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Attached for your review are the recommendations for
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PART ONE: SUMMARY AND RECOMMENDAT IONS

1) BORROWER: The Borrower will be the Government of E1 Salvador.
Signatories of the loan will be the Ministry of Agriculture, the
Ministry of Finance, the National Planning Council (CONAPLAN) , and
the Central Bank., The Ministry of Agriculturc will have the
overall responsibility for the administration of the program in
coordination with the Central Bank and the Instituto Regulador de
Abastecimiento (IRA: The National Price Stabilization Institute),
The IRA was established in 1950 and iz a semi-autonomousg agency
of the Ministry of Agriculture and Livestock.

2) LOAN

a) Amount: Not to exceed US$6,500,000

¢) Local Cost Com onent: Approximntely $4.5 million or about 69
per cent of the loan will be used for local currency expenditures.

3) BACKGROUND: Due to the poor harvestsin 1 17 and 1968 and a significar
decline in the Prices of major export crops, the GOES decided to
revise the Five Year Plan (1968-72) with a view towards initiating
new programs which would stimulate the laggard agricultural economy,
USAID assistance was requested and provided through a contract with
the R. Nathan Assqciates for a major sectoral analysis. The Nathan
analysis completed in 1970 identified income and employment as the
major rursl problems and recommended an action program addressed to
these issues, Ministry re-organization, the development and
introduction of neyw technologies, credit, marketing changes, and
land reform were indicated as actions required to alleviate the
Problems. Unable to undertake thig comprefensive Strategy immedi-

U.S. $1.00 = ¢2.50
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in financing this first phase program. In view of the development

of CENTA and its ability to undertake loan financed assistance, the
focus of USAID technical assistance to that institution was appropri-
ately shifted from one of broadly gauged institution building to the
development of in-depth research related to small farmer enterprises.

Since the initiation of the first phase program in 1972, the

GOES has completed its overall Five Year Plan for the period 1973-77
and initiated the development of the second phase of the program to
be undertaken with external financial assistance. The analysis of
the sector contained in the Blan focuses on the causes of the lagging
growth rate in the farm sector, the reasons for high unemployment anc
under-employment and the bottlenecks in the system which inhibit the
development of small farmer operations. The GOES objectives are
clearly set forth: to raige agricultural income and improve its
distribution; to generate new employment; to promote more balanced"
developmgnt; to improve social development and mobility; and to
. conserve and improve the natural resource base. A five year invest-

ment program of $283 million is called for of which 40 percent or
$114 million, is proposed for public sector financing. Approximately
35 percent of this amount or $40 million is to be financed from ex-
ternal sources, The emphasis of the plan is on credit, marketing,
regearch, irrigation and administrative reforms within the Ministry
of Agriculture. The Plan is not intended to be a full-blown sectoral
analysis, but rather a policy statement, outlining reforms and
providing an investment guide.

In addition to the economic motives justifying the expanded
GOES efforts in agriculture, political developments over the past fou
years in the region have forced El Salvador to reexamine and modify
its approach to agricultural development, Disrupted relationships
within the CACM and especially between E1 Salvador and Honduras have
had the effcct of curtailing trade between these countries. One
important consequence has been the total cessation of Honduras basic
grain exports to El Salvador. As basic grains represented the major
food items of the large lower income group, El Salvador could not
afford large changes in supply and prices of the commodities which
would have considerable economic and political comsequences. To
avoid such problems the GOES has naturally tended toward a policy of
self-sufficiency in the production of basic graing, a policy which
is not likely to be relaxed substantially. One of the beneficial
effects of this policy has been increaged productivity and lower pro-
duction cost. Today, E1 Salvador is one of the lowest cost producers
of corn, rice, and sorghum in Central America,

The GOES is cognizant of the fact that the major part of the

basic grain produced in El Salvador is raised by the small and medium
farmer; over 86 percent of corn and beans, 94 percent of sorghum, and
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60 percent of rice production comes from farms of less than 50
hectares. Consigtent with their objective to raise the income of
these farmers, it was recognized that expanded. production without
effective price stabilization to reduce grain price fluctuations
would not achieve the desired income effect. Consequently, to
transform the Plan into workable programs, additional studies were
undertaken by the GOES with USAID and IDB collaboration to identify
the necessary components of a grain stabilization program, to
identify other investments in the small farm sector and to complete
the details of the various project implementation plans. TFrom these
studies, the GOES concluded that it would proceed with the develop~
ment of two major components of the program, specifically, credit
and marketing/price stabilization. 1In November, 1972 the GOES,
acting through CONAPLAN and the Ministry of Agriculture, formally
requested the IDB and USAID to participate jointly in financing the
credit and marketing/price stabilization programs.

Work on the detailed preparation of the grain marketing pro-
gram began in early November, 1972 with the Mission supplying TDY
technical assistance in price policy, storage facility size and
locations and storage design to complement the GOES-USAID Marketing
work group. The IDB field team was re-scheduled from January to later
in the year and unfortunately the opportunity to coordinatie the
preparation of the credit and makketing programs was lost.

During the CIAP meetings in Washington in late February, 1973,
GOES officials discussed with the IDB the possibility of the IDB
concentrating entirely on the agricultural credit program with the
new agricultural development bank to be formed and USAID taking the
lead with development of the marketing program. In early March,
CONAPLAN and the Ministry of Agriculture requested tlie USAID
to concentrate on the marketing component of the development program
and informed the Mission that the IDB was being requested to finance
agricultural credit. The Bank is presently planning to field their
project analysis teams on the credit program in late 1973, In April,
1973, the National Assembly approved the creation of the Agricultural
Development Bank which incorporates the existing supervised credit
agency (Administracin de Bienestar Campesino) and two separate agri-
cultural development funds formerly managed by the Central Bank
(livestock: MEGA and soil conservation: META).

The TRR for the proposed capital assistance program was
prepared and submitted for review in late March. Prior to consider-
ation of the technical merits of the program, AID/W referred the IRR
to the Central American Mission Directors Coordinating Council
(MDCC) for clarification of the regional and national grain policies
and programs and sought the Council's recommendations on the USAID
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development strategy in this sector, as well as, on the subject IRR.
The MDCC, which met in early May, 1973, discussed the regional and
national aspects of g.ain price policies and programs in Central
America and advised upon the consistency of th= IRR with the develop-
ment of regional grain policies and programs. The MDCC concluded
that effective national marketing programs are required by each
country in Central America and that these national achievements are
necessary for a succegsful regional marketing system. It was
recommended that USAID/E1 Salvador be given authority to proceed with
the Intensive Review to develop a grain marketing program. It also
recommended appropriate coordination with other CACM institutions

to assure consistency between regional objectives and national develop-
ments. Finally, it was recommended that the USAID examine ways of
packaging the loan program so as to maximize incentives toward the
development of regional programs and GOES support for such programs.

The IRR was resubmitted to AID/W in May and approved May 18,
1973,

DESCRIPTION OF THE PROCRAM: The proposed loan will assist in financing:

a) the construction and equipping of grain storage and handling
facilities at 13 regional locations throughout the grain producing
regions of El Salvador; b) the purchase of a limited number of grain
transport vehicles for the IRA; c) the redesign and upgrading of
existing grain storage units; d) the creation of an IRA administered
working capital fund to be used by TIRA for direct commodity purchases
in the grain price stabilization program; e) a component of IRA's
manpower training requiremente; and (f) the technical assistance needs
of IRA ror price policy development and implementation and for the
final design and construction supervision of the Btorage facilities.

PURPOSE AND OBJECTIVES OF THE PROGRAM: FEl Salvador's recently

completed Five-Year Plan (1973-77) has as its major objectives in the
rural sector improved income distribution and the reduction of
unemployment.. The Plan presents in detail the GOES commitment to

(a) undertake significant reforms of agricultural policy, (b) achieve
basic structural changes in the agricultural economy, {c) promote a
balanced growth within the sector and (d) strengthen the regulatory
and operational capabilitieg of GOES instituticnsg working in agriculture.
Based on the policy guidelines of the plan, the GOES has developed a
second phase agricultural development program which complements the
initial program in agricultural research (CENTA) and which is centered
on the creation of an effective marketing and price stabilization
program and expansion of the farm credit system. This multi-project
agricultural program is to be undertaken with the financial and
technical assistance of USAID and other international agencies. The
rationale of USAID technical and capital assistance in support of
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this sectoral effort by the GOES vas detailed in the Agricultural
PROP approved by AID/W in January, 1973.

In the marketing sub-sector, the price stabilization program
supported by this loan is heavily oriented toward the income objective.
It will: (a) assist in the development of the administrative
capabilities and operational outreach of the national marketing
institute (IRA), (b) provide a network of storage facilities, (c)
provide working capital for the grain inventory system and (d) assist
in the development of a marketing price policy. The combination of
these factors will not only increase income opportunities, but will
also reduce annual production risks and encourage new farm investments.-

LOAN FINANCIAL PLAN: 1974-77 (In thousands of dollars or equivalent)

Purpose of Financing Sources of Financing and Amount
Total GOES USAID
1) Land Acquisition $ 248.0 $ 248.0 ——
2) Physical Facilities (Total) 2,842.0 815.0 2,027.0
8. Upgrade Existing Facilities (247.0) (9.0) (238.0)
b. New Facilities (Initial
27,730 M.T.) _ (2,176.0) (650.0) (1,526.0)
¢. New Facilities (final (419.0) (156.0) (263.0)
7,920 M.T.)
3) Working Capital 7,500.0 4,000.0 3,500.0
4) Technical Assistance, Training, 715.0 -— 715.0

and other items

5) Additional Administrative and 1,691.0 1,691.0 -——
Operatiag Costs

TOTAL 12,996.0 6,754.0 6,242.0

It is anticipated that the loan will be fully disbursed over a
four year period. A preliminary disbursement schedule of GOES
contribution/loan disbursement is shown in Part Three, Section IV.

The financial plan has been developed on the basis of the program
implementation schedule presented in Part Five and reflects the best
estimate of the timing of all engineering and other technical
components of the program. The capitalization of the working capital
fund has been programmed in accordance with the actual needs of IRA
at the outset of the program (1974) and IRA's needs as the new
facilities financed in part by this loan become operational (1975
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and 1977). 1In accordance with the MDCC recommendations, the financial
plan has been designed to place greater reaponsibility on the GOLS for
the counterpart financing (from national or regional sources) for

the working capital fund as the new facilities are completed.

OTHER SOURCES QF FINANCING: The Export-Import Bank, the IBRD, and

the IDB indicated that they were not intervested in financing the
proposed project. The Borrower has also indicated to the Mission that
financing was not available from CABEI, the Central American Regional
Development Bank., Due to the nature of the project, other U.S. or
free world sources of financing are not available.

STATUTORY CRITERIA: All statutory criteria for this loan have been

met., Annex II contains the Statutory Criteria checklist.

VIEWS BF COUNTRY TEAM: 1In the CASP the Country Team identified the

development of the Agricultural sector as essential to the furtherance
of long-range U.S. interests in El Salvador, The development of an
effective grain price stabilization program by the Instituto Regula-
dor de Abastecimientos (IRA) is viewed by both the Country Team and
the Government of El Salvador as a crucial step in the modernization
of Salvadoran agriculture. Tae program priorities which have been

set by the GOES for IRA are in complete harmony with U.S objectives

in the & 'ricultural sector: the creation of additional income for
small and medium farmers and the reduction of rural unemployment.

