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la. SUMMARY DE$CRIPTION 

The purpose of this program is threefold: to ameliorate the country's balance of 
payments crisis; to strengthen the pr:!.vate s~ctor by providing the f(lreign exchange 
resources which will permit the importation of raw materials and intermediate goods 
needed by the manufacturing, industrial, and business communities; and to help 
restore economic stability to El Salvador. In order to respond to an ursent balance 
of payments crisis, immedfately after Government of El Salvador (GOES) compliance 
with Conditions Precedent to Disbursement, AID will transfer the $20 million grnnt 
to the ·GOES. The GOES v1ill agree to import from the United States at least $20 mil
lion worth of raw materials and intermediate goods for the. priVate. sec:t.or. l;·o.l.lowin~ 
the $20 million transfer, the Central Bank (HeR) will provide an eq .. livalent amount 
of colones to be used in meeting local currency credit and operational costs of 
EJ. Salvadcr's agrarian reform program. 

Administrator. ----.- ... __ ..... -- .---,--.. - ~.--.- ... -.. --
TIT I. I! 

-~------~----~-.-,~-.,.~ 
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1. Summary and ,Recommendations 

A. Recommendation 

USAID/ElSalvador recormnends authorization of an Economic 
Support Fund grant of $20,000,000 for a Private Sector Support Gash Transfer Program. 

J3. Grantee 

The Grantee will be the Government of El Salvador. The Ministry 
of Planning will act as the coordinating agency, working with the Central 
Bank, several small b'Jsiness federat:1.ons or groups working in the private 
sector, and the Ministry of Agriculture (for l~cal currency generated 
program). 

C. Program Summary 

The purpose of this Program is threefold: to ameliorate the 
country's balar.ce of payments crisis; to strengthen the private sector by 
providing the foreign exchange resources which will permit the importation of 
raw materials and intermediate goods needed by the manufacturing, industrial, 
and business communities; and to help rp.store economic stability to EI 
Salvador. Because of urgent balance of payment problems, AID has dete~mined 
that its Cash TranRfer mechanism is the most appropriate way to achieve this 
program purpose. AID will disburse the $20 million directly to the GjES. 

After this transfer, the Central Bank 
will provide an equivalent amount of colones to be u.sed in meeting, local 
currency credit and operational costs of El Salvador's agrarian reform. 
These local currency counterpart funds will complement AID Development 
Assistance funds already authorized and obligated for the agrarian reform. 

D. Conditions and Covenants 

The Grant Agreement will include three covenants: 

1. That within twelve 'months of the date of signing this 
Agreement, the GOES shall make available to the private manufacturing, 
indu8try, and business communities of El Salvador at least $20 million for 
the importation from the United States of raw materials and intermediate goods. 

2. That the GOES will cause the Central Reserve Bank (BCR), 
within two weeks following the disbursement of funds under this Agreement, 
to deposit in a special account currency of the Republic of El Salvador 
equivalent in amount to the United States dollar disbursement made under 
tile Agreement for the purpose of helping to meet the financial requirements 
of its Agrarian Reform Program. 
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3. That the GOES will in.addition ensure that at least $20 million 
equivalent of colones is made available to help m~et working capital 
credit relluirements of the private sector in El Salvador during the 
twelve month period following signature of this Agreement. 

E. Waivers 

No waivers are required. 

., 



----------------

II. Economic Situation 

A. Summary 

El Salvador's economy is heavily dependent upon th~ee tradi
tional agricultural exports -~ coffee, cotton and sugar -- and a protected 
manufacturing sector which is geared toward the Central American Cowm~n 
Market. Although there has been a growing middle class, the econom::' is 
still highly skewed with a large poor majority and a relatively small 
number of very wealthy families. El Salvador's gro\vth record was rela
tively good through 1977. Over 1970-77, El S.alvador's real GnP increased 
at an average annual x'ate of 5.2%. In 1978, the growth rate declined to 
4.4%, while in 1979, growth was a negative 1.5%. The decline in 1979 
was largely induced by political instability, e.g., kidnappings, take
overs of factories, bombings, and terrorism. As a result, economic 
activity and employment have declined significantly, and ther.e has been 
a general deterioration in the COllntry' s foreign exchange and domestic 
~esource positions. The outlook for 1980 is for a 6 to 9% decline in 
real GDP, for an overall balance of payments deficit of $100 million and 
for a fiscal deficit of $120 million. While there are no official 
statistics on unemployment, it is known to be substantial and to have 
risen considerably in recent months, particularly in. the areas of manu
facturing and construction, as a result of the large number of factory 
closings and the practical cessation of construc.tion activity in the 
private sector. 

B. Economic Growth 

E1 Salvador's real GDP grew at an average annual rate of 5.2% 
over 1970-77. That rate declined to 4.4% in 1978 and to a negative 1.5% 
in 1979. Value added by manufacturing industry increased (in real 
terms) at an average annual rate of 5.7% between 1974 and 1978~ while 
value added in agriculture increased very sluggishly _ .. "at an average 
annual rate of only 1.6% over this period. On the other hand, construction, 
finance and utility services grew at relatively high rates during this 
period. 

Growth came to a sudden halt in 1979. In spite of excellent 
weather which allowed for a 2% expansion in real agr{cultural output and 
record coffee exports, preliminary estimates show that GDP in 1979 
declined by at least 1.5% This was primarily due to political uncertainty 
and terrorism which triggered a sharp decline in private investment "(by 
about 30%), only a small part of which was compensated for by increased 
public investment. The industrial, construction, commercial, and services 
sectors all suffered decreases. The downturn in the economy is likely 
to be significantly greater in 1980. The Central Bank originally projected 
a decline similar to that of 1979 for 1980, but now conservatively 
projects a real GDP decline of 5%. There is a strong possibility that 
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it might bp. considerably higher owing to the collapse of private investment 
and the sharp drop in manufacturing production induced by fear, intimida
tion and militant labor action (factory take-over, threats to management 
and labor demands for increases in wages and fringe benefits that are 
inconsistent with profitable operation). Indeed, ROCAP's Economic 
Advisor believes that private investment must be expected to be very low 
this year -perhaps even close to zero. Based on such an ex~ectation, 
the Advisor projects a decline in the real GDP in the range of 6% to 9%. 
(See Annex I.E for details of GOES original 1980 projection). 

El Salvador's GDP per capita is second to the lowest in the CA 
region: $550 (in 1977) compared with $410 for Honduras, $790 for Guate7 ala, 
$830 for Nicaragua, and $1240 for Costa Rica. 

C. Financial Resources 

High coffee prices in 1976-77 improved the country's overall 
balance of payments and fiscal positions during that period. By mid
August, 1979, international reserves had risen to $292 million; by the 
end of the year they had dropped to $135 million, equal to approximately 
1 1/2 mont .... s of imports. During 1977, the Central Government's budget 
(on current operations) was in surplus, as the total tax burden increased 
from 12.4% of GDP in 1975 to 16.6% in 1977. During 1978, both the 
balance of payments and fiscal situations bega~ to deteriorate. During 
1979, the pa~e of deterioration accelerated, and projections indicate 
that it will worsen during 1980. The balance of payments and fiscal 
situation are examined separately below. 

1. The Balance of Payments 

As coffee prices fell during 1978, the Salvadoran Coffee 
Company withheld sales, speCUlating on a rise later in the year. By 
August 1978, foreign exchange reserves fell to $104 million, equal to 
1.2 months of imports. Although coffee sales were resumed in September 
1978, the balance of payments in 1978 showed a current account deficit 
of $243 million -- a huge deficit when compared to an average deficit of 
approximate.ly $40 million during the previous eight years. This $243 
million deficit was covered by a substantial increase in the inflow of 
external capital, i.e. some $270 million vs. an average of $90 million 
over 1974-77. This included some long-term capital, but most was 
short-term credit in the form of borrowing against coffee stocks in 
Europe. The government also bor.rowed $20 million froTD the Central 
American Stabilization Fund. The net result of this substantial capital 
inflow was a $29 million increase in foreign exchange reserves during 
1978, reaching a total of $234 million, or 2 1/2 months of jnports, by 
the end of 1978. 

A significant deterioration in the overall balance of 
payments position of El Salvador occurred in 1979 on account of the 
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considerable amot.nt Ol capital fligl.t that occurred in that year. The 
country's position ou current account actually improved substantially 
during the year as & resul~ of the Eharp increase in coffee prices. The 
deficit on ccrrent accounts declined from $243 million in 1978 and 
actually showed a surplus of $11 million in 1979. The deficit is expected 
to ris~ to between $95 roilll.on and $170 million, however, in 1980 du.e to 
the current politi.cal unrest. (see Annex I.A.). However, even the 
substauti.al improvement of 1979 was more than offset by the exodus of 
capital, ~e movement of private capital changed from a plus $159 
lIdllion ill 1978 to an estimated minus $192 million in 1979, a turn-
around of $351 million. As a result, the country's net international 
reserves ('.hanged from $134.6 million in 1979 to a minus $2.1 million in 
1979 (Annex I.B.). 

