 
represents a triple shock to organizational stability. 

o The excessive number (1 1 ) of organizational units 
reporting to the Executive Vice Presidency. 

o The location of the Project Analysis Department as an 
independent staff unit reporting to the Executive Vice 
president. The appropriafe place for this unit is as a 
separate area under the Operations Gerencia which should 
be responsible for managing the entire project 
appraisal, monitoring and supervision process. The 
potential for conflicts of interest between the project 
analysis and supervision areas can readily be limited 
through effective control by the Operations Manager. 

o An inappropriate division of labor as between the 
Department of P l a n q m  and the Financial Gerencia. The 
Area for Financial Pronramminp, of the Department of 
Planninq has current responsibility for making short 
term projections of cash flow. (see pg.  152.02 (3) of 
Organization Manual) We consider that short term cash 
flow projections (up to one year) are more appropriately 
performed by the Financial Gerencia. 

(2) Recommendations 

In Exhibit V-4, we provide an organization chart reflecting 

proposed adjustments to the current structure. 

The recommended changes are as follows: 

o Clearly discriminate between staff and line .. - functions 





o E s t a b l i s h  a  Department o f  Systems and Organizat ion 
r e p o r t i n g  t o  t h e  Execut ive Vice P res iden t  as a  new s t a f f  
o f f i c e  inc lud ing  O+M and informat ion  system o p e r a t i o n s  
u n i t s .  This Department w i l l  s e r v e  t h e  e n t i r e  i n s t i t u -  
t i o n  but  w i l l  g i v e  p r i o r i t y  t o  developing an automated 
account ing system. 

o Es tab l ioh  a  new s t a f f  Department o f  Adminis t ra t ion wi th  
sub-un i t s  f o r  ( 1 )  Personnel  and T r a i n i n q  and (2 )  
Adminis t ra t ive  Se rv ices .  

o Reorganize t h e  F i n a n c i a l  Gerencia t o  i n c o r p o r a t e  two 
sub-gerencias  : 

- a  Sub Gerencia f o r  F i n a n c i a l  Operat ions  

- a  Sub Gerencia f o r  F i n a n c i a l  Resources 

This change w i l l  ensu re  t h a t  t h e  F i n a n c i a l  Gerencia h a s  
c l e a r  r e s p o n s i b i l i t y  - and d e c i s i o n  making a u t h o r i t y  on 
key f i n a n c i a l  m a t t e r s  r e l a t i n g  both  t o  o b t a i n i n g  a s  w e l l  
a s  c o n t r o l l i n g  r e sources .  There i s  a  need f o r  a  s i n g l e  
dec i s ion  p o i n t  below t h e  Execut ive Vice P r e s i d e ~ t  on 
f i n a n c i a l  m a t t e r s .  With t h i s  change,  t h e  Gerenc ia ' s  
func t ions  w i l l  s h i f t  from one o f  meeting a t r a n s i t o r y  
" c r i s i s "  t o  one of  a  s t a b l e  o r g a n i z a t i o n a l  u n i t  capab le  
of f i n a n c i a l  management over  t h e  long term. 

o Redefine t h e  f u n c t i o n s  of  t h e  Gerencia F inanc ie ra  t o  
inc lude  t h e  p r e p a r a t i o n  o f  s h o r t  term ( 1  y e a r  o r  under) 
p r o j e c t i o n s  o f  cash  f low t o  a s s e s s  t h e  Bank's l i q u i d i t y  
s i t u a t i o n .  This  f u n c t i o n  should be  t r a n s f e r r e d  from t h e  
Area of  F i n a n c i a l  Programming t o  t h e  Gerencia 
F inanciera .  

o  Locate t h e  Department o f  P r o j e c t  Analysis  w i t h i n  t h e  
Operat ions  Gerencia.  This  change i s  i n d i c a t e d  t o  p l a c e  
t h e  p r o j e c t  a n a l y s i s  f u n c t i o n  a s  an independent a r e a  
w i t h i n  t h e  Opera t ions  Gerencia  where it a p p r o p r i a t e l y  
f i t s  i n .  I t  i s  important  f o r  t h e r e  t o  be cont inuous 
coord ina t ion  and feedback between t h o s e  who a p p r a i s e  a  
p r o j e c t  and t h o s e  who s u p e r v i s e  i t .  

o Change t h e  name of  t h e  "Area o f  R e h a b i l i t a t i o n  of  t h e  
P r i v a t e  Sec to r  P o r t f o l i o  t o  t h e  "Area of  P r o j e c t  
R e h a b i l i t a t i o n " .  This  change r e f l e c t s  t h e  need t o  per -  
manently provide  r e h a b i l i t a t i o n  s e r v i c e s  t o  both p u b l i c  
and p r i v a t e  s e c t o r  p r o j e c t s  and t o  emphasize ~ r e v e n t i v e  
a s  w e l l  a s  c u r a t i v e  c a r e  of t h e  loan  p o r f o l i o .  
Here to fo re ,  p u b l i c  s e c t o r  p r o j e c t s  have n o t  r equ i red  



rehabilitation services in the same financial sense that 
applies to private projects. On the other hand, public 
sector projects may also benefit from technical 
assistance services (e-g., institutional improvements, 
project management, etc.) . The Area will naturally give 
its highest priority to rehabilitating the delinquent 
private sector portfolio. Once the area is well 
established and its functions are being performed 
effectively, we recommend that the Area chief report 
functionally to the Operations Manager. 

I o Prepare qualifications statements for all senior and 
middle management executives which are based on 
requirements of their position descriptions. 