The GOES has given highest priority to IRA and has requested
U.S. assistance in developing the institution. The GOES has also
stated its intention to complement this program with a series of
policy and institutional reforms in related areas and is proceeding
with CENTA and the new Agricultural Development Bank. The Country
Team, therefore, supports this project based on its own merits and as
another crucial step in a longer-term, comprehensive agricultural
sector program,

RECOMMENDATIONS: On the basig of the conclugsions of the Capital
Assistance Committee that the program is technically, economically
and financially justified, it is recommended that a loan to the
Government of El Salvador for an amount not to exceed $6.5 million
be authorized subject to the following terms and conditions:

A. A,I.D. loan funds will be ugsed to meet the United States dollar
(Code 941) and local costs of financing: the training of IRA
personnel; technical assistance to IRA; the equipment, materials and
engineering services related to the expansion and upgrading of IRA
grain storage facilities; and the creation of a working capital fund
in the Central Bank for IRA's commodity purchases under the price
stabilization program.
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1) Up to $100,000 of the loan may be used to finance
training of IRA personnel.

2) Up to $200,000 of the loan may be used to finance technical
assistance to IRA

3) Up to $100,000 may be used to finance technical
asgistance to the Ministry of Agriculture.

4) Up to $200,000 of the loan may be used to finance
engineering design and supervision services to IRA.

5) Up to $3,500,000 of the loan may be used to finance
working capital needs of IRA's grain purchase program.

B. The Borrower shall repay the loan to the Agency for International
Development (A.I.D.) in United States dollars within forty (40) years
from the first disbursement under the loan, including a grace period
of not to exceed ten (10) years. The Borrower shall pay to A.I.D. in
United States dollars on the disbursed talance of the loan interest
of two percent (2%) per annum during the grace period and three
percent (3%) per annum thereafter,

C. Other Terms and Conditions.
1) Conditions Prior to Initial Disbursement.

Prior to the first disbursement under the loan the Porrower
will submit to AID for AID review and approval:

a) a detailed implementation Plan for the entire program
including the upgrading of existing facilities.

b) a complete financial plan for the program including the
timing and amounts of the loan and the Rorrower ccunterpart
financing of working capital, infrastructure investments
and other related program costs,

¢) evidence of the establishment within the Central Bank of a
separate revolving working capital fund to function and be
used in a manner satisfactory to AID,

2) Conditions Prior to Digbursement for Other than Technical
Assistance and Training Costg,

Prior to disbursement of loan funds for other than technical
assigtance and training, the Borrower shall submit in form
and substance satisfactory to A.1.D.:

a) evidence that a comprehensive technical assistance progranm
for improvement of the entire IRA grainsg operation hag been
initiated.
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ix UNCLASSIFIED

1) With the completion of the firgt Phase of the con-
8truction program 27,730 MT), and throughout the life

of the program, IRA will purchase graing (corn, sorghum, beang
and rice) at their established minimum price from any producer
who desires to gell to IRA. In addition to purchases from
Producers, IRA will also determine whether it wishes to buy
grains from other 8ources (i.e. truckers and wholeaalers).

announce minimum buying prices for grains (corn, sorghum, beans

3) The Borrower will maintain the real and full value of the
working capital fund (both AID and Borrower financed portions)
for the life of the program. Such annual lossesg ag may occur
from IRA's commodity purchase and sales operationg which reduce
the working capital fund as constituted under thig program,

Sovrces at the end of each annual purchase/sales cycle to be
designated ipn accordance with the implementation Plan. To the
extent that these losgeg are replaced by borrowed funds, the
Borrower will warrant and covenant that repayment will be for

the account of the Borrower (GOES) and not the IRA. Such capital
surpluses accruing from IRA's commodity purchases and sales
operations will he retained in the working capital fungd and will
be used a¢ necessary for the IRA commodity purchase/saleg program,

4) The Berrower will consult with the Central Amerjcan Coordindting
Commission on Hnrkecing and Price Stabilization (CCMEP) on ite

Price stabiiization levels and extra-regional trade for the
Production year in which it plans to use the capital financed

by the ivan. Evidence of conaultation with the CCMEP will be

the official minutes of the regular CCMEP meeting at which an

El Salvador 1RA Tepresentative wag ip attendance,

5) The Borrower agreer that during the 1ife of the program, the
AID financed working capital wi{ll be utilized solely for IRA's

purchase of basic grafng (rice, corn, beans and sorghum) for the
price stabilization progrtanm,

UNCLASSIFIED
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"Real growth does not pertain only

to the increase of production or of
services, to industrialization or
technical know-how or, even, to full
employment. Real growth principally
has a political, ideological and
spiritual facet. It means broader
horizons for the people and increased
potencialities for the individual, It
means that poverty, disease, and ignow»
rance can be positively combated
without depriving man of hig liberty
and all individuals of their dignity.
It means that not only material crisis
may be overcome with common effort and
with the free participation of all but
that equal opportunities for all may be
established through broad and perhaps
universal cooperation. It finally means
that the mature mind may prevail over
instinct and that co-operation, compro-
mise and mutual understanding make up
the world of free peoples.”

= George Daskalakis in NATO Letter -
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BASIC ECONOMIC AND SOCIAL DATA

I. General

Area (square kilometers) ‘ : 21,000

Population (1971) , 3.55 million

Population Growth Rate (1960-79) 3.6%

Rural Population ' 2.15 million
: or 60% of total

GNP (1971) . ' $ 1,062 million

GNP Per Capita $ 302

Rural Per Capita GNP About 1/3 of Country Average

GNP Generated by Agriculture (1971) 26.6%

Central Goverpment Agricultural -

Expenditures as Per cent of GNP (1971) 0.8%

II. Annual Changes

GNP at current market prices (1968-71) 4.9% Average

Exports (f.o.b.) (1971) 0.3% Decrease

Imports (c.i.f.) (1971) 16.1% Increase

Consumer Prices Index (1971) 0.12

ITII. Social Indicators

Per cent of Income in lowest quintile
Per cent of Income in highest quintile 6
Birth rate per 1000 inhabitants (1971) 4
Death rate per 1000 inhabitants (1971) 7
Doctors per 10,000 people (1971) 2
Population per hospital bed 4
Fifty-eight per cent literacy - lower in countryside
Eighty per cent of total land in hands

. of 10 per cent of all owners

IV. Rate of Exchange

US $1.00 = Colones ¢2.50
Colones ¢1.00 = U,S.$.40

Sources: Census of El Salvador 1961 and 1971
BCR Review Dec/72
El Salvador ‘en Gradficas 1971
Informe Complementario Constituciohal 1971
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Part Two - THE ECONOMIC SETTING
I. Economic Trends and Government Policies - The Last Decade

A. Financial Developments

During the 10 years ending with 1971, the Government of El
Salvador (GOES) implemented two five-year development plans. In
carrying out these plans the GOES adhered to prudent overall fi-
nancial policies with n: severe fiscal or balance of payments
problems and there was a virtual absence of inflation, The govern-
ment consistently ran a current account surplus in its consolidated
budget. After accounting for capital expenditures there was a small
manageable deficit, which was financed by a small amount of foreign
and domestic borrowing as well as Central Bank expansion in amounts
consistent with price stability.

In its foreign economic relations the country has been experi-
encing a small trade and service deficit but capital inflows have
been more than sufficient to finance these deficits. As a result,
net foreign reserves rose from $16 million (about 2 months of imports)
in December 1961, to $52 million (about 2 1/2 months of imports) in
December 1971 (See Appendix IV, Exhibit A). (Largely because of high
coffee prices in 1972, net reserves rose to about $73 million by end
of 1972, to almost 3 months of imports.) This overall surplus,
combined with the Central Bank public sector financing noted above,
has brought an almost stable price level; over the decade (1961-1971)
consumer prices rose at an annual average rate of just over 1 per
cent. All of this points to a well controlled and coordinated
monetary and fiscal program consistent with price stability,

B. Growth and Employment

Contrasted with this. apparent sound financial situation, and
contrary to stated aims of the two five~year plans, it is the degree
of economic stagnation which has characterized the Salvadorean economy
over the period under review. With the introduction of the CACM and
the first five year plan there was a sharp rise in economic growth,
but this was followed by a sharp decline in the second half of the
1960s which brought real per capita growth almost to zero. Similarly,
favorable trends in the employment situation during the early 1960s
ended in 1971 with unemployment levels which quadrupled the 1961 pre-
plan levels. Underemployment levels appear to have risen even more
rapidly. The eccnomic growth which did take place was largely in
the capital intensive areas, under the high tariff protection of the
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Central American Common Market (CACM). Imports also rose to provide
capital and intermediary goods required especially for the newly
expanded industrial sector. Little conscious action was taken to
expand the use of domestic raw materials or labor.

C. Wage and Tax Policy'

While there are undoubtedly a number of factors which have
contributed toward the developments noted above, one must conclude
that GOES policies played a major role in thege trends., This reflects
in large part upon the government's wage and tax policies. First,
there is the combination of social security costs and a fixed minimum
wage for labor (which traditionally is more effectively controlied in
the urban than in the rural area) relative to a low or zero tariff on
capital good imports. These measures tend to reduce the demand for
labor in favor of more sophisticated capital equipment to replace
labor. Second, 18 the relatively high tariff set on manufactured
imports from the non-CACM (tariffs within the CACM were almost eli-
minated) which éncouraged internal (CACM) production to meet the
needs of the common market countries. This incentive was reinforced
by tax forgiveness for investment and production for export. Third,

encouraging production for the CACM area, Together, these measures
could only be expected to lead toward some shift from labor to capital
intensiveness per unit of investment, increased investment and pro-
duction of manufactures for domestic needs and exports to the CACM,
increased tendencies to concentrate on imported intermediate goods

as against domestic intermediates and a rise in the import of capital

goods,

During the ten-year period, from 1960 to 1970, exports rose by
an impressive 96 per cent (See Appendix IV, Exhibit B) with the
larger part of this increase going to the CACM area; CACM exports
rose 495 per cent against a 48 per 'cent rige in non-CACM exports.
Accordingly, of the $111.6 million increase in exports during the
period, 55 per cent went to the CACM which enjoyed high protecticaq,
While 45 per cent of thig export expansion went to the non~-CACM
area, if one eliminates two of the traditional exports to the out-
side world, coffee, sugar and cotton, non-CACM exports (the more
non-traditional byt including sugar) rose less than $5 million
between 1961 and 1971 from $11.1 million to $§16.3 million.

It should be noted also that these exports to non-CACM countries
are almost entirely agricultural goods while those to the CACM are
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dominated by manufactures. Moreover, about 50 per cent of these
manufactures are derived from goods which appear to have little if
any relationship to domestically produced resource availabilities;
i.e. they seem to depend heavily upon intermediate good imports.
Although consumer imports from all areas roge 57 per cent from 1962
to 1971, capital goods imports rose 96 per cent and intermediate
goods grew by 143 per cent; 78 per cent of the import expansion was
for capital and intermediate goods.

From all this it would appear that in the last decade, El
Salvador has made little progress in producing in areas where it
does not have the advantage of high tariff protection. By impli-
cation, greatest growth seems to have taken place in areas where
the country probably has the least comparative advantage. There
has been less concentration on utilizing agriculture and other
domestic raw materials for Processing and export, and there has
been a trend to increase substantially imports of intermediate goods
to meet production requirements. Finally, in new investment programs,
there has been a shift in demand from labor to capital, while the
prices of final consumer manufactures have been held up by the
protective tariff. All of thege have been to the detriment of El
Salvador and contrary to its growth and development objectives.

D. Investment Trends

During the period under consideration, El Salvador's invest-
ment performance has been far from satisfactory, and what invest-
ment did take place was not labor absorptive. According to an 18
Latin American country comparison prepared by AID/W, El Salvador's
investment performance, measured by the ratio of total investuents
to GNP, declined from a poor 1llth place in 1961 to 17th place in
1971 when only Uruguay trailed. This poor showing reflected
especially the public sector, where total fixed capital formation
for the decade ending with 1971, barely exceeded 3 per cent of GNP,
and private investments averaged about 10.7 per cent of GNP. (During
the same period, per capita public sector consumption averaged about
$25.40 annually but this reflects an increase from $23 in 1961 to
$32.90 in 1971.)