Authorities are seriously conc~rned with the above 
situation, and have taken steps to strengthen their reserves by applying 
to the IMP for compensatory financing. We understand that the IMF has 
approved this request and has provided a standby fund in addition, for a 
total of $40 million. 

The outlook for 1930, and 1981 is for a further 
deterioration ot El Salvador's balance of payments position. The balance 
of payments deficit is projected to go from $108 million in 1979 to $97 
million in 1980 and to between $150 million and $200 million in 1981 
(See Annex LA.). Reasons for this pessimistic forecast include the 
impact of violence and civil strife ~n cotton, sugar and coffee production 
(As if this weren't enough~ INCAFE, the National Coffee Institute, 
halted al} coffee exports in mid-July in order to negotiate higher 
coffee prices in the international market; in so doing it has further 
reduced foreign exchange inflows - at least for the near future); the 
reduction in manufacturing production because of factory closings; and 
the possible ao"tmturn in some agricultural production during the first 
year or two of the Agrarian Reform Program. 

In sUUJmary, the country is facing Herious balance-of": 
payments difficult:tes. Imports cannot be reduced without further adversely 
affecting production and living standards, and exports are highly dependent 
upon the government's ability to control violence in both the rural and 
urban areas. Coffee, cotton and sugar exports may be affected by continuing 
violence and labor problems as well as by 'possiblEl problems associated 
with the land reform program. Coffee rust may further contribute to the 
decline in foreign exchange earnings in 1981 and following years unless 
effective mcasur~s are adopted immediately to cheek the spread of the 
disease. The government \-lill probably be able to prevent further 
capital flight through tight foreign exchange controls, but it ,rill not 
be able to eto much about the determination of foreign banks to reduce 
their exposure. Thus, the outlook is grim. El Salvador's foreign 
exchange re6el~es may reach crisis proportions in 1981 unless the author
ities are able to r~store order and guarantee security, regain the 



-5-

confidence of the priu~te sector by assuring that it will have a continuing 
and important r.ole to play in thE'. country's economy ~ and secure substantial 
assistance from nbr.oad on concessionary terms. 

2. .!:.!.!£~l Op,,:r!ltiotgl of ~1e Central Government 

The historical pattern for the Central Government's 
fiscal operations is for a surplus on current operations (excess of 
current revenues over current expenditures), and a deficit in the oVf.:rall 
budget. This comes ::il:.:..ut because the Central Government's capital 
budget exceeds the surplus on current: account. This exceas mUPot be 
covered by borrowingo 

Central Gover.nment: S&vings on Current Account, 
;)ve:call Deficit and Financing 
(In nullions of U.S. ~ollars) 

Sf.iving on Finane in..&, 
Current: Overa.ll External Internal 
Account Deficit: Loans Loan& 
-~ .... 

Average over 
1973-76 50 43 22* 24* 

1977 190 12 21 8 
1978 98 39 39 
]979 146 14 28 - 14 
'.980 68 142 58 I,. 

Source: Central Bank 

*Does not add (~x(!.ctly to overall deficit because of changes in cash balance> 

Savings on the current account averaged $50 million over 
1973-76 \-7hile the overall budget deficit averaged $43 million over that 
period. Sharp increases in Favings on current account were registered 
in 1976, 1977 and 1979, with corresponding declines in the overall 
budget deficit, mORtly ~B a result of substantial increases in coffee 
prices which resulted in even larger increases in current government 
revenues. The government d~rives a substantial portion of its revenues 
irem the coffee export tax which is graduated so that the rate of the 
tax increases with pr.ice. As a result, a change in the price of coffee 
gives rise to a mUltiple change in government tax collections. Obviously, 
this eame sys tem wo}:ks in reverse, "tltch means that if the moratorium on 
coffee exports continues much longer. export earnings and related 
current revenues "rill experience significant declines. 

The economic crisis that the country is presently experi
encing is not r.eflected in the 1979 central government accounts. Coffee 
prices were very favorable last year, while the political disturbances 
had a serious impact on economic activity only in the latter part of the 
year. Thus, the overall deficit was only $15 ~illion, 87% below the 
level that had been projected by the government in its 1979 budget. 
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Th~~ situation is quite different with respect to the 
budget outlook fo& 1980. According to current govern~ent projections, 
the deficit for the current year will be e300 million (US$120 million) 
or eight times the size of toe deficit of 1979 and three time3 the 
deficit of 1978. The latest analysis performed by the ROCAP E~onomic 
Advisor indicates that the GOES is projecting d. smaller 198(: budget than 
was originally contemplated and consequently, a smaller deficit than was 
originally expected ($142 million). It appears that the Central Govenl
ment's policy has become somewhat less inflationary (particularly in 
view of the deficit forecast for 1980 under the National E,nergency Plan 
for 1980-1982 \vhicL m~lounted to ~447 or $179 million; see Annex I.D.). 

With respect to financing of the 1980 deficit, only some 
$58 million (~144 million) were assured at the time the 1980 dudget was 
prepared. This leaves $84 million (~2'"1 million) to be supplied internally, 
and an even large"rswunt if, as is quite possible, the deficit exceeds 
the amount projected. Thus, the government's fiscal deficit, if largely 
internally financed (as currently planned), must be expected to add to 
inflationary pressu~es. 

There are no r~liable statistics on open unP-inp}\.Jynie!lt" in 
El Salvador. The most recent estimates available from the Ministry of 
Labor refer only underemployment in 1978. These d,'ita, show an overall 
underemployment rate of 3n. Note that underemployrJent is particularly 
high in agriculture, manufacturing industry, and services. The situation 
has deteriorated considerably in 1980, particularly in the areas cf 
agriculture and manufacturing. Open unem?loyment in the construction 
industry was recently estimated at 60% of the available labor force in 
that industry. 

The Salvadoran Association of Industrialists (ASI) 
estimated on January 21. 1980! that in recent weeks, the closing of 
factories left an additional 7,000 workers without jobs ,vhich, in addition 
to the 8,200 left unemployed by the closing of 20 enterprises in previous 
months~ raises to 15,200 the number of workers that lost their jobs in 
the manufacturing sector. This constitutes between 25 and 30 per cent of 
the labor force employed in the manufacturi~g sector. Factory closings 
since January are expected to have raised thic rate further. 

The employment situation in El Salvador is further compli
cat~d by considerbblc variation in the seasonal demand for labor and the 
high degree of self-employment, especially in the informal service 
sector which is characterized by low productivity. Agricultural employ
ment is highly seasonal; vii th the period of lowest employment being 
between Febr·.lary and April. This seasonality affects nearly all workers 
in agriculture wh:i.ch make up about 40% of the labor force. 
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11,) sum: It is estimated that 35 to 40% of the labor 
force is underemployed. Open unemployment may be conservatively estimated 
at a~ least 15%. Thus, at least 50% of thp. labor force may be considered 
as being either un- or under-,~mployed. As the security situation forces 
further depression of economic activity, the already grave unemployment 
situation could worsen. 

E. Effect on the Private Sector 

As might be expected, the political events of the 
past year h"lve hac a decidedly negative effect on the private sector as 
a whole. Specific impacts in terms of production, unemployment and loss 
of credit linN; are catalogued I.?lsewhere in this paper; suffice it to 
say that political and social instability have had repercussive effects 
0n the fragile H.!lC\r:ionship of consumer-worker-investor confidence which 
threaten to ha1_: ',;.y meaningful economic activity unless drastic action 
is taken by the GOES in the very near f~ture. Within the private 
sector, the manufacturing sector produces about 25% of the tetal national 
output. Light industry, which composes the backbone of the sector 
employs a major portion of the sector workforce. It has contracted 
signific.antly thi.s year I due to a num1:u~r of factors; 

A decline in sales in the internal market which results from 
more unemployed people, factory closings, strikes threats or 
acts of violence and a general decline in private investment. 

Disruption of supply systems and production processes themselves 
through st::'ikes, general labor unrest or acts of terrorism. 

Large scale capital flight in 1979 and 1980 (estimated at one 
half billion dollars although the Central Bunk does not - and 
cannot keep formal records on this problem). 

Reluctance on the part of foreign banks to renew traditional 
lines of credit or make new loans (it is estimated that $500 
million in foreign lines of credit have dried up because of 
the political situation). 

Dif f:[.culty in obtaining cred! t, Pllt't1cu~arly for 
Working capital, from domestic banks as a result of lower bank 
liquidity (due in part to the capital flight mentioned above). 

It is important to note that the liquidity problem confronting 
commercial banks in El Salvador has been growing steadily worse since 
shortly before the change in government in October, 1979. The triple 
phenomerla of capital flight, low rates of loan repayments and the growing 
propensity to maintain holdings in cash, real estate or the like, have 
conspired to d(op:cess savings deposits by a significant margin over the 
past year (oveT ~115 million or $46 million). Since savings deposits 
constitute a major source of loan ~undsp the number of loans have dropped 
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accordingly (by almost 30% or over elOI) mUlien ($40 million) during 
the same time period). By using local currency generations from this 
program to cover local costs associated with the country's agrarian 
reform, other domestic resoUJ:ees \.JiU be released to help meet this 
essential requireme,nt for \l7orki.ng capital credit to the private sector. 