I 
b. Management Policies and Practices 

1 (1) Findings 

o General Management 

I The Bank needs to improve its external image of ,being an 

agile, efficient and dynamic financial institution. It presently 

I suffers from a negative external image- Whether justified or 

not, the image exists and must be dealt with as a serious manage- 

/ ment problem. The Bank management is fully aware of this problem 
I and has demonstrated courage and commitment in undertaking on its 

own a comprehensive reorganization designed to improve the insti- 
! 
I tution's efficiency and effectiveness. Success in changing this 

image depends on selecting outstanding professionals for its 

senior and middle level executives, defining their functions, 
responsibilities and authorities, and holding them accountable 

for high standards of performance in carrying out their duties. 



o Lack of Management Information System 

Bank management i s  severe ly  handicapped by t h e  l ack  of an 

I e f f e c t i v e  management information system providing a11 organiza- 

t i o n  u n i t s  t ime ly ,  co r r ec t  and complete information needed t o  

I perform t h e i r  funct ions .  This c r i t i c a l  management problem w i l l  

be discussed f u r t h e r  below: 

o Delegation of Responsib i l i ty  and Authority 

I The pos i t i on  desc r ip t ions  i n  t h e  new organiza t ion  manual s e t  

ou t  t h e  s p e c i f i c  r e s p o n s i b i l i t y  and au tho r i t y  f o r  each s en io r  

1 o f f i c i a l  including a l l  heads of o rgan iza t iona l  u n i t s .  Senior 

Bank management i s  concerned with ensuring t h a t  de lega t ion  of  

J r e s p o n s i b i l i t y  and au tho r i t y  se rve  as  p r a c t i c a l  guides t o  ac t ion  

f o r  improving opera t ions  and, i n  p a r t i c u l a r ,  the  decision-making 
process.  Reportedly, some sen io r  o f f i c i a l s  have tended i n  t h e  

1. p a s t  t o  avoid making decis ions  wi th in  t h e i r  competence and 
a u t h o r i t y  and passed on mat ters  requi'ring ac t ion  t o  t he  Executive 

I 
I Vice Presidency f o r  r e so lu t i on ,  r e s u l t i n g  i n  an added work load 

f o r  him. 

o The Decis ion-Making Process 

The decision-making process appears i n  need of improvements. 

I t  i s  important t h a t  a l l  managers make decis ions  wi th in  t h e i r  

competence and au tho r i t y  while  pass ing up only those  important 

mat te r s  r equ i r i ng  a t t e n t i o n  of s e n i o r  management. There i s  a l s o  
a  need f o r  improved s t a f f  work by middle l e v e l  managers i n  

preparing decis ion  o r  a c t i on  memoranda f o r  s en io r  Bank 
executives.  Such s t a f f  work normally involves c o r r e c t  and 

p r ec i s e  formulat ion of t he  problem, and f o r  key i s s u e s ,  provision 
o f  e s s e n t i a l  da t a  and ana ly s i s ,  prepara t ion  of a l t e r n a t i v e  



courses of action and their likely consequences, and lastly, 
recommendations for decision or action. 

o Management Policies and Practices Documentation 

A series of manuals cover organization, management practices 
and operational procledures. These include: 

o A manual om organization (recently prepared covering the 
1984 reorganization) 

o A manual on operational procedures (recently prepared 
based on 1984 reorganization) 

o A manual on personnel administration 

o A manual on budget preparation 

o A rranual on financial norms and policies 

These manuals are being reviewed to reflect changes stemming 

to the 1984 reorganization and to serve as practical guides for 
action by all organizational units. 

With respect to the new manual on operational procedures, we 

did not find any flow or critical path charts which identify each 

discrete step in operational processes. Thus, there is at 
present no means of telling if there has been an increase or 

reduction in the total number of steps in new operational proce- 
dures. Such charts are important for assessing work simplifica- 

tion, identifying informational requirements and preparing the 
conceptual design of a management informat ion system. 



o Accoun tab i l i t y  

Accoun tab i l i t y  i s  t h e  concept  t h a t  s e n i o r  management ho lds  

subord ina te  managers and s t a f f  accountable  f o r  t h e  e f f e c t i v e  
d i scha rge  of t h e i r  r e s p o n s i b i l i t i e s .  Ensuring personnel  

a c c o u n t a b i l i t y  i s  u s u a l l y  achieved by both informal  and formal 
means- The informal means involves  d i r e c t  supe rv i s ion  by s e n i o r  

management of  subord ina te  s t a f f  where t h e  s e n i o r  manager d e f i n e s  
t h e  q u a l i t a t i v e  requirements  o f  a  s u b o r d i n a t e ' s  performance and 

monitors  r e s u l t s .  Rewards and p e n a l t i e s  a r e  then d i s t r i b u t e d  
depending on performance. 

The more formal means i s  t h e  ope ra t ion  o f  a  personnel  

eva lua t ion  system where an o f f i c i a l ' s  o v e r a l l  performance i s  
r e g u l a r l y  eva lua ted .  S ince  1982, t h e  Bank's personnel  e v a l u a t i o n  

system has  n o t  been o p e r a t i v e .  A t  t h a t  t ime t h e  D i r e c t o r s  

advised s e n i o r  management o f  i t s  d i s c o n t e n t  wi th  t h e  o p e r a t i o n  of  

t h e  then  e x i s t i n g  e v a l u a t i o n  program and suggested a  s t u d y  t o  
develop a  more e f f e c t i v e  system. To d a t e ,  a  new personnel  

e v a l u a t i o n  system h a s  n o t  been implemented. Repor ted ly ,  Bank 
personnel  have n o t  rece ived  formal  e v a l u a t i o n s  o r  e i t h e r  c o s t  o f  

l i v i n g  o r  i n  s t e p  base  s a l a r y  adjustments  s i n c e  1982. 

o Re la t ionsh ips  between t h e  Board o f  Di rec to r s  and t h e  
Bank Management 

The Di rec to r s  of  t h e  Bank work on a  f u l l  time b a s i s  a l though 

I 
they  meet i n  Tegucigalpa one week p e r  month. There have been 

-1 some i n d i c a t i o n s  t h a t  D i r e c t o r s  on occasion tend t o  g e t  involved 

i n  day-to-day bank o p e r a t i o n s  i n c l u d i n g  c o n t a c t i n g  o p e r a t i o n a l  

I .  s t a f f .  While they  have t h e  r i g h t  t o  do s o ,  such i n t e r v e n t i o n s  
1 

could have ar. impact on how w e l l  s e n i o r  management performs. 