The low level of public expenditures relative to other Latin
American countries reflects on ita inability to collect sufficient
taxes. (By tradition, El Salvador has had a strong Central Bank
which has precluded heavy GOES relisnce upon Central Bank financing.)
Tax collections during the period were low in relation to other LA
countries. Based upon AID/W LA country comparisons, from 1961 to
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1971, El salvador's collection of Central Government domestic revenues
rogse 8l per cent; twelve other LA countries exceeded this rate of in-
crease, and two other Central American countries 1ncreased collections
111 per cent and 101 per cent, respectively. Their tax collections as
a per cent of GNP were shown as 13.5 per cent (only 10,7 per cent ac-
cording to latest GOES egtimates) in 1971, eighth place in all of LA
and well below the high of 24.9 Per cent as well ag the 19.4 per cent
average of the seven highest. The average for all Latin American
countries was 14.6 per cent, about one Peércentage point above the gl
Salvador level. '

In addition to relatively low tax collections, the tax revenue
system would appear to be basically regressive with the heaviest burden
falling on the lower income earners. During the four~year period, 1968-
1971, direct tax collections (income, inheritance and property) averaged
28 per cent of total tax revenues. Another 14 Per cent represents taxes
on exports (coffee). The remaining 58 per cent represents taxes on goods
consumed (import taxes and domestic transactiong), The current tax pro-~
gram, therefore contributed little if anything toward the improvement of
income distribution, Moreover, it is insufficient to permit the requived
increase in government investments,

income redistribution. A comparison of the 1961 and the 1971 census
points to a rise in underemployment and unemployment. The latter rose
from 5 per ceat in 1961 to 20 per cent in 1971. There also appears to
have been a sharp increase in the underemployed. According to the 1971
census, the economically active population (both sexes) over 10 years
of age increased since 1961 by some 507 thousand, or 63 per cent. Of
the 507 thougand increase, 48 per cent, or 244.4 thousand, fell in the
category called "activities not well specified." Although no further
definiticn is provided for this category, it probably includes those
who have a variety of jobs, and this implies that the number of under-
employed workers has increased; those who move from job to job, going
to services one day and production another. The number of workers in
this category rose sharply, from one Per cent to 19 per cent of the
work force,

The other important employment shifts affect agriculture and manu-
facturing. Agriculture showed a significant 127.6 thousand increase in
employment while manufacturing showed a weak 4.4 thousand increasge;
during the decade, 25 per cent of the increased employment went to
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facturing declined from 13 per cent to 8 per cent, The increase in
services accounted for most of the remaining employment increaseg,

and their share of total employment increased slightly. Therefore,
underemployment probably increased, employment in agricultuyre increased
considerably, services improved somewhat and manufacturing showed poorly,

heaviest investments ip the gectors where employment did least well and
lower investment where employment climbed the most. For example, annual
€ 8ross private investment in agriculture for 1962-1969, amounted
to $5.8 million, a mere 25 per cent of the $22.8 million invested in
manufacturing; yet as noted earlier employment roge significantly in
agriculture and barely increased in manufacturing, Transport invegt-

The implication of thege developments, of course, ig that invegt-
ments in construction and’manufacturing have been in labor saving
equipment; they have been concentratad on the capital intensive areas
consistent with GOES wage, tax, and tariff policies. Thig would also
explain in part the increase in the "unspecified" category, reflecting
workers taking odd jobs to avoid complete unemployment ag the machines
take over.

Of course, ag would be expected, contributions to gpp by sector
are consistent with the investment patterns. For example, from 196}
to 1970, agricultural production rose 39 Per cent, the smallegt sectoral
increase during that period, and dropped as g Per cent of GDP from 32
PEr cent to 26 per cent (it continued at this level through 1972), op
the other hand, during the same period manufacturing output rose 100
pber cent, from 15 Per cent to 18 per cent of GDP, and rosge to just over
19 per cent 1in 1972. services also rose from 49 Per cent to 51 per cent
of GDP, and continued at thagt level through 1972,

E. Development Policy
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impact. However, much has been done to start to improve education
facilities and opportunities to meet the needs of the society, and tle
USAID program is providing assistance to support this effort. Also,
the GOES has taken steps to increase technology and credit availabili-
ties for small and medium farmers, and the USAID is also assisting in
this activity. Agriculture holds the key to increasing both employment
and income and consequently a great deal more must be done to stimulate
its development. (See Section II below.)

El. Salvador has one of the highest population growth rates in the
hemisphere. The population problem is difficult and complicated. wWhile
high rates of population growth tend to hold down per capita income,
higher income levels tend to encourage control of family size; as the
family gains confidence that it can better its lot it begins to examine
measures to examine measures to accelerate this improvement. Improved
and higher achievements in education also have been closely correlated
with family size. It awakens an awareness6f the benefits of small
families and of alleviative measures. Yet high rates of population
growth usually require sacrifices in education,

All of this seems to imply a continued need to tackle the develop-
ment problem simultaneously on all fronts. However, it also implies
that achieving downward movements in the rate of population growth will
not be easy, and dramatic effects should not be expected in the short
run, although they may and probably do show excellent possibilities
over the longer run. Yet what can be affected rather quickly, is the
rate of GNP growth, Economic, financial, and development policies
must give the incentive for economic growth which will increase the
demand for labor and significantly raise incomes especially for the
have-nots, Simultaneously, gtepa must be taken to improve health,
family planning and land distribution, and the GOES must increase its
efforts to improve education and to provide credit, technology and .
marketing particularly for the amall and medium size entrepreneur.

The recently published Five Year Plan proposes changes in many of
these areas.

F. The Five Year Plan (1973-1977)
The Plan projects an average annual GNP growth rate of 6.7 per

cent over the five year period ending with 1977. The major part of
this increase is attributable to industry and construction, which nre
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with its past record of 3.7 per cent. Accordingly, from 1972 to 1977,
contribution to GDP will rise for both construction and industry
(especially the latter) while for agriculture it will decline,

1. Investment Levels and GNP Growth Ratesg

The GOES hasg projecced sharply increasing investment levelg for
both the public and the private sector. (It ig interesting to note
here that the GOES projects a declining Percentage contribution to
GDP by public administration.) If the projected investment levels
are realized, it ig difficult to determine the effectiveness that

unit of investment. For reasons not fully explained, the GOES projects
rather sharply increasing returns from a unit of investment,

2. Exports

Despite disappointing Past experience, the GOES expects a $99.6
million or a 40 Per cent increase in total exports during the next
five years. of this, $59.4 million (almost 60 Per cent) is to be in
manufactures, of which $41.8 million is for the CACM, and $17.6 million,
is for the rest of the world. During the nipne years ending with 1971,

difficult to gee how the next five years will bring a $17.6 million

3. Income Distribution Effects of the GOES Fiscal Program

In general, the government'sg Projected current and capital expen-~

and 1977. The CIAP review presents the only indication of the Govern-
ment's tax "reform" Plans. Here we find the explanation of how the
Government plans to meet what would otherwise be a fiscal gap in the
Five Year Plan amounting to $100.4 million, Among the pProposed admin-
istrative reforms, which aggregate to $16.4 million, 35 per cent or
$5.8 million represents an increase in the proceeds from the lotteries.

4, Population Growth Rates

The Plan has expressed concern, but throws little light on what
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wight be done vig-a-vis the Population problem, Over the last five
years, GNP growth ig estimated to have averaged about 3.7 per cent.
The 3.5 per cent average growth of population has just about elimi-
nated any per capita gains. Increasing unemployment and underemploy-
ment over the period (the former reached 20 per cent in 1971), prob-
ably points further to a loss of ground during the last five years

in terms of income distribution goals,

In the short run, of course, it geems less likely that population
growth rates can be affected, and any major gains will depend upon GNP
Browth rates. However, over the longer run, population growth will have
to be checked. This, in turn, requires immediate attention to matters
affecting population growth.

The basic problems addressed in the Plan are income distribution
and per capita GNP growth. The latter, of course, represents a com-
bination of GNP growth and population growth considerations, It must

most countries (including the developed world) was not directed toward
maximizing returns on investments; rather, it depended upon family re-
sources. Health, of course, is another aresg where income levels are
important and where Productivity is affected; it also has been neglected
over the years. Thege are the three most important areas for concern.

Agriculture requires gpecial emphasis. It ig the kev to increas-
ing income and employment. The masses of rural people must be brought
into the modern economic process; they need to Produce more and buy
more. This self-generating Process in and of itgelf will improve the
quality of lifc for the average Salvadorean and have a direct bearing
on the population problem.

IT. The Agricultural Economy-Development Trends and Policies
A, History

In the previous section, a number of problems were identified in
GOES growth and development policy during the past decade, A major
shortcoming was the serious neglect of g major part of the agricultural

8ector. The GOES provided heavy incentiveg for industrialization and
Promoted the traditional export commodities., The industrialization
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program was actually begun in the middle 1950s with tax and investment
incentive legislation and heavy supporting public sector investments

in roads and power. Principle instruments to promote coffee, cotton

and sugar exports were low taxation, ample credit supplies and mainte-
nance of an abundant supply of cheap labor. Prices of the export crops
held relatively strong during this period while the newly formed Central
* America Common Market prpvided a growing market for the nascent manufact
ing sector.

But agriculture, outside of the traditional export commodities, was
almost completely ignored. The global public investment program of the
GOES in 1965 was: $90.8 million of which only $1.2 million or about 2
per cent of the total went for agriculture. Although this record was
improved during the last Five-Year Plan (1967-1971) still only 8.8 per
cent of a $125 million investment budget or $11.2 million went for agri-
culture.

Labor productivity in the traditional farm gector was three to
four times lower than it was in the rest of the economy. Moreover,
yields of the basic staples were almost stagnant. For example, rice
yields were 1.035 kilograms per hectare in 1952 and only 1,454 kilo-
grams per hectare in 1965; bean yields had fallen from 854 to 580
kilograms per hecture during the same period and a similar trend was
seen in corn output. Meanwhile population continued to expand result-
ing in a high demand for food and a greatly increased number of job
seekerg. Industry was unable to absorb them. New firms spawned by
protection of the CACM were largely capital~intensive, labor-saving
and oriented toward imported intermediate goods,

When in 1966 prices of the major exports (coffee and cotton) fell
precipitously, a problem which was exacerbated by poor harvests, the
classical economic reaction followed: lower prices discouraged suppliers,
production declined as did values of the major exports. Domestic savings
industrial and public investments all followed the same trend, Next,
since this slump was shared by most other Central American countries,
exports of manufacturers to the CACM fell and there was no internal
market to take up the slack. Economic development was further thwarted
by the "population war" of £1 Salvador with Honduras of 1969. Over $20
million of goods and services had been sent to that neighboring country
in 1968 which amounted to 10 per cent of El Salvacor's total exports.

In short, the big push effort had been stalled.

Prices of export commoditics began to rise slightly shortly there-
after which offset some of the damage. Still, growth in per capita GNP
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as insufficient and cites what it believes to be the causes and ef-
fects of this slow growth. A major problem has been the lack of ef-
fective demand. The demand situation is a reflection of high un-
employment and underemployment which in turn are attributable to the
sluggish performance of the agricultural sector. The Plan sees the
situation as deteriorating further with only 35 per cent of the rural
labor force employed year round. The skewed distribution of income
and wealth (in land) is also singled out as a contributor to both the
problem of inadequate demand and underutilization of resources. The
Plan identifies marketing and credit inadequacies as major bottlenecks
affecting particularly the small operator. In one of the strongest
statements made about previous government actions it charges that
"past public sector policy has tended to consolidate the present
8tructure rather than change it." The objectives of the new Five-
Year Plan are identified as follows:

- Raise agricultural income;

- Improve its distribution;

- Establish new employment;

= Strengthen the external sector;

- Promote more balanced regional development;

- Improve social development and mobility; and,

- Conserve and improve the natural resource base.