The HiGsion pointed out in the Country Development Strategy 
State~ent that the primary economic and Bocial problem of the poor is a 
job which will pi.ov:idc sufficient income which will allow people to 
support thernselvcu and their families. The pr.ivate sector and specifical:y 
large and medium light manufactur"ing establishments (Le., those employing 
more than five people) provide about 51,000 jobs and produce roughly 25% 
of th~ total GDP. At present, nearly 30% of those people are out of 
work, many because of strikes or violence, but the majority because 
their employers are simply unable to make an economic go of it. Man~ 
businesses are unable to continue because domestic demand has declin'=d, 
but e.ven more importantly, manufacturers canno\: obtain lines of credit 
needed for the importation of materials or intermediate goods required 
for production. As an eXCl.mple of this point, representatives of the 
Asociacion Salvadorena de Ind'Jstriales (ASI) negotiated with several U. 
S. commercial banks in June) to reopen traditi.onal lines of credit fer 
the relatively small amount of $60--$80 million. The attempt ended in 
failure when the ASI group ~.;ras informed that no further lending would be 
contemplated until such time as some degree of political stabi!.ity had 
returned to the country. 

The CDSS makes a second, equally important point: El Salvador 
must export (manufactured goods and agricultural produce) to survive 
economically. Thi6 point will become more important as time goes o~, 
particularly as El Salvador's economy evolves from primarily one with an 
agricultural base to one based on industrial production. Th~ ~rivate 
sector plays a key role now in the producdon of export goods and will 
play an even more important part in export area of the national economy 
as it evolves. 

'fhis progrAm ,nIL deal with both of the foregoing points by 
supplying credit needed by businesses and industries to keep themselves 
going and ther imployees vlorking; the credj t will be supplied on a 
preferential basis to those enterpr~ses which are export oriented, in 
order to provide incentiv('!s to those entities which can earn badly 
needed forp.ign exchange for El Salvauor although purely domestic demand, 
which is sizable (see letter from ASI - Annex III) will also be attended 
to.) (This will also serve to alleviate the balance of payments problem 
to some extent). 

, 



ESP hmds rl.1r 1,t'n: than Deve.'.o'·.Ifo'~·.~t A:·.':'scan·- '?- funda art ~(i be 
used. und~r t}'ltu r·, ;)f,1'am ::·~,l'l.ce .'1, 'Iuiel: (',:;\:)'. 9'L:-1/ assi st$l'iC,' ru~cl:tan-~s;., 

I';·hich l-:;'~. '~rOVi(H ... -\.ili;;)~.y 1 <.'1j.:"· '~ith eo )il::T"~,tuum e" bu-::' ~ucr(=;.t.ic ccns~r.::b,.,ts 

;:n the f::.c(': )t! rl.·,.:..id:" ,'" '. ,:,~,~, Lt. 1:::: . ~ ""·,'lp~ .. ,,yment and p:r.o.d·c~t.ion s.i..tu;~tj or.s 
is nee·,' e1~ I 

This Private ~ect~r 3u?V~~t . consists of a $20 million cash 
transfer, The GOES \OlC:. 'il.SC C(f\}~'1i:!.r~t W million over a 12 month 
period for the imponation or rf'.VJ ffiz.ceriG .... -: .' ... >'. ~ .. ntermed:l.ate goods. As shown 
in Annex a t it is expected that ;:he..;:;e i"</'Jrt'3 will inc.:.ude such items as 
miner&l and vegetable eilR, ehemicR1R] textiles, in~ot~, ~l~$tics, 18~in~ted 

metals, ~:;ood products, ano lntermediate goods, 

Because .::f serious balance of payment problems, AID will make a 
cash transfer of the: $2CJ million grant to a United States bank account of 
the Central Bank. Wit :1ln two \veeks after deposit of these dollars, the 
Bank will release a like amount of colones -- upon AID approval -- to be used 
in support of the Government's agrarian reform program. It is expected that 
the bulk of program generated local currency will be used for credit (Phases I 
and II and Land-to·-the-Tiller), logistical support, and operating cost re
quirements of the agrarian reform. All local currency will be programmed to 
complement previously authorized AID assistance for agrarian reform -- i.e., 
Agrarian Reform Credit ($10,000,000), Agrarian Reform Organizations ($15,000,000), 
and Agrarian Reform Support ($3,i50,000), 

IV. Technical Analysis 

A. .ImporL Re~uirements 

Two estimates of the overall annual financial requirements for 
the importation of raw materials and for the industrial sector were prepared 
as part of the latest (August) assessment of the economic situation,in 
El Salvador.. 

Data prepared by the Central Bank (presented in ~lnex III.A.) 
shows that total imports of intermediate goods were ¢848 million ($339 
million) in 1978 and ¢958 million ($383 million) in 1979. The seccnd 
esti~ate by the Asociacion Sa1vadorena de Industriales (ASI) is somewhat 
higher; it estimates the annual requirement at $463 million (see Annex 
III. B) 

These estimates refer to the total import requirement for raw 
materials and intermediate goods, not to a foreign exchange gap. The major 
part of this import requirement will be covered through foreign exchange 
earnings derived from the export of primary products and manufactured gcods. 
(the latter mostly to the CACM). The total foreign exchange gap in 1981 
was estimated in the balance of payments analysis at $150 to $200 mill i.on. 

jmenustik
Best Available
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'the annual credit requirement of the industrial sector is estimated 
by AS! a:.: a much lower figure -- (t490 mili-ion ($196 million - See Annex 
TILB.) Moreover, this estimate is baE>ed on the assumption that 
rd't "I' 1- " h . . c e ~ evo ves, av~ng an average matur~ty of only four months. What is 

needed, according to AS1, is a standing line of credit to the'innustrial 
sector ~f only ~163 million ($65 million) which would, by turning over 
three tl.lnes a year, generate a total amount of credit of t490 million 
(¢163 million x 3) per year, equal to US$196 million. 

.,. .... 1 , ..... __ ~.r '. . ..... -... --- . .---
What proportion of this requirement wEl be met by the ESF 

progt'am7 There "Ii1l be a multiplier effect to the $20 million in foreign 
ex~hange resources that AID proposes to provide under the ESF. Assuming 
that the $20 milliun turns over three times during the year, we will help 
to finance some $60 million in import credit for working capital. Thus, 
the ESF will meet about 30% ($60 million out of $196 million) of the total 
estimated annual import credit requirement of the industrial sector. 

B. The Beneficiarie"s -.---
While the primary beneficiar~ie8 of this Program 

are th2 corepanies receiving the credits, the benefits will be broadly 
disseminated in the economy. The increase in unemployment in the manu
facturing sector during the 12 nlonths ending in February of 1980 is 
estimated at 15,200. Access to foreign exchange and inputs should help 
effect the reemployment of about 7,400 of the people now out of work. 
Assuming an average family size of 5.5 people, t~is means about 41,000 
people will benefit more or less directly from increased employment 
effects. Consumers stand to benefit from increased industrial production, 
while producers in the agricultural sectOl" w1.l1 experience an increase in 
demand for their products. The foreign exchanse gap ~ll be reduced to the 
extent that a portion of the increased manufactur:lng ~utput made possible by 
the program can be marketed abroad. 

On the local currency side, the beneficiaries will be all those who 
are participating in the country's agrarian reform. By making credit 
avai1eble and by helping to finance logistical support costs, this program 
can play an important role in consolidating Phase I of the reform and in 
initiating the Land-to-the-Til1er Program. The direct beneficiaries of these 
two aspects of the reform are some 120,000 low income rural families. 
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V. Implementatio~ ldures 

A. Dollar Proceuures 

Disbursement of the $20 million~art will be made in L~ll 
immediately followbg GOES compliance 'With the one Condition Precedent 
to Initial Disbursement -- Le., notiflc3tio.' of legal represeutative(s) 
and specimen signature(s). The SOES will agree to make availehle at least 
thie amount to the private sector for the iiuportation of raw materials 
and intermediate goods. To ensure conlpliance, the Central Bank will 
establish a special account to be used exclusively to record the impor
tation of goods attribu~,'d to the dollars provided through this grant. 
The BCR will provide a quarterly statement of the account to AID 
beginning March 31, 1981. This report will indicate ::he amount of 
imports attributed to the pr~vale sector, the name of the importing 
person, business, ~: institut16n, and the type of goods and services 
purchased. 

It is expectp.d 1:hat the commodities imported wi 1.1 consist 
almost exclusively of raw materials and intermediate goods. The major 
expe-:ted items are J.isted i~nnex II. All commodities Clttributed to 
this program will have their source and origin in the United States. 
This is consistent with traditional Salvadoran ~rade patterns. For 
example, i.n 1979, El Salvador imported $27.3 million worth of chemicals, 
$11.8 million of textile yarns and r.loth, and ~3.7 million of machinery 
from the U.S. 

