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Cent r al Anerican Bank for Economic Integration
( CABEI )

CABEHI , with the participation of i nternedi ary
financial institutions (IFIs)

| DB: US$100 mllion (Single
Currency Facility)

Local counterpart funding: US$200 million

Tot al : US$300 million

Anortization period: 20 years

Conmi t ment peri od: 3? years

Di sbursenent peri od: 4 years

Interest rate: vari abl e

I nspecti on and supervision: 1% of the | oan anmpunt

Credit fee: 0.75% per annum  on

undi sbur sed bal ances

The programis objectives are to (i) support CABEl's
efforts to gain access to international capita

markets with an investnment -grade rating, and maintain
that rating over the long term and (ii) help Central
Amrerica's private sector devel op by supplying it with
adequate credit.

Central America has good devel opnent prospects, and
has shown that its economes can rebound. A sound
CABElI can help the region advance further in this
process. The five critical focus areas for CABEl in
this respect are (i) governance, (ii) financial
consol i dati on, (iii) risk-asset managenent ,
(iv) N caragua's debt to CABEI, and (v) institution-
strengthening. The reforns already |aunched by CABEI
are very inportant for its future; they now need to
be conpl eted and deepened.

CABElI's country strategies and overall strategy for
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I NNOVATI VE
FEATURES:

ENVI RONMENTAL
CLASSI FI CATI ON:

POVERTY- TARGETI NG

BENEFI TS:

Rl SKS:

Central Anerica are consistent with the Bank's. The
principles wunderlying the two institutions' core
policies are simlar, including the IDB s policy
gui di ng its rel ations with mul til ateral
or gani zat i ons.

The program would have two conponents: (i) an
institutional support conponent of |DB assistance for
CABElI to conply with Standard & Poor's reconmenda -
tions for inproving its credit rating, and (ii) a
credit component, in which funding for private-sector
projects would be nade available via internediary
financial institutions or through cofinancing wth
other local and international financing agencies such
as the IFC and 11C. The loan would be released in
three portions; CABEl would be able to commit t he
proceeds of each as progress is nmade in negotiations
with the CGovernment of N caragua on the reduction of
its debt to CABElI, the prescribed financial ratios
are attained, and the institutional refornms required
to strengthen CABElI pursuant to Standard & Poor's
recommendati ons are carried through.

To test the international capital markets, in Cctober
1995 CABElI sought a credit rating from Standard &

Poor' s. It received a B rating, with a stable
out | ook.
The Environnent Committee, at its neeting of

Cctober 4, 1995, classified this as a Category 111
oper at i on.

Though the credit conponent will fund projects put
forward by small businesses and mcroenterprises, the
program does not qualify as poverty-targeted under
the terns of paragraph 2.15 of the Eighth Repl enish-
nment docunent.

The proposed program is fundanental for CABEl'Ss
institutional and financial consolidation. That
process will entail (i) possible CABElI access to the
international capital markets wth an investnent -
grade rating; (ii) reducing N caragua' s public-sector
debt to CABEl; (iii) building capacity in CABEl to be
able to meet the needs of Central America's private
sector; (iv) establishing new ties between the |1DB
and CABEI, drawing on each institution's conparative
advant ages and avoiding duplication of efforts; and
(v) expanding CABElI's nonregional nenbership, to
strengthen its system of checks and bal ances.

The risks presented in this operation are (i) a del ay
in reducing N caragua's CABEl debt stock, or the
i mpossibility of such a reduction; (ii) a suspension
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of CABEl's revanping program after the IDB loan is
disbursed in full; and (iii) weaker private-sector
demand for CABEl funds for project financing.

The loan wll be released in three portions,
consisting of 30% 40% and 30% of the total. Funds
conprising each portion may be commtted for new
credits and disbursed by CABElI as it satisfies the
conditions precedent for each portion (see chapter
IV, section F). When the IDB has declared a portion
eligible for commtnents on new CABEl credits, it
wi Il disburse the proceeds of that portion against
requests from CABEl, duly substantiated pursuant to
IDB policies and practices for gl obal credit
oper ati ons.



