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I. PR.,;. AWINDVlITSlARY %ND R~a!iflED\TTIO'N-7S 

A. Rpcnmimendtions 

The UakID Project D2velooment Committee recommends an 
authorization amendment for the Industrial Stabilization and Recovery
 
Project (ISRP) to orovi3e qreater su'port to the develzament of 
export-orientd light mnufacturing/assembly industry in E1 Salvador. 
The amendment proposes: (1)an increase in th3 authorized life of 
project grant funling of t20.0 millicn (from t9.46 million to t29.46
 
million); ail (2) -1 two-year extensiDn of the Project Assistance 
Cooletion Dite (from Septe-nber 30, 1.987 to September 30, 1989). The 
Project Cormittee also reco--mends that, with guilance from LAC/GC, the 
UFAID seek approval of a blaalket waiver to source, oriqin and nation,-lity 
requirements from AID Geographic Coxle 000 (The United States) to Code 899 
(Free Wiorld) contries for procurements of goods and services with a 
curmlative cost of t5.0 million. 

The proposed changes to the authorization, if approved, would 
be re£lecteal in anamrnlmnt to C2x)>rative iareernent No. 
519-02B7-G-00-4387-00, through which aLn increment of t7.0 million would 
be obligated in -Y 1986, with the remainder of the t20.0 million 
authorized furndling increase to be obliqated in subsequent Agreement 
Amen-Iments. k Conqressiorial Notification on the prcoosed Project 
Amend]ment was submitted to Congress on June 17, 1936 any expired on July 
1, 1986. 

LAC Redeleqation of Authorities to the Field, dated February 
12, 1.985, provides authority for US-ID review and approval of this 
ame-ndment to thn Project and its authorization. A-1 Hoc Redelegation of 
Authority No. 149.1.48 (per STATE 119680 dated April 19, 1986, and STATE 
200178 rlhted June 25, 1986) gives the Mission Director authority to sign 
an Rmer.Iment to Cooperative Agreement No. 519-0287-G-00-4387 to obligate 
fun-s in an a-mo, t not to exceed 7.0 million, s!bject to the clearance 
by an AID contracting officer. 

B. Grantee
 

The Grantee for the proposed supplementary furils will be the 
&alvadoran Founrdation for Economic and Social Development (FUSADES), a 
looil, private, non-profit organization with principal implementing 
responsibilities for the ongoing ISRP. 

C. Summary Description
 

The ongoing Industrial Stabilization and Recovery Project is 
one of the USID's key programs for generating employment, incone and 
foreiqn exchanqe for El Salvador. The Project, cirrently funded with AID 
grant funds in the amount of t9.46 million, provihes support to both the 

http:149.1.48
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public and pri*,ate sectors for non-traditional eqoort and investment 
promotion efforts. The ISRP is providing exporters of non-traditional 
products in El Salvador with policy development support thrcugh the 
public sector arY. with technical assistance, technology transfer, market 
information and other prmonticnal services from the private sector. The 
public sector corroonent, fuivled with t2.56 million in grant funds, is 
being iinzlement-d primarily by the MLnistry of Foreign Trade (MICE). The 
private s-tor oocrtion is being implemented by F S:DES with a qrant of 

6.9 million. '.iong the activities being implemented by FUSADES is a 
Trade a- nv stm0'.t Prootion Service program (PRIDFX) which facilitates 
information, technical assistance, and business development services to
 
Salvadoran nor-traditional exort enterprises through the establisment 
of linkages between interestd enterprises and entities both within and 
outside of El. Salvador which can provide the needed services. In the 
first 12 months of operation (1985), PRIDEX assistance to firms resulted 
in the creation of 1,395 new full time jobs ary 456 seasolal jobs, 2.8 
million in e:qtort earnings, and 2.6 million in new investnent. 

Consistent with the objectives of the ISRP and the Mission's 
overall industrial recovery strategy, a Project Amend1ment is being
proposed in order to increase the anticipated Project results in terms of 
ermloyment and foreign exchange generation. The Amendment concentrates 
on providing greater suwport for drawback or light manufacturing/assemb.y 
industrial ex-oansion through an amendment of the Cooperative qreement 
with PUNDES. The A-reerment Amendment will extend ISRP activities by t-.o 
years, to a new assistance ccapletion date of September 30, 1989. No new 
furing is needed for the public sector portion of the Project. 

Most of the new fun-ling, tl5.0 million, will be used to 
establish a new Investment Dand to provide financing for medina ard !onq 
term capital requirements, primarily those having foreign exchange costs, 
of industrial projects excortir.g to nc. -2A 1 mar-ets. Te inv,_ st 
Fund will be established by FUSADES in a U.S. bank with off-shore (rlyge 
Act) cperations. FUS DES and the financial institution will sign a 
subsidiary agreement - such as a trust agreement or a restricted 
commercial acc)unt management agreement - acceptable to the USAID, which 
will provide instructions to the institution on the uses of the Fund 
resources and the disbursement mechanisms to be utilized. Repayments of 
principal from the investments will be used to replenish the Fund for 
relen-ing, an-i a portion of the interest earnings will be used to set up 
a bad debt reserve to help maintain the nominal value of the Fund. Other 
interest earnings will be used to finance the administrative fees of the 
financial institution and FU&NDES' recurring operational costs. In 
addition, tO.6 million in new smole-mentary resources will be provided to 
cover the ccsts associated with invstment project analysis and review; 
t2.8 million for the PRIDEX program to enable it to make available a 
greater level of specialized technical services to new or expanding 
export projects; and k1.6 in additional funds for FUSADES' Program 
Coordination and A..tninistration costs related to the two-year extension 
of the Project's life. 
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The original goal of the Project has been amended to reflect 
greater consistency with the USAID's major assistance goals: 
to
 
accelerate economic growth and diversify the economv to attain higher

levels of economic well-being. The purpose of the Project has been
amen.lt to emriasize quantitative results to be achieved: to stimulate
grc,,th in the non-traditional export sectors of El Salvador, resulting in 
increased levels of employment, income, investment, and foreign exchange
earnirgs. k sunmary breakdown of contributions to the ISRP is as follwvs: 

(Ust000 's) 

AID HOST OJNLT RY 
ORIGINAL VHIS ORIGINAL THIS TOTAL 
PROQJ=" SUPPL TOTAL PROCT SUPPL MTAL PR3JC' 

FUSADF9S 6,900 20,000 26,900 624 269 892 27,792 

GOES 2,560 -- 2,560 5,246 -- 5,246 7,806 

TOTAL 9,460 20,000 29,460 5,870 268 6,138 35,598 

II. BACKGROUND AND RNTIONALE 

The Project Paper (PP) for ISRP, completed in Auqust 1984,

discusses FJ, Salvador's rmcroeconamic performance in recent history and 
the strucLural problems - legacies of the import substitution n y]el 
follaqed since the early 1960's - which were constraining export-led
economic recovery and1 growth. The limited growth prospects of EL 
Salvador's traditional export crops (coffee, cotton, and suqar) and of

manufacturdl exqports to the Central American Conm:.:n Market (CAN ), high
rates of uniemployment, and the expected groqth of the labor force were 
recognize d as serious problems that were urlermining the country's future 
well-bpinq. The ISRP was thus developed to supDrt a new growth strategy
based on the growth of non-traditional products to extra--regional markets 
to generate employment, income, and foreign exchange. 

The sections below discuss the ISRP's resultp to date, the
 
rationale for accelerating and expanding the development of export

industry in El Salvador, and the constraints to this type of development.
 

A. Project Results to Date 

The ISRP was authorizedx on Septemh'er 19, 1984. A Cooperative 
Agreeme-nt with FJSkDES was signed on September 24, 1984, and a Grant 
Agreement with the GOES was signed on September 25, 1984. The Project

Assistance Completion Date (PACD) for both Agreements is September 30,

1987. 
Funling for the Project has been obligated in increments, as
 
follows:
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AID OJND OBLIGBTFI) FOR THE ORIGINaL ISIRP 

GOES FlSADES TOTAL 

09/24/84 
09/25/84 
01/29/85 
07/19,/85 
07/24/35 
TOTAL 

-
843,000 
358,000 

--
1,359,000 

$2,560,000 

t2,157,000 
--

3,142,000 
1,601,000 

--
$,.00,000 

t2,157,000 
843,000 

3,500,000 
1,601,000 
1,359,000 

$9, 460,000 

1. Private Sector Ecrxnrt ar..1 Investment Pro:ntion Services 

As of March 31, 1985, total expenditures of the FUSADES 
portion of the ISRP, as repgrted by FJSADES, amounted to T@2,258,300, or 
33 %nf tho totil -runt oblig:vtrith F SAPD. r..nt furls rcle 
available to I-YJSkDES were spent for financing expenditures in four 
sub-components: a) Trade and Investment Promotion Services, b) 
Association Strengtheninq Activities, c) Policy Research and De-velopment, 
ani d) Program Coordination and Management. 

The FUSADES budget for ISRP for the period April 1 to 
Decenber 31, 1986, as adjusted in April 1986, is as foll.-is: 

Trade and Investment Promotion Services ki,G04,400 
Association Strengthening Activities 136,100 
Police Res-earch and Dnvelopment 309,200 
Program Coordination and Management 371,500 

'rot. I $2,621,200 

Given the amount ex-:eriled throLgh March 31, 1986, and the 
amount programmed for the remainder of CY1986, the amount available for 
the January - September 1987 period, approximately 2.04 million, will be 
inadequate to allow FUSADES to replicate expected 1986 results, let alone 
1985 actual results. These results have been:
 

a. Trade and Investment Promotion Set-vices (PRIDE-.) 

Since inceotion of PRIDE, in January, 1985, initial 
staffing increased from an Executive Director, 4 Project .anagers, and 
two secretaries to 20 persons workinq in offices in S-in Salvador (with 13 
staff m mbers) and in New York (with 7 staff M!mbers). lhe New York 
offic? ore-wn1 in Auqus':, 1985, follcwing the signing of a Project-funded, 
cc-ze)titively let, 28-.month contract for technical assistance with Arthur 
Young, Inc. In CY 1985, the PRIDEX staff accomplished the following
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Ba4PWLO4FNT, FOREIGN EXCHANGE, AND NEU INVESIMENT 
G'qER:iNfD TI-RYJGH PRIDE.: ASSISrA'E ILN C 1985 

Employment New Investment 
Generated FX Generated Generated 

Apparel 
Noo-Trad. Agriculture 
Light .11nufacturin 

686 
114 (456)* 

-

1,602,000 
532,000 

-

4 300,000 
1,610,000 

104,000 
Irriustrial Hnandicrafts 
Acquacul ture 

580 
-

639,000 
-

56,000 
45,000 

Other 
Total 

15 
1,395 (456)* 

-

$ 2,773,000 
454,000 

T2,569,000 

* Seasonal jobs, not adjusted. 
Source: 1,7JSM).S, 1905 iV.n.-il Rep.ort. 

These accomplishments occurred as PRIDEX worke with 
19 textile manufacturers/processors, 5 agricultural enterprises, two 
investors each in light manufacturing and industrial handicrafts, one 
Tqiuaculture project where the investment has been made, and 2 other 
projects where new investment occurred but no exports yet realized-. 
PRIDEX services, for &ilvadoran and foreign clients, include six project
 
assistance areas:
 

Project De)velonment Assistance Financial Assistance (Direct Support) 
- conncd),:L cievel.opment - feasibility stuIies 
- partner searches - institutional travel 
- technolo-y! searches - opportunity consultations 

Market Access .ssistance Tednical Assistance 
- assessments - product design 
- price studies - production 
- quantity estimates - technology transfer 
- quality requirements - training 
- direct marketing and contacts 

Investment Services Mrport Assistance 
- investor assistance (counselling) - financing advice 
- financing assistance - transportation 
- investment promotion - advice on export and import 

procedures 

Since all PRIDEX assistance is directed to
 
non-traditional, extra-regional exports, in 1985 PRIDE( designed a series
 
of special programs where evidence pointed to special advantages in El
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- Funded 8 consultancies/technical assistance efforts. 

- Assisted an association member to bring a new export project into 
ooera tion. 

- Provided funding to an association for computer support. 

- Established a library with auio-visual material for use by associations. 

- Conducted an introductory seminar to introduce its services to Salvadoran 
associations, follorae. up with personal visits to all major associations. 

c. Policy ! search and Develpment 

'Tis sub-component made funding available to UJSADES to
 
enable it to undertake studies required to develop the conoptual and
 
analytical hasis for proposing reco.mrrtendations to the GOES on policies or
 
actionxs which are supportive of econo nic reactivation, trade, investment:kePilop:1~nt. a ofa:.1 e :ort 7s result, the D?;-1rtmentezo.mi, $trdi: s 
(DFS) at FUSADLS, as supported to periodically analyze the country's 
economic and social problems and propose recommenations for illlurov2ment 
via publications and presentations, tbe purpose of which is to create 
public awareness of national problems and their solutions. The Department 
grew from 2 persons in 1984 to 5 persais in 1985. Major efforts by the DES 
inclued the follcwing: 

- Publication of 6 studies, including a new economic model for El Salvador, 
emphasizing exry)rt-led growth; an economic, financial and legal review 
justifying the op-ning im of El Salvador to foreign banks; and reviews of 
the 1994/1985 econmtiic achievements. 

- Publication of 7 major bulletins including articles on inflation, a view 
of El S.v-b-r in the year 2000 tinder varying scenarios; foreign trade 
opjgprtunities; and an update on the CArI4. 

- ionthly presentations to imiversities and private sector associations on 
social and economic topics.
 

The Department functioned well in 1985, serving as an 
apolitical reviewer of economic and social trends in El Salvador, and made 
significant gains in shaping qoverrment and general pgublic opinion on where 
El Salvador should head to achieve economic grcwth. An example of the 
influence of the Department was FUSDES' participation in the drafting and 
review of the GOES' Export Development Law, approved by the Legislative 
Assembly in March, 1986. 

d. Proqrn Coordination ard Manaqement
 

In 1985, FLS4ADES consolidatel not only its program 
management functions, but also its role as a serious, effective promoter of 
Salvadoran non-traditional exports both within anl outside of the country. 
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The organization of the Foundation was restnctured to better implement the 

ISRP, as well as to take on new resnonsibilities for other programs and
 

activities. A new Executive Director was hired and two new departments 
were created to supp)rt FUSA.DES' operations: the De--,artment of Planning 
and Institutional Development is in charge of developing FUSADES' 
strategies aryl plans which are needed to achieve its goals and objectives; 
and the Depart-ment of A.ministration and Finance establishes arid maintains 
systems for information and financial control, as well as personnel 
administraticn.
 

In addition, two commissions, comorised of FUEzDES' 
board members, were created: a Commission on Legislation proposes new 
legislation or molifications of GOES laws in support of the new economic 
model proposed by -US:DES; and a Commission on Q'kf lict of Interest has the 
resprons ibility for developing, implementing and administering FUSTDES' 
policies to avoid conflict between the interests of FUSADES and its 
programs arid the interests of its directors, memIbers, aUnemployees 
contractors with regard to the use of goo-s, resources, services and 
information of the Foundation. 

Besides implementing the ISRP in a highly successful 

manner, FUSNDES has projected its image, voice and influence to promote 
both the Project's goal and oojectives arki El Salvador as a productive 
partner of Lhe CBI. In July, 1985, it coordinated and hosted a meeting of 
C/Ck representatives ari delegates from Central America and Puerto Rico to 
discuss the organization of the 9th Ar-ual Conference and Rzposition of CBI 
Investments. It organized arki coordinated with Salvadoran public and 
private sectors, El Salvador's participation in the Conference in Miami in 
November, 1985. FUSADES also participated in a nrlbe.r of other important 
events in the Unhited States, Mexico, Colomoia, and other countries. 

2. GOES D7cport ard Investment Promotion 

As of March 31, 1986, total expenditures of the GOES portion 
of the ISRP, amounted to approximately tl64,800, or 6% of the total amount 
obligated with the GOES.
 

The Grant finances activities in the public sector in four
 

sub-conponents: Export and Investment Strategy Formulation, Strategy 
Support Mechanisms, Policy Studies, and Free Trade Zone Development. 
Implementation of these activities rests primarily with the Ministry of 
Foreign Trade (MICE). These sub-corconents were based on the strategic 
assumotion that the GOES is cnnzitted to non-traditional, extra-regional 
exports as a new initiative for the future economic development of the 

country. This public sector conoonent was desiqned to provide flexibility 
and resources required to attack export-related problems. -Results to date 
are suTnarized below. 
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a. Export and Investment Strategy Formulation 

Under this sub-co.ponent, ISP2 funds are available to
 
finance technical assistance to help the GOES develop a policy framework 
an ground rules for the public sector role in supparc of new exIcrt 
efforts by private enterprises. No overall strategy was developel in 1985,
although during 1985 some government policies related to export credit an-1 
delivery mechanisms were fornulated by the GOES, throigh the Central Bank 
and the Ministry of Planning. MICE is preparing to undertake a series of 
other policy analyses in 1986.
 

b. Strategy Suiort Mechanisms 

Project resources are provided to f-ind short term TA and 
training to improve cooriination among government entities and streamline
 
export procedures. Activities in 1985 included the submission of a new
 
Ex)rt Development Law to the Legislative .Assembly in September. The Law,
passrd in March.. 19805, establishe!s tax holidays for 2:?oort prcxLuctiGou and 
creates the basis for priv-Ate sector free zone operation. It also calls 
for a one-stop expo.. t documentation center under 1-ICE to facilitate 
exporters in the paperwork process. MICE has contracted for a study on the 
implementation of the one-stop center.
 

In addition, a Committee for Promotion of 
Non-Traditional Exports was established in mid-1935 to bring export
opportiinities and prohlems to the attention of various actors in the
 
regulatory scene. In early 1986, a tripartite com.-ission of the F-R, MICE 
and NfrPLtN began meeting with FUSkDES and the Corporaci6n del Desarrollo de
Exportaciones (COEX. UT.)to resolve specific exporter problems. As a 
result, the BCR is working towards establishing an office which streamlines 
the allocation of foreign exchange and credit for exporters. 

c. Policy Studies
 

Various studies and assessments recuired to establish 
sound policy for promoting exports and activities required to generate 
awareness of problems affecting exports are anticipated under this 
sub-comnponent. No studies were carried out in 1985; however, terms of 
reference have been issueJ for studies in the areas of transportation, free
 
zone development, investment climate profile, the us4 of El Salvador's 
foreign service for export promotion, and exportable Salvadoran products. 

d. Free Zone Development 

The Project provides technical assistance to the GOES to 
formulate and im.lement a plan for revitalizing the San Bartolo Free Trade 
Zone. No progress has been achieved in this area by the GOES, except to 
note the oolicies and results of free zones in the Dominican Republic,
Haiti and Mexico, in order to develop and incorporate important features on 
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free zone development and management into the new Export Development Law 
mentioner- ahbve. Infrastructure improvements, to be financed with ESF 
local currency, are expectee to be Lmdertaken in 1986. 

3. 	 9ummanv-

FUSADES' efforts under the Project have achieved com.mendable 
results. As a consequence of these achievements and of the areas 
identific< wh:rein F-l Salvador has compotitive advantage, incrurierital 
funiry.1 for atditional em-lovment anl 'X generation is prooosed. In 
addition, EX Mmn 	 investments in non-traditional export act ivitysort for ne 

is seen as a necessary strat-gy element to enhn-ce El Salvador's
 
co. etitive role in attracting new industrial developrment.
 

Implementation progress by the GOES for non-traditional 
e:iort promotion to date has lagged. Howiever, dialogue with MIPrAN, the 
BCR, and !'ICE on the importance of active, sound policy suCp x)rt will'Y'ft :LueI~- :iitioui,ith 	out fun ]ing. 

B. 	 The Tei for Expanl and Accelerated Liaht Manufacturinq/ 
Assenzbly Incntn, Development in El Salvador 

1. 	 hlcroeconomic Update 

After a thirty year p-2riod of sustained econcmic growth with 
low inflaticn rates .and without major fiscal deficits or balance of 
payments disturbances, El Salvador's economy entered a turbulent phase in 
1979. Adverse extern-] factors, aggravated by guerrilla activity and its 
stl:! of disruption of the productive apoaratus aud erosion of private

sector confi ]Lnce, led to a decline in economic activity, high inflation 
ard large budget and balance of pa.nents deficits. With the adoption of a 
stabili-ation program in LI32, the inflation rate decreased, the u et 
deficit was curtailed, rand an incipient recovery of confidence began. 

The econchmic decline was thus arrested by 1983 and a modest 
grcawth of real GD', the first in six years, was registered in 1983 (0.8%), 
in 1984 (1.5%), ail in 1985 (an estimated 1.6%). According to preliminary
data, in 1985, agriultural output fell by an estimated 2.4% (a drop from
 
the 1.2% grcth reorted for 1984), manufacturing grew by 4.5% (up from 
1.3% in 1984), arri construction grew by 12.0% (up frm -5.7% in 1984). GDP 
growth rates originating in other sectors were roughly at or below 1984 
levels. The economic recovery remains fragile, hawever, and the 
improvement in the fiscal and balance of payments perfomance after 1932 
was due, in large measure, to heavy infusions of U.S. aid, mainly in the
 
form of grant.
 