To attain these objectives and boost annual growth ia the sector to §
per cent from the present 3,1 per cent the Plan identifies a total of
41 different programs which will be undertaken or expanded during the
next five yeara. An investment plan of $132 million is projected for
the sector divided between physical investments of $32.1 million (up
$20.8 million over the previous five years) and $100.1 million in
financial investments and transfers. Major investments are projected
for irrigation, research and extension, marketing and reforestation.
Current expenditures and transfers will go for the expanded staff and
operations, in research and extension, marketing, and credit expansion.
The toct 7 of these programs is three fold; to develop multi-cropping
and diversification on irrigatad lands, develop technologically and
¢conomically sound alternatives to the basic grains and promote
increased employment and income through basic grain production by
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ensuring a sound marketipg structure and adequate credit. The Mission
believes the objectives pf the Five-Year Plan are sound, however, we
anticipate the GOES will encounter major impediments in their attain-
ment. '

C. Present Status

1. Administrative Reorganization

A national agricultural advisory council chaired by the Minister
of Agriculture and composed of members of the private sector as well
as the heads of the majoy public institutions concerned with agriculture
has been established. T;is mechanism, if effective, could do much to
ensure a concerted, long-term government policy toward the sector. To
improve the planning and analysis capacity of the Ministry, the Planning
Office budget has been greatly increased and its staff more than doubled.
This important step is in part due to the successful role this office
played in the elaboration of the Five-Year Plan and with USAID assistance,
the preparation of the CENTA project. It is solid evidence that the long-
term planning and analysis is now acceptable within the Ministry.

2. CENTA

In recent years the agricultural sector has benefitted greatly by
the application of modern technology as evidenced by the increase in
yields of virtually all crops. El Salvador now has among the highest grain
yields in the Hemisphere, excluding the United States. This increased
productivity has resulted in lower per unit production costs and also
market prices. As the data in Table 1 show, El Salvador's corn, rice
and sorghum prices are among the lowest in Central America. This indi-
cates a degree of effectiveness in research and in getting the results
of the research to the user-farmer. To meet the GOES employment, income
and overall production objectives set forth in the Plan a much more
intensive effort will be required. This will be focused on obtaining
even higher yields and the use of nmulti~cropping on El Salvador's
limited farm lands.

To meet this requirement, the GOES in 1972 established CENTA
(The National Center for Agricultural Technology) incorporating into
one body the research, education and extension functions. CENTA
received a $4 million AID loan in late 1972 to finance research and
education facilities at OENTA central headquarters and extension of-
fices and research plots throughout the country-side. CENTA is also
the focus of a major portion of USAID technical assistance as well as
technical gpecialists provided by Spain, Great Britain, China, and the
Netherlands.
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Comparison of Wholesale Prices for Corm,

TABLE 1

Annual Average

Rice and Sorghum,

Central American Capital Cities - 1969-72
(U.S. Dollars)
Country Cornl/ Ric e/ Sorghu n3/
1969/70 1970/71 1971/72 1969/70 1970/71 1971/72 1969 1970 1971 1972
Guatemala 3.95 3.53 2.82 10.48 11.25 9.77 2,77 3.67 3.04 2.74
El Salvador 3.54 3.36 2.76 8.98 9.41 8.05 2.62 3.19 2.75 2.71
Honduras 3.60 3.18 3.33 11.95 15.19 13.93 2.51 3.52 3.27 3.29
Nicaragua 3.85 4.40 3.89 10.31 11.05 9.90 1.87 3.04 3.70 3.10
Costa Rica 4.68 5.34 4.99 11.26 12.49 13.57 - - - -
1/ Agricultural Year - September through August
2/ Agricultural Year - November through Gctober
3/ Calendar Year
Source: "Granos Bisicos: Precios medios al por mayor en las capitales de los paises de Central

América" SIECA/C

CMEP - XII/D. 1.3, Guatemala, 5 de Marzo de 1973.
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program will be in creating the new technology and putting it into
Packages the farmers can and will use. Indeed parts of the organization
are still on paper and the new physical facilities will not be completed
or fully staffed until 1976.

A CENTA Advisory Council hag been appointed by the Minister of
Agriculture. The eleven member board has representatives from MAG,
CENTA, agricultural cooperatives, IRA, the colonization agency (ICR),

The council will establish program priotities in regearch, extension

and education, review implementation plans, do evaluations, review
expenditures and approve annual budgets. Thig council lacks the private
sector representation necessary for coordinating an institutional response
to sector needs and therefore falls short of the ideal.

The research program is being completely revised to emphasize more
promising fruits and vegetables and the bagic grains. As progress is

The Extension Service in the past year has named specialistg for
animal husbandry, horticulture crops, basic crops, fruits, communications,
and youth clubs. Emphasis is shifting to basic crops in program planning
designed to reach the target group.

initiatives in this sector are reasonably strong in developing pastures,
in irrigation and in breeding. The 8overnment has sought USAID parti-
cipation in livestock preduction and marketing but we have declined
preferring to concentrate on the basgic crops and vegetables. UN-FAQ

has offered MAG asgsistance in this area but the offer was refused because
the MAG does not feel FAO has the experience needed.

The two major problem areas which must still pe overcome if CENTA
is to be effective are the lack of trained manpower and inadequate
salaries. USAID ig providing grant-financed technical advisors who

- out the CENTA research programs. Training abroad ig being financed from
USAID grant and loan funds, by the "other donors" and from the GOES
budget., At present there are over 25 long-term traineeg abvoad and
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do little to résolve. The Ministry recognizes that higher salaries are
required to attract and retain qualified personnel and hag pledged itself
to seek a general pay increase for CENTA personnel.

3. Marketing

Low farm income, high rates of unemployment and underemployment
and low nutritional levels are all in part results of the instability
in prices of basic grains which constitute the major cash crop of 75-
85 per cent of the small and medium size farme. Problems include the
lack of reliable outlets at harvest times, lack of facilities to enable
the farmer to store his Product, the lack of grades and standards and
the lack of timely and accurate market information. High unemployment
rates are also due to the lack of alternate job opportunities (proces-
sing plant employment); under-development of more intensive crops (e.g.
fruits and vegetables); and the almost total lack of programs to identify
and penetrate external markets for non-traditional crops.

The preliminary targets for the GOES marketing program are to:

a) Raise and stabilize income of basic grain producersg by
improving market access,requcing losses and dampening
price fluctuations. IRA, the national marketing agency,
will be equipped with the capability to control the
market through better storage facilities and sufficient
working capital to buy grain in a timely manner.

b) Improve the domestic marketing structure for fruits and
vegetables. This will mean that IRA will have to become
a marketing "institute" to identify and take the leader-
ship in resolving marketing disincentives to domegtic
production of these higher value, more labor intensive
crops. It will mean the development of expertise and
information in IRA which it, in turn, can make available
to producer and marketing groups to enable them to complete
effectively in this more sophisticated field.

c) Expand external markets for non-traditional exports. IRA
will be called upon to help lentify appropriate external
markets, help producers and marketing groups to organize
and to move into those markets and enforce grades and
standards to ensure continued market acceptance.

d) Analyze input marketing to determine and implement. programs
to insure that modern laputs and technologies will be avail~
able to the target group farmers,
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4., Credit

The income and employment problems of traditional agriculture are
also, in part, a function of insufficient credit and poor access to
credit sources. There is practically no credit available to the target
group for medium and long-term capital improvement loans and to finance
the purchase of additional land. The supervised credit agency, ABC,
recently absorbed by the new Agricultural Bank, is now only reaching
8,000-12,000 of the farmers in the target group and FEDECACES, a new-
comer to this type of lending is reaching an additional 2,500 farmers
through loans to agricultural cooperatives and credit unions. The
Cajas de Crédito have a small loan portfolio to small and medium size
farmers. Thus, it is eastimated that less than 20 per cent of the
target group farmers are receiving financing through these three
institutions.

A credit analysis has been made by the GOES and new legislation
has been passed creating a new Agricultural Bank. The new credit
program will focus on:

a) Increasing the availability of and access to short-term
operational credit to permit the borrowers to adopt the
new technology "packages" developed by CENTA.

b) Increasing access to medium and long-term credit for
capital investment (e.g., irrigation equipment, on-farm
storage; and processing).

¢) Providing land purchase credit and/or a guaranty mechanism
for land purchase which will allow existing producers to
expand their operations.

It appears at this time that the IDB will be the major lender for
the agricultural bank. A FY 1975 IDB agricultural credit loan is
anticipated which would include the necessary technical assistance and
training required to expand banking operations in the above areas.,
There may be need for an additional line of credit through the Central
Bank to finance agricultural cooperatives and credit unions.

5. Irrigation

It has been estimated that irrigation can increase the effective
land area for cultivation in E1 Salvador by a factor of almost two
thirds. Given the scarcity of land relative to labor and other re-
sources, the reed for irrigation is obvious. The GOES Zapotitdn
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irrigation project, in operation since 1969, has entered its second

phase which is the on-the-farm irrigation system as contrasted with

the infrastructure building, The project includes drainage, di'stri-
buting water in canals, water distribution (under pressure) in pipes,

and developing under ground water using pumps and artesian flows. A
second project, Atiocoyo, of 3.4 thousand hectares with financing by

IDB has begun. Two additional projects are projected for later in the
period of the Plan as well as a 10,000 hectare drainage program along the
eastern coast of the country,

There is an acute need for knowledge about the most profitable
crops and practices that can be achieved under intensified irrigated
agriculture. This knowledge, derived from carefully planned and
executed irrigation research, will stimulate interest in private
sector irrigation investment and provide in the future an additional
basis for public sector agricultural plans and projects. The University
of Utah under a TAB contract is working with CENTA and the irrigation
department of the MAG to evaluate the Zapotitan project and do site
evaluations in the new irrigation zone.

6. Land Reform

The Nathan Analysis in its evaluation of the land tenure situation
estimated the numbers of families on small farms at gyer 200,000 or 90 n
cent of the Salvadoran farm population in 1962. These small "farms"
of one hectare or less are economically unviable and thus their owners
are heavily dependent upon outside employment on larger holdings and
on seasonal employment (coffee, sugar and cotton). They have little
or no net savings, poor nutrition and extremely poor living conditions.
They are not reached by technological advances, have practically no
access to credit and when they do manage to produce a swall surplus,
are unable to market their product effectively.

Althougii the Five-Year Plan signals the need for "land reform"
to bring the utilization of natural resources more in accord with
their potential to raise production and employment, it does not detail
how this will be accomplished. The Administration has stated on
numerous occasions that it is preparing "agrarian reform" legislation,
but the details of this proposal are not yet known.

Meanwhile, the government has taken some steps toward gradual
land reform utilizing drainage and irrigation districts mentioned
previously, reforestation programs, opening new resettlement areas,
curbing increases in land rents and enforcing land taxes. They are
considering a new government agency to plan these projects, organize
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the farmers and coordinate implementation. Implementation will be the
responsibility of the concerned technical agencies, (e.g., 80il, water
an’ ecological research will be carried out by CENTA, extension work

by the Extension Service, irrigation and drainage infrastructure by
that department of the Ministry of Agriculture, credit by the new agri-

cultural bank and FEDECACES, and marketing by IRA).

tutions which in the longer run are needed to raise standard of living
of rural Salvadorans. The new technological packages developed and
extended by CENTA will pe labor intengive -- they will be designed to
attain the maximum concentration and value of Production from a fixed
area. Multi-cropping techniques will enable more efficient utilization
of land and dampen seasonal unemployment. Thig technology will raise
yield potential significantly and thus increase overall availability
of foodstuffs. The marketing program will e designed to ensure that
the farmer receives a. better return on hig commercial sales and at the
same time stabilize market prices to the consumer -- including the
subsistence farmer/laborer. Lastly new crop lines ang higher overall
production should ultimately raise overall nutritional levels.