.I This  is  a  d e l i c a t e  a r e a  where t h e r e  a r e  no c l e a r  answers. 



S u f f i c e  i t  t o  s a y  t h a t  s e n i o r  bank management and t h e  Di rec to r s  
could u s e f u l l y  review t h e i r  working r e l a t i o n s h i p s  and ag ree  on 

a p p r o p r i a t e  r o l e s  and r e s p o n s i b i l i t i e s .  The o b j e c t i v e  is t o  
provide  s e n i o r  management wi th  maximum a u t h o r i t y  and autonomy i n  

running t h e  Bank on a day-to-day b a s i s  w i t h i n  p o l i c i e s  approved 
by t h e  D i r e c t o r s .  

( 2 )  Recommendations on Management P o l i c i e s  
and P r a c t i c e s  

, . 

o F i l l i n g  Vacancies a t  Senior  and Middle Management Levels 

A number of  s e n i o r  and middle  management p o s i t i o n s  a r e  o r  may 
become vacant  soon. I t  i s  e s s e n t i a l  t h a t  t h e s e  p o s i t i o n s  be 

f i l l e d  w i t h  e x c e p t i o n a l l y  q u a l i f i e d  p r o f e s s i o n a l  bankers  wi th  

proven management a b i l i t i e s .  The q u a l i t y  of  s e n i o r  execu t ives  
s e l e c t e d  impact d i r e c t l y  on t h e  Bank's e x t e r n a l  image. 

o The Decision Making Process  

Tra in ing  seminars should be organized t o  o r i e n t  p r o f e s s i o n a l  
s t a f f  on t h e  requirements  f o r  e f f e c t i v e  s t a f f  work i n  prepar ing  

a c t i o n  o r  d e c i s i o n  memoranda f o r  s e n i o r  management. 

Flow c h a r t s  o r  c r i t i c a l  pa th  c h a r t s  should be prepared f o r  

o p e r a t i o n a l  procedures  which i d e n t i f y  d i s c r e t e  s t e p s  i n  each 
p rocess .  Such c h a r t s  a r e  necessa ry  t o  a s s e s s  o p e r a t i o n a l  

e f f i c i e n c y  and management in format ion  u s e r  requirements .  



o R e l a t i o n s h i p  between t h e  Roard of  D i r e c t o r s  and Senior  
Bank Management 

We recommend a review o f  t h e  a p p r o p r i a t e  r e l a t i o n s h i p s  

between t h e  Board and s e n i o r  management. Such a  review could 
c l a r i f y  t h e  a u t h o r i t y  o f  s e n i o r  management t o  run day-to-day 

o p e r a t i o n s  w i t h i n  gene ra l  p o l i c i e s  and g u i d e l i n e s  e s t a b l i s h e d  by 
t h e  Board. 

c .  Management Information Systems (MIS) 

( I  ) Findings 

o There i s  a unanimous concensus among a l l  managers and 
s e n i o r  execu t ives  interviewed t h a t  t h e  l a c k  o f  an 
automated management in format ion  system c o n s t i t u t e s  a  
major impediment t o  t h e  e f f e c t i v e  d i scha rge  o f  t h e i r  
f u n c t i o n s .  

o Despi te  t h e  f a c t  t h a t  t h e  Bank has  had f o r  some t ime an 
informat ion  systems u n i t ,  t h e  a p p l i c a t i o n s  developed 
have never  been placed i n  an i n t e g r a l  conceptua l  des ign  
f o r  a  management in format ion  system. A s  a r e s u l t ,  t h e r e  
a r e  a t  p r e s e n t  a s e r i e s  o f  independent and i s o l a t e d  
s y s  tems . 

o F i n a n c i a l  and a d m i n i s t r a t i v e  account ing  is mixed i n t o  
one system which, a t  b e s t ,  does n o t  s a t i s f y  t h e  needs o f  
s e n i o r  management f o r  t i m e l y ,  c o r r e c t  and complete 
in format ion  needed f o r  d e c i s i o n  making. 

o The p r e s e n t  account ing system appears  f u l l y  capable  o f  
p rov id ing  complete and c o r r e c t  in format ion  on t h e  
f i n a n c i a l  s i t u a t i o n  o f  t h e  Bank. Its main d e f i c i e n c y  is 
t h a t  i t  i s  n o t  f u l l y  automated and p r e p a r a t i o n  o f  
in format ion  is slow. 

o The account ing system now used has  n o t  been modified 
s i n c e  t h e  bank was e s t a b l i s h e d .  I ts  o r i g i n a l  s t r u c t u r e  
was designed t o  s a t i s y  t h e  informat ion  and r e p o r t i n g  
requirements  of  i t s  major c r e d i t o r s  (AID, IDB, p r i v a t e  
commercial banks) r a t h e r  than t h e  informat ion  needs of  
s e n i o r  bank managemerit. S p e c i f i c a l l y  t h e  account ing  



system is  o r i e n t e d  toward how t h e  bank i s  managing i t s  
c r e d i t  l i n e s  from i t s  funding sources  r a t h e r  than how 
t h e  bank is managing i t s  own loan  p o r t f o l i o .  

o To overcome some of t h e  problems descr ibed  above, t h e  
Accounting Department has  developed independant 
"modules" t o  capture  and process  d i f f e r e n t  types  of d a t a  
bu t  t h i s  d a t a  occas iona l ly  does no t  agree  wi th  t h e  
formal account ing records .  

o There e x i s t s  a  mixture of  manual and automated 
procedures f o r  t reatment  of  information.  This  makes it 
d i f f i c u l t  t o  o b t a i n  t i m e l y ,  r e l i a b l e  informat ion .  