During 1935, there was a deteriorati-n in the fiscal
 
situation, with increased domestic financing of the budget deficit. There
 
was 	a steady buildup of demand pressures ar increased speculation against
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the exchange rate, leading to a widening spread between the street rate and 
the parallel market rate. The GOES countered with several exchange 
liberalization measures in 1985, transferring an increasing prcoortion of 
exports and imports to the parallel market and moving the parallel market 
rate closer to the street rate. However, these measures failed to stem the 
tide of speculation. 

In January, 1986, taking advantage of the favorable 
international envir-nent (risiry- coffee prices, falling oil prices), the 
GD7S launche.l a rather compreher.sive stabili'tion prc-Iram. Th2 prp.oram 
consisted of uificatinn of the official and the par:iLeL1 market rates (at 
a level below the street rate), scne new revenue measures (temnorary 
windfall tac cn coffee exports, maintaining the domes tic petroelul price 
a'boe the international price in order to yield a differenti. for the 
government, and some luxury taxes), m.asures of monetury restraint, 
incliding a general increase of so-e 2% in interest rates and an increase 
in legal reserve requirements, increases in the minimum wac. and some 
pu)lic sector wages, an! sui'sirlies ani price c&t ls. 

As expected, the initial inflationary impact of the 
adjustment orogram has been strong and there has been a marked increase in 
discontent and in laxDr co-nflict. The fiscal proqrlam ne!.s additional 
strengthening. While the spread between the unified rate arxl the ,,arallel 
rate has narrcwed, inflationary expectations reimun strcnq. It is doubtful 
that the price perfonmance in the second semester will be on target without 
adiitiooal measures of fiscal-motnetary restraint. 

Unemplo,%nent an underemployment, though imprecis 2 ly 
measure], remnin alarini.ly high. According to the Ministr-y of Planning, 
unem:)loyment stcod at about 32.6% in 19.5, slightly below the 33.3% rat, 
ncij estimated for 1984.
 

Regarding recent trade trenis, preliminary data suggests an 
overall slight decreaise in exoorts and imports, resulting in a trade 
deficit estimated at o236 million in 1.985, as oom11ed with t251.4 million 
in 1984. Coffee ex-ports in 1985 were at about the same level as in 1984, 
despite the diramatic increase in world coffee prices in the closing -months 
of the year; cotton recovered somewhat (to a great extent attributable to 
liquidation of inventories carried over from 1984); sugar fell slightly; 
shrimP declined considerably; and exports to the CAC:4 also fell - to 
approximately z'05 million, down from k157 million in 1984. "Other" 
exports, cmprised of non-traditional prolucts to countries ontside of 
Central ,Vierica, continued to do relatively well according to the latest 
estimates. Indeed, this category is the one consistently bright spot, 
-ilhtit still a very sraall one, in El Salvador's lnce of - ents. 
F1stimated earnings during 1985 total 76.4 million, up from t63.7 million 
in 1984 and 55.8 million in 1983. 

http:alarini.ly
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2. Investment Trends 

The table below shows investment perform~ance for the
 
1978-1985 rexriod. Daring the first half of the period, there was rapid
a 
fall in investment levels. Gross domestic investment in nominal terms
 
declined 35.4% between 1978 and 1982. 
 In real terms the decline was over
 
133%. ?s a x-ercentage of GCP, gross domestic investment fell from 23.8% to 
13.2% of GDP. This rapid decline is closely lin-ed to a sufbstantial 
erosion in investor confidence associated with domestic .olitical 
developments, the desinteqration of C.ntral ,%nericantrade and unfavorable 
econcxnic conditions in the international markets for some of El Salvador's 
export pro-ducts. 

The drop in the private component of investment dramatizes
 
this moint. Gross privrate fixed investment fell 55% between 1973 and 1982 
from a level of 9.1203 million to 0-539.2 million. In real terms the 
decline was ovcr 200%. 
 s a p ccent.of GDP, gross private fixe inv.-tment
 
fell from 15.6% to 6.2% of GDP.
 

While Gross Domestic Investment continued its decline in
 
1982, private fiz.ed investment sh(Yoe the first sign of a recovery, posting
 
a smiall ncminal increase of 3.5% or 1.5% in real terms. 17he trend has been
 
sustained with the posting of 8.7% real growth i:,1993, 12% in 19R4 and
 
19.4% in 1985. This reoverv has been linked with the replacement of some
 
of.the country's capital stock and some rebuiling of inventories.
 

While the current private investmont trend is encouraging,
it must ,bevie';ed from two different perspectives. First, the increent 
was largely financed with extermal savings, i.e., large current account 
deficits facilitatol by U.S. economic assistance. Absent the as;:istance, 
interral Savings may not have been suf ficient to finance an exnansion of 
investment during the period. Second, investment has not been sufficient
 
to reach the 1979 real investment level. In fact, in 1985, real groSs
 
prirate investment was approximately 50% of the real level reached in
 
1973. It is clear that a sustained economic recovery] will recguire growing

levels of investment.
 

3. The rlpaed for New Appraaches
 

The preliminary data presented above revalidates the
 
ma-crecoomic rationale presented in the original Project Paoer for the 
ISM. That is, that the "model" pursued to date - agricultural p-rod.ction
which relies on a few traditional commodities for export and imoort 
s-stittion manufacti.ring for the d3m-stic arad ,-...marets - will not 
provile an eqlu-te re.soanse to El Silvador's pressing nee:d-Is for economic
 
grcwth and 'eveloamont, and that the expansion of prodluction of
 
non-traditiotal goods for export to extra-reional markets must be
 
develcoe- as a major pillar to support sustained future growth.
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EL SALVADOR: INVES'l14E!T TRENDS IN NOMINAL TER4S 

(In Millions of Colones)
 

1978 1979 1980 1981 1982 


1834.0 1556.0 1183.0 1231.0 1185.4 

1203.0 990.0 566.0 539.2 585.0 
449.0 522.0 644.0 633.4 544.6 

182.0 44.0 -27.0 58.4 55.8 

(As a Percentage of Nbmina! GIP) 

23.8 18.1 13.3 14.2 13.2 


15.6 11.5 6.3 6.2 6.5 

5.8 6.1 7.2 7.3 6.1 

2.4 0.5 -0.3 0.7 0.6 


1983 


1223.7 
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464.1 

43.9 


12.1 


7.1 

4.6 

0.4 


1984 


1394.4 

880.6 
455.3 

58.5 


12.2 


7.7 

4.0 

0.5 


1985
 

1535.8
 

1242.0
 
457.3
 

-163.5
 

11.0
 

8.9
 
3.3
 

-1.2
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This conclusion was reconfirmed in a 1985 study funded by
 
the USAID on "Economic Growth Strategies for El Salvador: Preliminary


'Analysis of Possible T'ew Approaches. The study, presented as a bulk 
annex to this PP AmerIment, foLyi that neither the agriculture sector 
(be:ause of a limited arable 1-vid base) nor the manufacturing sector 
(con.strained bv the limited doaestic and CAr-M markets) can generate the
 
level of employment needed to absorb ever greater num ers of entrants into 
the labor force aryl the level of foreign exchange earnings to support
needed investments for economic growth and dev.lopmnet. 

According to the study, El Salvador's most pressing -conomic 
need becomes one of employment generation, given that over 30% of its 
econcnically active population is unemployed and another signifionnt 
percentaqe is underemployed, that approxiately 30,000-40,000 persons will 
be entering into the labor force per year in 1986 and in 1987, ani that an 
annual population qrowth rate of nearly 3% will fuel increasing numbers of 
new entrants into the labor force for years to come even if the rate were 
drrvaticilly rcluced toiav.
 

Agriculture, even at the 1978 peal, level, will not provide
 
the answer. According to the analysis, if full pacification of the 
coumtry were achieved in the near term and the historical (1961-1978) 
grcwth of 3.5% per year in the GDP of the agriculture sector was resumed 
on the same basis (with high labor utilization) as before, 10,000 
Spalvadorans could become fully employed in this sector per year, leaving 
some 20,000-30,000 new labor force entrants unemployed. While the 
creation of so.me 10,000 new jobs would be a very significant achievement, 
it should be realized that the economic use of labor in agriculture on the 
same basis as before -vould demand maintaining wages and per capita income 
to the rural po:pulation at constant real levels for another 20 years, as 
was the case before.
 

To achieve the goal of fairly rapid and dynamic employment 
generation, the study reco-mnended, and this PP Amendment proposes, that El 
Salvador look to drawback industry in the early stages of a new economic 
groath model. This type of industry demands high labor utilization, and 
that is precisely where El Salvador has significant comparative advantage 
owing to its large pool of relatively cheap, but productive and trainable 
manpower. El Salvador also has good entrepreneurial and managerial 
resources, some of which have had experience in "macUila" and other 
industrial cperations. This focus would also generate secondary 
employment in the services sector for the rapidly growing urban population 
of the country. reover, according to the study, for every dollar 
invested in El Salvador in a drawback or light manufacturing/assembly
 
operation, approximately one dollar per year of net foreign income would
 
be generated, even during the early stages of the industrialization
 
program, basel on present wages.
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.
C. 	 Constraints to the Fxoans4_on o Light ManufacturinqI/Assemhlv 
Industry in El Salvador 

In the course of developing this PP Amvendment, the USID and
 
FUSADES contracted for several analyses to determine more omprehensively 
the potential for "ma.uil. " or light manufacturing/assembly industries in 
El Salvador, the constraints to sun development, and reoonended 
interventions. "Maquila" sectors in vhich El.. Salvdor 'has had exrrince 
and which, according the technical analyses carried cit, ap.ar to offer 
the 	most prcnise for develoo-ent and/or *xpansion, include: 1) anparel 
(women's wear, men's wear, iiversified wear, and acociate fashion 
products), 2) electronics assembly, 3) medical sunplies and devices, and 
4) other light manufacturing. The analyses are bulk annexes to this P? 
Amendment, and stmmaries are presented in Sections VI.A ar VI.B. 

Briefly, the studies corroborated the need for and feasibility
 
of exrandepd industrial export develcoMent. Good] management resources anri 
productive labor suprly, much of which has current or past ,xperience in 
industry, were found to he ample resources that could be mobilized in new 
or exparnded projects. Daring the development of this Project xnienirent, 
enterprises in the textile subsectors were visited and their oaners and 
managers interviewed by consultants, and client enterprises in the other 
sectors were also contacted by PRIDFJX staff. Some of the enterprises 
visited had p]ans inderway or were seriously interested in expanding their 
operations, but were held in check bv several factors, one of which was 
the lack of hard currency investment capital. 

The development of the original ISRP identified the ne,..d for 
investment caoital as a further stimulus for the creation of employment 
and foreicq exchanqe. 7he ultimate concensus of opinion between the 
Mission and kID'/N when the Project was authorized in 1984 resulted in ISRP 
commencing without a credit cornonent aai with qui-lance for the Mission to 
investigate methods and identify institutions that could provide 
investment caital. The Mission, acting in compliance with the AID/W 
guidance, has arrived at the conclusion that kTD fun-ing of an investment 
finance component for export processors ("maquila") and light industry
 
oriented to non-CAZ4 export markets is needeJ in order to open up 
possibilities for resuming or leveraging the required levels of investment
 
credits from commercial institutions.
 

To place the need for investment credit an/or the mobilization 
of such capital in proper perspective, El Salvador is considered by most 
appraisors of country credit risk as a member of the elite unworthy. 
Instituiticnal Investor, which reports on the credit standing of 109 
countries, rankel El Sa].vaaor 106 in 1985, ahead of only Uganda, North 
Korea, and Nicaragua and behind such stellar performers as Zaire, 
Ethiopia, Sudan, Sierra Leone, Bolivia, and Haiti. Euromney, in its 
Novemler 1985 issue, evaluated 119 countries on economic and financial 
risk anid ranked El Salvador last (119 of 119) in financial risk and 111 of 
119 for economic risk, just ahead of Ethiopia. 
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The 1985 Frost and Sullivan 'WorldPolitical Risk Forecast 
unsurprisinqlv ranks El Salvador "very high" in political risk. This 
category is the most severe and is used only when there is civil or 
international war, There should be little doubt that investment prospects 
for El Salv-dor are poor and that to encourage investment the percemptions 
of such hiqh risk must be reduced. The hard truth is that foreign 
investors wiill not risk substantial sums, even with highly profitable 
oportinities, unless the odds can be brought rrore in line with 
opportunities elsewhere. At the sa;ne time, Salvadoran investors have 
immense difficulty accessing credit from the international fir'2acing
 
ccmunity. 

The Mission has struggled to alleviate investor constraints
 
thraiqh a concerted effort in 1985 at consensus building for a 
"development bank" or "venture capital" institution. Despite the 
enthusiasm of the Salvadoran private sector, the timing for new 
institutions of this ilk was not consistent with current GOES priorities.
 
Discussicns at the hidhest levels with the GOES on this subject resulted 
in ropposition. Combining this impasse with the "mixed" o.wnership (i.e. 
nationalized) status of the commercial banking systems; the very careful 
adherence of other institutions, such as Banco Hipotecario, to GOES credit 
policy; and the substantial evidence that corercial bankers have 
difficulty in reorienting decisions to investment banking criteria, the 
Mission cannot endorse any existing Salvadoran financial institution to
 
fulfill the necessary flexible and encouraging investment credit role.
 
The inability of exiqting institutions to adequately service the
 
investment needs of non-traditional export projects and the opposition by
 
the ODES to allow the establishment of a new, private sector venture
 
capital institution led to the conclusion that the capital. required for
 
investL-ent in industrial processsinq for export, the foundlation for job
 
an-i foreign exchange generation, must be stimulatel in an innovative 
manner to reverse these existing internaLl and external constraints. 

Given the external perceptions of El Salvador by the 
international investment c~xnmunity and the internal constraints,
 
hiqhlighte-9 above, which oreclude local financial institutions from 
providing flexible, innovative investment financing, it is fair to note 
that this prcoosed component for the ISRP is a high risk venture for AID. 
Even if im-rkets and good potential projects are identified through PRIDEX, 
commercial barkers and others, and local investor cmmitments are secared 
and foreign interest aroused, the proposed investments might not be made, 
or might rapidlv be abandoned or closed, should the internal violence 
escalate to untenable levels. Assuming that domestic unrest continues at 
current levels or even if it increases somewhat, the Mission is convinced
 
that the risk of fund lissioation or of temporary aberrations to sustained 
investment can be overcome by careful management, and that the results 
achieved by incremental or new investment ventures in terms of employment 
generation arri foreign exchange earnings warrant the risk. The Mission's 
recommended strateov to accomolish the provision of export processing 
investment resources is presented below in Section II.B. 
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D. Relationship to the Mission Program and A.I.D. Policies
 

One of the USAID's assistance goals for El Salvador is to 
achieve economic recovery and growth. Cne of the three principal program 
areas included in the Mission's 1986 Action Plan to address this goal is
 
that of industrial recovery. The Mission's short term objectives to
 
achieve industrial recovery are to increase investment ard production in 
the agroindLIstrial and the industrial sectors with an emphasis on export
assembly and processing ("macqila") industries. The USAID's medium to 
long term objectives in this program area are to help El Salvador 
stimulate T>2rmanent private sector ezmloyment and to increase foreign
exchange earnings, domestic and foreign investment, and per capita
income. The Mission's Pction Plan strategy to achieve these cbjectives is 
to build the necessary Salvadoran institutional base to identify market
 
opportunities in the U.S., particularly under the CBI and other 
non-regional markets, and to provide the necessary suDort (e.g., credit, 
foreign exchange, technolocgy, technical assistance, free zbnes, and 
investment climate) to take advantaqe of those o-nortunities. By
providing technical and financial support for the development of "macqila" 
or light manufacturing assembly industry in El Salvador, the proposed ISRP 
Amerlment is fully consistent with the Mission's assistance objectives and 
strategy. The Amendment will also constitute a major effort for
 
contributing to the achievement of the Mission's Action Plan performance

indicators and benchmarks related to industrial recovery (e.g., expansion

of "maquila" exhorts by t24 million above 1984 levels by the end of 1987,
 
creation of 8,000 jobs above 1984 levels by the end of 1987, and an
 
increaase in the demand for medium ar long-term credit for "maqila"
industry exceeiirg tlO million by the end of 1987). 

The prorposed Amendment will complement other USAID efforts to 
reactivate the economy and stimulate economic 3rowth. For example, the 
Mission's FSF Balance of Payments Program, which makes available foreign
exchanqe for imports of raw ateri-31s, intermediate goods and spare parts,
also serves as a major vehicle for guiding GOES economic policy. Local
 
currency credit lines, established under the Balance of Payments Program,
 
support private sector activity, and a local currency Investment Insurance
 
Fund, to be initiated in mid-1986, will provide insurance coverage against 
losses to export enterprises caused by civil commotion. 

The proposed Amendment conforms to NB13_ recommendations and
 
overall AID policies. The incentives provided will encourage private
 
enterprise and iniividual initiatives, help create a favorable investment
 
climate, and promote non-traditional export efforts. Technical support
services to .befinanced are consistent with AID's policies on technology 
transfer. The proposed investment financing element is consistent with 
AID's policies on lending terms to private enterprises, hich recomme:is 
that AID resources to private, profit-making enterprises producing qcos
and services for sale in commercial markets be m-de available at market
 
interest rates. The provision of AID resources in the form of a grant to
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USADES for the establishment of an Investment Fund is needed to promote 
lo-term. hiqh-risk investment. This allocation of grant funding to
 
FJSADES is ccnsistent with AID's "Guidelines on Terms of Aid" and, since a 
portion of the interest earnings from the Fund's investments will be made 
available for FUSADFS' future recurring operating costs, will also further 
AID's priorities on institution buildinq.
 

III. PROTFJT A.ENIYD1 DESCRIPTION 

A. Project Goal anl Purpose 

The original goal of the ISRP was to generate employment, income
 
and foreign exchange. The gcal has been amended to reflect greater 
consistencv with the USAID's major assistance strategy goals. The original 
purpose of the Project was to develco the capacity of the private and public
sectors to provide policy spport and technical assistance, technology 

transfer and trainini services to e..porters of non-tra-litiona! products. 
The purpose hv.s been anended to emphasize quantitative results to be 
achieved. The new goal and purpose are: 

Goal: to accelerate economic growth and diversify the economy to 
attain higher levels of economic well-being. 

Pur : to stirm].ate growth in the ncn-traditional export 
sectors of El Salvador, resulting in increased levels of employment, income, 
investment, ar foreiqn exchange earnings. 

B. Project Amendment Stratecqy 

Three key assumptions formed the strategy for the ISRP when it was 
originally developed and continue to do so. They are: 

i. The GOES is committed to an extra-regional, non-traditional 
export strategy as a new initiative for the future economic development of
 
El Salvador;
 

2. The private sector of El Salvador will play a major role in
 
the implementation of the export strategy for non-traditional products; and
 

3. Domestic investment, complemented by foreign investment, will 
play a key role in the development of non-traditional exports to 
extra-re ional markets. 

The strategy designed to achieve the original Project gail and
 
purpose split the IS1LP into public sector and private sector ccmocnents. 
The public sector strate-gv emphasizedi USAID' s stpport to the GOES to 
formulate, articulate and impl-ment a national strategy which supports 
efforts by the Salvadoran private sector to increase non-traditional exports 
to extra-regional markets. The Salvadoran Ministry of Foreign Trade (MICE) 
was selected as the principal implementing entity for the public sector 
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ccmponent because of its responsibilities to promote and regulate exports 
and foreign investment. The illustrative outputs for the public sector
 
component emphasize priority policy-influencing activities.
 

The private sector component of the Project was built around 
EUSADES, a broad-based, apolitical organization composed of business leaders 
in a position to work with the GOES as well as all Salvadoran business 
organizations. Under the ongoing ISRP, FUSADES is providing El Salvador 
with PRIDFX services described above in Section II.A. The ISRP strategv 
recognized that excellent, though scne, *-at limited results vis-a-vis the 
country's needs, could be achieved over the three-year life of Project.
Under ISRP, FUSADES also embarked on a program to deliver information and 
training to potential- exporters through business associations to increase
 
staff outreach. Training provided by associations emphasize skills required
 
for export develooment, while other training and technical assistance supply 
industry or rDodr'lct-soecific assistance to individual ccmonnies with 
specific export oroiects -- all to create additional employment an] foreign 
excharge. 

The ISRP strategy recognized the need for access to credit to
 
finance new investments. While not a caiponent of the original ISRP, new 
local currency lines of credit were created by the USAID in FY 1985 under 
the Balance of Payments Program to provide working capital, ore-feasibility
financing, ani "erxuity" loans for exnorters. These funds were considered 
"bridqe" financing while El Salvador's credit regulations and poLicy 
analyses b&%ame. better defined. The review procedures instituted by the DCR 
proved cumbersome to potential users. In addition, the foreign exchange 
allocation process has discouraged use of these lines by some manufacturers, 
ani the "equity" loans have been less than successful. The Mission 
continues to work with the RCR to ease the local currency credit delivery
 
system.
 