D. AID Strategy and Programs

The USAID Strategy and program for the agricultural sector was
detailed in the Agricultural PROP approved by AID/W in January 1973
(see PROP dated 11/10/72 and TOAID A-306 of 12/22/72). 1In summary,
this strategy is a multi-year, nulti-project approach to che income
and employment problems of the small and medium size commercial farmer.
This strategy and target group focus was jointly developed with the
Government of Rl Salvador and is completely consonant with the ob-
jectives of the GOES Five-Year Plan.

USAID-MAG research to date indicates that this group, comprised
of 90,000 to 100,000 families with 1-50 hectare farms, offers the
greatest potential for rapid growth in the gector and in meeting the
employment and income objectives of the GOES. Appendix IV, Exhibit F
shows the number of farms and average farm gize by size category in
El Salvador. Although the one to 50 category totals some 135,000
farms, we have excluded those producers who are, on the one hand,
purely subsistence and, on the other, those who can obtain resources
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(such as credit and new technology) from the private sector. The
producers in the target group differ from those in the non-commercial,
subsistence class in that they have the basic regource base and suf-
ficient experience to respond to new programs, technologies and in-
centives. At the moment, however, they lack adequate credit, access

to markets and knowledge of new technology. These are the shortcomings
which the GOES with the help of AID and other agsistance sources intends
to remedy.

The first phase in the USAID strategy program has been the establish-
ment of CENTA to provide the technical information, manpower and organ-
izational structure required to reach the .omall farmeyr. The second phase
is a detailed analysis of the basic grains marketing system and con-
currently, a broader sub-sector study aimed at determining new agri-

cultural enterprises that maximize income and employment,

The analysis of basic grains production and marketing systems and
preliminary data from our sub-sector analysis have confirmed earlier
hypotheses that a rational orderly market for basic grains is critical
to our short and long-term income and employment objectives for the
target group. As illustrated in Table 2 approximately 67 per cent of
the corn and beans, 70 per cent of the sorghum and 55 per cent of the
rice produced in El Salvador are grown on farms of one to 50 hectares.
When the size category of lees than one hectare is included, it can be
seen that an additional 20 per cent of the production of corn and beans; and
an additional 23 per cent of the total sorghum production is accounted
for. Clearly, most of the total grain production in El Salvador is
produced by the small operator. A recent field survey by IRA-USAID
personnel shows that the small cereal producer has an average of 6.9
people in his family. Another 0.6 persons lived on the farm and derived
their living from it, making a total of 7.5 persons per rarm. Consumption
of corn alone for human food was 300 pounds per person per year. Income
levels were low; nutrition inadequate and unemployment high. The market-
ing program supported by this loan will have a direct impact on these
problems. It will ensure a just price to both the small producer and
the small urban consumer.

The sub-sector analysis now underway is based on a linear program-
ming model to help ascertain probable responses of the small and medium
farm sector to various political and economic stimuli and to aid policy
makers to understand the implications of alternative pdlicies. In
accord with the GOES policies of increasing farm income and increasing
rural employment, three objective functions are used. One is return to
managemant, the second is return to management and labor, and the third
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TABLE 2

El Salvador - Area and Production of Basic Grains in Agricultural Year 1970-71
Farm Size CORN BEAN-S
(Ba.) Area Production Area -. Production
Ha. % MT y 4 Ha. z NT. Y4
Less than 1.0 53,680 21.26 86,505 19.59 8,876 19.57 S,Séd 20.17
1 - 1.99 56,219 22.27 87,750 19.87 10,423 22.98 8,813 22.00
2 -4.99 60,818 24.09 102,348 23.18 re 10,443 23.02 8,824 22.02 e
&N
5 - 9.99 26,780 10.61 46,918 10.63 390 5,105 11.25 4,198 10.48 ©
V.Y ™~
10 - 19.99 17,364 6.88 31,198 7.07 3,310 7.30 2,753 6.87 ¥
20 - 49.99 13,959 5.53 25,747 5.83 2,622 5.78 -2,263  5.65 ,
50 - 99,99 7,360 2.91 15,992 3.62 1,870 4.12 1,290 3.22
100 - 199.99 5,415 2.15 13,176 2.98 881 1.94 892 2.23
200 - 499.99 5,178 2.05 14,350 3.25 645 1.42 817 2.04
500 - 999.99 2,659 1.05 7,841 1.78 513 1.13 925 2.30
1000 & more 3,014 1.19 9,696 2.20 677 1.49 1,211 3.02
TOTAL 252,446 100 441,521 100 45,365 100 40,066 100
Source: Directorate General of Statistics and Census :
IIT Agricultuyre and Cattle Census, 1971. Continued ———-

Table 17.

following page
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TABLE 2 (Cont.)

El Salvador -~ Area and Production of Basic Grains in Agricultural Year 1970-71
Farm Size RICE SORGHUM
(Ha.) ‘Area Production (Oro) Area Production
Ha. )4 MT Y4 Ha. y 4 MT z 8
Less €han 1.0 660 4.82 1,253 4.61 26,002 21.15 30,651“ 22.92
1 - 1.99 1,465 10.69 2,605 9.58 , 30,726 25.00 33,862 25.32 I
- 4.99 3,035 22.15 5,909 21.73 2 31,141 25.33 32,775 '24.515
- 9.99 1,853 13.52 3,236 11.90 : 13,007 10.58 13,848 10.35 2
(=]
10 - 19.99 896 6.54 1,462 5.38 7 7,863 6.39 7,946 5.9
20 - 49.99 997 7.27 1,853 6.81 ’ 7,034 5.72 7,132 5.33 l
50 - 99,99 1,085 7.92 2,354 8.66 2,679 2.18 2,625 1.96
100 - 199.99 531 3.86 943 3.47 1,786 1.45 1,937 1.45
200 - 499.99 1,563 11.41 3,468 12.75 1,674 1.36 11,930 1.44
500 - 999.99 1,377 10.05 3,321 12.21 563 0.46 646 0.48
1000 & more 242 1.77 788 2.90 471 0.38 374 0.28
TOTAL 13,704 100 27,192 100 122,946 100 133,726 100
—l
Source: Directorate General of Statistics and Census

ITI Agriculture and Cat
Table 17.

tle Census, 1971

{4
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maximizes employment regardless of the income effect. Restrictions
to maxinizing the objective function include the various land types
(by month for crop land), monthly labor availability, storage capaci
for grain, quantities of institutional and non-institutional credit
and minimum targets from the sector for grain, vegetables, meat and
milk. Besides activity for the production of grain, vegetables, mea
and milk with various levels of technology, there are activities for
developing irrigated land, seeding pasture or converting pasture to
cropland and for the importation and exportation of thz various pro-
ducts. Common Market (or other international trade) assumptions can
vary from completely open trading to a completely closed economy or
any intermediate position for any one or all of the commodities.

Although only preliminary runs and analysis have been made to
date, some interesting relationships are surfacing. For example,
the obvious conflict between maximizing employment and income becomes
evident. In employment maximizing solutions, more laborers are emplq
but the average income per man/day worked is less than the minimum da
vage rate. When management income is maximized, fewer people are
employed, but the average 'daily income exceeds the minimum rate.

In early runs, freedom of imports and eéxports was assumed and
credit levels were nearly unrestricted. Within thisg framework in
income maximizing solutions, high qualities of vegetables would be
produced; the majority for export. If credit is restricted to more
realistic levels, vegetable production and export are reduced markedl,
and grain production is sharply increased. Income to the sector is
reduced to 40 per cent of the amount earned with unrestricted credit
and employment is reduced to about 64 per cent. The amount of irri-
gated cropland would be increased more than 50 per cent over actual
levels and irrigated pasture would be increased over 30 per cent.

An even more realistic solution, at least in the short run,
restricted vegetable exports and held credit at realistic levels.
The reduction in credit use for vegetables freed Lhese funds for
use in grain production with high levels of technology. Total grain
production increased to self~gufficiency levels. Tncome to the
sector again dropped (by about 50 per cent) ‘but employment ;s only
slightly affected.

In all three of the above solutions, livestock competed strongly
for resources. Of particular note is that highly productive dairy
enterprises effectively compete for irrigated land with vegetables
in both income and employment maximization models. 1In all of the
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grades established by the CACM, but in the private trade, although
grading is generally practiced, it is not standardized which reduces
its effectiveness. This ic one of the areas in which IRA will be
able to provide technical assistance to the private trade. Handling
and packaging of basic grains is also a problem area. Most of the
grains are bagged rather than handled in bulk which results in
considerable extra expense. This is true even in IRA.

Market information continues to be a problem and thim contributes
to the exploitation of small producers by the grain buyers. The
Ministry of Agriculture (MAG) has a section which provides market
information in the form of market price quotations and the results
of warketing surveys. This function needs to be expanded and will
require closer coordination between MAG, CENTA and IRA. The heavily
publicized minimum price established by IRA in the future will be a
major factor in providing market awareness to small producers.

The availability of adequate storage capacity for basic grains
is another problem area. This is true not only of IRA and the price
stabilization effort, but also of the private commercial and on-farm
capacity. Table 1 presents a summary of the physical capacity, both
public and private, which currently exists in El Salvador. The total
is abcut 100,000 MT and a lot of this, especially at the farm
level, is of very poor quality. Considering that the total production
of grains in 1971-72 was about 600,000 MT, it is obvious that
substantial quantities of grains are stored in structures never
designed for holding grains or in open-air. MAG estimates are that
up to 20 percent of grain stored in inadequate, open-air facilities
is lost due to weathor damage, insects and rodents and inadequate

drying.

In summary, the bhest thing that can be said about the existing
marketing system in El Salvedor is that each year it wanages to move
the grains from the farm to consumers. Within this process, however,
there are numerous examples of inefficiencies, imperfections, and
inconaisten.ies which coustantly disrupt the process. The question
Always becomes one of why the GOES hag not recognized that problems
exisvt and taken steps to nolve them. The answer is the traditional
one:  the GOES hao recognized the probiems, but has lacked the ability
to selve them due to inadequate resources. For example, to cnforce a
systen of grades and standard requiree trained experts, regulatory
personnel, and large budget allocations. To stabilize prices
effectively requires large investoment levela and trained personnel
that huve been beyond the capacity of the GOES in the past. (Part
Four coatains a discussion of the past GOES efforts to stabilize
pricens through IRA.) 1In addition, there is strong competition
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Table 1

Storage Capacity in E1 Saivador

Privatel/ Private
Zones I R A Commercial  Non—Commercia12/ Total
Silos  Warehouses Silos Silos Warehouses Silos Warehouses
Western - 415 230 5,901 3,659 6,131 4,074
Central 14,250 22,575 4,766 - 12,436 4,810 31,452 27,385
Eagtern 2,000 15,500 4,922 5,269 6,831 12,191 22,331
Sub-totals 16,250 38,490 9,918 23,606 15,300 49,774 33,790
TOTAL 54,740 9,918 38,906 103,564
1/ Includes Banco Hipotecario y Cajas de Crédito.
2/ 1Includes barns, warehouses, granaries and others at the farm level.
Source:

Ministry of Agriculture and Livestock, February 1973. ("Andlisis de 1a Demanda y
de la Oferta de Servicios de Mercadeo Agricola en E1 Salvador - Ministerio de Agri-
cultura y Ganaderia - Direccidn General de Economia y Planificacign Agropecuaria,
Depto. de Estudios Agrosocioecondmicog. Feb. 1973 y Depto. de Proyectos del IRA.)
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within the MAG fof the scarce resources which results in an
allocation problem. For example, should the MAG be concentrating
its resources on the marketing process when many of the very basic

marketing. This decision has resulted in a dynamic response in
terms of productivity in the bagic grains. The request by the GOES
for this loan clearly indicates its recognition of the need for
assistance to the marketing sector and its interest in beginning

to provide such assistance.