B. Local Currency Procedures 

local currency generated by the program will be used to support 
the Governmer,t of El Salvador I s recently decreed agrarian reform program. 
Activity Agreement3 with individual implementing agencies which detail 
(1) how local currency funds are to be used; (2) special terms and 
conditions relating to the use of ~hese funds; and (3) monitoring 
responsibilities will be prepared and signed following signature of the 
$20 million grant. 

" 
VI. Impact on the U.S. Balance 01 Payments 

~oth the short- and long-term impact on the U.S. balance of payments 
will be favorable since an amount equal to that provided by this program 
will be spent on U.S. goods and services. The pcogram will assist :;.S. 
suppliers/exporters in maintaining trading relationships and, to the 
exte~t that it permits, even modest increases in imports of essential raw 
materials and intermediate goods, will help maintain the existing position 
of the U.S. as a major trading partner of El Salvador. 



ANNEX LA. 

EL SALVADO!l; BALl~CE OF PAYMENTS -
PROJECTIONS FeR 1960 AND 1981 

(In Millions of U.S. Dollars) 

1978 1979 1980 1981 

l. Exports (FOB) 846 1 1 134 le 006 998 963 963 

Coffee [.33 685 589 589 525 525 

Cotton 99 88 86 80 64 64 
Sugar 19 27 11 11 19 19 

Shrimp 11 12 14 12 15 15 

Other (to rest of World) 53 51 S6 56 60 60 

To CACM 231 272 250 250 280 280 

2. Imports (CIF) -1030 -1,040 -960 -1,027 -1,100 -1,180 

3. Services (Net) -110 -140 -180 -180 -200 -200 

4. Transfers (Net) 51 56 40 40 50 50 

5. Balance on Cur cent 
Account -243 11 -94 -169 -287 -367 

6. Capital (Net) 271 -119 -3 72 140 160 
Private 159 ::r92 -205 -130 -30 -30 
Official 47 40 87 87 90 110 
Banking Long-term 65 33 115 115 80 eo 

7. Overall Balance 28 -108 -97 -u -147 -207 

Source: ROCAP Economic Advisor with substantial assistance from Research Department 
of Central Bank. 

NOTE: Double figures for years 1980/1981 represent upper and lower range figures 
agreed upon by POCAP Economic AdviElOr and representatives from the Central 
Bank, 



EL SALVADOR: INTERNATIONAL RESERVES, 
1975-AUGDST 1980 

. (In millions of U. S. dollars) 

ANNEX, LB. 

Gross International Net International 
Reserves Reserves 

End of Year 

1975 127.6 130.1 

1976 213,8 205.6 

1977 233.7 205.7 

1978 288.0 234.4 

1979 161'.5 134.6 

April 6, 1979 296.0 269.4 

August 10, 1979 311.0 291.7 

December 2B, 1979 161~5 134.6 

Apr.il 4" 1980 104~6 - 1·L4 

Au~ust 8, 1980 144,8 2.1 

Source: Banco Central de Reserva, Revista Mensual for March 
1980, and Reeorte Mon~tario Semanal for Dec. 28, l.979; 
April 4, 1980, and August 8, 19BO 
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"'TABtE-4-

TRENDS IN BANK .CREDIT, BANK DEPOSITS AND MONEY SUPPLY 
DEC. 28, 1979 TO APRIL 4, 1980 

(In Millions of Colones) 

Dec. 28 z 1979 April 4, 1980 AU~. 82 1980 

Total Credit of 
Banking System 3,228 3,638 3,730 

Total Credit Extended 
by Central Bank 1,561 2,084 2,195 

Deposits of Savings and 
Loan Associations 441 352 464 

Deposits of Commercial 
Banks 1,716 1,735 1,729 

Honey Supply (Currency 
pl~s de:rand deposits, 
excluding govt .deposits) 1,408 1~531 1,269 

Consumer Price Index 
(Dec. 1978 = 100) . - 114.8 l21.2 128.5 

(March) (June) 

Percent Increase 
Dec. 2~, 79 - Au~.8,80 
at annual rate 

% 

26.7 

69.6 

8.9 

1.3 

-15 .6 y 

23.9 2/ 

11 The contraction is mostly a seasonal phenomenon. The money supply is subject to sharp seasonal 
fluctuations, bottoming in August and peaking in Jan . - Feb. Note that between Aug. 10, 1979 
and Aug. 8, 1980, the money supply expanded from ~1,063 million to ~1,.269 rpillion, or by 19.4%. 

Y Dec. - June at annual rate. 

Source: Central B~r~, Reporte Monetario Semanal 
of Jan. 1, 1980, April 10, 1980, and August 8 , 1980. 

H . 
n . 



M"NEX I.D • 

. . 

; ... 
SUHH1~RY OF FISCAL 5I'fU1\'j'JON OF Cr·a~T1u\L GOVEHlJI·H::IJ'r 

1978-1900 
(IN MILLIONS or COLONES) 

Current Rc:venucs 

Current Expenditures. 

Surplus on Current Account 

Capital E,~pendit\lres~ 
. 

'Direct ' Investment (Pbysic~l 
and Financial) 

Transfers 

Prior Ycar Obligations 

,Amortization of Public 'Debt 

Total Expenditures '(Net of 
, Amortization) 

'O\'c.rall Dcficit* . 

Financing Required (Nct)** 

J:);tcrnal 

lntet'nal (and ch~nnc in. 
\ 

Casl, .nCl~allce) 

'" IxcludinJ; mnortizllt i(\n, "* Net of ;uuol"ti::nti"n Jl:l)'mcnts 
I . 

SOUl'CC: Centr'al Bank 

96.7 30.0 

.-9 ~.6 

143.7 

210.9 233.0 

' 1 

I 

jmenustik
Best Available



~-------.-.. 

Consumption 

Private 

POblico 

. Gross Internal Domestic 
Investment 

Fixed Capital Formation 

Private 

1 

Publ~c 

Changes on Inventories 

E~ports 

Imports 

-'TABLE 6 

C;ROSS DOMESTIC ?RODUCT 
(I~ Yi:i.l1ions of Const-'3.nt 1962 Co1om:s) 

1978 
Increase 

% 

3 2384.7 3.5 

2,953.5 2.6 

431.2 9.6 

795.6 4.2 

751. 9 11.0 

505.6 17.4 

246.3 - 0.1 

43.7 

689.8 IS .5 

1,286.8 8.3 

3,583.3 4.8 

1979 1./--... 
Increase 

% 

3,247.5 -4.1' 

2,798.8 ··5.2 

448.7 4.1 

629.8 -20.8 

700.7 - 6,8 

445.0 -12.0 

255.7 3.8 

-70.~ 

84:3.3 23.1 

1,196.9 -7.0 

3,529.7 -1.5 1 GDP 
------_ .. _._. __ ._-----------_ .. _---....... . _ .. 

"::' .... r'';';:7" ~ ..... _, - ... ', -_., ,~ . .::. '! ~r
-, : : ~ . .' ~ .... 

1 

'769.6 

I 
-9.4 

1,206.5 .8 

-1.5 I ~ 
.. -.. - .. --.-.--.------------.-.--.,.l tri 

X 

jmenustik
Best Available



ILLUSTRATIVE 
LIST OF PRIORITY RAW l-tATERIALS 

AND INTERMEDIATE GOODS 

... 

! 
ACEITES MINERAlES 

ACEITES VEGETALES 

PLANTAS MEDICINALES 

ASr.4L.:JO 

ALQUI TRAN " 

ACEITE DE HULLA 

CU[RDS CRUDOS 

(UEROS CURTIDOS 

PRODUCTOS aUIMICOS INDUSTRIALES 

PRODUCTOS QUIMICOS fARMACEUTICOS' 

PRODUCTOS QUIMICOS BIOLOGICOS 

5UERCS 

VI\CUNAS 

ANTIBIOTICOS 

MATERIAlES CURTIENTES. NATURALES Y QUIMICOS 
, ~ 

PORUDCT05 QUIMICOS PARA LIMPIEZA DE MAUUINARIAS 

ANNEX II 

Page 1 of 2 

OET~RGENT[S, SUAVI5ANTES Y OTROS MAT£RIALl5 UUIMIC05 INDU5TRIHL[S 

PRDDUC10S DE MADERA PARA U50 INDUSTRIAL 

CORCHOS Y MAT(~IALES DC CORCHO 

CAUCHO V P~ODUC10S DE CAUCHO 

Hl[RnO [N LINGOlES 

._ZINC, tOBRE. BRONC£., [SlANO, PLaNO, HILRRO, JlLUMlIHO, Y 01t<US Mll\l 



" f • 
ANNEX II 
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PLANCHAS, LAMINAS, TUBaS, VARILLAS, PERfILES, ANGULOS Y DEMAS 

fORMAS PARA LA INDUSTRIA. 