The strategy for this PP Amendment is to provide additional 
resources to FUSADES in order to: (1)make available FX investment capital 
for new or expanded "maquila" or light manufacturing export projects in El 
Salvador; and (2) continue the provision of PRIODF services to investors, 
producers or marketers of non-t-aditional exhorts, including those requiring 
investment capital. The strategy calls for a PACD extension for 
implementation of current Project activities from the current PACD of 
September 30, 1987 to a new PACD of Seotember 30, 1989. While not otherwise 
noted in this PP Amendment, it is possible that the proposed activities may 
take longer than is provided by a two-year extension. Fbr this reason, 
should the results obtained by FUSADES in achieving the Project purpose and 
outputs through this stratecg be reoresentative of UA.ID expectations,
furthpr -.t-nrion of the ISPP with c01n1Cmitant new funling or a 4_ollot-on 
project should be considered' for review by the Mission and AID/W. 

The strategy for making available investment capital for
 
industrial er:>ort projects is to create an Investment Fnmd designed to 
encourage foreign investors to loc.ate in El Salador by providing access to 



medium and long term credit at competitive market rates and to provide local 
investors, vho are foreseen to be the most likely group to initially assume 
investment risk, with access to thi3 ind. This activity facilitates the 
creation of jobs Land dollars in El Salvador, but in order to do that the 
investment credlit shculd be channeled in a timely, innovative and 
cost-effective manner. The strategy for accomolishing this hinges on the 
institutional arrangements and incenti'e structure to elicit, to the extent 
possible, the "right" investment lendinrg decisicns. Such an incentive 
structure should encourage sound though not excessively conservative credit 
decisions, timely and ad:tqirate thouqh not costly credit analysis and revie,j, 
and maintenance of the Fund's integrity. 

Cne design altern'rtive considered during the development of the 
Project Amendment was to operate the Fund through a local commercial bank. 
This alternative qas rejecter] because U&kID experience has shown that the 
typical local commercial banker makes commercial rather than investment 
deci;ions. This alterntive was seen to decrease the incentive for timely, 
innovative investment approaches and approval decisions, raised risks of 
discouraging equity fun.dling and, because the local tradition of 
collateralize1, as ooposed to cash-f low, lending would result in 
over-manaqement of the FRni. Moreover, if the Fund were qperated through a 
local coirmercial bank, the ccoperation expected for joint-project financing 
would probably not materialize as the other local commercial banking 
institutions would not wish to divulge their clients' needs to another 
commercial banrk in this relatively small financial community. 

A second design strategy considered, with the advisory assistance 
of three exoerts in interrational financial markets and management, was to 
place the ind in an off-shore trust or restricted account. The issue then 
centered on who would have responsibility for reviewing Salvadoran projects 
ani ma!inq the 1ecisions on the lFnT' s investments. One option was to place 
this responsibility with the investment banking arm of the trustee 
institution, and the other option was to place it with FUSADES. The first 
option was seen to have the advantage of insulating FUSADES from potential 
negative oolitical backlash to its association with determining which 
industrial projects would have access to the Fund, and it also avoided 
possible accusations of partiality from entrepreneurs who are turned down 
for assistance from the Fund. However, this design strategy had negative 
implications, given the urxierlying incentive structure. First of all, the
 
placing of this re.oponsibility with a disinterested third party with little
 
local knowledge had several disadvantages. One, if the trustee decision 
maker were askei to assume the risk on investments made, it was likely to
 
take an overly conservative approacn, especiallv given its lack of knowlege
 
of local factors. Moreover, in order to make prudent decisions it would 
undertake significant examination and. review of proposed projects, which 
would resLIt in costly fees charged for the service. On the other hand, if 
the tristee were absolved of assuming the risk on the investments, it was 
likely to take an overly lenient approach which, when combined with the lack
 
of local knailedge, could result in unsound decisions without accountability 
for those decisions. 
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Since FUSADES already has the capacity to put projects together
and some experience in initial project investment analysis, and since it has 
an intimate knowledge of the local environment, it made sense that the 
decision ma.inq responsibility for Fund investments be borne by FUSES, 
rather than the international financial institution. FU3ADES might have a 
tendency to also take an excessively c6nservative or lenient approach in the
 
decision makinq umless an incentive arrangement ware built in to elicit 
sound vet timely credit decisions. Allcwing FUSADES to reap certain 
financial benefits from the investments m3de, i.e. to allow interest
 
earninqs from the investments to accrue to FJSADES as endowment st.port, :was 
ccnsiderei to be the appropriate incentive vehicle. Nonetheless, because it
 
would have an interest in preserving its endowment, FUJSDES might have a 
tendency to be overly cautious in its decision making. H1oever, this 
possibility would be compensated for by the fact that if the AID funds were 
not disbursed, the endowment would not materialize. Thus, under this 
implementation strategy, it would be in FUSADES' interest both to make sound
 
investment decisions and to make decisions leading to disbursements of the 
AID funds. 

This last strategy for implementing the Investment Fund is the
 
preferred one. With this strategy, it is anticipated that FUS\DES will 
channel the investment resources from the _und in a timely manner and yet 
take care, to the extent possible, to preserve the integrity of the Fund and

the endowment that it represents to FUSADES. An additional benefit of this 
implementation strategy is that the Fund's interest earnings will promote

the institutional securitv ani viability of FUSADES. FUSADES could utilize 
this income to cover its future recurring oerating expenses. Thus, FUSADES 
would be assisted in becoming a "going concern", i.e. a strong, independent 
PW) not overly dependent upon future annual AID donations. 

No other alternative seemed logical for an independent Fund 
operation having as its objectives the marshnalling of investment capital for
 
El Salvador's industrial export orocessing. The manaqement of the Fund by 
FTSADES will strengthen its ability to enhance its PRIT)EX effort with a new 
source of assistance for export projects, to work closely with local private
 
sector institutions and entrepreneurs, to provide broader assistance to
 
potential local and foreign investors, and to remain an active player in
 
Salvadoran society in support of El Salvador's development. 

C. Project Amend3ment Elements, Inputs and Oututs 

1. Investment Fund
 

a. Introduction
 

The Project Amendment will orovide t15.0 million for the 
establisment of an Investment Fund in an off-shore financial institution. 
This activity' is desired to make available investment credit or equity 
sr=ort to domestic and/or foreign investors for the purpose of stimulating 
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the estabt '.ennt of new or expen-ed industrial "maquila" operations or of 
liqht manufacturing/assembly export enterprises in El Salvador. 
Agroindustrial projects are soecifically excluded from being considered for 
investments from the Fund, because of the existence of other USAID-FUSADES 
projects which promote and suport such activities.
 

b. Uses of the Find
 

'TheInvestmnent Fund is defined as a financial instrument 
which can be used to provide foreign exchange (FX) or local currency (LC) 
resources to a new industrial export project or for the expansion of 
existing industrial concerns for export activity. The Fund wo;ild not be 
limited to the provision of loans, but could, if recired, take 'hackan 
equity position up to prudent limits in order to leverage additional caoital 
frow third parties. As the Fund is a limited resource, leverage would be 
sougbc oat for its use by seeking cofinancing from other sources, including 
other responsible institutions. It will avoid taking short-term positions 
in or±er to secure that leverage.
 

The principal uses of the Fund's resources will be for the 
FX costs of investment in "maquila" projects exporting to nor-CAC4 markets, 
because of their sole orientation to FX earning markets. Investments by the 
Fnd in other industrial projects may be made, depending on the prospects of 
the enterprises to penetrate non-regional markets and to service dollar 
debt. Investments for imnort substitution for local or CA4 markets would 
not be eligible for Fund assistance. As projects exporting to non-CAC4 
markets earn foreign exchange, the sale of their products would provide the 
EX required to pay off their debt to the lender accessing the Fund's
 
resources. The FX earnings inherent in export operations also provide the
 
revenue necessary to pay off LC requirements. if an investor were to 
convert F% borrowings to LC for LC ourchases, through a Salvadoran bank,
 

repayment in FX to the institution accessing the Fund's resources would be 
required of the borrower.
 

By avoiding the provision of short-term credit, the Fund's
 

resources will complement local commercial bank activity, and thus the Fund 
can be recognized as a partner with the traditional banking community rather
 
than as a ccmpetitor to these institutions. Another positive benefit is
 
that avoiding short-term financing precludes mixing coimnercial banking
 
criteria with investment objectives. &-iort-term working capital
 
requirements in "maquila" or other industrial export projects can be
 
financed with the projects' can equity, through material consignment or
 
stpply contracts, or through commercial financial instruments. The Fund
 
will similarly avoid offering commercial banking services such as opening
 
letters of credit.
 

A series of advantages should accrue to the investment
 
Find by following this approach. One exa=nle would be the encouragement of
 
local or foreign banks to participate in cofinancing programs, with the
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Pund's resources taking the later maturities of longer term loans or by
discounting early maturities to the banks. The cocceration expected from 
local commercial banks should result in cross-referrals once the ban<s 
rec_onize that the Fund's resources are coi.lementary to their services. 
Should this cooreration be less than anticipated, with thie result that local 
banks are not willing to orovide working capital. credit that is vital to 
achieving investrTent objectives of a specific project, the Mission may, 
durinq imlementation, consiler the possibility of the Rind proviiing less 
than three year term len.ing for selected, excepticnal cases. As FUSADES is 
also expected to consider using the Fund for financing equity positions in 
cases where residual capital is required, a serious constraint for 
investment orojects in El Salvador, as reportel by the BCR and commercial 
banks, can also be partially addressed.
 

c. Fund Services 

The Rn-'s rescurces should provide positive imrr-act on El 
Salvador's high unemployment rate and the country's urgent need for foreign
exchange within a relatively short period. El Salvador's risk profile,
which from a foreign perspective is thought to deter project investment, 
should not oose a problem for the reaction of the Fund. In order to aoerate 
professionally and exoeitiously, the follow;ing activities are considered 
appropriate for Fund cerations: 

1) Loan Financing: Loan financing for medium and long 
term requirements of "maquila" or other industrial export projects in El 
Salvador will be a principal source of income for the Fund and will help 
resolve a lack of confidence in El Salvador's investment climate. Financing 
will be ai:i at "maquila" investments which, by definition, are export
projects, and those industrial projects established for extra-regional 
exports. % agroindustrial project financing will be made bv the Fund. 
Loan terms acceptable for financing from the Fund's resources should be for 
a minimum of three years at commercial rates. Total loan funding to one
 
project, financed with grant resources from the Fudr, will not exceed 
t500,O0 (unless AID agrees otherwise in writing). Loan funding terms will 
exclude premiums for El Salvador's econanic and financial risk. 

2) Equity Financing: FUSADES will have the flexibility
 
to provide up to 25% of a project's equity requirements from the Fund's 
resources, if necessary to maintain a reascnable debt/equity ratio and 
solidify the obtaining of other funds. The total ccmbined loan/equity
financing provided by the Fund's grant resources will not exceed ,500,000 
(unless AID agrees otherwise in writing). While equity could include camion 
or oreferred stock, convertible debentures and earnings participation 
clauses are the favored means of providing such funding. As the purpose of 
the Fund is not to owin or operate corroanies, the equity position will be of 
less than five years' duration (unless AID agrees otherwise in writing),
with contractual buyback provisions by the investors established in advance.
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3) Corresoondent Bark Relationship: In praooting the 
types of industrial project which are to be supaorted by the Fund, FUSADES 
will work closely with potential investors. In addition, the financial 
institution administering the Fund should have the ability to liaison with 
the investor's bank(s) or to place funds through an institution of the 
investor's choice.
 

4) Guarantees: Excessive physical quarantee requirements 
is a costraint to new borrowing from local banks. It would amoear that the 
provision of stan- {-b-guarantees by te Fund to another financial 
institution for financing an investment in El Salvador might be a useful 
service of the Fund. Hcwever, because AID' s financial management policies 
do not allow for guarantee funding until the value of a contingent liability
is established, and since the terms for the on-lending by the Fund are 
medium to long term, the provision of such guarantees with AID funds would 
constitute less than prudent management of the AID funds. Therefore, 
stand-by guarantees usinq AID fiinds will not be provided. FUSNDES may, 
however, elect to provide such guarantees with the Faund' s zeflows. 

d. Implementation of the Fund 

1) The Fund 

The Fund will be structured as an investment trust 
either as a trust account or possibly as a restricted cammi-ercial account 
fo- the. primary purpose of encouraginq investment in El Salvador. 'Te Fund 
will be established by FUSADES in, and administered 1-y, a selected U.S. 
financial institution with off-shore (Edge Act) coerations, approved by AID 
and qualified to perform functions of trust, such as an international full 
service lender. The responsibilities of the financial institution would 
be: (a) to disburse resources from the Fund according to instructions 
provided by FU-JYDES for investments in "maquila" or light industrial exp:rt 
operations in El Salvador after the U&NID authorizes FUSADES through a
 
Project Implementation Letter that it (FJSADES) has satisfied the conditions 
precedent to disbursement for this activity and that it may initiate the 
Investment Funl activities; (b) to set aside in secure, liuid instruments a 
portion of the interest earnings from the Fund's investments as a bad debt 
reserve; (c) to disburse interest earnings from the Find's investments to 
FUSADES as provision of financial stport for the la,tter's operating 
expenses after the PACD; (d) to temporarily invest idle investment reflows 
in short term, secure, liquid investments; (e) to report periodically and as 
circumnstances warrant to USAID, FUSADES, and other parties as to the status 
of the Fund's oueratio-s; and (f) to provide other services as may be 
recqested by FUSkADES for reasonable fee. These responsibilities, as well as 
MTSDES' role and respo.sibilities, will be specified in a subsidiary 
aqree;,ent, aooroved by the UtIAID, to be signed tv both parties. Thr 
executed subsidiary -qreement will constitute a condition precelent to 
disbursement of AID funds to the Investment Fund. The financial institution 
w.l make no value judqment of lebt or equity financing other than the 
investment limits ar criteria prescribed in the subsidiary agreement
between it and FUSADES. 
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The financial institution will be selected by FUSADES
 
through informal competition. Each prospective institution will be.
 
requested to disclose how it can best perform the required services and the 
pro xosed fee schedule for performance. While it is anticipated that various 
U.S. banks with F&ae Act operations will be respondents to FUSADES' 
inquiries, the most likely arranqement 'may be through a U.S. bank which has 
direct representation in El Salvador or which has historical correspondent

relationships with El Salvador's local banking community. 

While procedures for disbursement from the Investment 
Fund for financing of "maquila"/industrial exnort projects may vary
depeniing on the specific circunstances of each project, the most likely 
transaction would be for the Fund to disburse to the financial institution,
 
under a contractual arrangement with the financial institution, and the 
financial institution to on-lend to the ens-user. The financial institution 
would not assime the credit risk, so that default by the end-user would be 
passed back to the Fund. An administ-ative "spread" of up to 3 percent for 
the intermediary institution iay be likely, e.g. if the end-use. paid 13 
percent on its loan, the Fund would receive 10 to 11 percent. This 
represents a very attractive arrangement for the intermediary, as it is not 
risking any of its own funds. 

This procedure for Fund disbursements is assumed due 
to the need for camanies in El Salvador to register FX debt with the 
Central Reserve Bank (ECR). For repayment purposes, debt registered to 
recognized international financial intermediaries generally receive higher
priority by the BCR if FX must be allocated. 

Thus, all borrowings from the Fund's resources by an 
investor will be registered at the BCR in accordance with local 
regulations. In the case of LC requirements, assumed to be for buildings or 
land, FUSOADES may assist an investor in negotiations with the local 
commercial banks for the provision of LC credit in a manner which does not 
preclude the investor from being frozen out of future borrowing by being 
required to pledge excessively high security to the local barLk. Should an 
investor require more LC credit than the local banks can give, the Fund's 
resources could provide the LC though equity shares, subordinated 
debentures, or an FX loan for LC needs. The latter position would require
maintenance of the FX value. 

The financial institution administering the Fund will 
request, through EUSADES, AID direct disbursement of the Project grant funds 
for this compcnent directly into a non-interest bearing Fund account as 
required to cover investment for projects in ccrpliance with the terms and 
corylitions ostablisheli in the subsidiary agreement for the Funl. NID funds 
would then flow to the investor, or to another financial institution 
ariministering the credit, or to companies providing equipment for the export

project. Dependiing on the fee schedule negotiated with the financial 
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institution for administering the Fund, there may be a need for AID funds to 
be used to pay bank marngement fees in the initial start-up period of the 
Fund, i.e. before the Fund generates any interest earnings. Payments of 
principal and interest, or dividends and capital gains, will immediately be 
deposited into an interest-bearing Fund account, where those funds can be 
reinvested in short-term, secure liquid irtruments until required for new 
investments, in accordance with the purpose of the Project. 

In order to help maintain the nominal value of the Fund, a bad debt reserve 
will be established with the interest payment reflcwis from the Fund's 
investments. Initially, the reserve will be set at 2% of the portfolio and 
may b adjusted, with joint concurrence between FUSADES and AID, based on 
len-ing and repayment experience. The funds for this reserve will be 
invested in secure, liquid instruments. Other interest earnings would be 
used to pay the administrative "spread" accruing to the financial institution 
and for FUSADES' operating expense support, in accordance with the terms and 
ccrAitions of the subsidiary agreement. After the PACD, the amount of 
interest earnings of any one-year period available to F ",M37 will be net of 
any set-aside necessary for the bad debt reserve and the bank's 
administrative fees.
 

2) FU.SADES' Role 

Given that El Salvador has a nationalized banking 
system, lending activity by a private sector entity cxid potentially come up
against political backlash. This potential problem was carefully considered 
by FU3ADDES. On July 1, 1986, the ,ISADES Board met and agreed thiat the 
politinal ris!k was manageable, in light of the fact that FUSADES has been 
able to establish a positive relationship with the GOES an-I, moreover, that 
FUSADES has recently been able, with GOES knowledge, to establish another 
investment account for supporting investments in irrigated agriculture under 
the AID-financed Water Management Project. The B.oard also agreed that an 
off-shore Fund could make loans or take equity positicns in Salvadoran firms, 
that earnings or losses could be absorbed by the Fund, and that reflos from 
the investments would then be reinvested in new "maquila"!industrial export 
projects, with net interest earnings going to help defray FU&DES' future 
cerating expense requirements. 

e. Project Analysis, Review and Lpproval 

To manage the Fund and avoid charges of conflict oE 
interest or favoritism being brought against the Board, FUSADES will 
establish an Investment Fund Committee, composed of five persons, of which 
the miajority will be non-Board memtbers, to evaluate investment proposals and 
aoorove or deny using the Fund's resources to support proposed project 
neexs. FUSADES' intent is to not pay honoraria to the Carmnittee members;
however sh1uld it become niecessarv to om>._nsate Connitte mnexltbrs for the 
time spent in dischargina their responsibilities, 17JSADES may consider 
instituting some form of cornensation. FUSADES currently has a general 
conflict of interest policy. and procedures (see Annex H); those to be 
specifically applied to the Committee menbers will be elaborated upon. As 
mentioned below, explicit criteria will be used by the Committee in making
its decisions. The Committee will have the final say on the investment 
decisions, with those 1eci-icns reoorted to, but not sibject to ;.pp;:al to, 
the FUSADES Board. As a condition orecelent to ary AID disbursements to the 
Fund, FUSADES must receive USAID approval of the authorities delegated to 
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the Cammittee, its initial carposition, and its operational policies and
 
procedures including conflict o:.. interest policies and procedures applicable 
to the committee m.,.0bers. -Should changes to any or all of these be proposed 
by 1J-USADES during the life of the Project, the prior written approval of the 
USAID will be required. 

The Committee will employ prudent decision making criteria
 
in reviewinq possible project investment requirements. While the decision 
crite-ria will be based on a project's financial viability, market 
orientation, and its impact on emloovment, other criteria necessary to 
red~uce risk, such as the security of the project's market, its ability to
 
repay FX debt (debt coverage), its FX earnings potential, and the ability of 
El Salvador to comoete in international markets in specific product areas 
represent other factors to be :onsidered by the Committee. Cases that will 
require soecial scrutiny by the Committee will be those where an ongoing 
enterprise serving both the domestic and CADCI markets, with a small portion 
of olant output destined for extra-regional sales, oresents a prooosal to 
increment the extra-regional export ccrponent of its business. In such 
cases, the cmany's overall capability of earning FX and paying off a FX 
denominated investment credit debt will be carefully considered by the 
Committee. Review of sales commitments, proposed joint venture 
correspondence, the degree of non-CACT4 market security, and possible 
creation of a seoarate export company would be potential factors to be taken
 
into account in the decision making criteria to avoid to the extent possible 
the diversion of the planned exports to the local or CACM markets. An 
additional condition preceent to AID lisbursements to the Fund will be the 
specification of the criteria (see Annex F) to be used in determining if an 
industrial project qualifies for suport from the Investment Fund.
 