II. Program Description

This program consists of three basic components: (a) the
design, construction, equipping and upgrading of a network of storage
and buying facilities for basic grains, (b) working capital for the
purchase program and (c) technical assistance and training to support
the entire effort.

A. The Storage Network

This loan will establish a network of storage and buying
facilicies located regionally within El Salvador for use in che
Price stabilization program. This network will take as its base
the existing IRA facilities at San Martin and Usulutdn. At these
two locations, IRA currently owns 33,695 MT of capacity with plans
to build, this year, an additional 4,000 MT at Usulutidn, 1In
addition, IRA currently rents 17,045 MT of which 12,500 MT is
substandard and must be abandoned. Assuming the 12,500 MT is abandoned,
IRA will have, as a base 42,240 MT of capacity. It has been
determined that IRA will need additional capacity of about 42,000
MT to stabilize prices effectively., (See Part Four, Section II.)
The new capacity will be Provided through the addition of 14 new

through the use of trucks. This loan will provide 71 percent or
$2,027 million of a total investment of $2,595 million for
constructing and equipping these facilities,

It also includes 96 percent or $238 thousand of a total
investment of $247 thousand for construction, improvements and new
equipment for the two existing plants. In addition, $115 thousand

is included for laboratory and field equipment (which is not part of
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B. Working Capital

The loan program will establish a permanent working capital revolviug fund
within the Central Bank (BCR) to be used by IRA for the purchase of corn, beans,
rice and sorghum. The fund will be utilized for the basic grain operations
only within IRA. During a portion of the year, especially near the completion
of IRA's grain sales cycle (Junme - August), the working capital fund will be
increasingly liquid (estimated from 55 to 60% of the entire fund) as the grain
supplies are being sold. Ideally, all grain would be sold at the end of the
sales cycle in September but dyring some years, IRA would have carryover and
would be expected to hold up to as much as 40-45% of 1its grain stocks in the
last 2-3 months of the sales cycle, a portion of which may be held over into
the new harvest year or exported. The total working capital resources required
under the program will be $7.,5 million. The loan will finance up to $3.5 million
of the total requirements (45%) which will remain permanently in the BCR working
capital fund and will be used solely for the grain stabilization purchase/sales
program. The GOES counterpart requirement for the fund will be $4.0 million.
While the GOES financed resources of the fund are not in use for grain purchasing
operations (towards the latter part of the sales cycle), they will be available
to the BCR for relending through the regular banking system. One possible use
of these temporarily freed GOES resources could be short-term agricultural credit
operations, The BCR will assume all responsibility against default through
these short-term credit operations and will guaranty that these resources will
be available to IRA at the commencement of its purchase operations under the

price stabilization program.
C. Training and Technical Assistance

The final component of this loan will be $600 thousand for training and
technical assistance. Manpower training and technical assistance will be
required during the first two to three years of the loan assisted program to
improve management and administrative procedures in accordance with the expansion
of IRA's operations. The loan program will include long-term academic training
in grain stabilization management and administration and short-term practical
training (in-country or abroad) in such fields as grain classification, grain
handling (cleaning, storage, drying and insect control), operation and maintenanc
of equipment and grain pricing research (price reporting, price analysis, and
supply and demand projections), Technical assistance financed under the loan
will include ar engineering consulting firm, a design engineer (storage and
warchouse facilities), management consultants (central office operations and
regilonal center administration), marketing economists and engineering supervision
during the construction work., Technical assistance funds are provided also to
assist in developing later phases of the marketing program or other MAG related
programs.

I1T. Program Goals and Objectives

El Salvador's recently completed Five-Year Plan (1973-77) has as its
ma jor objectives increased income, improved distribution and the reduction of
unemployment. The Plan outlines the COES commitment to (a) undertake signifi-
cant reforms of agricultural policy, (b) achieve basic structural changes in
the agricultural economy, (c) promote a balanced growth within the sector and
(d) strengthen the regulatory and operational capabilities of GOES institutions
working in agriculture. Based on the policy guidelines of the Plan, the
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GOES has devéloped a second phase agricultural development program
which complements the initial program in agricultural research (CENTA)
and which is centered on the creation of an effective marketing and

price stabilization’program and expansion of the farm credit system.
This multi-phased, multi-project agricultural program is to be
undertaken with the financial and technical assistance of AID and
other international agencies. The rationale of AID technical and
capital assistance in support of this sectoral effort by the GOES
was detailed in the Agricultural PROP approved by AID/W in January,
1973.

In the marketing sub-sector, the price stabilization program
proposed in this loan is oriented toward the income objective. It
will: (a) asgist in the development of the administrative and opera-
tional capabilities of the national marketing institute (IRA), (b)
provide a network of storage facilities, (c) provide working capital
for the grain inventory system and (d) assist in the development of a
marketing price policy. The combination of these factors not only
increase income opportunities but will also reduce annual production
risks and encourage new farm investments.

The proposed loan is viewed as the first step in the transfor-
mation of IRA into a national marketing institute by providing an
effective basic graine price stabilization program. Additional
studies and external financing will be required in the future for
further. expansion of the grain marketing program (e.g. regional
grain terminals, on-farm storage, and additional working capital)
and for the development of the commodity marketing programs
including fruits and vegetables and input marketing.

IV. Program Justification

The purpose of the revision and expansion of the grain price
stebilization program is to eliminate market imperfections which
are curreutly contributing to low income and unemployment conditions
for small and medium-size grain producers. (Refer to Part Two,
Section I for a detailed description of the market system.) The
major impact of the program will be on grain producer incomes, but
it will also have an indirect impact on the existing unemployment
problem. Increases in consumer real incomes are also anticipated.

The price stabilization process will involve public intervention
into the marketing system to eliminate the peaks and valleys of an
intra~year wholesale price pattern. Appendix 1V, Exhibit G contains
the price ranges for all four grains since 1958/59. (Note that these
differences are in wholesale prices during the year and not between
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wholesalers and producers or wholesalers and consumers.) Ministry

of Agriculture (MAG) and USAID estimates show that $ .60 per hundred-
weight would cover storage and handling costs during the course of a
year for each of the grains. Comparison of this estimate with the
intra-year differences gives a clear picture of the magnitude of the
problem. (For example, for beans in 1969-70, the difference was $6.74
" or more than 11 times higher than the $ .60 estimate.)

Table 1 translates the spreads into an income effect. If the
spread had been maintained at $.60 over the 14 year period for all
grains, producers and consumers would have divided about $65.0 million,
which was absorbed by marketing middlemen. On an average per year
basis, the income loss was about $4.8 million. Even if this gpread
had been held to $1.00 instead of $.60, the income savings would have
been $32.0 million for the 14 year period or, about $2.3 million, per
year. Analysis of the data on price spreads in Appendix IV, Exhibit G
does not indicate that the spread has been narrowing over time. In
other words, an analysis of the history of price spreads over the last
14 years does not suggest that the problem is being solved by natural
market forces. With this in mind and the certainty that commercial
marketings will continue to increase, the potential income loss per
year over the next several years could greatly exceed the US $4.6
millicn historical average.

This intra-year income effect is dramatized when seen at the
individual farm level. Table 2 provides data for an average size
target group producer, using actual price figures for the 1971-72
season.

Table 2. -- Estimated Income Effect on an Average Target Group
Producer with Four Hectares, 1971-72

Actual Excess Yield for Additional
Crop Spread Spread 1/ Four Hectares 2/ Income 3/

($/cwt.) (§$/cwt.) (cwt.) ($)
Corn $ 1.19 $ .59 156 $ 46.02
Sorghum  1.82 1.22 108 65.88
Beans 3.98 31.38 76 128.44
Rice .94 L34 212 36.04

1/ Actual spread minus $.60

2/ Actual 1971-72 yield per hectare times four.

3/ One-half of excess spread times yield for “our hectares. Only
about one-half of the excess spread would accrue to producers;
the other part would go to consumers.
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- Annual Weighted . Average
Total Average Averagsl Year

Crop Commerciall/ Commercial Price < vExcess3/ Year Income Incomeéj
Marketings Marketings Spread Spread= . Effect

(000 cwt.) (000 cwt.) $/cwt. $/cwt. ($ 000) ($ 00O)
Corn 48,406 3,457 1.23 .63 30,496 —~ 2,178
Sorghum 21,228 1,516 1.21 .61 12,949 925
Beans 4,046 289 3.70 3.10 12,543 896
Rice 6,773 484 1.88 1.28 8,669 620
Total 80,453 5,746 n.a. n.a. 64,657 4,619

3/ The weighted aver
hundredweight of

age spread less $.60 which is the estimate of

grain for storage, handling,

4/ Excess Spread times total commercial marketings.

transportation,

5/ Excess Spread times annual average commercial marketings.

a fair market return per

and middleman profit.

1)
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If this producer had chosen to grow corn on his four hectares,
and if IRA had maintained the $.60 spread, his income would have
been increased by $46.02 (one-half excess spread times production).
The income increase would have been $65.88, $128.44, or $36.04 for
sorghum, beans, or rice, respectively. The MAG estimates that target
group grain producers have an average cash income of about $700 per
year. Reducing the intra-year price spread for a corn producer would
have amounted to a 7 percent increase in his average cash income, 1In
the case of sorghum, beans, and rice the percentage increase would
have been 9, 18 and 5 percent, respectively.

The income estimates discussed above are based on intra-year
price variation at the wholesale level (attributable to costs of
storage, handling charges, and profits for risk-bearing over time.)
In addition to this variation, at any given point in time during the
year, there is a margin between producer level prices and wholesale
prices and another margin between the wholesale and retail levels.
These margins reflect such items as buying and selling costs, trans-
portation, middlemen profits, etc. To the extent that the wholesale
producer margin is excessive due to market imperfections such as lack
of market access by small producers and a lack of competition between
grain buyers, then it can be assumed that producers' incomes would be
raised by the elimination of these imperfections. The same argument
applies to consumers when considering the wholesale-retail margin.

Unfortunately, the data base necessary to compute these margins
accurately and to determine their reasonableness does not exist at
present. The MAG has conducted some special surveys to evaluate this
problem, but much more work needs to be done. Analysis of these survey
data do reveal one area in which imperfections can be clearly identi-
fied. Within one homogeneous production area, a survey team found a
wide range of producer prices in the same time pericd. They concluded
that the producers receiving the lower prices were the ones who lacked
sales alternatives due to poor trangportation alternatives or a lack
of market information. Some of these producers received as much as
$.40 to .50 per hundredweight less than the prevailing producer level
price in the area.

This proposed program is intended to alleviate this type of
problem. It will be heavily publicized and be available to all pro-
ducers. Every producer will know that he has the alternative of selling
to IRA at a publicly announced price level. This will force independent
buyers to be more competitive. As IRA is currently structured, a pro-
ducer would only have two IKA facilities in the whole country in which to
deliver his grain. 1In other words, he would have a clear alternative, but
the means to use it would still be lacking. Therefore, the construction
of new facilities for IRA will be done on a regional basis within the
country to provide outlets in all of the major production areas. While
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this will not totally solve the problem, it will provide much greater
access to a viable market alternative for basic grain producers.

Still another income impact of this program will be in product
losses. A significant proportion of ‘the ‘grain crop in any given year
is stored in the open air. In 1971-72, there existed about 100,000 MT
of private and public grain Storage capacity in the country to handle
a total production of more than 600,000 MT. It can be assumed that
-the new IRA facilities will directly substitute for open-air or poor
quality storage. MAG estimates are that open-air storage results in up
to a 20 percent loss of product due to weather, insects and rodents,
inadequate drying, redulting in spoilage, etc. The addition to IRA of
40,000 MT would represent a savings of up to 8,000 MT each year. At an
average market price of about $95.00 per MI' the savings would be around
$760,000 annually.