CARTON, PAPEl, C~RTUlINA v ARTICUlOS DE (STOS MATERIALES 

OERIVADOS DEL PETROlEO' COMO OECIR: PRODUCTOS Y SUB-pRODUCTOS 

QUE NO"SEAN GASOLlNA V SIMILAR£S. 

PLASTICOS EN rORMAS PRIMARIAS COMO DECIR: LAMINAS, TUB05, PLA~ 

CHAS, BlOQUES, GRUMOS. 

RECINAS SINTETICAS 

RECINAS PLASTICAS 

HIlOS, HILAZAS, TEJIOOS DE MEZCLAS DE TODA CLAS£ DE flBRAS 

Source: ASI 

:. 
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SOOH oM.rnISTRO DE PlANIFlCACICN Y CCORDINAClet-; 
DEL 1Jffil\RRC)UO :ex:x.NCMJCO Y SOCIAL, 
LIe. ATILIO VIEYTEZ 

Jl.5OCIACI W S.1U.VAOOREi~~ DE INDUSTRIALES 

c:::R.OC JJ>'.J:ElIT :) Y NEX.."ES IDZ\DES F mn.."JC J:ER.n.5 DEL 
SEl:'roR INiJJSTRlAL. 

~1ayo 19, 1980 

1. 0 I . JUC'R:> TERRI'IDRIAL BRIJK> A PREX:IOS CORRIENTES 

Se estima en 1. 432 millones de colones para el ano de 1980, sin -
deducir la ¢rdida de producci6n durante los primeros 0 4 meses de -
dicho ano debido a la problE!l1"Btica socio-polftica y econOnica. 

2. FlNANCIAWlTINTO N:OCES.ZUUO 

\ 

Considerando la intima oorrelaci6n ent.re el financiamiento y el PTB 
, 0 del sector I es necesario un 34.24 % de financiamiento, 0 sean lIDOS --

~490 mi11ones. 

Considerando el est.c.do de recesi6n de 1a econcnUa y 1a iliquidez con 
secuente I 1a necesidad de refinanciamiento rn.!§s arrplio es indispensa
ble. Dicho refinanciamiento se est.iJna en un 18% del vollll1l2n total 
del c~to, vale decir lIDOS ~88 mil10nes . Este refinanciamien
to deber1'.a de ser a p1az() mayor de un ano, pues de 10 cOntrario; la 
iliqLlidez se haria pres6lte. 

10 e>.'Presado indica que para capi tal de operaci6n se necesi"':.arfan 
unos ~402 millones y para refinanciamiento ~88 mill ones . 

Es obvio que si el PI'B estimado fuese rrenor, el vol \:JI1)O-11 del cr~i t.o 
tam.l:>ie.'l 10 serfa, aunque no de manera proporcional, debido a que el 
vol umen de refinanciamiento se considera constante y, carro es na 

, 
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tural, al no generarse' capital de trabajo propio de las erpresas de
bido a una disminuci6n en sus niveles de producci6n, s€ presentarfa 
un esta~o de iliquidez que s610 podrfa resolverse aurent::mdo el re-
financiamiento. 

3. t-.o"D:ESJD.ZU) DE DIVISJlS 

Para sCltisfacer las necesidades de materias pri.mas y amas necesa
rios para la producci6n y consecuentemente para alcanzar el Pm es
timado, habr1a necesidad de $463 millones. Esto desde luego con la 
reserva de que habr1a que deducir las i.mportaciO!les ya efectuadas -
durante los primeros " neses de 1980, 10 que daria por resul tado una 
necesidad de $309 millones para e1 resto del ano, si es que el pro::e 
so de inportaciOn fue no:rrnal durante el primer cuatrirrestre. 

I 

, 
4. r1EDm~ cx)I.ATERALES A NIVEL DEL SIS'T:EM,l~ PA"¥".AR10 

, . 

a) - Un estricto control del ingreso de las divisas prO\'e.nientes 
de las exportaciones de aquellas e'1"presas que tienen un mer
cado internacional para sus productos; 

b)- Un control efectivo nedicnte el an~lisis de Estados Fir"'?ncie 
ros peri6dicos, para gatentizar el usa de los ~tos; -

c) - Flexibilidad de parte del sector bancario a fin de canside
rar con prioridad la necesidad de reactivar la econam1a sin 
referencia con osnasiado t~nfasis hacia los aspectos de garan 
tia de los creditos, sie..'Tpre y cuando las e-npre.sas [)2.l)eficia 
rias acusen \.IDa razonable situaci6n financiPIa y c.::o.., un -
record crediticio aceptable. 

d) - En los casos de atpresas que reguieran financiamiento par 
encinla de los Ifmites que una instituci6n financiera en par
ticular pueda otorgar a una sola persona, deberful hace.r::.e los 
arreglos necesarios para co~sorcios entre varias institucio-
nes financieras; 

I 

e) - Regular a las enpresas el reparto de utilidades, c::aro rredida 
transitoria y de emergencia, indispensable para la rehabilita
ci6n econ6mica del pais. 

f)- Facilitar a las s11presas 'el otorgamiento de ava....es par parte -
del sistema b.;mcario, cuando exi.stan fue..ites de financiamiento_ 
e.>.ternoi 

Que el refinanci~niento de deudas sea flexible para evitar -
el estrangul.amiento del prcx::es,') de producci6n . 

• 
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... 51 estli dispuesta 'a colarorar co!') el G:Jbie:mo, ron el s&...-t.or rel1CG

rio y con . los enpresarios, en el sP..lltido de dar Ia 'asistencia tfcrlica 
que sea requerioa, as! CO'TO la infonnaci6n que se consioere nea?saria 
2 fin de facilitar y e.>..peditar el pro:-eso de financia;niento y CO!l5C

C'~ente:;;e.I")t£ de reactivaci6n del s~ctor. A tal ~fecto se prc~X:)j)e: 

i Realizar reunianes periooicas para hacer conciencia entre )05 

enpresarios en el se.ntleo de m:xierar si no m:mtene.r los nive
les de precios de los artfculos que producen para aliviar 1a pre 
5i6n inflacionaria. -

ii H3cer conciencia so!:>re 12 i.r.port...an::ia de Strnini saar inforr.-,a
ci6n veraz, constante y o;::xJl-tuna para tener e 1 (;.,entos de jui
cio a nivel de la anpresa, .asr C'Oi"Y.) a nivel del sector, para 
facilitar el proceso de reuctivaci6n y el eS~lblecinUento de -
Ol"OO'l"am3S tenolentes a fori:.alecer la ind~stria en ce,...,eral. . - ~ 

i1i- Se har!!.') viajes.y Sf! re.alizarAn programas de divuJgaci6n para 
restaurar la confianza en el pa1s en el exterior e intel'nar.en 
teo 

iv Se asesorar& y orientar~ a los errpresarios sabre la fOffia en 
que PLledan rrejorar sus mercados e.xternos. 

v En fin, }loSr realizarc§ tcx5.os los esfuerzos a su alcance fdra (X)I) 

tribuir a la rehabilitacion de 1a econam!a y al gra6ual re5t2-~ 
bJec.imlento de C(X1Clciones e...""OnCTILlca5 que cona-uzca.., eve..")b;.'iJ.
rrente a una paz social y a UI") mayo!" bienestar de) pueblo 53] \"'2 

doreno. 

6. ACX:la.~ CQ·1PLEJ·rr::r."TAR.IAS DEL GOSIER1\O 

El Gubierno por su parte d~rCi adoptar una p::>lftica efectiva de a:X:>'::-'C' 
a la industria naciona1, dando prererencia, ~.n iguaJdaa de exmd.iclo.:P-5 
de precio y calidad, a1 producto manufacturado en el pafs. 
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3A~COUNTRY CHECKLIST 

The cr1t~ria listed in Part A are applicable generally to FAA funds, and should be used 
irrespective of the program's funding source. In Part B a distinction is made between the 
criteria applicable to Security Supporting Assi~tance and the criteria applicable to 
Development Assistance. Selection of the Gppropriate criteria will depend on the funding 
source for the program. ' 

A. GENERAL CRITr.RIA FOR COUNTR~ 

1- FAA S'et. 481. Has it been determined 
that the government of recipient country 
has failed to take adequate steps to 
vrevent narcotics drugs and other con-
trolled substances (as defined by the 
Comprehensive Drug Abuse Prevention and 
Control Act of 1970) produced or pro-
cessed, in whole or in part, in such No. 
country. or transported through such 
country. from being sold illegally 
within the jur1sdict~nn of suc~ country 
to U.S. Government personnel or their 
dependents, or from entering the U.S. 
unlawfully? 

2. FAA Sec. 62C~b). If assistance is to a 
government,ls the Secretary of State 
detenmined that it is not controlled by Yes. the international Commun;st movement? 

3. FAA Sec, 620(c). If assistance is to a 
government. is the government liable as 
debtor or unconditional guarantor on any 
debt to a U.S. citizen for goods or 
services furnished or ordered where (a) 
such citizen has exhausted available 

(a) No, 

legal remedies and (b) debt is not (b) No. 
denied or contested by such government? 