The Committee will be provided with a small investment
 
project staff, which will serve as a technical secretariat to the
 
Committee. This unit will review and sumarize potential funJinq proposals
presented to the Committee for consideration by PRIDEX or outside parties,

submit its findings and recommendations on the proposals to the Committee, 
track the investments made and soot-check procurement purchases by the 
borrowers of the Fund, and orepare reports on the investments. The staff's 
project analysis function may require specific short term technical 
assistance in assessing specific industry projects or assertions on cost
 
elements. ISRP funding for PRILDX technical assistapce will offset the 
costs of this TN when the projects are sponsored by PRIDEX since much of the 
packaging work will already have been done by PRIDEX, for which the 
beneficiary firm has made a counterpart contribution. Projects presented to 
RJSADES bv c-mmercial banks or other persons or entities (e.g. COEXPORP), 
wilI require that the investor pay for any out-of-oocket costs incurred by
the staff, :n] a Xa3ic fee, in abvanc-2, for staff review. The 2-y ttee s 
anoroval of financing for a project may inclu,de instructions for the Find to 
provide an amount whicrh covers the investor's up-front payment. 

Grant flnis in the amount of tO.6 million will be made 
available from the Project Amndment to cover the costs of the investment
 
project ,mit, short tern TA required for special project evaluation, and 
possible hn:,oraria to Crnmmittee mu bes.r 
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2. PRIDEX 

Section II.A. l provides background on PRIDEX and its role in
 
ISRP implementation. Under the Project Amendment, the basic conceptual

PRIDX role would expand to include project financial review, and the
 
service orientation and organizational structure will reflect some
 
modification. The 1987-1989 period will more directly concentrate PRIDEX

efforts on prciroting projects in the (a) acparel/textile, (b) electronics, 
(c) medical suplies, and (d) light manufacturing and industrial handicrafts 
sectors, as a resnonse to mnre detailed familiz:rity with El Salvador's 
competitive advantages. The concentration of PRIDE( effort rescg-nis to a 
more focused aoproach, but it does not preclude assistance in areas outside 
of these four major groupings. 

Given the emphasis in these four major areas, FUSADES' 
operating cost projections for PRIDEX reflect a leaner, more local 
ormanization, and this operating mode is reflected in Section IV, "Project

-L-c-niment Cost istimatcs and Financial Plan." I-JSADES/P-RIDE will carry oLt 
joint venture or contracting efforts through industry specialists and would
upgrade its staff efforts to perform initial investment packaging work 
locally. It is anticipated that expatriate staff will not be needed locally 
after 1997. 

The initial promotional activities required to present a 
well-rounded investment promotion package for El Salvador can be carried cut 
by USruDF/'PRIDEX. These activities include the support arrangements for 
preliminaryi pla ning and technical assistance for potential projects, the 
promotion of "maquila" joint ventures, and sub-contracting or supply
contracting arrangements with U.S. or other interrational companies. 

Initial project investment analysis is also not new for
 
PRIDEX. It has assisted in arranging local financing and has prepared
prefeasibility and some feasibility analysis support services for local 
investors. This role will continue, but with the added advantage of being
able to access the Investment Fund. As most legwork for the project
packaging can be performed by local staff, and FJSADES personnel are in a 
position to comment on the character of most local investors, the cost of 
providing a financial coimnmitment from the Fumd is thus not expected to be 
inordinately high. While PRIDEK is the expected leasting sponsor, the local 
commercial banks, local chambers and associations, and other institutions 
could also put potential investors in contact with PRIDEX. If PRIDFX is 
reqreste& to find a "partner" for a potential project, it will make efforts 
to put the investor in contact with institutions or individuals with the 
capacity to play that role. 

When PRIDEX perscrinel feel that an investment project has 
merit, it will notify the Investnent Fund Committee :ind, at the same time,
subnit the project documentation to the investment project unit which will 
review the project oackage for the Cormittee. 
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BJSADES/PRIDEX personnel will also work with other local 
institutions, such as OEXPORT and local banks, in order to inform them of 
the Investment Find, its purpose and uses. As mentioned in the preceding
section, project prcoposals may be presented to FTJSADES by outside groups.
For such cases, any packaging or staff review costs incurred by FUS.AES 
would be borne by the investor. Such costs may be included in the loan 
arrangement, if the project financing is approved. 

Grant funds in the amount of t2.8 million will be made
 
available under the Project Amendment for the PRIDE< component. These funds 
will cover the projected costs of technical assistance, persomnel,
 
invitational travel, proqram support (advertising -andpublications, and
 
seminars and conferences), equipment and supplies, and overhead.
 

3. Program Coordination and Management 

Section II.A.l.d pcovides background on FUSADES management and 
the role it has played in the ISRP implementation. Annex G presents the 
updated organization chart of FUSADES, and Section VT.E provides an updated
administrative analysis of this Foundation. FUSA\DES' organizational 
structure has management, staff, and line offices. The executive management
function resides in the Office of the Executive Director. Staff functions 
are carried out by the Offices of Planning and Develcpment, Adminis3tration 
and Finance, and Marketing and Communications. The line offices are in
 
charge of implementing FUSADES' specific programs, which at this time 
include the Department of Economic Stulies, PR IDEX, FORTAS, Agriculture
Diversification (DIVAGRO), Small and Micro Business (PROPEMfI), and Irrigated 
Agriculture Development. 

Grant fun-ds in the amount of tl.6 million will be provided 
under the Project Amendment to FUSADES to cover the costs through the PACD 
extension of the Office of the Executive Director and of the staff offices.
 
This funding will fund personnel, technical assistance, equipment and 
supplies, invitational travel, program support (advertising and publications
and seminars and conferences), anrd overhead expenses. This funding increase 
will also enable FUSADES to increase personnel of these units, including the 
possible hiring of an Executive Assistant to the Director of Planning and 
Development, a Director of Marketing and Commiuiications (which would include 
the function of fund raising), a Manager for Public Relations, a personnel 
assistant, and two additional accounting clerks. 

4. Other ISRP Cbmone-nts 

During the course of developing this PP Amendment, the USAID 
and FUAD-- discussed the future directions and projected expenditure 
requirements of the Association Strenathening Ntivities (FORTAS) and the 
Ecnoinic Stulies (DES) cymncnpnts of the original ISRP Project with 
FUSADES. It was noted that both th.-se activities had been planning and 
bu-1letina proqrams in excess of available funding. RJSADES concurred with a 
Mission proosal to provide short term TA to help focus better the role and 



-29

program definition of those comocnents, which might better be carried out 
under a separate Cooperative Agreement. As a result, no n&.' grant funds 
provided under this Project Amendment are proposed for FORMS or DES. 

As noted in Section II.A.2, the public sector portion of the
 
original ISRP has sufficient funds to continue implementation of the 
activities contemplated in that component. No new funding under the Project 
Amendment is proposed for the GOE-3S/ISRP activities. 

D. End of Proect Status 

It is anticipated that at completion, the Project will leave 
behind public and private institutions with substantially strengthened 
capabilities to develop, give direction to and promote non-traditional 
export activity by private enterprises for extra-regional markets. Other 
anticipated major outputs of the overall Project include: 

- An estimated 14,000 new jds created for skilled a'l unskilled wor-iers of 
export enterprises assisted by the Project. This employment will result in 
approximately 417.5 million in ages and salaries annually by the end of the 
fifth year of the Project. 

- An estimated t45.0 million in foreign exchange earnings generated by 
export enterprises assisted by the Project. 

- An nstimated t25.0 million of new direct investment made in export 
enterprises assisted by the Project. 

IV. PROJECT . -0T AND FINAC-NV.[ PANXAEMN! 00!7r ESTIMATES 

A. Financial Plan ar- Analvsis 

This Project Amendment will add t20.O million in grant funds to 
the Industrial Stabilization and Recovery Project for a total AID 
contribution to the ISPP of 829.46 million. The t20.O million being 
proposed will be provided to FUSADES. Of this amount, 815.0 million will be 
used to establish the new Investment Fund, aporoxiatelv 0.6 million will be 
for funding the investment project unit, t2.8 million for the PRIDE( Program 
arr k.6 million for FUSADES' administrative costs. ' 

Annex D contains six financial tables showing: 1) the budget for 
the original ISRP/FUSADFS Project by component and furds available ux-er the 
original grant funding as of 3/31/86; 2) projected use of grant funds
tbrortah ]18%; 3) the budet or 1987; 4) the budqet for 1989; 5) the budget 

for 1989; -and 6) the budgetary al.locations of the grant funds from this 
Project ANmendment. 

The following tables summarize the cost estimates and financial 
plan, projecticns of expenditures by year, and the distribution of grant 
funds to be provided by this Project Amendment by Project activity. 
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SUMARY M)ST ES TDATE AND FI (M'CIAL PLAN
 
FOR THE PRO=EJ AEMDMWNT
 

(In US000' s)
 

1987 1988 1989 TOTAL 

Technical Assistance 541.0 420.0 500.0 1,461.0 
Personnel 
Equipment & Supplies 

468.4 
-

808.0 
15.0 

930.0 
15.0 

2,206.4 
30.0 

Overhead - - 71.8 71.8 
Invitational Travel - 100.0 121.0 221.0 
Program Support - 201.0 241.0 442.0 

Sub-Total 1,009.4 1,544.0 1,878.8 4,432.2 

Invest. Proj. Unit 117.8 220.0 230.0 567.8 

Investment Fund 3,000.0 5,000.0 7,000.0 15,000.0 

Total AID Suppl. Grant 4,127.2 6,764.0 9,108.8 20,000.0 

FLADES 

Coffterpart Funds Applied 91.4 80.0 97.0 268.4 

TOTAL PR-JECr 4,218.6 6,844.0 9,205.8 20,268.4 

SUMMARY PROJECTION OF EXPMDITURES 
UNDER THE PRO=EI ?D!ME.iT 

(IN US3000' s) 

AID RJSADES 
FX LC LC TOTAL 

1987 3,658.8 468.4 91.4 4,218.6 

1988 5,821.0 943.0 80.0 6,844.0 

1989 7,991.0 1,117.8 97.0 9,205.8 

TOTAL 17,470.8 2,529.2 268.4 20,268.4 
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StM'RY OF GRANT MUNDING BY ACTIVITY 
UNDER 7FrPRJET~ AENDTh:4 

(INU. ooo s) 

INVES'MIN' 
FUNLD 

Invest. Proj. 
Unit PRIDEX 

PFRGRAM 
_A__N TOTAL 

1987 

1988 

1989 

TOTAL 

3,000.0 

5,000.0 

7,000.0 

15,000.0 

117.8 

220.0 

230.0 

567.8 

624.0 

1,000.0 

1,227.4 

2,851.4 

385.4 

544.0 

651.4 

1,580.8 

4,127.2 

6,764.0 

9,108.8 

20,000.0 

B. Assessment of Methods of Implement-ation and Financing
 

The methods of implementation and financing for this Grant 
Amendment are as follow:
 

Inputs Implementation Financing 

Investment Pind Investment Trust Periodic Advance with 
Agreement or Restr.cted Direct Reimbursement 
Cammercial Account 

PRIDEX Program Indigenous Private Periodic Advance with 
Voluntary Organization Direct Reimbursement 

Invest. Proj. Unit Indigenous Private Periodic Advance with 
Voluntary Organization Direct Reimbursement 

Administrative Indigenous Private Periodic Advance with 
RLqernses Voluntary Organization Direct Reimbursement 

All AID appropriated funds for foreign exchange costs other than 
the Investment Fund will be managed directly by USP-DES. The Investment 
Fnin1 will b_ administer..d 1v an international financial institution, as 
discussed in Section V.C.1.4.1), with AID retaining cash marnagement 
responsibilities to ensure disbursements from anpropriated funds are for
 
immediate needs. FUSADES will be charged with the responsibility of sound 
cash management and fiscal control of all ftunds iisbursed directly to it, 
including detail&] accounting and reporting for cash receipts, cash outlays
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and expenditures by obligating docunents. Specific reporting formats and 
procedures will be those established by the USAID fot '.ocal currency and US 
dollar financing.
 

It should be noted that initial disbursement of AID furs to the 
Fund may not be olaced in interest bearing acccurts but used only for 
project investment arx, possibly, initial Fund costs; reflows into the Fund 
must be used for the ourooses established tder the Project and may be 
placed in interest bearing accounts based on the prudent .managemrent of the 
financial institution in accordance with the subsidiary agreement for the 
rFund; an- AID grant funds may be drawn down to fund all new project 
investments prior to use of reflows.
 

The original Cocerative Agreement with FU&DES for the ISRP 
provided that an independent audit of FUSADES financial records be carried 
out annually. Independent audits are currently being provided by Peat, 
Marwick and Mitchell. This provis' n will be continue to apply under the 
Amendment to the Agreement -Which ccT.gates the supplementary grant funis. 
In addicion, all AID appropriated funds for FX and LC costs will be subject 
to audits or reviews as may be arranged by AID. 

Presently, Price Waterhouse and Co. is also providing technical 
assistance to DJSADES in the area of financial management.
 

V. PROEC? AENIYENT IMPLEA4TATION ARRANGC4WS 

A. Imolementation Responsibilities and Aministrative Arrangements
 

The 20.0 million grant supplement will be obligated by means of 
Amendments to the current Cooperative Agreement with FUSADES for the 
private sector component of the Project, subject to the availability of AID 
funding. 

1. Role of USAID
 

The Mission's Private Ehterurise Office (PRE) will be 
responsible for monitoring the implementation of the Project. Initial 
assistance in establishing the contractual relationship for the Investment 
Fund will be provided through an AID Legal Advisor. 'With the assistance of 
the Mission support offices, PRE will: 

- Report on the Project to Mission Management as appropriate; 

- 11Mnitor Project activity, ensuring coLo'liance with conlitions and 
covenants of the Cooperative Agreement and the subsidiary agreement for the 
Investment Fun!, arxi taking action as necessary; 

- Review Project reports and other related correspondence, taking action as 
needed; 
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- Periodically attend Investment Fund Committee review meetings, as 
requested. 

- Make periodic visits to Project sites; 

- Supervise evaluation activities; and 

- Approve requests to AID for disbursements. 

To assist this effort, a US-RID Project Implementation 
Committee will be formeci, consisting of PRE and renresentatives from the 
Projects Office (PPJ) and t-he Controller's Office (G)NT). 

2. esponsibilities of FSADES 

FUSADES will be responsible for soutnd management of the 
PRIDEX program, which is expected to play a lead role in encouraging new 
Salva-oran business ari arousirx foreign investor interest in El Salvador. 
FUSADES will also be expected to: 

- Create the mechanism for managing the resources of the Investment Fund. 
This will include the formation of an Investment Fumd Committee to approve 
or deny investment fundinq proposals, formulation of the specific criteria 
to be used in reviewing and approving propoced projects, and the policies 
and coerating procedures to guide the work of the Committee. 

-.- reate a small investment project analysis staff which will work closely 
with PRIDEX ail provide technical support to the Investment Fund Committee 
to determine the nk2rits and creditworthiness of investment proposals. 

- Monitor the performance of the investments made with the Fund' s 
resources. FJSADES will provide the USAID, on a quarterly basis, 
descriptive profiles of the investment projects approved and on each 
project's impact on FX earnings, emprloyment, and total investment 
generation. In addition, EJSADFS will supply the USAID with a periodic 
(semi-annually or as may be mutually agreed upon by FUSADES and the USAID) 
summary of its portfolio including delinquency, borrowers' project 
financial status, portfolio performance, and comparison to planned 
financial targets for the Fund. 

- Track the procurements financed with AID grant funds, including 
spot-cneckinq of procurements made by the Fund's borrowers and report to 
the USAID on the amount of procurements which have been made from non-U.S. 
or CACM4 countries, in accordance with so.irce, origin and nationality 
waivers. 

- Take steos to increase its membership base anfl/or increase its 
funi-raising efforts to expand its current endowment; 
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- Continue its efforts as a modulating voice between the Salvadoran public
and 	private sectors so that El Salvador's economic recovery is better 
assured; and 

- Continue to conduct its affairs in a .professional manner. 

3. 	 Resonsibilities of the Financial Institution Administerinq
the Investment Fund 

As noted in Section III.C.l.d.l), the responsibilities of 
the financial institution would include: (a) the disbursement of resources 
from the Eind according to instructions provided by FUSADES for investments 
in "maquila" or light industrial ep(Qrt operations in El Salvador after the 
USAID has authorized FUSADES to begin the Investment Find activities; (b)
the establishment of a bad debt reserve with a portion of interest earnings
from the Fu.rn's investments; (c) the disbursement of annual interest 
earnings from the Fund's investments to FUSADES as provision of financial 
support for the latter's cash operating expenses afte September 30, 1989, 
the PACD, or as agreed to in writing by FUSADES and USAID; (d) O-he 
temporary investment of idle investment reflows in short term, secure,
liquid investments; (e) the periodic reporting, and as circumstances 
warrant, to FUSADES and USAID, and other parties as to the status of the 
Fund's operations (the reports will supply information needed by FUSADES 
for the latter's portfolio reports to the USAID, and the frequency of the 
reports to FUSADES will be agreed upon in the subsidiary agreement between 
the two parties); ai-A (f) the provision of other services as may be 
requested by FUJSADES for reasonable fee. These responsibilities and the 
correspondinq administrative guidelines and procedures will be specified in 
a subsidiary agreement, approved by USAID, to be signed by FUSADES and the 
financial institution.
 

4. 	 'Evaluation 

The original Cooperative Agreement includes language on the 
establishment of an evaluation program, as well as annual reviews of
Project implementation carried out by FUSADES with AID participation. 

In addition, an assessment of the initial implementation
performance of the Investment Fund component will e carried out prior to 
the obligation of the second AID fun-ing increment for the Fund. This 
assessment will be carried by FUSADES the USAID,and with the possible
participation of AID/W and/or an outside finance/banking specialist. The 
assessment will focus on the implementation arrangements and cperational
procedures for the review, analysis, approval, and funding of investment 
projects; investment projec-s su1lnitted to FUSADES for financing
consideration and investments arpprovei; and any imtlementation difficulties 
which ma; have been experienced. The results of this assessment will 
assist in determining whether adjustments should be made in the 
implementation arrangements and procedures, including, for example, changes
 
to the loan or loan/equity funding levels per project which require prior
AID written approval. 
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5. Implementation Plans
 

A Cooperative Agreement Amerdment obligating 7.0 million 
will be signed with FUSADES in July, 1986. Subject to the availability of 
AID funds, future Agreement Amerxments will obligate a total of t13.0 
million. The Amendment will provide management and administrative expense 
stpport to FUSADES through 1989 to cover a two-year extension of the 
original Agreement, and PRIDEX program exp)enses associated with expanding 
original Project targets.
 

FUSADES will select the U.S. financial institution to
 
administer the Investment FRnd through informal competition and using 
criteria approved by the USAID. Letter requ!ests for exnressions of 

interest, developed jointly by FUSADES and the USAID, will be sent to U.S. 

banks with Eige Act operations in September, 1986. The selection for 
negotiati.on will be based Lm<rn the quality of services offered for the most 

fee structure in order to maximize the return to the InvestmentcomPtitive 
Fund. It is li'e-lv that the financial institution selecteil to idniniszer 
the Fund would be one with local representation or with strong 
correspondent relationship with a local bank to facilitate arrangements 
within the local financial sector for the provision of short term financing 
and of local orrency financing which investment projects may regire. 

A subsidiary agreement, approved previously b! USAID, would 
be signed by FUSADES and the selected financial institution by December, 
1986. This a~reerent will include a clause permitting FUSADES, with prior 
USAID written approval, to chanqe the firancial institution for cause if 
the latter is not performing adequately based uon mutually agreeable 
performance factors. In the event the financial institution is changed, 
another institution may be engaged by following the procedures vitlinted 
above or as AID may otherwise agree in writing. 

nnual implementation plans arxi budgets for the Investment 
Fund conent will be preoared by FUSADES, in close consultation with the 
USAID. The plans ard budgets will be submitted to the USAID for approval. 
The first plan will be due in January, 1987. The Fund's operating 
experience will be reviewed in June, 1987, in order to determine any 
implementation modifications applicable to the FY 1987 funding increment. 
Annual plans and budgets for other FUSADES activities included in the 
Project Anenciment will also be submitted to the USAID for approval. 

B. Disbursement Procedures 

1. To the Trust 

Disbursements of qrant resources to the Investment Fund 
account will be made by the US-ID utilizing a 90 day advance/direct 
reimbursement of funds method based on Fund disbursements to, aix projected 

http:negotiati.on
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fun-ing requirements of, investments in industrial export projects. The 
advance requests and liquidations will be submitted to the USAID by
FUSADES, based on funding requests from the financial institution for 
approlied project needs. More detail on the disbursement procedures to the 
Fund and by the Fund is presented in Section III.C.l.d.l). 

2. To FUSADES for Other Project Components 

Disbursements for other Project components shall continue to 
be made by thb 'k.SID to FJSADES utilizing an advance/reimbursement of 
actual costs method for both local currency and foreign exchange costs of 
the Project activities. Disbursements of grant resources in local currency

will be made to FUSADES' local bank account established for the receipt and 
control of Project flds. Disbursements of grant resources in dollars will 
be made to FUSADES' U.S. bank account.
 

C. Procurement Plan 

1. Contracting for Technical Services for Investment Fund 
Establishment
 

The USAID will fund the costs of legal services, as required
for the establishment of the Investment Fund. The major activities to be 
performed rbythe technical assistance will be the review of proposals from 
recognized financial institutions with experience in investment activity in 
Latin America and of the proposed subsidiary agreement which will establish 
the Investment FuRn. USAID will contract with FUSADES for the procurement 
of the recuired services, allowing FUSADES to acquire the services through
informl copetition. The -osts will be covered under the Mission's 
Program Development an-i Support budget, after the Mission has reviewed and 
concurred with FUSADFS' procurement process and proposed arrangements. 