A final income consideration was identified by preliminary results
of the USAID/ES-MAG sector analysis. This analysis is using the linear
pProgramming technique to maximize income by providing an optimum
combination of alternative enterprises. An additional 50,000 MT of
storage capacity was introduced into the maximum income model to
determine the effect on sector income. Analysis of the effect of this
addition revealed that an additional $1.2 million per year was
generated because additional storage capacity allowed enterprise
combinations to be re-formulated. For example, it fredd some irrigated
land now being used for grains by allowing increased production and
Storage from the rainy season production period. The freed irrigated
land was then put to a higher income use.

There are several other areas of potential impact of this loan
on agricultural income and employment as well as on consumers which,
although virtually impossible to quantify, should be mentioned. First,
the reduction of market risk to producers through a guaranteed minimum
price and greater market access will provide an environment in which
producers will be more willing to assume greater production risk in
the form of new technology and, hence, raise yields. This will result
in lower costs per unit. Also, the release of land from grain production
will result from the incresased yields. This land will become available
to support the income and employment-creating diversification effort
currently underway in CENTA. Finally, increased grain production and
the resulting lower prices will benefit all consumers in E1 Salvador.
Also, IRA's increase: analytical capability will allow them to avoid
getting "caught short" with respect to imports and exports. For example,
in the current year, due to a severe drought, it will be necessary to
import grains. An early analysis of the situation would have allowed
IRA to import grains early last Fall at prices much lower than those
they will have to pay in the May-~August, 1973 period. There are
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Numerous examples in IRA's history of losses from poor timing of
impott-exporq decisions.

Finally, the development of IRA as an effective marketing
institution will lay the groundwork for future public marketing
~efforts. As vegetable production expands, for example, an effective
public marketing institution can give valuable assistance in such
areas as grades and standards, design of marketing facilities, and
identification of potential export markets. FEl Salvador lacks such an
institution and this will be an important spin-off effect of the grain
price stabilization program.

V. Financial Plan

The cost of the program assisted by the proposed USAID loan will
be financed as followsd

Purpose of Finacing ' Sources of Financing and Amounts
Total GOES USAID
(thousands of dollars)
1. Land Acquisition 248.0 248.0 -
2. Physical Facilities 2,842.0 815.0 2,027.0
a. Upgrade existing facilities
(Total) 247.0 9.0 238.0
1) Construction (22.0) (9.0) (13.0)
2) Equipment (137.0) - (137.0)
3) Vehicles (88.0) - (88.0)
b. New Facilities (27,730 MT)
(Total) 2,176.0 650.0 1,526.0
1) Construction (1,624.0) (650.0) (974.0)
"2) Equipment and Furnishings (236.0) - (236.0)
3) Vehicles (316.0) - (316.0)
c. New Facilities (Final 7,920MT)
(Total) 419.0 156.0 263.0
1) Construction (391.0) (156.0) (235.0)
2) Equipment (28.0) - (28.0)

3. Working Capital 7,500.0 4,000.0 3,500.0
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Total GOES USAID
4. Other items (Total) 715.0 - 715.0
a. Maintenance and Communication
Equipment, Spare parts and
Vehicles 115.0 - 115.0
b. Training 100.0 - 1000
Cc. Technical Assistance 500.0 - 500:0
1) IRA (200.0) - (200.0)
2) MAG (100:0) - (100.0)
3) IRA - Engineering (200.0) - (200.0)
5. Additional Administrative and
Operating Costs 1,691.0 1,691.0 —
TOTAL 12,996.0 6,754.0 6,242.0

It is anticipated that the loan will be fully disbursed over a
year period. A preliminary disbursement schedule of GOES
contribution/loan disbursements is shown on the following page. A
final financial plan for loan/GOES contributions for the program
including working capital, infrastructure investments and other
related costs will be required as a condition of the loan prior to

initial disbursement.

The tentative financial plan has been developed on the basis
of the program implementation schedule presented in Part Five and

reflects the Mission/GOES best estimate of the timing of all engineering

and other technical couponents of the program. The contributions to

has been programmed in accordance with the actual needs of IRA at the
outset of the program (1974) and IRA's needs as the new facilities
financed in part by this loan are completed (1975 and 1977). 1In
accordance with the MDCC recommendations of May 4, 1973, the financial
Plan has been designed to place greater responsibility on the GOES

for the counterpart financing for the working capital fund as the new
facilities become operational,
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Total GOES USAID
4. Other Itens (Total) 715.0 - 715.0
4. Maintenance and Communication
Equipment, Spare parts ang
Vehiclesg 115.0 - 115.0
b. Training 100.0 - 100!0
€. Technical Assistance 500.0 - 50010
1) IRA (200.0) -— (200.0)
2) MAG (100:0) - (100.0)
3) IRA - Engineering (200.0) - (200.0)
5. Additional Administrative and
Operating Costs 1,691.0 1,691.0 -
TOTAL 12,996.0 6,754.0 6,242.0

It is anticipated that the loan will pe fully disbursed over a
L year period, A Preliminary disbursement schedule of GOES

and other technical components of the Program. The contributions to
the working capital fund or capitalization of the working capital fund
has been Programmed in accordance with the actyal needs of IRA at the
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The International Bank for Reconstruction and Development has
advised A.I.D. in its letter of May 9, 1973 that it is not
interested in financing the Projaect. The most recent IBRD program in
agriculture was limited to a U.S. $4.9 miilion education loan to the
GOES, of which a part ($600,000) was utilized to expand the educational
facilities at the Escuela Nacional de Agricultura (ENA) which was later
integrated into the CENTA agency. Recent Mission discussions with IBRD
staff and field teams indicate that the IBRD plans to focus its assistance
in E1 Salvador for the foreseeable future on education (non-formal
education programming), child nutrition, low income housing (sites and
services) and population (family/planning/health services),

The Inter-American Development’ Bank also has stated in its June 6,
1973 letter that it was not interested in financing the proposal.

next three years in urbap and municipal development, industrial credit,
tourism infrastructure, health services, higher education and agriculture.
In agriculture the following Projects will be under review during 1973-75.
three large scale irrigation Projects; a coastal fisheries program; a
supervised agricultural credit program; a livestock development program;

a farm-to-market feeder road project; an agricultural marketing program
(no timing determined) ; and, a rural water supply project. The

proposed A.I.D. loan program in grain stabilization complements these

financing this loan.

F. USAID Director's Certification
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PART FOUR: Analysis of the Proposed Grain Marketing Program

The new marketing development program will completely trangform
IRA which, in the past, was largely ineffective in stabilizing prices
and providing market Services to small farmers, IRA, historically,
set minimum buying prices for political reasons, (in efforts to carry
out the Government's desire to subgidize small producer income) and
the relation of thege Prices to the expected market equilibrium price
level in any given year was largely ignored, This, generally, resulted
in an IRA minimum Price which was much higher than wag reasonable inp

minimum price which was tied to an expected market level much less one
which had been set artificially high. There was nothing basically wrong
with using pricing as a mechanism to trangfer income (except the danger

transfers were IRA'g major sources of working capital in the past. At

and made available to IRA for its purchasing operations. This linc of
credit, it should pe emphasized, wag not g revolving fund automatically
available to IRA on demand, Rather it was a simple commitment by the
BCR that it would provide funds to IRA on an annual basis. The amount
of funds, the terms under which they were to be granted and the time
schedule for disbursement were decided by the lending institution, The
other major source of capital wag the budgetary Support provided by

the National Government, IRA'g organic law provides for adcquate
"capital resources and subsidies for operating costs and losses",

on a regular basis and actually reached $2.5 million in 195y, But,
starting in 1960, thege subsidies were reduced and did not come forth
when needed. Ag 4 result, IRA ran into serious cash-floyw problems,

million. 1Inp 1970, the Government provided $2.8 million ip order to

allow IRA to expand itg purchasge-sale Program, but this amount coupled with
the BCR credit wag 8till insufficient to effect a significant influence

on the grains market.
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Even when IRA knew that imports would be required, they were many
times delayed becauge they were not given authorization or
sufficient funds to act.

The following discussion of the pProposed grain marketing
program is presented in five 8eparate, but clogely related, parts.
It is based on a joint PSAID/ES-IRA analysis done during Intensive
Review. The first section deals with hoy IRA pricing decisions
will be made, how the stabilization program will function, and

finally the needs for storage capacity to make the program functional.

storage capacity based on the price models, compares it with another
estimate which was derived independently, and explains how the new
storage capacity will be allocated to the production zones to
maximize producer accegg to IRA. The third section (Facility Design

the allocated capacity from the previous section, Section IV contains

an analysis of the present IRA financial situation and demonstrates that,

given certain financial reforms, IRA will be capable of executing the
Neéw program. Contained in this section also ig a detailed analysis
of the working capital fund. The final section deals with IRA'g

Pricing
A. Analysis of the Price Modell/

In the development of g model to establish a minimum buying price
for IRA, the first 8tep is to analyze the Source and magnitude of the
variation in prices. There are two sources of price fluctuations

including year to year and seasonal variations,

l. Year to Year Fluctuationg

Prices for the four grains are plotted on scales which reflect
equal proportionate changes, (See Figure 1), That is, a 10 percent
change in the price of corn corresponds to the same vertical distance
on the corn section of the graph as does g 10 percent change in the
price of beans on the bean section.

17 This section wag based, in part, on a consulting report by Louis F,
Herrmann entitled Pricing Aspects of E1 Salvador's Stabilization
Program for Bagic Grains, Thisg réport was completed in late March,

1973,
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Figure |. BASIC GRAINS ANNUAL AVERAGE

PRICES, 1960-61 THROUGH 1972-73
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From the 1€60/61 to 1970/71 Crop years corn prices varied from
$2.95 to $4.32; bean prices from $8.00 to $12.80; rice prices from
$8.27 to $10.25 and sorghum prices from $2.80 to $4.33. Statistical
analysis showed that the following factors accounted for the major
part of year to year price fluctuations in corn prices: (1) natural
weather conditions; (2) variations in area planted; and (3) yields.
Variation in area planted in turn was found to depend, in part, on
the prices of the previous year. It was found that time trends in
general (both for year to year and seagonal-wariations) affect prices.
This problem causes considerable difficulties for a price control
agency since it is difficult to determine when a turning point in
the time trend has been reached., Not only is it hard to identify the
turning point, but it is also often unpleasant to face the consequences
of the fact that a trend has turned. Inability to detect such a
turn can be costly in the short-run and, in long-run, can distort the
total production pattern. The main safeguard against being in hot
 water is to proceed conservatively and not allow price fixing criteria
to become to rigid or inflexible.

2. Intra-Year Fluctuations

The major problem in El1 Salvador, particularly as it affects
small farmers, is not the fluctuations from year to year, but the
variations that occur within the year. It is not uncommon for prices
to vary 100 percent or more in any given year, as demonstrated in
Annex 1V, Exhibit G which shows the magnitude of intra-year variations
in the major grains during the 1958/59 - 1971/72 period.

The major cause of seasonal variations are 1) the size of the
crop harvested, and 2) trader expectations concerning the price they
may be able to obtain later in the year. The latter, in particular,
is an important factor in El Salvador given the lack of market access
by small farmers and the consequent ability of middlemen or "interme-
diarios™ to control the grains market,

At this point, it ig necessary to determine whether IRA will be
attempting to control year to year or intra-year fluctuations or both.
A serious question may be raised about the extent to which year-to-
year fluctuations should be artificially influenced. For example, if
prices in a given year are set higher than those that would be
established by normal market prices, there is a real danger that
production trends would be seriously distorted. Also, the cost of
having this type of program is considerably greater in terms of physical
facilities and working capital. For these reasons, IRA will be mainly
interested in influencing or stabilizing intra-year fluctuations, The
objective is to stabilize prices within the crop year in order that
farmers and consumers alike do not suffer from the wide seasonal
variations. In go doing, IRA can help stabilize the year-to-year
variations, but the major emphasis is on the seasonal problem,
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How can these intra-year variations best be projected in
order that they can be controlled, and, secondly, how much
control is being sought? Several differents methods of price
prediction were evaluated by applying them to historial data
to ascertain their predictive ability. For example, models
were attempted based on costs of production and moving averages,
Finally, a special model based on historical patterns and on
El Salvador's own unique conditions was developed. This model
is described below.