o There does n o t  e x i s t  c l e a r  and e s t a b l i s h e d  ~ r o c e d u r e s  
f o r  t h e  i n t e r n a l  f low of informat ion ,  whethhr produced 
manually o r  by computer. 

o  The computer process  i n  t h e  Bank i s  b a s i c a l l y  geared t o  
t h e  "batch" concept.  To produce r e p o r t s ,  i t  is  
necessary  t o  w a i t  f o r  t h e  c l o s i n g  of t h e  computer r u n ,  
f i n d  d i s c r e p a n c i e s ,  t r y  t o  c o n c i l i a t e  t h e s e  w i t h  t h e  
manual accoun t s ,  i n t e r p r e t  t h e  d i f f e r e n c e s ,  make t h e  
adjustments  and t i n a l l y  produce t h e  r e p o r t .  The product 
c o n s i s t s  of  a l a r g e  volume of pages of l i t t l e  u s e  t o  an  
execu t ive  who needs s p e c i f i c  information contained i n  
t h e  r e p o r t  i n  o r d e r  t o  t a k e  a  dec i s ion .  

o The inadequate  i n t e r n a l  a v a i l a b i l i t y  and f low of  
informat ion  needed by managers throughout t h e  Bank h a s  
l e d  t o  unheal thy tendencies :  

- Some managers want t o  buy minicomputers and s e t  up 
t h e i r  own personal  information systems 

- Managers tend t o  guard j e a l o u s l y  t h e i r  own i n f o r -  
mation and n o t  d i s t r i b u t e  i t  where needed 

- Users tend t o  ask f o r  much more informat ion  and 
processed d a t a  than i s  a b s o l u t e l y  e s s e n t i a l  f o r  t h e  
performerzce of t h e i r  j obs  

- There appears  t o  be inadequate  a p p r e c i a t i o n  among 
s t a f f  of t h e  c o s t  of  gene ra t ing  and processing d a t a  

- The decision-making process  i s  impeded a t  a l l  
l e v e l s .  

o The Bank has  cont rac ted  wi th  an experienced d a t a  
process ing  c o n s u l t a n t  t o  a s s i s t  i n  t h e  des ign  and 



automat ion o f  a  modern accoun t ing  system. The new 
system should  b e  o p e r a t i v e  i n  a y e a r  acco rd ing  t o  
c u r r e n t  p l a n s .  

( 2 )  Recommendations R e l a t i n g  t o  a  Management 
In format ion  System 

I t  i s  u r g e n t  t h a t  t h e  Bank have an e f f e c t i v e  management 
i n fo rma t ion  system. To t h i s  end,  we recommend twin approaches  
t h a t  a r e  mu tua l ly  complementary: 

o Quickly  s eek  o u t  and s e l e c t  s p e c i a l i z e d  banking s o f t w a r e  
packages t h a t  can o p e r a t e  on mini-computers.  
S p e c i f i c a l l y ,  t r y  t o  o b t a i n  programs f o r  hand l ing  
f i n a n c i a l  a ccoun t ing  modules and which can o p e r a t e  i n  
v a r i o u s  c u r r e n c i e s .  Acquire t h e  computers n e c e s s a r y  f o r  
o p e r a t i n g  t h e  packaged s o f t a r e  programs. There  i s  no 
need f o r  s e p a r a t e  mini-compyters f o r  each program. The 
volumes and p r i o r i t i e s  w i l l  i n d i c a t e  t h e  
programs/equipment r e l a t i o n s h i p .  

o Undertake a s t u d y  t o  develop a  concep tua l  de s ign  f o r  a 
i n t e g r a t e d  management i n fo rma t ion  system. The f i r s t  
s t e p  i n  such a  s t u d y  is  t h e  p r e p a r a t i o n  o f  a document 
d e f i n i n n  u s e r  i n fo rma t ion  requ i rements  f o r  a l l  o rgan i za -  
t i o n a l  u n i t s .  The ~ c c o u n t i n i / ~ ~ s t e m s  a r e a ,  w i t h  t h e  
a s s i s t a n c e  o f  t h e  Area f o r  S t a t i s t i c s  and Documentation 
i s  c u r r e n t l y  p r e p a r i n g  t h i s  document. Once t h i s  i s  
p r e p a r e d ,  t h e  p r e p a r a t i o n  o f  t h e  concep tua l  de s ign  f o r  
t h e  i n t e g r a t e d  sys tem can b e  under taken .  While t h e  
p roces s  o f  p r e p a r i n g  a  concep tua l  d e s i g n  f o r  t h e  mangem- 
e n t  i n fo rma t ion  system is go ing  fo rward ,  t h e  independent  
modules be ing  used w i th  t h e  mini-computers cou ld  
c o n s t i t u t e  3 p r o t o t y p e  f o r  t h e  i n t e g r a t e d  system. 

The p l a n n i n g ,  d e s i g n  and i n s t a l l a t i o n  o f  a  management 

i n f o r m a t i o n  system can b e  a  long  p r o c e s s .  I n  t h e  c u r r e n t  

c r i t i c a l  c i rcumstances  where Bank management needs  i n fo rma t ion  

u r g e n t l y ,  i t  cannot  w a i t  f o r  t h e  i n t e g r a l  MIS system t o  b e  
comple te ly  des igned  and i n s t a l l e d .  For t h i s  r e a s o n ,  we recommend 

t h e  u s e  o f  min i  computers w i t h  s t a n d a r d  packages o f  banking 



software.  The so f tware  may n o t  s a t i s f y  100 percent  of t h e  Bank's 
requirements  but  it should s a t i s f y  a  major p o r t i o n  (perhaps up t o  
80 pe rcen t )  of t h e s e  requirements .  I t  a l s o  has t h e  advantage 
t h a t  it can be i n s t a l l e d  r e l a t i v e l y  quickly.  