2. Contractinq for Other Technical Services
 

FUSADES will contract for technical services under the 
PRIDEK camonent, or for other technical assistance using its approved
policies and procedures, developed by Price Waterhouse and Co., which are 
based upon competitive selection principles. AID prior approvals in
 
writing for procurements in excess of 450,000 will bb required. 

Should FUSADES require separate contracting efforts to
 
select contractors or brokers for marketing of Salvadoran products under 
the PRIDEX component, they will be contracted using FUSADES' policies and 
procedures. Publication of intent to contract such assistance in the 
Cauterce Business Daily (CBD) is not expected, as these persons would not 
normally be users of the (MD. Direct written solicitation, perhaps
preceded by a notice in an industry trade publication, is anticipated to be 
the avenue for appropriate solicitation by FUSADES. As FUSADES has 
contracted for goods and services in the original Project, and has formal 
policy ari procedural manuals prepared by Price Waterhouse which are 
acceptable to kID, no procurement problems are anticipated to arise. 
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3. Procurement of Goods and Services from Non-U.S., tbn-CAM 
Sur2pliers
 

Implementation experience to date has demonstrated that in 
order to promote more effectively Salvadoran non-traditional exports to 
markets outside the CAO-4, the experience and expertise of individuals, 
firms, free trade zones, or other institutions from countries such as 
Mexico, Ireland, Korea, Taiwan, Singarore, andi several (ZI countries are 
oftentimes the most relevant to the efforts being undertaken in El Salvador 
with assistance from the Project. Moreover, to attract new potential

investors from the Far East and other non-U.S. regions who may be 
interested in locating in CBI countries, it is necessary that such contacts 
be facilitited throigh invitational travel and observation visits.
 
Additionaliy, participation b Salvadorans in non-U.S., non-CACM 
international trade events, conferences, seminars or other training, has 
been not only useful experience for the Salvadoran participants but a 
valuable means to promte El Salvador through representation at such 
international fonms. It should be noted that one project from Ear East 
investors has been established by PRIDEX, and interest from the Far East 
has been shown for other investments. 

The original PP foresaw the need to grant a waiver from AID 
Geographic Code 000 (the United States) nationality requirements for the 
procurement of services, including technical assistance and training, to 
facilitate the achievement of the Project's objectives and purpose.
However, it proposed to grant such waivers to allow for services from Code 
941 (Selected Free World) countries on a limited case-by-case basis. Such 
waivers have been granted, but the USAID waiver approval process is 
relatively time consuming, which hinders taking advantage of special 
targets of opportunity. Equally important, the waiver possibility does not 
allow for the procurement of services from countries such as Hong Kong,
Ireland and other Code 899 (Free World) countries not included in Code 941. 

In addition, during the development of this PP Amendment the 
need for waiving source and origin requirements for equipment purchases by
the Fund's borrowers was recognized. Many of the Fund's borrcwers will be 
Salvadorans seeking to expand production for extra-regional markets. The 
plants of these investors, often with European equipment, argue well for 
procuring new equipment which is compatible with existing equipment and 
which imply cost economies due to mutually usable sdare parts. In 
addition, as textiles and apparel are potential targets for new plant
investment by the Fund, foreign investors interested in moving in from the 
Far East to take advantage of CBI and 806/807 cpportunities often utilize 
equipment producel in that part of the world. Ebr example, a new investor 
from the Far Fhst is moving eui'pment to El Salvador with a deoraciated 
book value of t2.5 million to establish a plant for 202 new jobs with 
4300,000 in local investment. While the investor does not need the Fund to 
provide si-)port now, the firm's possible expansion in 1988 may result in a 
loan application to the Fury for financing new equipment of Far East 
manufacture for the same reasons of capatibility and cost economies 
ment ionel above. 



-38-


Because FUSADES is not an ICI, but its investment funds will
be administered by a financial institution, and because AID funds granted
to EUSADES will be used for investment purposes, AID's regulations
procurements deriving from new sub-loans or investments must be 

on 

considered. While it is not the intent to create a bureaucracy, the
conditions to create one by adhering to AID's regulations on procurements

and waivers must be recognized. Even with a life of Project waiver

authoritv, the monitoring of equioment purchases 
 under the waiver would 
still be require] of FJSADES and USAID. That process has the potential to
become excessively cumbhearsome if reoeated, individual waivers have to be
sotight, justified, processed and approved on a case-by-case basis. 

It should be noted that some of the estimated goods and

services which have been determined to be critical to achieving the

Project's objectives could be procured from Code 941 countries. Rather
 
than split the waiver approval into two waivers, one for Code 899 and the 
other for Code 941 Code elegibilitv, and thus avoid adding to the waiver
monitoring burden and allow some flexibility, approval of one waiver to
Code 899 is being orooosed to allow grant funded procurements of goods and
services, other than transoortation services, needed for the Project, for a 
cumulative amount of t5.0 million during the life of the Project. 

Tables 7 and 8 of Annex D show the estimated requirements
which could be facilitated with this waiver authority. As can be seen in
those tables, the projected waiver requirements for procurement of services
total t985,500 an] for procurement of goods t5,250,000, for a combined 
total of 6,136,500. It should be noted that these are very preliminary
estimates at this point and are gross indicators of the need for a waiver.
Since the assumptions on which the projections are hased may change during
implementation, justification cannot convincingly be made at this stage to 
request waiver approval fcor the full amount of the preliminary estintes.
It is thus proposed that a life of project waiver for t5.0 million be
 
approved initially. Dring implementation, the UMkID and FUSADES would
track procurement amounts approved with the waiver authority. Should it
beccme evident that additional waiver authority would be needed, the USAID
will consider taking appropriate action to obtain the additional waiver 
approval. Even though this PP Amendment provides new funding only for the
FUSADES conoonent, it is further proposed that this t5.0 million waiver
authority apply to both Lhe FUSADES Cooperative Agreement (up to a total
cumulative amount not to exceed t4,662, 500) and the GOES Grant Agreement
(up to a total cumulative amount not to exceed t337,500). 

Pursuant to AID Harrlbook 1, Supplement B, Section 5B4a, any
waiver of the authorized list of eligible countries or geographic code mustbe base,] tr'on one nf several criteria. Inasmuch as the proposed -,aiver is 
considered critical to prc-mtino new investment unrder the Project, approval
of the waiver meets the criteria of "such other circumstances as are 
determined to be critical to the success of project objectives." 
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The Mission will seek legal guidance frm !AC/GC on AID's policy 
regarding authority for approving this waiver and, on that basis, will
 
proceed to seek the approval.
 

VI. SUbtMALUES OF PRO= d.%OQMENT ANALYSES
 

A. Technical Analysis
 

In May, 1986, Arthur Young & Co. performed an analysis of El 
Salvador's ecvort potential based upon its past history. This analysis,
"BackgroLd Review of Export Market Potential for Salvadoran Light 
Manufactured and Assembled Products," emnhasized industrial sectors and 
products that had the potential for increased export activity over the
 
short term. FTJSADES/PRIDEX is following up on the report recommendations 
to investigate in further detail the electronic, medical s,pplies, and 
metals manufacturing segments. Additionally, detailed analyses of textile 
oort, ities were com-plted 1y Kurt Salmron Associhtes, ktlant- Consultinig
Associates, and Weintraub Associates. These sector analyses identify the 
opportunities for El S.alvador in export processing and establish targets
and required resources to achieve those targets. The textile '"business 
plan," augmented by the Arthur Young overview, provi.ies the objectives to 
be achieved by the FUSNDES E-xport and Investment Promotion Program through
this Amendment. Those Project analyses are available as bulk annexes to 
this document, and a brief simuary is given below.
 

The reoorts indicate that despite its internal problems, El 
Salvador has a good industrial base and can be czmpetitive in the U.S. and 
other develcoed country markets. Tio,;ever, the cornditions affecting these 
markets ire dynamic, and El Salvador will have to constantly improve its 
position if it is going to stay competitive. 

If El Salvador is to expand its manufacturing sector, it will 
have to increase its penetration of ncn-traditional markets and 
specifically those of the U.S. and other OECD countries. To that end, it 
must build on sectors of past emport strength such as textiles and apparel, 
electronics, leather goods, and metal products. 

Positive factors for the future include the ready availability
of energy, relatively low external debt, high laboi productivity and good
managerial/entrepreneurial skills. There is plenty of excess capacity and 
a good skills base in the manufacturing sector which can be quickly put to
 
use. This, .however, will require an adequate flow of foreign exchange and 
external credit and relative domestic stability to restore the confidence 
of the private sector. (Nrthur Young estimates that an investment of about 
t250 million will be required just to bring plant and equipment to a level 
of production that is 80 oercent of that achieved in 1978.) 
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Restoration of productive capacity and stimulation of the

private sector need to be combined, however, with an aggressive program of 
indust .ial restructuring and reorientatia, if El Salvador is to keep pace
with neighbors such as Costa Rica and the Dominican Pepublic which seem to
have a momentum (and rormal internal concitions). Tne Arthur Young report
emphasizes a number of subsectors for El Salvador's export processing
fields and makes recommendaticns for the following product categories. 

1. Electronic Assembly 

Electronic Comoonents is the subsector where El Salvador has 
the major co-narative advantage in the entire Caribbean regicn. EL 
Salvador's exports are concentrated in semi-conductors and related
 
components. However, given the country's track record in that type of 
product, there should be additional opportunities in other types of
 
electronic canponents as well. The market is there. 

In the category of Consumer Electronics there are 
opoortunities for assembly as in the Radio/Televisicn category. Finally,
El Salvador could be competitive in supplying components for Air

Conditioninq, Refrigeration and Heating Equipment or for assembly of parts

of such equipment.
 

2. Medical Equipment and Supplies 

The most promising subsector seems to be Surgical ard 
Medical Instruments where the country has experience and capacity for 
exports. The same to a lesser extent can be said about X-Ray and
Electromedical Equipment, although the export market in this subsector is
much smaller. Niches can be found in two other categories, Surgical
APliances and Sumolies and Dental Equipment and Suoplies. Such niches 
could include: baiages, dressings, sutures, stretchers, sterilizers,

gloves, masks, protective clothing, dental instruments and dental
laboratory equipment. A useful strategy for El Salvador might be to -ake
 
advantage of existing market penetration and experience and build on it 
both vertically and horizontally, taking advantage of the CSI. 

3. Rubber and Plastic Products 

Most of the potential in this sector 'isin the Miscellaneous
 
Plastics segment. There is a sizable import market in the U.S. and iLl 
Salvador has both good capabilities and export experience. 

4. Metal Products
 

Of the subsectors examined, Screw Machine Products and 
Industrial Fasterers and Miscellaneous Metal Prorlucts seem to hold
pramise. El Salvador has both the capacity and the experience for 
exporting into the U.S. Moreover, import markets are large, especially for 
industrial fasteners. 
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5. 	 teather Products 

Opportunities for Salvadoran exports exist in all segments 
examined. Given the lack of substantial local supply of hides, 
opportunities in this industry will be mostly as drawback arrangements with 
U.S. producers, whereby the new material is imported in some form (possibly 
even as hides since good tanning capability exists in El Salvador) and 
leather products are exported as semi-finished or finished items. Certain 
products (not including footwear) in this category are covered by the CBI. 
The best potential for the U.S. market exists in the category of Hanibags 
and Personal Le.ather Coos where many niches exist and can be exploited by 
a small orcducer like E1l Salvador. 

Similar potential exists for Leather and Shoe Parts (e.g.
 
leather upers, soles, etc.). Luggage also may have possibilities, 
although competing with Asian importers and U.S. manufacturers would be 
much harder.
 

6. 	 Textiles/Apoarel 

Given the possibilities inherent in the overview analysis, 
PRIDEX contracted the firms of Kurt Salmon Associates (KSA), Weintraub 
Associates, and Atlanta Consulting Associates to target specific export 
processinq opportunity in the textile/ap!arel area. The results of a 
preliminary KSA -nalysis resulted in the following targets:
 

(a)Long Term (1990) Objective: 6,000 jobs per year in
 
textiles and annual exports of 530 million to the U.S. by
 
1995. 

(b) 	Short Term Strateqy: 

(1) 	 Increase the number of textile plants serving the export 
an arel market from 19 to 56 by 1989; 

(2) 	 Increase apparel sector employment by 7,700 new jobs by 
1989;
 

(3) 	 Achieve 8l million in FX generation by 1989. 

The cost of achieving these objectives, according to KSA, 
requires 0 3.2 million for working capital and t36.7 million for medium and 
long term investment requirements. Additionally, consulting fees 
approximating t300,000 for technical assistance, training and market 
penetration services would be required. 
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7. PRIDEX - Light Manufacturing 

While the FUSADES/PRIDEK focus over the 1987-1989 period
will concentrate on "maquila" - especially arparel/textiles - PRIDEX has 
also developed strategies for light manufacturing and handicrafted consumer 
products. The results of the strategies are: 

(a) Increase light industrial employment by 2,000 new jobs by 
the beginning of 1988 and generate t3 million in new FX. 

(b) Increase handicraft consumer product employment by 3,000
 
jobs and generate t5 million in FX by the end of 1988. 

The PRIDEX program resources, carried out through the
 
current PACD of 9/30/87, are anticipated to generate 7,900 new jobs by tha
 
PACD and t24.4 million in EK earnings (cumulative). PRID-X proposes to
 
expand these outputs to 13,300 new jobs and +A3.6 million through 
additional ernuhasis on the apparel, light manufcturing, and industrial 
han-icrafts areas. Involved in the efforts for light manufacturing would 
be a concentration on electronics and medical supply production. According
 
to PRIDEX, the following incremental irputs are required:
 

INIJS FX INPUT 
(00o) ,onis (tooo,000) GsT/,OB 

Bas' Program 3,992.0 7,900 24.4 505 
Expanded Program 7,979.0 13,330 43.6 599 

Increment 3,987.0 5,430 19.2 94 

The Mission strategy will be to build upon the impetus created 
by PRIDEX through FUSADES, and augment the PRIDEX services through 
specialized technical assistance for the textile, electronic, medical 
supplies, and possibly the leather goods areas. Each specialized 
contractor would be assigned the responsibility of achieving its annual 
plan in terms of FX generation and employment, failure to perform meaning
cancelation of contract. Payment by FUSADES to the contractor would be 
based on monthly fees plus performance standard paynnts after start-up. 

B. Market Analysis 

The purpose of these consultant analyses was to quantify 
emloment and FX generation targets for the PRIDFX business plan -- in 
effect, the development of performance targets by subsector upon which 
results cauoatible with the Project purpose cou.ld be measured. A secondary 
objective of these analyses was to quantify the levels aml types of loan 
and investment financing which the Investment Fund could consider over its 
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first cperating years. It defined investment profiles from which the Dind 
is expected to choose its portfolio obligations. While the Fund will have 
to expend effort to develop its portfolio, it can reasonably expect the 
indicated levels of potential demand in the marketplace. 

The results of the industry overview, and the projections of 
performance objectives for jobs and FX generation are shown in Table I 
below. These figures were later adjusted to reflect FUSADES/PRIDEIX targets 
by increasing employment generation figures and decreasing somewhat the TX
 

generation total. 

A 1985 Kurt Salmon Associates (KSA) study concentrated on the 
strategy and investment requirements to achieve a growth of 6,000 jobs/year 
in textiles and, as El Salvador has approximacely 12% of the CBI country 
population, to capture 12% of CSI aparel emports to the U.S. (roughly t530 
million in 10 years.) The KSA study indicated an achievable goal is to 
increase the nirnber of plants servling the e.port aparel market from 19 to 
56 b1y 1989, increasing apparel sector employment by 7,700 by 1989 and 
setting the stage in the early 1990's for substantial export development. 
Apparel exports would increase by t8l million between 1986 and 1989. To 
achieve this grcwth, KSA estimated the follwing investment requirements: 

Working Capital 3.2 million betwe- 1986-1989 

Investment Requirements:
 

Equipment 17.6 million
 
Buildings 10.1 million
 
Structural Working Cap. 9.0 million (incl. training/plant eng.) 

Total 36.7 millicn 

Considering all the information sources and estimates, the 
ADES/PRIDEX program is anticipated to create 14,000 new jobs by the end 

of 1989, generate 45.0 million in FX, and encourage t25.0 million in new 
investment over the same time period. 

C. Credit Demand 

The field wrk for credit demand was done over a two month 
period and consisted of a series of interviews with existing investors and 
potential project sponsors, the commercial banks, heads of business
 
associations, and PRIDC and USAID staffs. Estimating medium and long term 
credit d-Tnv-d is, in the least, an inexact science as it makes a series of 
assumptions on rates and the financial viability of future projects. It is 
also limited by its "latent" attributes, which are generally filled to meet 
what is available. A recent World Bank team identified the need for medium 
and long term credit in excess of the proposed Project financing. The 
omrmercial banks reinforced the need for long term credit, as they are not 
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TABLE I
 

SWMMARY PROJECION~S FOR FTIYTL4EMHT AND 
FX G ERUTION AC0PDIW TO TE=CAL ANALYSES, A ADJUSTED 

Sales/Empl. Sales/Bnpl. Change 

1985 	 1989 (current )
 

1. Apoarel/Textiles - Sales 28.4 MM 53.2 .M 

Local 20.4 MM 25.0 MM 
CAC4 4.5MM 6.0 KM 
Non-CACY 3.5 * n4 MM-	 MM 21.2 17.7 

Employment 5,527 10,354 4,827 
(Cutput/Emp = t5,138/yr) 

2. Electronics - Sales 13.2 MM 43.6 MM 

Local 9.4 MM 15.0 MM 
CACM. 3.7 MM 5.0 MM 
Non-CACM 0.1 MM 23.6 MM 23.5 MM 

Employment 825 2,725 1,900 
(Oitput/Emp = t16,000/yr) 

3. Medical Supplies - Sales 7.8 MM t 23.2 qM 

Local t 1.4 MM t 2.5 n4
 
CAD t 0.8 KM t 1.5 M
 
Non-CAC 'M 	 t 5.6 MM t 19.2 4MM t 13.6 MM 

Employment 371 1,104 733 
(Output/Emp = t21,000/yr) 

TOTAL SECRS 
SALES t 54.8 MM 
EM4PLOYMENT 7,460 

Source: 	 Arthur Young, Inc., "Backgrouni Review of Export Market Potential for 
Salvadoran Light Manufacturing and Assembled Products". 
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generally prepared to lend lcng. The KSA analysis indicates a requirement 
of over t36 million just for textiles/apparel. Because of similar 
analyses, the isssion expects the MBRD to create a new credit windV4 for 
mediur-long term needs; BLADFX has opened a new windcw, and the IDB is also 
poised to provide similar funding. Therefore, the Mission feels it prudent 
to rely only on in-house PRIDEX project proposals to serve as a demand 
guide. 

The initial PRIDEX demand estimate was based on newly develcpint 
projects likely to require financing over the next twelve mcnths. These 
demand figures were factored downwards to adjust for projects which might 
not meet investment criteria, and for projects wherein the nmd would be 
able to provide only partial assistance. The final results -are shown in 
Table II, below, and reflect an existing project need for .13.8 million in 
medium to long term credit. These figures are considered feasible in El 
Salvador's current political/econcmic climate, and they are conservative to 
the extent PRIDEX has not been acting as a financial intermediary. 

The assumptions made to structure the demand analysis included: 

a. The Fund will only offer medium to long term loans (3-10 
years) primarily in U.S. dollars, and convertible equity investment in 
dollars when needed to round out project financing. 

b. These services apply only to private sector cc=panies
 
(lRal, foreign, or joint-ventures) in the "maquila" or light industrial 
processing for product exports to non-CAC4 markets. 

c. The Fund will have k15 million available from AID for its 
portfolio cperations. 

d. There will be no further changes in GOES policies which
 
would negatively affect the export processing fields. 

e. Sufficient working capital financing in FX and LC will be
 
available from other sources (equity, ccmercial banks, etc) to suport the 
Fund' s long-term position. 

f. Sufficient management skills exist to manage new Salvadoran 
projectz. 

g. While PRIDEX will be the major source of project
 
identification, other parties, such as COEXPORT and the commercial banks, 
will also identify projects requiring funding.
 

h. The pecple with export projects are willing to accept the 
exchange risk on FX as their dollar debt can be registered with the Central 
Bank, and earnings from exports can be used to pay off the loan. 
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TABLE II
 

RJSADES/PRIDEX PROGRAM
 

SUMARY O ACTIVE INDUSTRIAL INIWESl4 T 

Project FX Generation (4 t) Financial 

Number FX 

Sector Of Firms YR2 YR5 ST LT 


Textiles 9 31.0 52.0 1.9 2.9 


Mptal 5 7.4.a/ 12.4 a/ 2.2 2.7 

Irather 1 12.0 20.0 2.0 0.6 

Meiic-Al 1 0.1 0.2 0.1 0.2 

Pl.astics 2 0.4 0.7 0.1 0.2 


Other Ind. i2/ 4 4.6 7.7 5.5 2.0 


Total 22 55.6 93.0 11.8 
 8.6 


a/ Oe firm would not release sales projections. 

b/ Includes tajs, wood and clay products. 