4. FAA Sec. 620(e)(lk If assistance is 
to a government. as it (including 
government agencies or subdivisions) 
taken any action which has the effect 
of nationalizing. expropriating, or No. otherwise seizing ownership or control 
of property of U.S. citizens or entities 
beneficially owned by them without taking, 
steps to discharge its obligations 
toward such citiZens or entities? 

5. FAA ~ec. 620{fli Aee. Sec. lOB. Is 
recipient country A Communist country? 
Will assistance be provided to the 
Democratic Republic of Vietnam (North No. 
Vietnam). South Vietnam, CAmbodia, or 
Laos? 



A. 

• 

6. 

7. 

8. 

9. 

,"[CY'VI DATE 

November 2, 1977 
.,A""" 114[WO NO, 

4:6 

FAA Sec. 620~i). Is reciDient country in 
bny way 1nvo ved in (a) subversion of, or 
military aggression tgbinst, the 'United 
States or any country receiving U.S. 
e~sistAnce, or (b) the planning of such 
subversion 'Jr aggression? 

FAA Sec. 620(j~. Has the country per
mitted, or fa; ed to take adequate 
measures to prevent, the damage or 
destruction, by mob action, of U.S. 
prvperty? . 

FAA Sec. 620(1). If the country has 
failed to institute th~ investment 
guaranty program for the specific risks 
of expropriation, inconvertibility or 
confiscation, hAS the AID Administrator 
within the past year considered denying 
assistance to such government for this 
reason? 

FAA Sec. 620(oi} fishermen's Protec~ive 
Act, Sec. 5. -country has seizad p or 
imposed any penal~y or sanction against. 
any U.S. fishing activities in 
international waters, 

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

b. hbs comple~e denial of assistance 
been considered by AID Administrator? 

10. FAA Sec. 620(9); App. Sec. 504 . . (a) Is 
the recipient country in default on 
interest or principal of any AID loan to 
that country? (b) Is country more th&n 
one year in default on interest or 
principal on U.S. loan made pursu~nt to 
program for which funds appropriated under 
A~prop. Act, unless debt was earlier 
di~puted, or appropriate steps taken to 
cure default? 

1'. FAA Sec. 620(s). What percentage of 
country budget is fo '· military expendi
tures? How much of foreign exchange 
resources spent on military equipment? 
How much spent . for the purchase of 
sophist1cated weapons systems? (Considera
tion of these points is to be coordinated 
with the Bureau for Program and Policy 
Coordination, Regional Coordinators and 
Military Assistance Staff (PPC/RC).) 

No. 

No. 

AID HANDBOOK 
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El Salvador has instituted the Invest~ 

ment Guaranty program. 

N/A 

No. 

Approximately 9% of the 1978 Central 
Government budget was for defense and 
public security expenJitures. With 
respect to defense, the percentage drops 
to 6%. The GOES has not made significant 
foreign exchange expenditures for defense. 



A. 
12. fAA Sec. ~20(t). Has the country 

severed diplomatic relations 
with the United States?' It 80. 
have they been resumed and~ave 
new bilateral aAsistance 8greeDuultll 
been negotiated and entered into 
since such resumption? 

13. ~ Sec. 620(~. What is the pay
ment status of the country's U.N. 
obligatione. .of the country is in 
arrears. were such arrearg'es taken 
into account by the AID Adminis
trator in determining the current 
AID Operational Year Budget? 

14. FAA Sec. 620A. Has the cO'<lntry 
granted sanctuary from pro8ecuti~n 
to any individual or group which 
has committed an act of interna
tional terrorism? 

15. FAA Sec. 659. If (a) military base 
is located in recipient country. 
and was constructed ot is being 
maintained or operated with lunda 
furnished by the United States~ and 
(b) u. S • 1 'personnel cat'ry out l11ili
tary overations from such base, 
has the President determined that 
the government of recipient country 
has authorized regular access to 
U.S. correspDudents to such base? 

16. FAA Sec. 666. Does the country object, 
on the basis of race, religion, 
national origin or sex, to the 
pres.mce of any officer or employee 
of the U. S. there to carry out I.~ 

economic development program under 
FAA? 

17. FAA Sec. 669. Has the country 
delivered or received nuciear 
reprocessing or enrichment equip·· 
ment, materials or tecnnology, 
without specified arrangeme~t8 
on safeguards, etc.? 

No. 

ANNEX IV 
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To the best of our knowledge, 
the GOES is not in arrears. 

lilA 

No. 

No. 



b. FAA Sec. 115. Will country be N/A 
furniahed, in same fiscal year, either 
security supporting assistance, or 
Middle East peace funds? If so, MS 
the Congress specifically authorized 
such fundsD or is assistance for 
population programs 9 humanitarian aid 
through international organizations, 
or regional programs? 

c. FAA ~ec. 116. Can it be demon- N/A 
atrated that contemplated assistance 
will directly benefit the needy? If 
not, has the Dep~rtment of State made 
findings fJ1hich indicate toot this 
80ve~nment has engaged in a consis-
tent pattern of gross violations of 
internationally recogtlized hu.man 
rights? 

ANNEX IV 
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18. FAA Sec. 670. Has the country 
delivered or rec~ived nuclea~ 
reprocessing. equipment, material 
or technology? Is the count~y not 
a "nuclear-weapon state" as defined 
in Artiele IX(3) of the Nuclear 
Non-Proliferation Treaty and on 
which detonates a nuclear explo6ive 
device? 

19. FAA Sec. 901. Has the cou~tI'y d,enied 
its citizens the right or opportunity 
to emigrate? 

B. FUNDING CRITERIA FOR' COUNTRY 

1. Eccmomic ' SUJ.)J)Ol'f:" Fund: Country 
Criteria . 

a. FAA Sec. S02B. Has the 
Department of State made findin~~6 
which indicate that the country 
has engaged in a consistent 
pattern of groGS violations of 
internationally recognized huinarl rights? If 
80, is program in accordance 

. : .. 

No. 

No. 

t-Tith policy of this Section? No. 

b. FAA Sec. 531 Is the AssiEltance to 
be furnished to III friendly country. organiza
tion. or body eligible to receive 
~ssiBtance? yes 

~. FAA Sec. 609. If commodities are to 
be granted so that sale proceedfl ,rill accrue 
to the recipient country. have 
Special Account (counterpart) 
arrangments been made? N/A 

2. Development Assistance Co~~:riteria 

a. FAA Sec. l02(e) j . (d) • Have 
criteria been established, and 
taken into account. to assess 
commitment and progress of 
country in effectively involving 
the poor in development, on such 
indexes as: (1) small-farm labor 
intensive ~griculture, (2) 
reduced infant mortality. (3) 
populadistribution, and (5) 
unemployme~l t • N/A 

ANNEX IV 
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The criterh listed in Part A are appl1cllb1e generlllly to FAA funds ~ and ~hould be used 
irrespective of the program.'s funding source. In Part B II distinction is made between the 
criteria applicable to Security Supporting Ass1stane~ and the criteria Ilp~:icable to Development 
Assistance. Selection of the appropriate ct'iteri4 will depend on the funding source for the program. 

CROSS-REFERENCES: IS COUNTRY CHECKLIST UP,TO DATE? IDENTIFY. HAS STANDARD ITEM CHECKLIST BEEN 
REVIEWED? 

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE 

L 
I 

I 

• App. Unn~mbered. FAA'Sec 653(b) 

(a) Describe how Committees on Appropria
tions of Senate and House have been or 
will be notified conc~rning the nonproject 
Assistance; 

(b) is assistance ~ithin (Operational 
Year Budget) country or international 
organization allocation reported to the 
Congress (or not more than $1 million 
over that figure plus 10%)7 

2. FAA Sec. 611(a)(2}. If further legis
lative action is required within recipient 
country. what ;s basis for reasonable 
expectation that such action will be 
completed in time to permit orderly 
accompli silment of purpose of the 
assistance? 

3. FAA Sec. 209, 619. Is assistance more 
efficiently and effectively given throu9h 
regional or multilateral organizations? 
If so why is assistance not so given? 
Infonmation and conclusion whpther assist
ance will encourage regional development 
programs. 'If assistance is for newly 
independent country. is 1t furnished 
through multilateral organizations or in 
accordance with multilateral plans to 
the maximum extent appropriate? 

4. FAA Sec. 601 a' and Sec. 201 f for 
deve opment loans. Infonnation and 
conclusions whether assistance will 
encourage efforts of the country ' to: 
(a) increase the flow of international 
trade; (b) foster private initiative 
and competition; (c) encourage develop
mpnt and use of cooperatives, credit 
unions, and sdvings and loan associations; 
(d) discourage monopolistic practices; 
(e) improve technical efficiency of 
industry, agriculture.and commerce; and 
(f) strengthen free labor unions. 

An advice of Program Change notifying 
the Congress of the use of $20 million 
of Economic Support Funds was sent 
to Congress. 

No, ESF funds are being used here to meet 
urgent, unforeseen need which was not takf 
into account: in the preparation of the 
Congressional Presentation for the year i1 
question. 