The des ign  and implementation of an i n t e g r a t e d  management 
information system should inc lude :  

- Def in i t ion  of  information requirements  f o r  a l l  bank 
o r g a n i z a t i o n a l  unf ts , (now underway). _ 

- Review of  e x i s t i n g  computer programs i n  t h e  memory 
t o  remove o b s o l e t e  o r  i n f r e q u e n t l y  used da ta .  

- Prepara t ion  of  a  conceptual  design of  management 
informat ion s y s  tem and sub s y s  tems ( f i n a n c i a l  , 
p o r t f o l i o ,  and economic and s t a t i s t i c a l  d a t a ) .  

- Design t h e  a r c h i t e c t u r e  of t h e  sy: tem. 

- Implementation planning.  

- Opera t iona l  requirements  f o r  software/hardware 
conf igura t ion .  

- Cross impact a n a l y s i s .  (Impact of  proposed system 
on o r g a n i z a t i o n ,  management, pe r sonne l ,  t r a i n i n g ,  
and space u t i l i z a t i o n )  

- Deta i led  systems des ign .  

- Program design.  

- Program coding. 

- Program t e s t i n g  . 
- System t e s t i n g .  

- Prepara t ion  of  procedures and o p e r a t i n g  manuals. 

- Train ing  of  o p e r a t o r s ,  u s e r s  and management 
personnel .  

- Implementation and acceptance of t h e  systems. 



It is advisable that the Bank have available specialized 
consulting assistance in designing the management information 

system as well as in selecting software packages and adapting 
them to Bank's needs. 

e. Loan Promotion, Appraisal and Operations 

(1 ) Analysis and Findings 

o The Department of Project Analysis is responsible for 
project appraisal from an economic, financial, techni- 
cal, and social standpoint. The Department's project 
appraisal capabilities for pubJ.ic sector infrastructure 
projects are highly regarded by outside observers. The 
quality of the department's appraisals of private sector 
projects are reportedly satisfactcry but could be 
strengthened by the addition of analysts with private 
sector experience. 

o The O~erations Gerencia is responsible for loan 
monitoring control and supervision. 

- The Area of Monitoring (Seguimiento) maintains a 
constant review and control of the loan application - * 

during processing. 

- The Area of Supervision takes over once a loan is 
approved and is responsible for loan monitoring, 
supervision and control during the life of the 
loan. The area cons is ts of a Chief, 1 9 engineers, 
5 business adrn in i s t ra t ion / f inanc ia l  analysts and 12 
secretarial and administrative staff. The Area 
currently supervises 110 active projects. 

o The Regional Representative's Office is responsible for 
ensuring that loan conditions precedent are met and 
maintaining continuing liason with the borrower. 

o The Legal Department reviews the loan contract and docu- 
, mentation submitted to satisfy conditions precedent to 

the loan contract and to initial disbursement. It also 
intervenes in respect to legal action against delinquent 
borrowers. 



Area staff members visit the clients at least once a year to 

assess performance in meeting provisions of the loan contract. 

During these visits, Area supervisors review the client's busi- 
ness plan (if in the private sector), financial reports, sales, 

inventory, and other financial indicators. These on-site reviews 
are designed to detect problems which could adversely affect the 

borrower's payment capacity. 

There is a risk that the above supervisory procedures 

invo1.ving primarily review of client reports by headquarters 
staff may be insufficient to detect emerging problems of private 

clients located in member countries. There is a need to improve 

"early warning" and "preventive care" procedures. The Bank 
should consider using local agents in countries (outside 
Honduras) to make periodic checks on the financial health of 

private sector clients. Such agents could be local audit firms, 

trained members of the regional representative's office or a 

local bank. These agents could perform a semestral review of 
such indicators as cash flow, sales, inventory, and report to the 

Area of Supervision on their findings. Such an approach should 

both improve the Bank's information on client performance as well 
as keep clients more attentive to their obligations to the Bank. 

o Collect ions 

A priority for the Bank is the expeditious collection of 

debts from both public and private sector borrowers. In 

recognition of this priority, the new operating manual provides 

(in Section 1700) detailed procedures for debt collection and 
assigns functions and responsibilities for both normal and 

delinquent debt collection among various organizational units 
including 



- Regional representative offices 

- Treasury 

- Operations Gerencia 

- Area of Supervision 

- Legal Department 

In addition, a principal function of the new Area for the 

Rehabilitation of the Private Sector Portfolio is to assist 
delinquent clients reorganize their businesses to improve their 

capability to service their debts to the Bank. Treasury records 
debt schedules and communicates directly with public and private 

sector debtors. It also forwards debt information to the 
Operations Gerencia and its Area of Supervision so that its 
supervisors can raise the issue of debt collection during client 

visits. Collection of past due debts is only one of a number of 
items discussed with clients. The Legal Department is also 

involved in advising the Executive Vice Presidency on legal 

actions that may be required to adjudicate loan guarantees. The 

Executive Vice Presidency becomes directly involved in determin- 

ing debt collecticn strategy for major government borrowers or 

private clients. Collecting debts from member governments 
requires a different strategy than collecting from private 

clients. One requires delicate diplomatic negotiations at hi-gh 

governmental levels while the other follows normal business 

practice. 

' While representing an improvement over past practices, the 

new collection procedures appear deficient in that responsibility 

for debt collection is dispersed among several organizational 

units. It appears that these units have different functions at 
various stages of the collections process and that personnel of 



these units are involved only part time in debt collection 
activities. 

There appears to be no single organizational unit below the 

Executive Vice Presidency that has primary responsibility for 
debt collection. Nor are there personnel who dedicate full time 
to debt co' lection. 

There is a risk that the new collection procedures, with its 

wide dispersal oi functional responsibilities, may prove 
ineffective in obtaining the desired results. 