PROOCTS
 

eds (MW) 

LC 

ST LT 


3.1 2.8 


1.0 0.3 


1.2 0.4 


0.1 

0.4 1.7 


5.8 5.2 


Employment Generation (000) 

YR2 YR5 

6.0 10.1
 

1.1 1.8
 

2.3 3.9
 

0.1 0.1
 

0.9 1.4
 

10.4 17.3
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The demand estimate for the Fund is based an: (a) projects 
expected to begin in the next twelve months, (b) projects in the initial 
development phase but not epected to require financing in the next twelve 
mcnths, and (c) projects which might be expected due to CBI and 806/807 
incentives (e.g. apparel/textile - see Annex E). The (c)category projects
 
reflect an underlying demand for the third year of project funding which is 
basically attributable to the expanded PRIDEX promotional effort. Known 
projects were screened to eliminate those without adequate sponsorship, 
design, equity or size. Those surviving the screening became the project 
base for Fund financing. 

It was then estimated that the Fund would provide assistance to 
about 40% of the existing projects needs, 50% of the identified projects
 
estimates, and about 50% of projects created by PRIDFX efforts in year 3. 
Because the Fund does not anticipate providing the entire capitalization 
required, as sponsors would provide equity and short term capital, it was 
assumed that on the average the Fund would provide about 50% of the total 
capital requirements of a project. A breakdown of 2 million in equity 
financing and 413 million in debt financing appears appropriate for the 
Fund. It was also assumed, as the majority of the finance needs would be 
for equipment, that 30% of the debt would be of 3 year duration, 50% in 3-7 
year loans, and 20% in loan of 7-10 year variety. 

The analysis produces conservatively biased demand levels which 
could reasonably be expected to require investment credit assistance. To 
the extent that the asstmptions and identified projects do not hold true, 
demand may be negatively affected. However, the analysis shows that over a 
three-year period, the Fund should disburse approximately kl3 million in 
loan funds an-i provide approximately 2 million in equity financing. While 
the first year's activity is relatively small due to the lack of knowledge 
of this service by local investors, cuotcmer relationships will probably 
increase rapidly after the first one or two financings. 

The types cA projects likely to seek financing will be potential 
806/807-type textiles and accessories, electronics, and footwear. CI 
incentives for light industrial products, medical supplies and industrial 
handicrafts are also epected to beccme a Portion of the Fund's portfolio. 
During the first half of the project, the 806/807 companies are expected to 
play a predominant role. The initial demand will bp through local 
investors (80% plus). However, there appears to be a small but growing 
acceptance by U.S. businessmen of El Salvador as an acceptable area to do 
business, so that there is exrpected to be an increased interest in joint 
venture (JV) activity over time.
 

7h breakdcn of the proportion of demand for equity investments 
and lending is based on stated needs for existing project proosals 
requiring financing. The investors represent Salvadoran capita!, and their 
projects are of a magnitude that does not appear to require much in the way 
of JV investment. The distribution of loan maturities reflects funding for 
buildings and other structures with long depreciable life. Should 
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industrial parks and free zones grow in El Salvador, leasing of facilities
 
may grow in frequency ani the loan maturities may decrease to reflect a 
heavier equipment weighting.
 

The ability of the Rind to arrange other sources of debt ard 
equity will relate closely to the perceived risks of a project and the 
Salvadoran environment. While this ability may result in additional 
earnings with no increase in Fund assets, no additional revenue for the 
Fund from thae'e endeavors is considered. While the demarxi exists for this 
service, the investment envir-inent remains too fragile to consider any
partnership except for short are thatterm working capital loans which not 

comnlicated.
 

The demand figures generated were converted into Fund 
disbursements by increasing the annual demand figures by 10% to account for
inflation over time. Then, of the resultant annual demand, it was assumed 
that the Flund would encounter difficulty in its early efforts and achieve 
only a $3 million level of placement its first yeai. It was assumed that 
t5 million of the Fund's $ 15 million allocation would be placed the second 
year and 7 million the third year, reflecting the growing effect of prior 
success stories and expanded interest in CSI incentives. 

The Fund's credit disbursement projections utilized the 
follaing key assumptions: 

1. 30% of the Fund's investments would be for equipment with a 
pay-back period of 3 years, 50% of the investments would be amortized in 5 
years, and 20% of the investments would be amortized in 8 years. 

2. The "average" return to the Fund would be 10% before costs. 

CRIT FUND DISBURMOE. PRO=IONS FOR = YEARS 

Year: 87 88 89 90 91 92 93 94 95 

Tians 2.5 4.0 6.5 2.7 2.8 2.8 
 3.5 3.7 3.3 2.8
 

Equity b/ 0.5 1.0 0.5 0.2 0.2 0.2, 0.3 0.3 0.3 0.3 

Total 3.0 5.0 7.0 2.9 3.0 3.0 3.8 
 4.0 3.6 3.1
 

Investment 
Earnings 0.15 1.05 1.35 1.28 1.250.55 1.30 1.33 1.25 1.29
 

a/ Year 4-10 based on reflows, first loan year returns interest only at 
10%. 

b/ Convertible at 10%.
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FUSRDES' staff expenses in 1987, and possibly 1988, are expected 
to exceed investment income due to normal administrative charges and the 
cost of analyzing the initial investments. By 1989, the Fund should 
generate sufficisnt income to cover its expenses and to make a contribution 
to FUSADES' expenses. 

It should be noted that minor erosion of the Fund has been built 
into the projecticns to reflect the instability in El Salvador. If this 
occurs, it will slowly decaoitalize the Fund's earning capabilities. As 
mentioned initially, the Fund is a high risk venture, designed to promote 
investiment rather than to seek a safe yield. Future Project evaluations 
will present opportunity to correct deficiencies in this initial design 
based upon the events which actually take place. The initial 
capitalization of the Fund at 315 million may not be sufficient to meet 
anticipated requirements or provide a basis to leverage new investment and 
reduce an existing constraint - lack of investment capital for El Salvador 
- for more than a sbort oeriod of time. As a result, if PRIDI( arni the 
Fund are achieving their objectives, a further extension to the Project 
with additional AID resources may be warranted. 

D. Analysis of Investment Repayment 

In order to judge the feasibility of a Fund located off-shore, 
the Salvadoran regulations pertaining to foreign debt obligations and 
repatriation of capital ard dividends were investigated. The results of 
the analysis indicate that a foreign investor is legally entitled to 
repatriation of its capital and dividends in foreign exchange, subject to 
prcper registration of the capital brought into the country. Under the 
GOES' new Exnort Development Law, exoort projects involving foreign 
investment are entitled to reoatriation of capital and dividends without 
remittance tax or dividend tax for eriors rarnging between 10 years and the 
life of the project. The distinction relates only to the percentage of 
production exported. Although the investor has to request the FX for these 
payments from the Central Bank, delays of six months or so for obtaining 
the FX in today's environment may occur, despite the fact that the project 
is a net EX generator.
 

Regarding repayment of FX loans, all borrowings must be 
registered at the Central Bank prior to recognitionlof the obligation to 
provide the FX. Although obtaining the FB is then subject to availability, 
the Central Bank has been cooperative for export projects. A selectively 
approved mechanism for repayment of FX debt from sales proceeds prior to 
repatriation of the FX to the Central Bank has been operational since 
mid-1985. Under this arrangement, exporters may retain a percentage of 
sales revenues in a FX denominated bank account outside of El Salvador for 
debt payment. The Central Bank approves the use of this mechanism prior to 
officially recognizing the debt obligation, and the exporter's account may 
be closed if the Central Bank suspects capital flight. While this 
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mechanism permits easy debt repayment, the usual channel of requesting the 
TX for debt payment is also followed. It is prone to delays in all 
countries which face a shortage of FX. 

E. Economic Analysis
 

1. Introduction
 

The economic analysis of this Project Amendment will consist 
of two parts. The first part reviews the eccnomic analysis in the original 
Project Paper in order to gauge its appropriateness to test the economic 
feasibility of the Amendment. The second part modifies some of the 
assutptions utilized in the original Project Paper in order to analyze the
 
economic feasibility of the amended version of the entire Project. The 
analysis in the second part consists of ain estimation of economic internal 
rates of return for investment in the areas where the Project will provide 
assistance.
 

2. Analysis in the Original Project Paper 

The original Project Paper estimated an economic internal 
rate of return of 32.5%. The methodology involved consists of utilizing 
estimated aggregate streams of costs and benefits associated with the 
Project, and usinq those streams to calculate an internal rate of return. 
The driving forces behind the streams of benefits and costs are assumptions 
about the chbracteristics of the kind of investment projects that would be 
generated from the activities of the ISRP. These assumptions are described 
first and then modified to reflect additional costs and information about 
the projects that will be assisted under the ISRP Amendment. 

a. Economic Benefits
 

The original Project Paper estimated two types of 
economic benefits: direct and indirect. The direct benefit stream 
associated with the ISRP was assumed to consist of a 5% yearly increase in 
non-traditicnal export earnings. Indirect effects of twice the amount of 
direct effects are usually associated with agroindustries and other 
non-traditional exports. 

b. Economic Costs 

The analysis identified two types of economic costs: i) 
the costs financed by USAID and the GOES to establish PRIDEX and MICE 
activities; and b) the investment and operating costs associated with the 
projects that will generate the increased stream of non-traditiona
exports. The first type of economic cost was obtained from the Project's
original budget which includes GOES contributions. The second type of 
costs were estimated on the basis of a few specific assumptions described 
in the following paragraphs. 
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Investment costs were expected to be equivalent to the 
5% increase in norn-traditional exports the first year. Investment 
requirements were spread over the second and third year of the Project. 
Operating costs were estimated at 85% of foreign exchange earnings for the 
first two years and 90% thereafter. 

c. Modifications to the Assimptions 

On the basis of information which has become available 
since the ISRP was initiated, several of the assumptions made by the 
original Project Paper were modified to m)re accurately reflect key 
relationships in investment projects associated with the Project. The 
combination of the modified assumptions with those that remain unchanged 
are utilized to estimate the rate of return of the amended version of the 
Project. 

1) Economic Benefits 

The original Project assumed that foreign exchange 
earnings from non-traditional exports woumld increase by 5% per year on a 
sustained basis and as a result of the Project assistance (the Project 
Paper assumed that in the first year, 1985, there would be no export 
earnings, whereas in the second year, 1986, earnings would reach 25% of the 
projected 5% increase in rion-traditional exports or 750,000). Nhile this 
assumption appears reasonable and well founded, PRIDEX reported that its 
assistance generated aDproxiiately t2.7 million in foreign exchange 
earnings for 1985. Thus, a change in assumptions is in order. Considering 
that the first year's performance was perhaps unusually strong, and that 
the Investment Fund conronent will probably be helpful in sustaining that 
kind of performance, for the purpose of this analysis, it was assumed that 
the impact of the first year (1985) will be replicated and sustained each 
subsequent year. 

The timeframe of the analysis was reduced to 10 
years instead of the 20 year period utilized in the original Project 
Paper. This change provides a more realistic assessment of the Project's 
payoff. Reqarding indirect benefits, while the original assumption that 
indirect benefits will result is probably justified, the use of a 
multiplier of two was not. This assumption was adjusted to a more 
conservative multiplier of 0.25 to ensure that these benefits are not 
overstimated. Unlike the original analysis, the mcdified version assumed 
that the assets purchased with the initial investment would lose 10% of the 
market value every year. This was utilized to estimate a salvage value 
during the 10th year. 

2) Economic Ccsts 

The investment necessary to generate a unit of 
foreign exhanme varies according to the type of investment activity. If 
one utilizes the data available from a series of typical project profiles 
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of the type assisted by this Project to estimate in'restment as a percentage 
of annual sales, a wide range of investment to maxirmm annual sales 
relationship becomes evident. For example, an industrial glove 
manufacturing cperation would require an initial investment of 13.6% of 
projected annual sales. A similerly estimated figure of 66.rA applies to a 
medical supplies plant, 20% for an electronics assembly project, 33.3% for 
a shoe manufacturing project, 30% for a plastics firm, an(,. 124% for a 
textile drawback operation. Fbr purposes of the analysis, a median figure 
of 50% is ,utilized for each increment in export earnings achieved. This 
aoproach is clearly bi.sed because it does not take into account the 
probabilitv that projects will not generate maximum annual sales during the 
first year. This problem is overcome by testing the sensitivity of the IRR 
to this assim.tion later in the analysis. 

The original assumption of incremental operating

costs was changed to reflect information developed on the investment 
project profiles researched for this Project Amerdment. The investment 
project profiles also estimated the cost of annual sales. If these costs 
are adjusted to eliminate financial costs and taxes, the cost of sales as a 
percentage of sales varies from 51% to 76%, with most of the estimated 
relationship clustered below the upper range. For purposes of the analysis
73% was adopted as the figure to generate the stream of operating costs. 

The modified version of the analysis introduces
 
recurrent GOES costs associated with the implementation of the public 
sector portion of the ISRP. This reflects more accurately the public
investment involved. For purposes of estimation, the analysis attributes 
15% of MI-E's bulget to the implementation of the comrponent of assistance 
to the GOES. The burget is allaeed to grow 5% per year. 

3) Results of the Analysis
 

Table 1 presents the stream of benefits and costs
 
associated with the modified assumptions in the analysis. The estimated 
economic internal rate of return is 30.2%. The estimated rate of return is 
meant to be illustrative of the economic feasibility of supporting export 
diversification, particularly in light assembly operations. The analysis
is generic in the sense that it does not attempt to judge individual 
projects but investment in the industrial and agroiidustrial sectors for 
export. 

4) Sensitivity Analysis
 

The results of the analysis are critically dependent 
upon the following assumed relationships: a) Investment/Annua Sales; b)
Operating Costs/Annual Sales; and c) Indirect Effects/Annual Sales. Thus, 
a sensitivity analysis was carried cut in order to test the response of the 
IRR to change in each of the foregoing relationships. 



TABLE I 

COST BUNI*IT ANALYSIS - INDUSTRIAL STABILIZATIO AND REOOVEW 

($001s) 

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 

I. 7IMAL OST 

A. I-ID 2562.0 3452.0 4563.2 1764.0 2108.8 0.0 0.0 0.0 0.0 0.0 

B. GOES (includes recurrent costs) 1017.0 2678.0 2175.0 110.0 115.5 121.3 127.3 13?.7 '0.4 147.4 

C. PRIVATE SETOR 3936.0 5292.0 7263.0 9234.0 11205.0 13176.0 15147.0 17118.0 19089.0 21060.0 

1. OPEPING 1971.0 3942.0 5913.0 7884.0 9855.0 11826.0 13797.0 15768.0 17739.0 19710.0 

2. 1rdS1fl!T 1965.0 1350.0 1350.0 1350.0 1350.0 1350.0 1350.0 1350.0 1350.0 1350.0 

D. TJrAL 7515.0 11422.0 14001.2 11108.0 13084.5 13297.3 15274.3 17251.7 19229.4 21207.4 

IT. TAL BFN'EFITS 

A. FOREIUN XQ1AOLE EARNED 2700.0 5400.0 8100.0 10800.0 13500.0 16200.0 18900.0 21600.0 24300.0 27000.0 

B. INDIRECT EFFECT 675.0 1350.0 2025.0 2700.0 3375.0 4050.0 4725.0 5400.0 6075.0 6750.0 

C. SALVAGE VALLUE 
6136.5 

D. 'ItrAL 3375.0 6750.0 10125.0 13500.0 16875.0 20250.0 23625.0 27000.0 30375.0 33750.0 

III. NET BENEFITS -4140.0 -4672.0 -3876.2 -2392.0 3790.0 6952.7 8350.7 9748.3 11145.6 12542.6 

Interrnal Rate of Return: 30.2% 

Assi uptions: 

lrv..stnent/Anvil S i is: 0.50 
Ok- ratirr Costs/S'tles: 0.73 
Indirect Effects/.,xihs 0.25 
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As pointed out earlier, the relationship
Investment/Annual Sales used in the analysis is biased in the sense that no 
provision is made for building up sales to maximum productive capacity,

i.e. the analysis assumes that maximum capacity is achieved in the first
 
year of the investment. Thus, it would be advisable to test the

sensitivity of the IRR to changes in this relationship. For example, if
 
the relationship is increased the IRR is
from 0.50 to 0.70, reduced to
approximately 26%. Thus, the IRR is 
not very sensitive to changes in the
 
relationship. 

Similar tests were carried out on the relationships

Operating Cost/Sales and Indirect Benefits/Sales. The results showed that
for everv ten points that each of the relationships is changed, the IRR 
changes by approximately the same amount. For example, if indirect 
benefits are assumed to be 15% of annual sales, the IRR is reduced to 
approximately 20%. Likewise, if indirect costs are increased to 83% of
 
sales, the IRR falls to approximatelly 20%. 

3. Conclusions 

A modified version of the economic analysis used in the 
original Project Paper shaqs that investment in the sector is an 
economically worthwhile activity, and that the Project Amendment is on
sound economic grounds. It mist be kept in mind that the analysis is
generic in the sense that it did not try to incorporate specific estimates 
developed for the Project Amendment on projected investment volumes; the 
analysis utilized results to date as one of its bases. Whether those 
investment volumes are realized or nt, continued implementation of the 
ISRP will make economic sense. 

F. Administrative Analysis Update 

1. Organization - FUSADES
 

a. legal Status 

There is no change in FUSADES' legal status. It is
 
legally constituted as a non-profit foundation under Salvadoran law, and it
is also certified as a non-U.S. PM by AID. FJSADES has indicated that it 
is investigating the possibility of registering for recognition aas U.S.P'o. 

b. Financial Status
 

In 1983, the FUSADEF9 Balance Sheet irxiicated it had 
0528,481 in capitalization (equity) from individuals and firms. 
By
year-end 1985, contributions had increased the capitalization to 
02,346,202. Haoever, because of the devaluation of the col6n from 2.5 
colones = 1 dollar to 5.0 colones = 1 dollar, the ability to pay foreign 
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exchange costs out of contributions has been substantially reduced. 
nonetheless, the 343% growth of its equity (endowment) in an unstable time 
is heartening. MWSADES is sending personnel to the U.S. to study fund 
raising techniques in order to more rapidly increase its endowment. 

c. Organization 

FUSADES' organizational growth reflects the 
irmlementation of AID funded programs for export promotion, association 
strengthening, small business support, agricultural diversification and 
water management. These last three programs are just underway and will 
qrow in need for management support. Given the growth of these orograms, 
EUSADES is c-sidering adding the following administrative staff in 
1986-1987: 

- Executive Assistant to the Office of Planning and Develcoment 
- Two additional accounting clerks 
- One personnel assistant 
- One Director of Fund Raising and Communications 
- One Manaqer for Public Relations 

These six persons would increase the administrative 
staff from 17 oersons, including 9 clerical functions, to 23 persons. 
FUSADES' organization charts are shown in Annex G. 

Not initially contemplated by MUAES, but reiuired for 
implementing this Amenriment, is the addition of a small investment project 
staff to its organization in order to orovide technical support to the 
Investment Fund Committee in the latter's responsibilities for the lending 
decisions of the Fund. Initially one person is anticipated to he hired for
 
the investment project unit, with several more persons added as needed.
 

VII. CONDITIONS, 0=1M, AND WkIVERS 

A. Conditions
 

A Cooerative Agreement Amendment with BUSADES will incorporate 
the folla.,ing conditions under the Agreement's Schqdule: 

- Prior to any disbursement, or the issuance of any commitment 
documents under the Project Agreement with FUSADES, of AID funds 
into an Investment Funi for financing investment credit for
 
industrial export projects, FUSADES shall, except as A.I.D. may 
otherwise agree in writing, furnish in form a:i substince 
satisfactory to AID: 
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(a) An executed subsidiary agreement entered into by FUSADES and 
a recoqnized U.S. financial institution for the establishment of
 
an Investment Fund to support industrial export projects which 
specifies, inter alia, the roles and responsibilities of FUSADES
 
and the firancial institution for carrying cut the activity in 
accordance with the Project Description.
 

(b) Quantifiable financial targets for the Investment Fund 
against which performance of the participating financial 
institution and FUSADES can be measured over time. 

(c)The criteria to be used by. FUSADES in determining if an 
industrial project qualifies for support from the Investment 
Fund. Such criteria will include, but will not necessarily be 
limited, to: market orientation, impact on employment, impact 
on foreign exchange earnings, importance of the economic 
subsector to El Salvador's future development, the project's
 
ability to service foreign exchange debt, and the financial 
soundness of the proposed project. 

(d)Documentation establishing an Investment Fund Committee in
 
FUSADES which specifies in detail the initial ccposition of the
 
Committee, the authorities delegated to the Committee, and the 
Committee's operational policies and procedures including
 
conflict of interest policies and procedures applicable to
 
Cxrmittee members, which shall not beimcdified during the life
 
of the Project unless AID agrees otherwise in writing.
 

