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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR (LAC)
 

FROM: 	 LAC/DRv TF-tefrcJBro~w? 
SUBJECT: 	 Honduras - 1987 ESF Balance of Payments Program
 

(522-0323) - Program Approval and PAAD Authorization
 

Action Requested: Your action is required to approve a $100.0
 
mil-1ion balance of payments program to Honduras in CY 1987.
 
You are requested to authorize $65.0 million in FY 1987 funds
 
as the first portion of that program. The balance of funds to
 
be authorized under the program would come from FY 1987
 
Supplemental money, if approved by Congress, or FY 1988 funds.
 

Discussion: USAID/Honduras has submitted a PAAD which
 
recommends 	approval of a 1987 Economic Support Fund balance of
 
payments program of $100 million for the Government of Honduras
 
(GOH) to meet the needs of the 1987 GOH economic program. The
 
first $65 million would be funded from the FY 1987
 
appropriation level approved by the U.S. Congress. The Mission
 
recommends 	that the remaining $35 million be funded from the FY
 
1987 supplemental appropriation, if approved by the U.S.
 
Congress, and/or from the FY 1988 appropriation level approved
 
by the U.S. Congress.
 

The proposed program represents a continuation into 1987 of the
 
support for the GOH Economic Program that was initiated by the
 
new Azcona Administration in 1986. The program consists of two
 
components and associated objectives: (1) a monetary program
 
to achieve stabilization and growth objectives; and (2) a
 
structural 	reform program to improve prospects for growth,

employment, and investment through improving the efficiency

with which 	resources are allocated in Honduras.
 

The Mission estimates that the monetary program is compatible
 
with: (1) 	real GDP growth of 1 to 3 percent; (2) a current
 
account deficit in the balance of payments of between 7.8 and
 
8.8 percent of GDP; and (3) a deficit of the consolidated
 
nonfinancial public sector between 6.4 and 7.21 percent of GDP.
 

With respect to the structural reform component of the 1987 GOH
 
Economic Program, the emphasis will be placed upon carrying to
 
completion structural reform activities initiated in 1986.
 

As with the FY 1986 ESF Program, disbursement of FY 1987 ESF
 
assistance will be tranched in accordance with quarterly
 
performance targets related to implementation goals. For the
 
monetary program, these consist of quarterly targets/ceilings
 
on overall 	net domestic credit, on net domestic credit to the
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public sector, and on net international reserves (NIRs) of the
 
Central Bank. For the structural reform program, the
 
corresponding quarterly implementation targets have been
 
established in the form of a detailed implementation calendar
 
that has been developed for each structural reform measure.
 

Disbursements are programmed to take place on July 31 for $30
 
million, on October 31 for $30 million, and on December 31, for
 
$40 million, for total Calendar Year 1987 disbursements under
 
the program of $100 million.
 

A DAEC on the project was held on May 28. The following points
 
were resolved as a result of that review.
 

ExchanqeRate Regime. The DAEC reaffirmed its endorsement of
 
the Mission's strategy for dealing with the issues of exchange
 
rate adjustment in a low-key and non-confrontational manner.
 

In line with the aforementioned strategy, the Mission and the
 
Bureau will be encouraging continued contact and communicetion
 
between the GOH and the IMF and the IBRD on macro-economic
 
issues, especially the exchange rate. It was agreed in the
 
DAEC that, following GOH consultations with IMF and IBRD staff,
 
the USG will meet to establish a USG position on support for
 
the Government of Honduras in its effort to obtain IMF and IBRD
 
agreements.
 

Dollar Uses. In accordance with LAC Bureau guidelines
 
regarding dollar usage, the DAEC determined that dollars
 
proviodd under the subject program should flow through the
 
separate account to finance eligible categories of goods as
 
follows: raw materials, intermediate goods, spare parts,
 
agricultural inputs, capital goods (the foregoing categories
 
include items covered under the Trade Credit Insurance Program)
 
from the U.S., and crude petroleum and petroleum products and
 
derivatives imported from Mexico and Venezuela (all for the
 
private sector). Further, it was decided that program funds
 
will not be used to service debt payments due on direct or
 
guaranteed loans under A.I.D., PL 480 or Housing Guarantee
 
programs.
 

Local Currency Uses. It was agreed that the Mission would seek
 
a 50/50 private sector/public sector split in negotiating the
 
use of local currencies with the GOH. However, in recognition
 
of the need for flexibility in working out local currency uses
 
with the Hondurans, the Mission was authorized to approve a
 
split of up to 55/45 between public and private sector uses,
 
respectively, should it be necessary to do so.
 



Endowment. The Bureau deferred a decision on the use of local
 
currencies for an endowment pending issuance of Bureau and/or

Agency guidelines on the usage of LC and particularly, the
 
establishment of endowments. In addition, the Mission was
 
requested to submit the details of the endowment proposal.
 

Trust Funds. The Bureau pointed out that the question of using

trust funds for other than operating expense purposes will
 
remain open pending issuance of the above-mentioned local
 
currency guidelines.
 

Congressional Notification: The grant amount to be authorized
 
under this action is less than the grant level shown in the FY
 
1987 Congressional Presentation for balance of payments

assistance to Honduras. Therefore, no Congressional

Notification is necessary.
 

Recommendation: That you approve the balance of payments
 
program for Honduras in the amount of $100.0 million dollars
 
and authorize an initial obligation of $65.0 million in FY 1987
 
funds by signing the attached PAAD facesheet.
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The purposes of this program are to provide: (1) immediate
 
balance of payments support to Honduras to assure the
 
allocation of urgently needed foreign exchange and credit to
 
the Ho:duran private sector; and (2) continued support to a
 
viable stabilization program that will lead to sustained
 
economic growth in the medium term and reduce dependence on U.S
 
economic assistance over the longer term.
 

Program funds will be disbursed into a separate ESF account
 
or accounts in the U.S. from which payments for eligible
 
transactions will be made. Eligible transactions include the
 
importation of raw materials, intermediate goods, spare parts,
 
agricultural inputs, and capital goods from the U.S., and crude
 
petroleum, and petroleum products and derivatives from Mexico
 
and Venezuela (all for the private sector). The funds will be
 
disbursed in two tranches of $30 million and $35 million. Upon
 
.')sbursement of the dollars, an equivalent amount of Lempiras
 
will be deposited in a Special Account in the Central Bank of
 
Honduras to be used for mutually agreed upon development
 
purposes consistent with the Foreign Assistance Act, especially
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