There is a need for careful preparation of separate debt 

collection strategies and action programs for the public and 

private sectors. Thereafter, clear responsibilities and 
authorities should be given to a designated organizational unit 
to implement the strategies in coordination with Treasury, Legal 

Department, etc. Tr~ined personnel in such unit should be 
assigned full time to collections functions. If necessary, 
outside consultants, expert in debt collection, should be 
contracted in delinquent cases. 

o Project Rehabilitation Assistance 

Many development banks recognize that the financial health of 
its borrowers is essential to its institutional viability. They 

often establish separate offices to provide both technical 

assistance to clients to improve their operations as well as 

rehabilitation assistance once problems emerge. These offices 

sometimes provide these services directly or, more frequently, 

finance the services which are provided by consultants under 
contract. The clients usually contribute to the costs of such 

services. 



The Bank should cons ide r  providing t e c h n i c a l  a s s i s t a n c e  t o  
c l i e n t s  a t  an e a r l y  s t a g e  of t h e i r  development (p reven t ive  c a r e ) ,  

s o  t h a t  emerging problems can be i d e n t i f i e d  and reso lved  thus  
f o r e s t a l l i n g  t h e  need f o r  r e h a b i l i t a t i o n  a s s i s t a n c e  when t h e  

c l i e n t  is  a l r e a d y  i n  t r o u b l e  ( c l ~ c a t i v e  c a r e ) .  

( 2 )  Recommendations Re la t ing  t o  Loan 

Promotion, Appra isa l  and Supervis ion 

o That e f f o r t s  be made t o  r e c r u i t  personnel  wi th  success-  
f u l  p r i v a t e  s e c t o r  experience t o  work on a p p r a i s a l  and 
superv i s ion  of  p r i v a t e  s e c t o r  p r o j e c t s  

o That c o n s i d e r a t i o n  be given t o  u s i n g  l o c a l  agen t s  of  t h e  
Bank t o  undertake semes t ra l  checks of  c l i e n t ' s  f i n a n c i a l  
h e a l t h  i n  o r d e r  t o  improve t h e  Bank's e a r l y  warning 
system f o r  d e t e c t i n g  emerging problems 

o That t h e  0 e r a t i o n s  Gerencia be given pr imar  respons i -  + -5 b i l i t y  f o r  c o l  e c t i o n s  p lanning ,  s t r a t e g y  an a c t i o n  
pro3rams. That t r a i n e d - p e r s o n e l  i n  t h e  Gerencia be 
des ignated  t o  work f u l l  time on implementing c o l l e c t i o n s  
a c t i v i t i e s  wi th  p r i v a t e  s e c t o r  c l i e n t s .  That a  s p e c i a l  
c o l l e c t i o n s  s t r a t e g y  be prepared t o  d e a l  wi th  p u b l i c  
s e c t o r  c l i e n t s .  

o That Bank p o r t f o l i o  management g i v e  p r i o r i t y  t o  " e a r l y  
warning" systems and "prevent ive" c a r e  of c l i e n t  
f i n a n c i a l  h e a l t h  t o  f o r e s t a l l  t h e  need f o r  c u r a t i v e  
c a r e .  

f .  Personnel and T r a i n i n g  

( 1 )  Findings 

o Personnel U t i l i z a t i o n  

Since most heads of  o r g a n i z a t i o n a l  u n i t s  a r e  new t o  
t h e i r  p o s i t i o n s ,  i t  w i l l  t a k e  t ime be fo re  they  l e a r n  
about t h e i r  j o b s ,  t h e i r  s t a f f s ,  and t h e i r  r e l a t i o n s h i p s  
wi th  o t h e r  p a r t s  of t h e  Bank. We cons ider  t h a t  wi th  a 
we l l  planned and implemented o r i e n t a t i o n  program f o r  a l l  



senior executive and heads of units, the learning 
process can be speeded up and a reasonable level of 
operational efficiency can come about relatively 
quickly. 

There is a need to fill key vacancies throughout the 
Bank. The overall distribution of Bank personnel by 
level is shown in the following table: 

Table 1 

Personnel Distribution by Level 

Level Numbers of Personnel 

Management officials 123 
Technical officials 32 
Secretarial 100 
Others 127 
Vacancies* 

Subtotal 

Total 

* The vacancies apply to management official positions. 

Exhibit V-5 shows the provisional distribution of Bank staff. 

Several key officials of the Bank as well as subordinate 
staff have received fellowships to both short and long 
term training abroad. Some officials take leave of 
absence and pay their own way for training abroad. 

The Bank is undergoing a reorganization in which many of 
its most experienced people have retired, many senior 
and middle level officials are new in their positions. 
In addition, the strategic plans of the Bank indicate a 
shift in program emphasis to promotion of private, 
export-oriented productive investment. This means that 
the Bank is going to have to recruit staff with proven 
management experience in the private sector. 

The Bank should undertake a new training needs assess- 
ment in order to identify the positions and areas where 
training is needed, what types of training (long or 
short term) as well as the specific training objectives 
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for each individual for which training is recommended. 
Such a needs assessments is best performed by 
experienced, professional training advisors. Once the 
needs assessment is complete, the international agencies 
(World Bank, AID, IDB) could be approached to finance 
the training programs. 

o Compensation and Job Classification 

The 1984 reorganization has not had repercussions on 
salary levels at the Bank. Since the personnel 
evaluation system was suspended in 1982, there have been 
no salary or cost of living increases. A new position 
classification and salary survey is planned for January 
1985. Bank salaries for professional staff are adjusted 
to the prevailing level 02 bank salaries in the reQion 
(with the exception of Costa Rica). 

o Personnel Evaluation 

There is currently no operations personnel evaluation 
system. Such a system is essential to evaluate 
personnel performawe, establish the principal of 
accountability, and serve as the basis of a system of 
rewards and penalties in fostering operational effi- 
ciency and effectiveness. The Bank should undertake a 
study as soon as possible to design a new evaluation 
system. 