B. Covenants
 

1. The covenant set forth in paragraph 3 of the "AID
 
Involvement" section of the Schedule will be deleted in its entirety and 
substituted with the following provision: 

All expenditures by FUSkDES for the procurement of goods or 
services which are financed under this Agreement will require 
the prior approval in writing by the USAID Mhen the estimated 
cost of the expenditure exceeds t50,OOO unless AID agrees 
otherwise in writing. USAID prior written approval of FORTAS 
assistance projects and of Economic Studies expenditures will be 
required when the estimated cost of a FOR AS assistance project 
or an Economic Studies expenditure exceeds t20,OOO unless AID 
aqrees otherwise in writing. 

2. Paragra.nhs 5 a.nl 6 of the "AID Involvement" section of the 
Schedule contain provisions for JID direct disbursement for all foreign 
exchange costs of Project-fnided activities. Since FUSADES now has a 
dollar-denominated account off-shore, these provisions are no longer needed 
and will thus be deleted in their entirety. 

3. The "AID Involvement" section of the Schedule will be 
further amended by adding the follcwing provisions: 
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- Prior USAID approval in writing will be required in order for 
FUSADES to change the financial institution administering the 
Investment Fund during the life of the Project. In the event 
that te financial institution is changed during the life of the 
Project, FUSADF. shall engage another financial institution to 
administer the Fund by following the same procedures as were 
carried cut initially to establish the Funid, unless AID agrees
otherwise in writing. 

- Prior USAID a proval in writing will be required in order for 
FUSADES to approve: a) total loan funding from the Investment 
Fund's grant resources to one project which exceeds $500,000; or 
b) total. combined loan/equity financing provided by the Fund's 
grant resources to one project which exceeds t500,000. 

- Prior to obligation of the second increment of AID funds for 
the Investment Fund, an assessment of the Fund' s oerational 
performance will be undertaken 1y U&XID and JSADZS with outside 
assistance. 

- FUSADES covenants to make efforts to expand its endcvment base 
through fund raising activities other than those which are 
derivative of AID financed projects. 

C. 	 Waiver 

Section V.C.3 of this PP Amendment provides a justification for 
a waiver of sour:e, origin and nationality requirements for the procurement
of goods and services, other than transportation services, from AID 
Geographic Code 000 to Code 899 countries, in a cumulative amount of 5.0
million (A4.7 million for 7zUSADES and "0.3 million for the GOES). The 
Mission will seek anproval oE the waiver with guidance from LAC/GC. If
approved, the respective "Authorized Geographic Code" sections of the 
Cooperative Aqreement with .FUSADFS and the Grant Agreement with the GOES 
will be amended to incorporate this expanded source, origin and nationality
elegibility. 



NARRATIVE SUn.4 ARY 

Goal 

qb accelerate economic 
qrowth ;tnd diversify the 
the economy to attain 
higher levels of economic 
well-being. 


P'urpose
 

To stimulate growith in the 
non-tralitional export 
sectors of El Salva-lor, 
resuLti1vq in increased 
levels of employmnt, 
in-ne, investment, andI 
foreiqn axchange earnings. 

LOG 

OBTECTIVELY VERIFIABLE 

INDICATOR 

1. Increased contributions to 

real GDP growth by non-tradi-
tional sectors. 

2. Increased non-traditional
 
exports to non-CAL-M markets. 


3. Increased employnent in 

export-oriented, not-tradi-

tional sectors.
 

EOPS
 

1. An estimated 14,000 jobs 
will be generated for skilled 
andy unskilled workers of 
export enterprises assisted 
by the Project. 

L'RAME 

MEANS OF VERIFICTION 

1. Macroeconomic data and 

statistics. 

1. PRIDEX and Investment 
Fund records, Project 

reports, evaluations, 
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ASSUMPTIONS 

1. GOES formulates arn imple
ments an appropriate policy 
environment for export and 
investment promotion. 

2. Political, economic and
 
social situation of El
 
Salvador does not deteriorate
 
further. 

l.a. Domestic investment, 
complemented by foreign 
investment, will play a key 
role in the development of 
labor intensive export enter
prises.
 

l.b. CBI and other incentives 
are attractive for stimulating 
grcwth in labor intensive pro
duction. 
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tARRNTIVE SUNtaUARY 
OBJECrIVELY VERIFIABLE 

INDICATOR MEANS OF VERIFICATION ASMJMPTIONS 

l.c. Salvadoran management re
sources are generally adequate 
for managing new or expanded 
labor inte-sive enterprises. 

2. New jobs created for 
skilled and unskilled workers 

2. Project records, reports 
and evaluations, 

2.a. Salvadoran wage rates 
remain competitive in the 

of export enterprises assist- Caribbean Basin. 
ed by the Project will result 
in approximately $17.5 million 
in wages and salaries annual-
ly by the end of 1989. 

2.b. Salvadoran enterprises 
are able to successfully 
penetrate non-CAC4 markets, 
keeping production going and 
workers employed. 

3. An estimated t25 million 
of new direct investment will 

3. Project records, reports 
and evaluations, 

3.a. 3I and other incentives 
are sufficiently attractive to 

be generated in export enter-
prises assisted by the 

stimulate investment, especi
ally Salvadoran investment, in 

Project's PRIDEX and Invest- El SaIlvador. 
Fund activities. 

3.h. The GOES maintains mech
anism for repayinent of FX debt 
from export sales proceeds 
prior to repatriation of FX 
earnings to the BCR. 

5r~
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OBJECTIVELY VERIFIABLE 
NARRATIVE SUM4ARY INDICATOR MEANS OF VERIFICATION ASSUMPTIONS 

3.c. Sufficient working capi
tal financing will be avail
able from other sources 
(equity, coumnercial banks, 
and other) to suj-ort new 
investments in El Salvador. 

4. An estimated 45 million 4. Project records, reports 4. 'Mere will be no further 
in foreign exchange earnings 
will be generated by export 
enterprises assisted by the 

and evaluations, changes in GOES policies which 
would negatively affect 
exporters. 

Project's PRIDFC and Invest
ment Fund activities. 

5. FUSADES will be a viable 
institution with capabilities 
to develop, give direction to 
and promote non-traditional 
export activity by private 

5. Project reports, audits, 
and evaluations, 

5.a. FUSADES is able to expand 
its fuidraising activities in 
order to strengthen its endow
ment, thus developing greater 
financial viability. 

enterprises for non-CACL 
markets. 5.b. FUSADES is able to hire 

and retain qualified personnel 
to meet the managerial and 
technical requirements of 
Project financed activities. 

Output s 

1. Investment Funi dig-
bursements for indus-
trial export projects. 

1. Ehd of year projections 
bM: 

Year: 87 88 89 

1. Trust records, reports 
and audits, 

l.a. Demand for Fund financing 
will occur due to CM3 oppor
tunities and unmet demand. 

Loans 2.-S 4.G- 6-.-5 
Equity 0.5 1.0 0.5 



NARRATIVE JMARY 

2. Sub-project identifi-

cation, promotion and 

development by PRIDEX 

(arrarqements for or pro-
vision of TA for non-

trsditional projects) 


OBJECIVELY VERIFIABLE 
INDICATOR 

2.-Approximate number of 
projects identified aril 
assisted by PRIDEX: 

87 88 89
 
75-100 75-100 75-100 


MEANS OF VERIFICATION 

2. Project records, reports 
and evaluations. 

2Bnnex A 
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ASSUVTIONS 

1.b. Sufficient working 
capital financing will be
 
available from other sources
 
to support the Fund'a3 long 
term position.
 

l.c. Investors of export pro
jects are willing to accept 
the exchange risk on FX 
borrowings from the Fund, 
since the dollar debt can be
 
registered with the Central
 
Bank and earnings from ex
ports can be used to pay off 
the loans. 

l.d. There will be interest 
amorg off-shore financial 
institutions in the admin
istration of the Fund.
 

2.a. Qualified and eyper
ienced contractors or con
sultants will be found to
 
perform required services.
 

2.b. FUSADES maintains the
 
gocd will of Salvadoran 
public and private sectors. 



NARRATIVE SUMMKR" 

Imut.-

1. AID Grant (Supplement) 

Technical Assistance 
Personnel 
Equipment & Supplies 
Overhead 
Invitational Travel 

Program Su4port (adverti

sing, publications, semi
nars, & conferences) 

Sub-To tal 

Invest. Proj. Unit 


Investment Fund (lending
 
capitaL) 


TOrAL AID GRANT (SUPPO) 


2. FUJSADFS 

7Yxinterpart funds applied 
to the Proj. Amendment 


TOTAL FUSADES 
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OBJEXrIVFZY VERIFIABLE 

INDICATOR MEANS OF VERIFICATION ASSUM4rIONS 

Life of Project (4000): 

1. AID records, Fund reports 1. Incremental AID funds will 
and annual independent audit- be available in FYs 87 and 88. 

1,461.8 ed statements. 
2,206.4 

30.0 
71.8 

221.0 

442.0 

4,432.2 

567.8 

15,000.0 

20,000.0 

2. FUSADES records and 2. FUSADES will continue to 
a"txnd annual statements obtain member contributions. 

268.0 

268.0 
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5C(2) PRWECT CHECMLIST 

Listed below are statutory
 
criteria applicable to projects.

This section is divided into two
 
parts. Part A. includes criteria
 
applicable to all projects. Part
 
B. applies to pro~ects funded
 
from specific sources only: B.1. 
applies to all projects funded 
with Development Assistance 
Funds, B.2. applies to projects 
funded with Development 
Assistance loans, and B.3.
 
applies to projects funded from
 

CROSS REFE NCES: iS COUNT.Y 
CHECKLIST U?
 
TO DATE? HAS 
STANDAR ITEIM 
CEECKLIST BEEN
 
REVIEWED FOR
 
THIS PROJZCT?
 

A. GEN-?-AL CIRT7A ?OR PROECT 

1. FY 1922 Appronriation Act 
Sec. 523; FAA Sec. 634A;
 
Sec. 653(z).
 

(a) Descrl.e how 

authorizing and appro-

priations cormittees of
 
Senate and House have
 
been or will be notified
 
concerning the project;
 
(b) is assistance within 
(Operational Year Budget)
 
country or international
 
organization allocation
 
reported to Congress (or

not more than $1 million
 
over that amount)?
 

2. FAA Sec. 611(a)(1). Prior
 
to obligazion &.n excess 
of $!0O,00, will there be 

Annex B 
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a)	A Congressional Notification
 
has been submitted.
 

b) Yes.
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(a) 	engineering, finan-

cial or other plans 
necessary to carry out.
 
the assistance and (b) a 

reasonably firm estimate
 
of the cost to the U.S.
 
of the assistance?
 

3. 	FAA Sec. 6l!(a)(2). If 
furzber ieglsia:ve 
action is required within 
recipient country, what 
is basis for reasonable 
expectation that such 
-action will be completed

in time. to Dermit orde2v
 
accomplishment of purpose
 
of the assistance? 

4. 	FAA Sec. 611(b); ?Y 2982
 
ADDrc-riation.Act Sec.
 
501. I t.o: water or 
water-related land 
resource construction, 
has project met the 
standards and criteria as
 
set 	forth in the 
Principles and Standards
 
for 	Planning Water and
 
Related Land Resources,

dated October 25, 19737 
(See AID Handbook 3 for
 
new guidelines.)
 

5. 	FAA Sec. 61(e.). If 
project. Is capital
assistance (e.g., 
construc-ion), andall 

.
U.S. assistance for i
will exceed $1 million, 
has Mission Director 
certified and Regional

Assistant Administrator
 
taken into consideration
 
the counzry's capability
 
effectively to maintain 
and 	uti!4ze th . project?
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a) Yes. 

b) Yes.
 

N/A 

N/A 

N/A 

LA
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6. 	FAA Sec. 209. 6s project
 
suscep:t.ie to execution 

as part of regional or
 
multilateraA project? If
 
so, why is project not so
 
executed? Znformation
 
and conclusion whether
 
assistance will encourage
 
regional development
 
programs. 

7. 	FAA Sec. 602(a). 
Informa.on and
conclusiCs whether 
project will encourage
efforts of the country
to: (a) increase the 
flow of international 

trade;-(b) foster private
 
initiative and
 
competition; and (c)
 
encourage development and
 
use of cooperatives, and
 
credit unions, and. 
savings and loan 
associations; (d)

discourage moncnolistic
 
practices; (e) improve
 
technical efficienc of
 
industry, agriczlture and
 
commerce; and (f)
 
strengthen free labor
 
unions.
 

8. 	 FAA Sec. 601(b). 
Inforim aT i and
conclusions on how 
profect will encourage 
U.S. private trade and 

-investment abroad and 
encourage private U.S. 
participation in fc.ei'n 
assi stance progra=s 
(including use of private 
trade channels and. the 
services .of U.S. private 
enter,,rise), 

I ADOOAID HA1BOOK ,Ap33, App 3M 
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No. 

The Project is designed 
to increase the flcw of
international trade, 
foster private initiative 
and caopetition, and 
improve the technical efficiency 
of industry.
 

The Project is specifically 
designed to stimulate growth
in the non-traditional export 
sectors of El Salvador. Trade 
and investrment prorction 
services to enterprises in El 
Salvador will continue to 
emphasize linkages with U.S. 
enterprise. Investnent credit 
will also be made available to 
U.S., Salvadoran or other 
country investors looking 
for industrial opportunities in 
El Salvador. 

http:Informa.on
http:suscep:t.ie
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9. 	 FAA Sec. 612 (b), 636 (h; The Project will primarily fund 

.Y 1982 A.ro.-ia:.on foreign exchange costs. Most 
Act Sec. 507. Desc:.be requirwents for local currency 
steps taxen to assure will be met through the 
that, to the =a-ium 	 host country financial sector 
extent possi"le, the or other contributions 
country is contzibuting by beneficiary enterprises. 
local currencies to meet 
the 	cost of cont.ractual 
and 	other services, and
 
foreign currencies owned 
by the U.S. are utilized
 
in lieu of dollars.
 

10. 	 FAA Sec. 612(d). Does
 
the U.S. own excess
 
foreign currency of the
 
country and, if so, what
 
arrangements have been
 
made 	for its release?
 

1. 	.?AASec. 601(e). Will
 
the pro~ect E!.lize
 
competitive selection
 
procedures for the
 
awarding of contracts,
 
except where applicable
 
procurement rules allow
 
otherwise?
 

12. 	 FY 1982 Aprcnr-raticn Act
 
Sec. 521. I- assistance
 
is ior the pr:duction of
 
any conamodity for export,
 

is the cozodity likely
 
to be in surplus on world
 
markets at the time the
 
resulting productive
 
capacity becomes
 
operative, and is such
 
assistance likely to
 
cause substantial injury
 
to U.S. producers of the
 
same, similar or
 
competing commodity?
 

13. 	 FAA 118(c) and (d).
 
Does 	 tne prolecz comply 
with 	 the environmpntal 
procedures set forth in
 

166?
A:D 	 Recula.ion :oes 

http:Desc:.be
http:A.ro.-ia:.on
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the 	project or program

take into conside:ation
 
the 	problem .of tbe des
t"ruction of tropical 
fozests? 

14. F A 
21(). if a Sabel
 
projec:, has a determina- N/A

tion been made that the
 
host Qoverzen: has an
 
adecuate system for
 
accounting for and
 
controlling receipt and
 
expenditure of project

funds (dollars or local
 
currency generated
 
the.efrom)?
 

B,. 	FUNDING CRITERIA FOR PROOECT
 

2. 	Development Assistance
 
Propec: C,.:.H:er.a
 

a. 	 FAA Sec. 102(b), 111, N/A113, 28---(a). Extent to
 
wbcn activity will (a)

effectively involve the
 
poor in development, by

extendlnc access :o 
economy at local level,
 
increasing labor-inten
sive production and the
 
use of appropriate
 
technology, spreading
 
investment out from
 
cities to small towns and
 
rural areas, and insuring

vide participation of the
 
poor in the benefits of
 
development on a sus
tained basis, using the
 
appropriate U.S. insti
tutions; (b) help develop

cooperatives, especially

by technical assistance,
to assist rural and urban
 
poor to help themselves
 
toward better life, and
 

in 
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otherwise encourage 
democratic private and 
local governmnental 
institutions; (c) support 
the self-help efforts of 
developing countries; (8) 
promote the par ticipation
of women in the national 
economies of developing 
countries and the 
improvement of wGen's 
status; and (e) utilize 
and encourage regional 
cooperation by developing 
countries? 

b. FkA Sec. 103, 103A, 
104, 105, 106. Does =he 

NIA 

pro-Dect fit the criteria 
for he type of funds 
(functional account) 
being used? 

C. FAA Sec. 107. Is N/A 
emphasis cn use of apoo
priate technology 
(relatively s-maller, 
cost-saving, labor-using 
technologies that are 
generally most apnro
priate for the small 
farms, small businesses, 
and small incomes of the 
poor)? 

d. PAA Sec. 10(a). Will 
the recip,.ent country 
provide at least 25% of 
the costs of the prog.:am, 

N/A 

project, or activitiy 
with respect to which the 
assistance is to be 
furnished (or. is the 
latter cost-sharing 
requi.rement being waived 
for a "relatively least 
developed' country)? 



PAGE NO. EFFECTIVE DATE IRAN. MEMO N'.3M-16 September 30, 1982 3:43 

e. FAA Sec. l0(b). 

Will g:ant capizal

assistance be disbursed
 
foi project ove: more
 
than 3 years? If so, has 
Justification satis
factory to Congress been
 
made, and efforts for 
other financing, or is 
the recipient country
 
'relatively least
 
developed'? (M.o. 1.22.1
 
defined a capital project
 
as "the construction,
 
expansion, equipping or
 
alteration of a physical

facility or facilities
 
financed by AID dollar
 
assistance of not J-ess
 
than SlO,000, including
 
related advisory,

managerial and training

services, and not under-taken as part of a
 
project of a predom
inantly technical
 
assistance character.
 

f. FAA Sec. 122(b). Does 
the activity give 
reasonable promise of 
contributing to the 
development of economic 
resources, or to the
 
increase of productive

capacities and self-sus
ta-ning economic growth?
 

g. FAA See. 281(b).
Describe extent to which 

program recognizes the
 
particular needs, 
desires, and capacities
of the people of the 
country; utilizes the 
country's intellectual
 
resources to encourage
 

AID HANDBOOK 3, App 3% 

N/A 
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N/A
 

N/A
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in-t 	itutional development;
 
and 	supports civil
 
education and training in
 
skills required -for
 
effective participation-in
 
governmental processes
 
esential to self-government.
 

2. 	Develcmment Assistance Project
 
Cri:eria (Loans onlv)
 

a. 	FXA Sec. 122(b). N/A
 
Informa:ion and conclusion
 
on capacity of the country
 
to repay the loan, at a
 
reasonable rate of interest.
 

b. 	FAX-Sec. 620(d). If
 
assistance is for any N/A
 
productive enterprise which
 
will compete with U.S.
 
enterprises, is there an
 
agreement by.the recinient
 
country to prevent export
 
to the U.S. of more than
 
20% of the enterprise's

annual production during

the 	lile of the loan?
 

c. 	ISDCA of 1981, Sec. 724 N/A

(c)and (d). I f or
 

Nicaragua, doe's the loan
 
agreement recuire that the
 
funds be used to the
 
maximum extent possible for
 
the private sector? Does
 
the 	project provide for
 
monitoring under ?AA Sec.
 
624(g)?
 

3. 	Economic Suppor t Fund
 
Pro~cc: c:ite:ia
 

a. 	 FAA Sec. 531(a). Will
 
this ass.t-ance promote Yes.
 
economic or political
 



:TIVE T M' N HADBOOATEI
P~c3 NO.EFFCTIV-SeptemberOAT TRNS. M;EMO NO.30, 1982 3:43 

0~ 3,A 3 
AID HANDBOOK 3, App 3M 

b. 


C. 

d. 


st.abil~e,? To the extent
 
POssible, does it 
reflect

the policy directions of
PAA Section 102? 
AA Sec. 52 1(c). Wi. 

assistance Under this
chapter be used formilitar0, or par amiitary
activities?
 

FAA Sec. 534. Will E$?funds oe used to finance 
the construction of theoperation or maintenance

of, or -he supplying of
 
fuel for, a nuclear

facility? 
 Zf so, has the
Pre.siden" certified that.
such use of funds is
Indispensable to
nonproliferat.-ion 
objectives?
 

FA.L Sec. 609. jf

comMOditzes 
 are to be 

granted so 
that sale

proceeds wil to
accrue

the recipient country,
have Special Accounrt
 
(Counterpart) 
arrangements been made?
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No. 

No. 
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FUSADES cree que la ampliaci6n del proyecto en la forma solicitada va a re
sultar en un fuerte escimulo para las exportaciones de productos industria
les no tradicionales a parses fuera del grea centroamericana, con los con
siguientes incrementos en empleo y eneraci6n de divisas.
 

Lo aqui expuesto ha sido ampliamente discutido con funcionarios de la misi6n
 
de USAID en El Salvador, quienes conocen a profundidad los razonamientos que

han originado estas ideas, as! 
como una serie de estudios y documentos de apo
yo que se han obtenido o elaborado de distintas fuentes; por lo cue estamos en
 
la mejor disposici6n de explicar o proporcionar cualquier ampliaci6n que uste
des requierzn relacionada a esta solicitud.
 