None is required. 

No. it is more efficiently and effective: 
given through bilateral channels. 

'The assistance 'I...,i11 provide an infusion 
credit resources to the GOES which will 
allow it to finance a portion of the int 
national and domestic trade activities i 
the Salvadoran private sector, and in so 
doing, support private and competitinn • 
throughout the country. 

- ------------------------------------------------------------



A. 
5. 

6. 

7. 

FAA Sec. 601(b). Information and 
conclusion on how asoistance will 
encourage U.S. private trade and 
investment abroad and encourage 
private U.S. participation 1n 
foreign assistance programs 
(including uoe of private trade 
channels and the services of U.S. 
private enterpriae). 

FAA Sec. 612(b); Sec. 636(h).Deb 

cribe steps taken to assure .that p 

to the maximum ~xt@nt possible, 
the country io contributing local 
currencies to meet the cost of 
contractual and other services, 
and foreign currencies ~~ed by 
the United States are utilized 
to meet the coat of contractual and 
other services. 

FAA Sec. 612(d). Doem the United 
States own exce89 foreign currency 
and, if GO, what arrangements have 
been made for its release? 

B. FUNDING CRITERIA FOR NONPROJECT ASSIST4NCE 

1. Nonproject Criteria for Economic 
,fulyport Fund 

a. .FAA Sec. 531. How will this 
assistance support promote economic 
or political stability? 

2. ~onproject Criteria for Dev®lopment 
) 

Assistance 

a. FAA Sec. 102(c)j Sec. Ill; Sec. 
2818. Extent to which activity will 
~effectively involve the poor in 
development, by' extending access to 
economy at local level, increasing 
labor-intensive production, spreading 
investment out from cities to small 
towns and rural areas; and (2) help 
develop cooperatives, assist rural 
and urban poor to help themselves 
toward better life, and othe~nBe 
encourage democratic private and 

ANNEX IV 
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The project will encourage u.s. private 
trade ab~oad ~y providing the GOES and 
through it, the Salvadoran private sector, 
"lith the means for financing the importatior 
of American-produced goods. 

In order to "I!et the short term objectives 
of this Progl:mn, a significant amount of 
U.S. dollars will be used to generate loeal 
currency. The GOES has agreed, for itB 
part, to contribute $20 million in local 
currGllncy to work to\-lard joint AID-GOES 
objectivea. 

No. 

This Project will provide additional foreigl 
exchange needed for the importation of raw 
materials and intermediate goods required b: 
the t-leakened industrial/manufacturing s~cto, 
Provision of the materials ~rill help reviwe 
the industrial sector, and through it, 
help strengthen the general economy. 

\ 

local governffient institutions? N/A 



b. FAA See. 103, lOlA, '104, lOSLl,Qi, 
ill. Is assistance being Plade av~il
able: (include only .ppli~abla 
paragraph ... - e.g." B.. b. etc. -- which 
corresponds to sources of funds used. 
If more than on@ fund 80urcm 10 Y6~d 
for assistance, includ@ ~@l~vBnt 
paragraph far 3ach fUfid 60UC@.) 

N/A 

ANNEX IV 
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(1) [103] for agriculture, rural developa 
ment or nutrition, if so, extent to 
which activity is specifically designed 
to increase eroduct1v1ty and incOMe of 
rural poor; [103A) if for agricultural 
research. is full Account tak~n of 
needs of smil1 farmers. 

(2) (104) for population planning or 
health; if so, extent to which activity 
extends lowscost, integrated ~e11very 
systems to provide health ant)" family 
planning services, especially to "ural 
areas and poor; extent to which ass1stm 

ance gives attention to interr~lation
ship between (A) population grmnh and 
(8) developm~~t 8nd overall improvement 
in living st3ndards in developing 
countries. Is acti\,ity designed 1;0 
build frlOt1vation for small 1M'111 i4~S in 
programs such as &due,at ion in and out 
of school. mat~~nal and child h~alth 
services. agriculture production, 
rural dcvelopm~ntD and assistance to 
urban poor? 

(3) [105] ""r education. public adlllin1stra a 

ticn, or human resources developm~nti 
if so, extent to which activity 
strengthens nonformal education. makes 
formal education more relevant, 
especially for rural families and . 
urban poor, Ot' strengthens management 
capability of institutions enabling 
the poor to participate in development; 

(4) [106J for technical assistance. energy, 
research. reconstruction. and self!cted 
development problems. if so, extent 
activity h: 

(5) 

(a) to help alleviate energy problem; 

(b) reconstruction after natural or 
manmade disaster. 

(c) for special development problE!m, 
and to enable proper utilization of 
earl 1 er U .• S. 'Infrnstructure, etc. p 

llssistance, ' 

(d) fot' programs of urban development, 
especially small labor-intensive 
enterprises, marketing systems, and 
financial or other institutions to 
help urban poor participate in 
economic and social development. 

[107] by grants for coordinated pY'i
vate effort to develop and disseminate 
intermediate technologies appropr~ate 
for developing countries. 

N/A 

N/A 

N/A 

N/A 

N/A 

'1:J/A 

N/A 

N/A 

g,I'UCTIVl DATI;) 

November 2, 1977 
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c. FAA Sec. 207. Sec. 113. Ext~nt to 
which assistance reflect~appropr1ate 
emphasis on: (1) encourog1ng deve10pment 
of democratic, economic po~1t1ca1, and 
social institutions. (2~ self~help in 
~~t1n~ the country's food n~eds; (3) 
improving availability of trained 
worker~power in the country; (4) programs 
designed to meet the country's health 
needs; (5) other important areas of 
economic, political, and social develDpa 
me!'lt, including 1ndustrYi free labor . 
uhions, cooperatives. and Voluntary 
Agencies; transportation and communication. 
planning Bnd public administration; urban 
development r and modernization of existing 
laws; or (6) integrating women into the 
recipient country's nationsl economy. 

d. FA!l Sec. 281(b). Describ@ extent to 
wh1chprogram recognizes the partic~1ar 
needs, desires. and capacities of the 
people of the country. utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic educatio~ and training in 
skills required for effective participa
tion in governmental and political 
processes essential to self-government. 

e. FAA Sec. 201 b 2 - 4 and - 8 ; 
Sec. 0 e' Sec. 1 a 1 - 3 and - 8 • 
oes the act wi ty 9we rea!>.ma e promi se 

of contributing to the development of' 
economic resources. or to the increase of 
productive capacities and self-sustaining 
economic growth; or of educational or 
other institutions directed toward social 
progress? Is it related to and consistent 
with other development activities, and 
will 1tcontribute to ~ea11zable 10n9-
range objectives? 

f. FAA Sec. 201(b)(6)i Sec. 21l{a~. 
~ Information and conc)uslon on 
possible effects of the assistance on U.S. 
economy, with special reference to areas 
of substantial labor surplus. and extent 
to which U.S. commodities and assistance 
are furnished in a manner consistent with 
improving or safeguarding the U.S. 
balance-of-payments position. 

3. ~onlroject Criteria for DeveloEment 
ss stllnc-e]h9~ns on1;1 . 

II. FAA Sec. 201(b~(1). Information and 
conclusion on i'''~i ability of financing 
from other fy 'florld sources. including 
private sou~ ~ithin the United States. 

t~NNEX IV 
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N/A 

N/A 

N/A 

N/A 

N/A 

N/A 
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b. FAA Sec. 201(b)(2); 2Ql(d). 
Information and conclusion on (l) capac
ity of ·the country to repay the 100n. 
~nclud1ng reasonableness of repayment 
prospects, and (2) reasonableness and 
legality (under laws of country and. 
United States) of lending and relending 
·tenns of th~ loan. 

c. FAA Sec. 201 e. If loan is not ~de 
. pursuant to a mu tl1ateral p1.l.In, .llnd the 
amount of the loan exceeds $100.000. has 
country submitted to AID an application 
for such funds together '>11th assurances 
to indicate that funds will be used in an 
economically and technically §ound manner? 

d. FAA Sec. 202(p~. Total amount of 
money un(ler loan w 1eh is going dir'ectly 
to private enterprise. is going to 
1nte~med1Dte credit institutions or other 
borrowers for use by private enterprise. 
1 s be1 n9 used to f1 nance imports fv'om 
pr1 vDte sources, or 15 otherwise bc:!i n9 
used to finance procurements from private 
sources? 