(2) Recommendations re la tin^ to personnel and 
Training 

o There is a need to fill existing vacancies throughout 
the Bank. That recruitment activities be undertaken to 
fill vacancies, where appropriate, with experienced 
managers from the private sector. Such experience is 
particularly needed in the Department of Project 
Analysis, the Area of Supervision and the Area of 
Rehabililation of the Private Sector Portfolio. 

o That a training needs assessment be undertaken to be 
used as a basis for carrying out a medium and longterm 
training prqram for Bank personnel at the executive and 
middle management level. The international donor 
agencies should be approached to finance such a program. 



o That a study be undertaken to design a new personnel 
evaluation system which should be implemented as soon as 
possible. 

o That a study be undertaken to assess the medium and 
long term manpower needs of the Bank. At present levels 
of operation, the Bank is probably overstaffed. The 
study should analyze manpower requirements at various 
alternative levels of operations so as to permit advance 
planning of recruitment and training activities. 

g. Coordination and Communications 

(1) Findings 

There is a need for significant improvement in internal 
coordination and communication. It is necessary to 
break down the "barriers" that have over time been 
established in the.interna1 communications system. 
Individual organizational unit; of the Bank have tended 
to become accustomed to operating as "islands1' within 
the organization. The vertical communications have not 
always been two-way and the horizontal communications 
have generally been severely limited. Hopefully the 
situation will improve under the new reorganization. 

Bank management is quite aware of the needs for 
improvement in coordination and communications and has 
taken important measures in this regard. The 
establishment of the four high level coordinating 
committees could help in improving coordination only if 
these committees are- well m&agedi Specifically, - 
careful planning of agendas, skillful direction of the 
meetings-by the -chairman, the advance availability of 
documentation and minutes of meetings, the active and 
effective participation of members-all these are 
ingredients of successful committee management. 
Committees do not automatically improve coordination and 
communication. Unless well managed and supported by'all 
participants, they will fall into disuse. 

o There is also a need to strengthen external coordination 
not only with member governments and external funding 
sources but also with sister development banks around 
the world. Senior Rank officials should undertake a 
program of visits to other regional development banks to 
learn about their operations and about their techniques 



f o r  so lv ing  c r i t i c a l  problems s imil-ar  t c  those  
encountered i n  CABEI (e .g . ,  debt  c o l l e c t i o n  techniques) .  

(2 )  - Recommendations r e l a t i n g  t o  Coordination 

and Communication - 
o That Bank s e n i o r  management provide  i n s t r u c t i o n s  t o  a l l  

o r g a n i z a t i o n a l  un . i t s  t o  ensure  f r e e  informat ion  exchange 
a t  a l l  l e v e l s .  

I 

o That t r a i n i n g  s e s s i o n s  be organized t o  a d v i s e  s e n i o r  
and middle management on t h e  requirements  and techniques  
f o r  c a r e f u l  planning and management of coord ina t ing  
committees, 

o That p lans  be developed f o r  improving information 
exchange and coord ina t ion  with s i s t e r  r e g i o n a l  and 
sub-regional  development banks around t h e  world. 

E .  Ranking of  S p e c i f i c  Recommendations by Implenentat ion 
P r i o r i t y  

We recommend t h a t  Bank e f f o r t s  t o  improve i t s  o rgan iza t ion  

and management m e r i t  equa l  p r i o r i t y  wi th  t h a t  accorded t o  r a i s i n g  
new f i n a n c i a l  r e sources .  Within t h i s  g e n e r a l  p r i o r i t y ,  i t  i s  

p o s s i b l e  t o  rank t h e  s p e c i f i c  o r g a n i z a t i o n a l  and management 
recommendations according t o  p r i o r i t i e s  i n  t h r e e  broad c a t e i o r i e s  

a s  fo l lows :  

Category A - Recommendations t h a t  should b e  implemented on an 
u rgen t  b a s i s  w i t h i n  t h e  n e x t  s i x  months. 

Category R - Recommendations t h a t  can be implemented on a  
normal b a s i s  bu t  no l a t e r  than  t h e  end o f  1985. 

Category C - Recommendations t h a t  r e q u i r e  cont inuing  
a t t e n t i o n  and which should be implemented a s  
s t a f f  and t ime permit  over  t h e  nex t  two yea r s .  



Our ranking of s p e c i f i c  recommendations by c a t e g o r y ' a r e  a s  
fol lows : 

Category A 

o Recru i t  s i g n l y  q u a l i f i e d  p r o f e s s i o n a l s  wi th  proven 
management a b i l i t i e s  t o  f i l l  execut ive  vacancies  

o Undertake fol lowing o r g a n i z a t i o n a l  changes:  

- - E s t a b l i s h  Department of  Systems and Organiza t ion ,  
inc lud ing  Organizat ion - - snd Methods (O+M) u n i t  

- - Res t ruc tu re  F i n a n c i a l  Gerencia t o  i n c o r p o r a t e  
p resen t  Department of  Opera t iona l  Cont ro l  as new 
Sub-Gerencia coequal wi th  Sub-Gerencia f o r  Resource 
Develo~men t 

- - Trans fe r  s h o r t  term f i n a n c i a l  p r o j e c t i o n  f u n c t i o n s  
from Area of F i n a n c i a l  Programming t o  F i n a n c i a l  
Gerencia 

- - E s t a b l i s h  new Department of Adminis t ra t ion  
combining p r e s e n t  Department o f  Personnel  and 
Department of Adminis t ra t ive  Se rv ices  

- - Refine c o l l e c t i o n s  func t ions  and procedures t o  g i v e  
0  e r a t i o n s  Gerencia primary r e s p o n s i b i l i t y  f o r  P p  anning and execut ing  c o l l e c t i o n s  s t r a t e g i e s  and 
programs. Assign f u l l  t ime personnel  t o  
c o l l e c t i o n s  func t ion .  

o Accelera te  e f f o r t s  t o  design and i n s t a l l  Management 
Information Sys tem inc lud ing :  