Agradeciendo la oportunidad que hasta ahora nos 
han brindado y en espera de
 
una resoiuci6n al respecto, se suscribe de Usted,
 

Muy atentamente,
 

Roberto H. Murray Meza
 
Presidente
 

RN2/JEC/lfm
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EXP TO'MY N=E 0ON 
FINAN'CIAL ANALYSIS SUPRORT TABLES 

This annex contains eight tables. Table I sumnarizes the FJSDES 
contpcnent budget expenditures 1-hrough March 31, 1986. Column 1 presents
the original FUSADES budget by speci fic iMuts. The original budget has 
bee-n reprogrammed1 by approved ?roject Implementation Letters (PIL' s), as 
shown in Column 2 of the table. Columns 3-6 reflect the distribution of 
ISRP Grant funds within FUSADES activity centers for the 1984-1937 
period. Columns 7-10 summarize expendlitures recorded'_ by FUSADES for each 
program comn onent through March 31, 1986, while Columns 11-14 reflect 
unexoenied bxlget totals available for the Aril, 1986 - September, 1987 
period. The table indicates that as of March 31, 1986, -USADES' actual 
expeaiitures, on a cash 'oasis,amounted to .2,258,300 or 33% of the
 
budget.
 

Table 2 presents total remainirN3 funds available as of March 31, 1985, 
and estimated requirements for the reminder of CY 1986. While FUSADES'
 
projected expenrditures reflect a higher level than achieved in the past,
 
it should be noted that only t2.0 million would remain to fund 1987
 
activities.
 

In a review of the expenditure levels with FJ&ADES, it was noted that the
 
Association Strengthening Activities (FORrAS) program and the Economic 
Studies Unit (DES) had been planning and budgeting programs in excess of 
available funding. BUSADES concurred with the USAID to better focus the 
role and program definition of those components. As a result, no new 
grant funds from the PP Amendment for FORTAS or DES are planned in the 
ISRP beyond the original PACD of September 30, 1987.
 

Table 3 presents the FUSDES 1987 budget on this basis and reflects a 
need for t3,407,000, excluding the Investment FUnd and corresponding 
costs for investment project analysis. As approximately t2.0 million 
will be available under the current Grant funding, a shortfall of $1.4 
million remains to be covered. This amount will be reduced by t565,000 
to t822,000 if FORTAS and DES are justified under another Cooperative
Agreement separate from ISRP. 

Table 4 presents the FJSADES 1988 projected budget ,and Table 5 the 
projected 1989 budget. These amount to ki,664,000 and .i,946,000, 
respectively, again excluding the Investment Fund and investment project 
analysis.
 

Table 6 distributes the PP Amendmient qrant funds (t5.0 million for 
program and cperatinq expense supcoort Eor FUSADES and 15.0 million for 
the Investment Fund) by resource use and by year, fully utilizing current 
funing levels. The 1987 funiing does not reflect FORAS or DES 
requirements. 
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A decrease in technical assistance levels in 1988 and 1989 reflects 

FU.D91q' Qlan to incorporate more local Salvadoran personnel in the 

PRIDEX program as cpposed to expatriate contractor personnel. Given the 
experience gained thus far by FUSADES and its alvadoran staff in the 
implement-iticn of this program, this concept appears realistic and 
subetantiallv increases PRIDEX local .comitment. 

Table 7 presents the cost estimates of technical services and Table 8 
presents the estimates of goods which were used to justify a source, 
origin and nationality waiver from Code 000 to Code 899.
 



TABLE 1 

IUSADES O4PET BUDGM FOR 7M ISRP 

(000' s) 

Original PIL Budget Distribution Expenditures throuh 3/31/86Line iends. Original Funds Available( e Atem PRIDEX FORPAS ADMIN DES PRIDEX FORTAS ADW[IN DES PRIDEX EORPAS ADMIN DES
1 T 3) r47 -- 5T- -T- 47T)F 1TFT- (10)----- (12) -- i;-(13)"-I-4-


L/T Tbchnicat Assistance 2,485 2,785 2,555 - 230 - 810.1 - - - 1,744.9 - 230.0 -

S/T TechniciQ. Assistance 1,409 1,394 989 170 - 235 257.0 - 2.7 23.3 732.0 170.0 (2.7) 211.7 
PersonnelI 919 1,119 258 156 552 153 180.5 41.5 215.9 133.1 77.5 114.5 336.1 19.9 
Equipment & Supplies 200 200 90 50 30 30 117.5 14.0 52.1 17.0 (27.5) 36.0 (22.1) 13.0 
Invitatiaral Travel 337 100 100 - - - 43.2 22.5 2.9 2.3 56.8 (22.5) (2.9) (2.3) 
Assistance to Associations 250 250 - 250 - - - 114.2 - - - 135.8 - -

Program Support 300 232 - - 232 - 30.1 5.4 18.5 19.2 (30.1) (5.4) 213.5 (19.2) 
Overhead 505 464 - - 464 - 58.1 12.2 47.8 16.0 (58.1) (12.2) 416.2 (16.0) 
Conting,-ag y 495 356 - - 356 - - - 1.2 - - - 354.8 -

Tbtal 6,900 6,900 3,992 626 1,864 418 1,496.5 209.8 341.1 210.9 2,495.5 416.2 1,522.9 207.1 

Soucce: xcperative Agreement, Project Implementation Letters, ani FJSADES.
 

S.. 

1a-. 



TABLE 2 

PROJ3]DrED USE OF FUNDS - 1986 

(WO00' s) 

Unexp. Requirements for 4/1/86 - 12/31/86 
Balance From FUSADES Annual Plan Fbnds 

Line Item 3/31/86 PRIDEX FORPAS ADMIN DES Total Available 

L/T Technical As9sistance 1,974.9 837.9 - - 837.9 1,137.0 

S/T Technical Assistance 1,111.0 731.0 - 38.0 80.0 849.0 262.0 

Personnel 548.0 62.6 53.2 234.0 166.6 516.4 31.6 

Fquipinent & Suplies (0.6) 1.8 - 22.6 - 24.4 (25.0) 

Invitational Travel 29.1 33.5 0.0 18.0 6.0 67.5 (38.4) 

Assistance to Associations 135.8 - 62.5 - - 62.5 73.3 

Program Support 158.8 105.8 - 19.1 36.0 160.9 (2.1) 

Overhead 329.9 24.4 8.9 21.8 17.6 72.7 257.2 

Contingency 354.8 7.4 1.5 18.0 3.0 29.9 324.9 

Tbtal 4,641.7 1,804.4 136.1 371.5 309.2 2,621.2 2,020.5 

Source: FUSADES 

to 

0) 

0 



TABLE 3 

RJSADES' ISRP BUDGET - 1987 

(In tWO0's) 

ADMIN DES * PRIDEK FORTAS ** 

INVEST. 
FUND T1AL 

Technical Assistance 

Personnel 

Equipment and Supplies 

Overhead 

20.0 

390.0 

45.0 

37.0 

75.0 

189.0 

7.5 

25.0 

1,920.0 

110.0 

3.7 

33.0 

-

28.0 

1.0 

5.0 

-

-

-

2,015.0 

717.0 

57.2 

100.0 

Invitational Travel 30.0 7.5 53.0 15.0 - 105.5 

Program Support
A) A vertising & Publicaticns 25.0 34.5 48.0 6.0 - 113.5 

B) Seminars & Conferences 

Assistance to Associations 

2.0 

-

8.5 

-

96.0 

-

8.0 

150.0 

-

-

114.5 

150.0 

Contirencies 20.0 3.0 10.0 2.0 - 35.0 

Sub-Tot.Al 

Invest. Proj. Unit 

569.0 

-117.8 

350.0 2,273.7 215.0 - 3,407.7 

117.8 

Investment Furd 

Tota l-AID 

Counterpart Fbryls Applied 

qXJ 1AL 

569.0 

55.4 

624.4 

350.0 

4.0 

354.0 

-

2,273.7 

12.0 

2,285.7 

-

215.0 

20.0 

235.0 

3,000.0 

3,117.8 

-

3,117.8 

3,000.0 

6,525.5 

91.4 

6,616.9 
°tn 

* Throgh 9/30/87. 
n*Oe-half of 9/30/87 amount. 

0o 

C 



Annex D 
Page 6 of 10 

TABLE 4 

FUSADES' ISRP BUD=E - 1988 

(In t000's) 

INVEST. 
ADdIN PRIDEX FUND TOTAL 

Technical Assistance 20.0 400.0 - 420.0 

Personnel 448.0 360.0 - 808.0 

Rjuipment and Supplies 1010 5.0 - 15.0 

Overhead 44.0 76.0 - 120.0 

Invitaticnal Travel 36.0 64.0 - 100.0 

Program Support 
A) Advertising & Publications 28.0 56.0 - 84.0 

B) Seminars & Conferences 2.0 115.0 - 117.0 

AssiStance to Associations - - -

Sub-Total 588.0 1,076.0 - 1,664.0 

Invest. Proj. Unit - - 220.0 220.0 

Invest. Fund - - 5,000.0 5,000.0 

Total-AID 588.0 1,076.0 5,220.0 6,884.0 

Counterpart Funds Applied 66.0 14.0 - 80.0 

TOTAL 654.0 1,090.0 5,220.0 6,964.0 

SIko 
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TABLE 5 

FUSADES ISRP BUDGET - 1989 

(In ooo's) 

INVEST. 
ADMIN PRIDEX FUND IOTAL 

Technical Assistance 20.0 480.0 - 500.0 

Personnel 516.0 414.0 - 930.0 

Equipment and SuLplies 10.0 5.0 - 15.0 

Overhead 51.0 88.0 - 139.0 

Invitational Travel 44.0 77.0 - 121.0 

Program Support 
A) Advertising & Publications 32.0 68.0 - 100.0 

B) Seminars & Conferences 3.0 138.0 - 141.0 

Assistance to Associations - - -

Sub-Total 676.0 1,270.0 - 1,946.0 

Invest. Proj. Unit - - 230.0 230.0 

Invest. Fund - - 7,000.0 7,k00.0 

Total-AID 676.0 1,270.0 7,230.0 9,176.0 

Counterpart Funds Applied 80.0 17.0 - 97.0 

TOTAL 756.0 1,287.0 7,230.0 9,273.0 

., 



T4BLE 6
 

SUPPLEMENT FUNDS ALLOCATION
 

( In 4 oo' s) 

Funds 
Available 

Line Item Fbr 1987 

Technical Assistance 1,399.0 

Personnel 31.6 

Equipment/Supplies (25.0) 

Overhead1 257.2 

Invitational Travel (38.4) 

Proqram Support 71.2 

Coritinqency 324.9 

Sub-7b ,il 2,020.5 

Invest. Proj. Unit 

Investment Fund 

TOAL Suplement Fnds Al location 

Contingency 
Distribution 

-

-

73.7 

-

121.4 

99.8 

(294.9) 

- 0 -

1987 
Requirements 

1,940.0 

500.0 

48.7 

70.0 

83.0 

171.0 

30.0 

2,842,7 

* S 
1987 

541.0 

468.4 

-

-

-

-

. 

1,009.4 

117.8 

3,000.0 

4,127.2 

1988 
Supplement 

420.0 

808.0 

15.0 

-

100.0 

201.0 

. 

1,544.0 

220.0 

5,000.0 

6,764.0 

1989 
Supplement 

500.0 

930.0 

15.0 

71.8 

121.0 

241.0 

. 

1,878.8 

230.0 

7,000.0 

9,108.8 

Total 
Supplement 

1,461.0 

2,206.4 

30.0 

71.8 

221.0 

442.0 

. 

4,432.2 

567.8 

15,000.0 

20,000.0 

• Excluies FORTAS and DES support. 

(D 

0 
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TABLE 7
 

PRW!E=I D REQUIRDIF-M FOR PROCURD4T OF SERVICES
 
UNDER O)DE 899 WjVER AUrIRITY
 

(In US$) 

I. 	 FUSADES Ccmnonent 

A. 	 PRTDE(
 

Technical Assist. Person/Days/Yr. 
 Cost/Day Total 1987-1989 - Short Term 300 
 350 105,000 315,000
- Long Term 200 	 300 60,000 180,000 

B. 	 AD4IN, DEs 

Technical Assist. Perso/Days/yr. Cost/Day Total 1987-1989 
- Short Term 60 300 18,000 54,000 

Sub-Total, FURADES 
549,000 

II. 	 G-)ES Coonent 

Technical Assist. Person/Days/Yr. Cost/Da', Total 1987-1989 - Short Term 150 350 52,500 157,500- Long Term 
 200 
 300 
 60,000 180,000
 

Sub-Total, GOES 

337,500 

TOTAL PRaT-TD W'AIVER RE3UIR=TM FOR SERVICnS 886,500
 

4 
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TABLE 8
 

PROJECTED REC'tIREIS FOR PROCURMTFr OF GOODS
 
LUNDER CODE 899 WAIER AtLfIORITY
 

(In us 00O) 

Investment Fund 	 Year 1 Year 3Year 2 	 Total
 

1. 	 Overall Fouiment Financing
 
.Reuirements
 

a. Assuming 80% of Investment 2,400 4,000 5,600 12,000
 

b. Assuming 70% of Investment 2,100 3,500 4,900 10,500 

2. 	 Waiver R-cuirements Assuming 
70% 	of Investment
 

a. 	 Assuming 75% of Equipment 
from Code 899 or 941 1,575 2,625 3,675 7,875
 

b. 	 Assuming 50% of Equipment 
from Code 899 or 941 1,050 1,750 2,450 5,250 * 

• TOTAL PRJE = WAIVER RPEUIRFNEYI FOR GOODS 	 5,250 

Note: In the Credit Demand Analysis, Section VI.C., it was assumed that 
80% of the Fund's investments would be for equipment purchases (item l.a. 
above). For purposes of justifying a waiver, a more conservative figure of 
70%has been assumed item l.b.). While 75% of the equipment pur::hases may
be from Code 899 or 941 sources (item 2.a.), a more conservative figure of 
50% has been assumed (item 2.b.) in this anlysis. Thus, based on these 
assumptions, the projected waiver requirements for 'procurement of goods
during a three-year period total $5,250,000. 
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U.S. TEXTILE IMPORT PPDG.AM FOR CBI C(TCNRIES 

The fiber, textile, and apparel industry is an important sector of the 
U.S. domestic economy, employing about two million people (roughly 10% of 
the total U.S. manufacturing workforce). According to the Department of 
Commerce, domestic textile axd apparel shipments in 1984 totaled t115 
billion, an amount equal to 6% of U.S. manufacturing output. During the 
past two decades, the U.S. textile and apparel industry has faced 
increasing foreign conpetition in the domestic marketplace. The reason 
for this is that textile producticn is labor-intensive and requires 
relatively little capital, hence many developing countries establish 
textile industries during the early stages of industrialization. For 
these countries, textile and apparel exports are a chief source of 
foreign exchange earnings and employment. 

The U.S. market is thie largest in the world. To deal with lisruption in 
the U.S. market caulsed by imports, the U.S. has, since 1956, negotiated 
textile restraint &areementsboth bilaterally and multilaterally. The 
U.S. currently is party to bilateral agreements with 36 countries. These
 
agreements, under the Multifiber Arrangement, which will continue in 
force through July 31, 1986, permit the U.S. to regulate textile and 
apparel imports by providing for consultation levels, growth rates, and
 
base levels. The U.S. has five bilateral agreements (Costa Rica, 
Doinican Republic, Guatemala, Haiti, and Panama) and one consultation 
aqreement (Jamaica) with CBI countries. It has no bilateral textile
 
agreement with El Salvador at the present. 

Under Item 807 of the Tariff Schedules of the U.S., goois assembled 
abroad from components fabricated in the U.S. may enter the U.S. subject 
to import duties which are assessed only on the portion of the article's 
total value that has been added outside the United States. Hence, under 
807, clothing made from fabric cut in the United States can be made into 
garments abroad with duty paid only on the value added outside the U.S. 

Textile products were excluded from the tariff reductions of the CBI, 
which was approved by the U.S. Congress and became effective on January 
1, 1984. Nonetheless, President Reagan had promised to give greater 
consideration to the textile imports from CBI countries. 

On February 20, 1986 President Reagan announced a new textile initiative 
for CB! ountries. inMarch, 1986, a presentation on the new initiative 
was made in El Salvador by the U.S. Emnbassy Economic Counselor and the 
GOES Minister of Foreign Trade. The Minister reporte to the apparel
 
industrialists attending the presentation on his recent meetings in
 
Jamaica with U.S. officials on the new program and explained that U.S.
 
representatives were disposed to make a special effort to assist El 
Salvador. 
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Under this new program, informally called 807A, CBI countries will have 
guaranteed access each year for each category of clothing exported to the 
U.S., as well as other "made-up" textile goods (such as bed linens). In 
addition, for clothing made from U.S.-manufactured and U.S.-cut fabrics, 
there will be separate, higher guaranteed access levels. After receiving 
a statement of interest from a CBI country, the access levels for 
individual apparel products will be set in consultation with 
representatives of the beneficiary government. These access levels will 
apply to imports in a given year. If the C3I country anticipates that 
imports of a specific product will exceed the -agreed level for that year,
it may request an increase. This procedure applies both to the standard 
access levels and to those for imports made from U.S.-manufactured and 
U.S.-cut material. These apparel into the U.S. will be subject to normal 
duty rates on the value-added in the MI country. Apparel imports that 
do not use U.S.-made and U.S.-cmt fabric will be subject to the normal 
duties on their full value. 

The goals of the ne 807A program are to assist the CBI countries to 
develop their economies by guaranteeing market access for their clothing 
exports to the U.S. and to help the U.S. industry by making the highest 
levels of access available only to CBI clothing exports made from 
material manufactured and cut in the U.S. U.S. clothing manufacturers, 
which are already investing in the CBI countries, will have greater 
opportunities to do so because of guaranteed access. 
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FACTORS TO BE PRESED TO TE FRJSADES IKNF.SqNFE'T TND 074%[TTEE
 
FOR EVALUATION OF PROJECTS PROPOSED FOR INVES7= FND ASSISrANCE *
 

1. 	Brief Description of Project.
 

2. 	Sbonsorshio, Management and Technical Assistance
 

a. 	History and business of sponsors, including financial information.
 

b. 	Proposed management arrangements and list of executive management,
 
with curricula.
 

c. 	Description of technical arrangements for know-how and other
 
external assistance (management, production, marketing finance,
 
etc.).
 

3. 	Market and Sales
 

a. 	Basic market orientation: export, local national, local regional.
 

b. 	Projected production volume, sales objectives, and market share of
 
proposed venture.
 

c. 	Potential users of products and distribution channels to be used.
 

d. 	Present sources of supply for products. Future competition 9.. 

possibility that market may be satisfied by substitute products.
 

e. 	Tariff protection or import restrictions relating to products, if
 
auplicable.
 

f. 	Critical factors that determine market potential.
 

* It is intended that the Investment Bund deal only with well-conceived 
and presented commercial proposals. The information shown here is typical
 
of that requireI for any commercial project (although it may be altered
 
slightly). It is drawn from the IFC brochure, "Preliminary Project
 
Information Required."
 

(T) 
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4. 	 Technical Feasibility, Man.power and Raw Material Resources 

a. 	Brief description of manufacturing process.
 

b. 	 Comments on special technical complexities, needs for know-how and 
special skills.
 

c. 	Possible sources of equipment supply.
 

d. 	Availability of manpower and of infrastructure facilities
 
(transport and communication, power, water, etc.
 

e. 	Sources, costs, and quality of raw material supply and relations
 
with support industries.
 

f. 	 PrcposeI plant location in relation to suppliers, markets, 
infrastructure and manpower. 

g. 	 Proposed plant size in comparison with other known plants. 

5. 	 Investment Requirements, Project Financing and Return 

a. 	Estimate of total project cost, broken down into land,
 
cmnstruction, installed equipment an working capital, indicating
 
foreign exchange co=onent.
 

b. 	Proposed financial structure of venture, indicating expected
 

sources and term of equity and debt financing.
 

c. 	Type of financing: loan, equity or both and amount.
 

d. 	Information of profitability and return on investment.
 

e. 	Critical factors affecting profitability.
 

6. 	Government Support and Regulations
 

a. 	Specific government incentives and support' available to project.
 

b. 	Expected contribution of .project to employment.
 

7. 	 Time Scale Envisaged for Project Preparation and Completion. 
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ATTACHMENT III
 

MEMORANDUM
 

PARA: Perscnal de FILSACES 

DE: Director Ejecutivo 

ASWTO: Politica para evitar Ccnflicto de Intereses 

FE04A: 20 de agosto de 1985 

Anexo a la presente enccnrarn ccpia de la "Politica para evitar Ccnf Icto de Intreses" de'FLUz_£13 cual na sio reciataTrn-ie arca da pxr la Juna Direciva. 

El prcsito de enviarla es para que esttn perfectmnte enterados de sus inplicacicres y re-ulaciones, que CaTrwr an prcpsitos y sus cbjetivos, y asf se le 0e un fiel culplimiento de parte nuestra 
Para fines de archivo y control de esta Direccin, les solicito atEntaiente mre finran y Ilenen losespacios correspcndientes ccm censtancia de 1o antericr. 

At- T"nt,
 

Fl"4M FECDA NQRE 
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