4. Addit10nal Criteria for Alliance for 
Progress -

[Note: Alliance for Progress assittance 
should add the follo\</1ng blo items to a 
nonproject checklist.] 

a. FAA Sec. 251 ~b){ 1)- (8). Does 
assistance takento account principles 
of the Act of Bogota and Charter of Punta 
del Este~ and tawhat extent will the 
activity contribute to the economi<: or 
po 11 t i c61 1 ntegra t 1 on of Latin Ame,"i ca? 

b. FAA Sec. 251 (b)(8~ i 251 (h). For loans, 
has there been taken nto account the 
effort made by recipient nation to repa
triat".! capital invested in other countries 
by their own citizens? Is loan consistent 
wi th the fi nd1 ngs and recoflJllendat ions of 
the Inter-American COflJllittee for the 
Alliance for Progress (now "CEPCIES," the 
Permanent Executive COflJllittee of the OAS) 
in its annual rev1c\'/ of national 
development activities? 
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N/A 

N/A 

N/A 

N/A 

N/A 
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lA(3) - STANDARD ITEM CHECKLIST 

Listed below are statutory items which normally will be covered "outinely in those provisions of 
an assistance agreement dealing with it.s implementation, or cover'ed in the agreement by exclusion 
(as where certain users of funds are permitted. but other uses not), 

These items Are arranged under the g~ner~l headings of (A) Procyv'€ilIent and (B) Other Restrictions. 

A. PROCUREMENT 

1. FAA Sec. 602. Are there arrangements to 
permit U.S. small business to participate 
equitably in the furnishing of 9~ods nnd 
services financ@d? 

2. FAA Sec. 604 (ajl. ~ill b11 commodity 
procurement f1nanced be from the United 
States except as othen~1se determined by 
the President or under dG1Ggation from 
him? 

3. FAA Sec', 604~b). t~111 all eOliiTIod1ties in 
6ul~ be pure ased it pr1c~s no higher than 
the market pl'1 ce preva 111 ng 1 n the Uni ted 
States at time of purchase? 

4. FAA Sec, 604 c. ~J111 311 lIgr1culturail 

Standard A.I.D. Procedures will be 
used to the extent applica11e. 

To the ~xtent feasible, yes. 

To tbe extent feasible, yes. 

commo ties available for disposition I 
under the Agricultural Trade Development N A 
& Assistance Act of 1954, as amended, 
be procured in the United States unless 
they are not available in the United 
States in sufficient quantities to supply 
emergency requirsments of recipients? 

5. FAA Sec. 604(d). If the cooperating 
country discriminates against U.S. 
marine insurance companies. will agret!
ment requ1re that ~rine insurance be 
placed in the United States on 
cOll~d1tie$ financed? 

6. FAA Sec. 604(e~. If offshore procure .. 
ment of agr1cu tural convnodity or product 
is to be financed, is there prov1s1on 
against such procurement when the 
domestic price of such commod1ty is less 
than parity? 

7. fAA Sec. 604(f~, Are there arrangements 
whereby a supp fer will not receive 
payment under the commodity import 
program unless he/she has certified to 
such infonnat1on as the Agency by 
regulation has prescribed? 

J 

N/A 

N/A 

NitA 
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8. FAA Sec. 608 a). Will U.S. Government 
excess persona property be utilized 
wherever practicable in lieu of the 
ptocurement of new items? 

9. MMA Sec. 901(b). (a) Compliance with 
requirement that at least 50 per centum 
of the gross tonnage of commodities 
(computed separately for dry bulk 
carriers. dry cargo liners. and tankers) 
financed shall be transported on pri~ 
v8tely o~lled U.S.-flag corrmercial ,,0' 

vessels to the extent that such vessels 
are ava11ahle at fair and reasonable 
rates. 

10. International Air Transport. Fair 
competitive Practices Act. 1974 

If air transportation of persons or 
property is 'financed on grant basis, will 
provision be made that U.S.~f'e9 carriers 
will be ct1:1zed to the extent such 
service is av&llable? 

B. OTHER RESTRICTIONS 

1. FAA Sec. 620(h). Do arrangements preclude 
promoting or aSSisting the foreign aid 
projects or activities of Communist-Bloc 
countries. contrary to the best interest!; 
of the United States? 

2. FAA Sec. 636{il. 1S financing prohibited 
from use, "iithout waiver. for purchase. 
long-term lease. exchange,or guaranty of 
sdle of motor vehicle manufactured 
outside the United States? 

3. Will arrangement preclude use of 
financing: 

a. FAA Sec. 114. to pay for performance 
of abortions or involuntary sterilizations 
or to motivate or coerce persons to 
practice abortions? to pay for performance 
of involuntary sterilizations as method of 
family planning or to coerce or provide 
any financial incentive to any person to 
practice sterilizations? 

b. FAA Sec. 620(9). to compensate owners 
for expropriated nationalized property? 

c. FAA Sec. 660. to finance police 
training or other law enforcement 
assistance, except for narcotics programs? 

d. FAA Sec. 662. for CIA activ~t1es? 

. 
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N/A 

N/A 

Yes, to the extent feasible. 

Yes. 

Yes. 

Yes. 

Yes. 

Yes. 

Yes. 
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e. Aff' Sec. 103. to pay pens10ni p etc .• 
for m 1tary personnel? Yes. 

f. App. Sec • 1 06 • to pay U. N • " 
assessments? "laB. 

g. ~p. Sec. 107. to carry out pro.,151ons Yea. 
of F Sections 209(d) and 251{h)? 
(transfer to multilateral organization 
for lending). 

4. FAA Sec:. 20l( d ). If dev@ 1 opmen~ ... 1 oan , 
is interest rate at least 2% per annum 
during grace period and at least 3X per 
annum tMrearter. Can the country N/ A 
borrower serv1ea the loan on h~rder than 
standard development loan terms? 

'''«C''VI Dnll 

November 2, 1977 
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MlHISTERIO DE 'LANIFICAClON 
'f COORDINACION DEL DESARROLLO 

ECONOMICO Y SOCIAL 
San Salvador, 19 de sept. 1980 

No. 183-SE-80 ASurro: solicitando donacion de 
US $20 mO.llones, apoyo sec~or 
industrial pais.-

SENOR DANIEL A. CHAIJ 
DlREC1'OR INTERlNO 
USA:m/EL SALVADOR 
EMBAJADA AMERICANA 
CnmAD.-

Estimado 8~r Chaij: 

Tengo el agrado de solicitar a Ud," una donacion de US $ 20 millones 
para apoyo al sector industrial de nuestru pals. Contra estes $ 20 
millones, que se deposi taran en un banco de los Estacios Unidos, el 
Banco Cen"t:l"al de Reserva emi. tire. cartas de crem to pare la importa
cion de materia prima para la industria salvadorena.-

Ademas tengo a bien comunicarle que dada la importancia. de esta ac
ti vidad en la econorn:l.a nacional, el Banco Central de Re:,erva se <...'OJIl 

promete a cubrir car"l:as de Cr'edi to por otra cantidad ig..lal a la do=
nacion que en esta se solici ta. -

Despues de la operacion del depOsito de los dolares, el Banco Cen
tral de Reserva, contra 6:rdc!~es de AID, desembolsara fl 50 millones 
que se utilizaran de la manel'a si~riente: 

e 25 mj.llones aL Banco Central de Reserva para establecer una 
linea de re<:iescuento para. financiamiento industrial. Esta Ii 
nea serla utilizada para otorgar prestamos para capital de -
trebajo a la pequefia y mediana industria.-

fl 12.5 millones para capitalizar al Banco Nacional de Famento 
Industrial (3ANAFI) los cuales igualmente serl.an utilizados 
para prestarnos :. la mediana y pequena industria para capital 
de trabajo con plazos flexibles hast.-' por cinco afus y con in 
tereses pJ.~fe~ciales en ciertos casos.-

..• 2 
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(l 7.5 mill'Jnes al Fondo de Financiamiento y GarantJ.a para la 
Pequefia EJIlpresa (FIGAPE) para prestamos de capital de trabn.jo 
a la pequefia industria.-

(l 2 millones pare financiar una escuela tecnico-vocacional 
que adiestrara mano de obra califica.da pare. el sector indus
tiral, dando particular enfasis a :La capaci tacion de la mu
jere Este colegio sere una entidad privada sin fines de lu
cro. Los alurmos preferencialmente seran escogidos entre va
rones y senoritas campesinos.-

~ 3 millones pare financiar proyectcs de empresas de auto ges 
tion POI" medio de un fonda manej ado POI" BANAFl, 10 cuaJ. penni 
tim que hasta un lS!!l del financiarn.i.ento que se otorgue sea 
como donacion no reembolsable R fin de permi tir que las peque 
nas industrias de trabaj adores, tengan acceS0 a gerencia y 
asesor1a tecnica ca.l:i.ficada.-

Toda regulacion de estos fondos pare financiamiento industrial, in
cluyendo la llnea de redescuento del Banco Central de Reserva, an
tes de emitirse sere sujeta a la opinion de ASI , seIS y FENAPES, y 
a la aprobacion de AID. Tambien pare efectos de este proyecto, la 
clasificacion de pequefia y mediana industria estara contenida en la 
refer-ida regulacion, de acuerdo a cri terios establecidos POI" el Go
bierno.-

En la seguridad de que nuestra solici tud pueda SET considerada y 
atendida favorablemente, aprovecho la oportunidad para expresarle 
las muestxas de mi cansideracion y estima.-

~
/l 

~ 4rLIO vITirFif! . 
/ ~l~ISTRO._ 