- - S e l e c t  and i n s t a l l  bank sof tware  packages t o  
provide g e n e r a l  l e d g e r ,  f i n a n c i a l  r e p o r t i n g  and 
p o r t f o l i o  management infarmat ion  

- - Acquire mini-computers a s  needed t o  u t i l i z e  
sof tware  s e l e c t e d  

- - Complete survey t o  d e f i n e  u s e r  informat ion  
requirements  d e f i n i t i o n  f o r  i n t e g r a l  management 
information s y s  tem 



- - Undertake s tudy  t o  p repa re  conceptual  des ign  o f  
i n t e g r a l  management in format ion  system 

- - Train  s t a f f  i n  u s e  of  in format ion  system 

o Undertake s t u d y  and implement new personnel  e v a l u a t i o n  
system 

o Define q u a l i t a t i v e  and q u a n t i t a t i v e  benchmarks f o r  
eva lua t ion  o f  r e o r g a n i z a t i o n  p rocess  

o Prepare  q u a l i f i c a t i o n s  s t a t emen t s  f o r  a l l  s e n i o r  and 
middle management p o s i t i o n  d e s c r i p t i o n s  

o I n i t i a t e  r e g u l a r  o r i e n t a t i o n  s e s s i o n s  wi th  Bank s t a f f  on 
progress  of  r eo rgan iza t ion  p rocess  

Category B 

o Complete des ign  and i n i t i a t e  i n s t a l l a t i o n  of  i n t e g r a l  
management information system 

o Trans fe r  ' ~ e p a r t m e n t  o f  P r o j e c t  Analysis  a s  Area under  
t h e  Operat ions  Gerencia 

o Undertake fo l lowing  s t u d i e s :  

- - Appropr ia te  r e l a t i o n s h i p s  between Board o f  
D i r e c t o r s  and s e n i o r  Bank management 

- - Medium and long term manpower requirements  

- - Analys is  of  o p e r a t i n g  procedures  ( v i a  flow c h a r t s )  
t o  reduce number of  s t e p s  i n  loan  r e q u e s t  
s c r e e n i n g ,  a p p r a i s a l ,  approva l ,  moni tor ing and 
s u p e r v i s i o n  processes .  

o Undertake s t a f f  t r a i n i n g  needs assessment and p repa re  
medium and long term t r a i n i n g  program. Secure f i n a n c i n g  
from i n t e r n a t i o n a l  donors 

o  Undertake job c l a s s i f i c a t i o n  and s a l a r y  survey 

Category C 

o Improve sc reen ing  procedures f o r  management o f  i n t e r n a l  
paper f low t o  o f f i c e  o f  P r e s i d e n t  and Executive Vice 
P res iden t  



o  Provide  o r i e n t a t i o n  and t r a i n i n g  t o  Bank s t a f f  on 

- - P r e p a r a t i o n  of a c t i o n / d e c i s i o n  memoranda t o  s e n i o r  
bank management 

- - Planning  and management o f  c o o r d i n a t i o n  committees 

- - Use o f  newly o p e r a t i v e  managcnent i n fo rma t ion  
system 

o S t r eng then  l o a n  s u p e r v i s i o n  by a s s i g n i n g  l o c a l  a g e n t s  i n  
member c o u n t r i e s  t o  moni to r  f i n a n c i a l  h e a l t h  o f  p r i v a t e  
s e c t o r  c l i e n t s  

o Design and implement p rocedures  f o r  e a r l y  warning s y s  tern 
f o r  d e t e c t i n g  problems w i t h  Bank c l i e n t s  

o As Area f o r  R e h a b i l i t a t i o n  o f  P r i v a t e  S e c t o r  P o r t f o l i o  
develops  i t s  program, c o n s i d e r  expans ion  o f  f u n c t i o n s  t o  

r o v i d e  t e c h n i c a l  a s s i s t a n c e  s e r v i c e s  t o  Bank c l i e n t s  i n  
f i n e  w i t h  p r e v e n t i v e  c a r e  concep ts .  



o U.S. political and financial support is critical to 
CABEI's long term viability. 

Without the political and financial support of countries from 
outside the region, particularly the U.S., it is unlikely that 
CABEI could evolve into a dynamic and effective financial insti- 
tution in the region. Several potential external donors which 
could provide financial assistance or become members are holding 
back on their commitments until the position of the U.S. govern- 
ment is better defined. U.S. support for CABEI is therefore 
critical to the long term viability of CABEI. ~bsent U.S. 
political and financial support, it is probable that CABEI will 
progressively decline. 

o U.S. government support of CABEI should be conditioned 
on concrete evidence of support by member governments 

for the institution. 

Unless the member governments of CABEI demonstrate their full 
support for the institution, it is unlikely that the institution 
can succeed. The clearest definition of support should be the 
resumption of debt service payments to CABEI by the member 
governments. 

o U.S. financial assistance to CABEI should be on a 
concessionary basis, represent a contribution to capital 

structure, and be designed to leverage generation of , 

additional external financing. 

U.S. financial assistance under the above conditions would 
certainly be most beneficial to CABEI while assuring the maximum 
potential impact of the support. On this latter point, it is 
important that any support provided by the U.S. be designed to 



leverage the generation of additional external financing from the 
international financial community. 

o U.S. financial asststance should be conditioned on funds 

being used to further U.S. government development 

priorities. 

It is important that any funds committed to CABEI be used to 

promote private sector development of export-oriented-productive 
investments consistent with the objectives of the ~aribbean Basin 

Initiative. 

o U.S. assistance to CABEI should be coordinated with 

other donors such as the World Bank and IDB. 

It is important that whatever assistance provided by the U.S. 

not duplicate assistance being offered or provided by other 
international donors. CABEI is actively seeking financial and 

technical assistance from other international agencies. It is 
imperative that close coordination among all potential donors 

take place to ensure a rational division of labor which best meet 
CABEI's needs. 