3. The Model

The model was developed under the assumption that IRA wished
to stabilize the intra-year variation in basic grain prices around
the annual average market equilibrium price in a given year, It
was further assumed that IRA would buy grain at the established
minimum price from anyone who offered it for sale. With these
assumptions in mind the flow chart shown in Figure 2 was developed.

The keystone on which the model depends is the projection of the
equilibrium wholesale price for thermarketing year of the crop in
question. To make this estimate, data on supply and demand factors
must be compiled to formulate the model equations. On the supply
side, area planted and yields must be projected. From this a
quantity variable is formed which is used in the wholesale price
projection equation along with such demand variables as substitute
products, income, population, time, etc., Over 160 different
equations for the four grains were evaluated in this portion of the
model,

Having estimated the probable equilibrium price of a grain such
as corn for the marketing year (October through Saptember) 1973/74,
the next step was to condider the relationship of the projected
price “o various possible criteria of a desirable price; as listed
in the tlow chart. In light of these congiderations, a first
approximation to the range of minimum prices to be considered was
established. For 1973/74 these prices for corn were $2.90 and
$3.40, respectively. They correspond to production egtimates of 9.2
and 8.0 million hundredweight, respectively,

With the chosen upper and lower annual average market equilibrium
prices, it was possible to cstimate appropriate minimum and maximum
prices and the quantities of corn that IRA might expect to purchase.

If the annual average market equilibrium price were $2.90, for example,
the normal seasonal variation in monthly prices would be from $2.50 in
November to $3.46 in August, a range of $.96. Information about
storage costs, ani inferences about the effect of the element of
market risk in the normal seasonal price pattern suggest that a
seasonal range of $.60 might be adequate and that IRA might undertake
to stabilize prices at guch limits. Also, the maximum and minimum
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Figure 2, FLOW CHART OF ACTIVITIES FOR DEVELOPING
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prices were chosen 80 that increased market demand at the

reduced (relative to normal) year-end prices could be satisfied
with the quantities perchased during the harvest season as a

result of the lower disappearance induced by the higher stabilized
price during the harvest period. A final point ig that IRA's
purchases during the harvest season would be augmented by the
amount by wlich the private sector restricted its storage operations
as a regult of higher-than-normal harvegt season prices, but the
fixing of minimum and maximum prices would be governed by the
changes in current disappearance alone., Given thesge consideratinns,
appropriate prices were determined, implicit in a price flexibility
of dewmand for corn of -.47. They were $2.65 and $3.25 respectively,
in relation to the assumed market price of $2.90. With the market
equilibrium price of $3.40, the maximum and minimum prices would be
$3.17 and $3.77. At the most probable market equilibrium of §3.20,
the range would be $2.96 to $3.56. (The market equilibrium prices
of $2.90, $3.20 and $3.40 correspond, respectively, to production
estimates of 9.2, 8.6, and 8.0 million hundredweight of corn.)

Estimates of the likely volume of purchases by IRA must allow
for the possibility that the private trade will allow IRA to carry
part of the stocks that the trade itself would carry if TRA were
not maintaining a minimum price. With this in mind, and using the
$3.20 equilibrium price, calculations for the 73/74 crop year showed
that over 5 percent of the total crop would need to be acquired (and
held for re-sale in the latter part of the production year to check
price rises) in order to maintain a $.60 spread.

This 5 percent estimate, however, assumes that the production
level and the market equilibrium price level projected were accurate
for the 1973-74 year, Unfortunately, this is not always true, Suppose,
for example, that IRA chose the $3.40 market equilibrium as its base,
but that production was 9.2 million hundredweight and a $2.90
market equilibrium would have resulted. In this case, TRA would have
to be prepared to purchase around 11 percent to maintain the $3.40,
The analysis shows that IRA must be prepared to handle up to 19 percent
of total corn marketings in a given year. 1In other grains, the
percentage may well be higher.

The above discussion is heavily oriented to the minimum buying
price and not to the upper limit. However, the estimate of this limit
also serves an important purpose in price stabilization. With an
equilibrium price of $3.20, the range would be $2.96 to $3.56. The
$3.56 figure represents a threshold price; when the market price
approaches $3.56, it ig a signal for IRA to begin sales into the
open market. In this way, IRA is able to control the market price
at a level not to exceed $3.56.
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This model is obviously a critical input into the price stabili-
zation program envisioned by the GOES. It is a sophisticated approach
to a difficult problem and tends to eliminate the ""guesswork approach
to prices" employed by many of the price stabilization programs in
developing countries. The major constraint on any model of this type
is the availability of basic, reliable data to make it operative.

El Salvador will begin immediately to improve their data base in
order to improve the accuracy of the projections. In the early
years, given the weak data base, there will be errors. However, the
errors made using the model with existing data will not approach

the magnitude of error possible using methods employed by IRA in

the past and by price stabilization agencies in many other countries.
(See Annex IV, Exhibit H for a more technical discussion of the
price model for corn).

The bulk of the above discussion has centered around corn mainly
because the models for the other three grains are still in a
preliminary stage and partly because corn represents more than 60
percent of the total grain production. All of the models will be
in final form prior to initial disbursement of the loan.

B. Other Aspects of Pricing

Following the establishment by IRA of minimum and maximum buying
prices, there are three other pricing considerations. Firgt, the
establighed minimum will be based on the three major cities (San
Salvador, Santa Ana, and San Miguel) and will have to be adjusted
in the other parts of the country for trangportation. Secondly, grain
to be received by IRA, regardless of location, varies in qual_ty and
makes it necessary to apply quality differentials to the minimum
purchase price. Finally, there is the consideration of the potential
effect on the price gtabilization program of toupist grains.

1. Differentials in Buying Prices by Location

IRA rececgnizes that the value of grain varies depending upon its
location in relation to thc point of consumption. As a result, it
will be pecessary to establish price differentials to compensate
for the transportation from the area of production to the area of
consumption. Preliminary analysis shows that IRA will be able to use
the same minimum buying price in the three major consumption centers:
San Salvador, Santa Ana, and San Miguel. The other IRA locations
will have a discounted price which reflects, basically, transportation
between the buying stations and country storage facilities and the
main terminal storage facilities.

Figure 3 containo a hypothetical example of how such a system
would work with one section of the Santa Ana marketing area. It
includes two proposed IRA country storage facilities, three IRA buying
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the past several years. It is not likely that the small amounts
that enter would affect price levels.

II. Location Analysis

At the pregent time, IRA owns storage facilities only at
San Martin and Usulutfn. These sites are long distances from
many of the production areas and it is difficult or inpossible
for the majority of the grain pruducers to deliver tr them,
Therefore, IRA has established a policy of decentralization of
its storage facilities in order to provide more farmers with
an opportunity to deliver direct to IRA buying and storage
facilities. The objective of the expanaion program is to locate
grain storage facilities in areas where they will be utilized
to the fulleat extent possible and where they will benefit the
largest number of producers.

A. Determination of Storage Capacity Needol/

In order for IRA to atabilize prices, it must be in a position
to buy or import grains during certain periods and store for later
sale within the country or for export if necessary. To carry out
its function, IRA must have sufficient storage space when it is neceded
and capital with which to buy the grains when they are offered. It
presently has owned capacity sufficient to handle only 5% of the
produc&}on of corn, sorghum, rice and beans asg reported in the 1971
census=’. With rented space, it can handle 8% of the total. Much
of this latter storuge is inadequate and TRA is in the process of
congtructing an additional 4,000 MT at its Usulutfn plant to replace
part of this rented storage. Even with this, it will own only
enough capacity to store about 6% of a crop the gize of that of 197].

It is unreasonable (o expect IRA to have sufficient storage
for the occasionri crop that would require it to store up to 20
percent of the total amount produced. In these cases, it will have
to rent temporary storage or develop an active export program to

1/ The following discussion aussumes a turnover rate of 1.0 per

year.

2/ Ownmed as of May 1973 33,695 M.T.
Projected for 1973 4,000
37,695
kKented us of May,1973 17,045

Total rvailable in 1973 54,740 M.T,
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Sorghum presented a different problem in that only a small
amount is used for human consumption, even in the areas where
it is produced (only 6% for El Salvador as a whole), However,
large amounts are consumed by animals produced on the farms where
it is grown (ranging from 70% of the sorghum produced in Morazin
to 20Z in San Salvador). Therefore, consumption at the farm
level took into account the small amounts consumed as food and
for seed, as well asg the large amounts consumed by animals,
Since the farmers interviewed purchased very little sorghum, it
was considered that most of the sorghum moving into commercial

moves to those areas where feed manufacturing facilities are
located.,

Rice is another special case gince it must be milled before
it can be used for human food, A small amount of crude milling
can be done at the farm level and this sometimes occurs in areasg
which do not have rice millg nearby. However, up to 957 of the
rice produced enters commercial channels, first for sale to the
rice millers as "arroz en granza", and then for sale to consumers
as "arroz en oro" (milled rice). Por our purposes, we have
calculated all rice in terms of arroz en granza, We estimated
per capita consumption in both rural and urban areas and then
calculated balances based on the production per municipio. Each
municipio must be evaluated separately to see how far rice must
travel before it reaches a rice mill, Some of this must then
return to the municipio for consumption. The MAG made available
a list of all known rice millg in the country and thesge were
used to determine how fer rice might travel for milliing.

Beans are similar to corn in that large quantities are
consumed ~n the farms where they are produced. All gre used for
human food and no procussing is required. Since El Salvador
consumes more beans thaa it produces, a large number of the muni-
cipios in the country are deficit producers. Thig is especially
true in the eastern part of the country, Therefore, IRA's role
will be to assist in the uovement of beans from surplus areag of
porto of entry to the arens where production is short.
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Data were also obtained on on-farm storage facilities,
This information, plus a knowledge of storage facilities in the
areas studied (e.g., Banco Hipotecario in San Miguel and IRA in
Usulutfn), assieted in determining the amount of new storage
required.

There were tww objectives in the locations of IRA's grain
storage facilities: (1) to provide adequate storage in areas
where such storage did not exist and, (2) to provide farmers
a place to sell their grains at prices established by IRA in
its program to stabilize prices to producers. These two object~
ives require a sort of balancing act in that it is obviously
not economically feasible to put grain storage facilities in
every location needing them, nor is it possible for IRA to pro-
vide a location that every farmer can reach. Therefore, one has
to consider whether a location receives sufficient grain from an
area to justify a storage site of sufficient capacity to be
operated economically. One also has to consider, especially,
that IRA will not buy all the grain moving from an area; most
likely it will buy less than 20%. Finally, one has to consider
the effect that IRA's buying price will have on prices received by
producers in the area. Some producers, of course, will be close
enough to the buying station to sell directly; others will have
to hire transportation or sell to someone who will dekiver to
the IRA facility or to some market beyond this facility. At any
rate, the existence of a grain storage facility in an area would
effectively support prices, providing IRA is willing to buy all
the grain offered to it at a base price.

Annex IV, Exhibit I contains the details on how each loca-
tion for new storage facilities was determined. Howcver, a
brief description of the method used in the Department of San
Miguel is given as an example.

San Miguel produced approximately 71,500 M.T. of cereals in
1971. Approximately 27,000 M.T. were consumed on the farms on
which they were produced, leaving a balance of 44,500 M.T. moving
into commercial channels. However, a consumption/production
analysis showed that only 18,000 M.T. were surplus to the needs
of the Department. A surplus production of 4,000 M.T. of corn
in the northern part of the Department had to move south towards
the City of San Miguel. Since the roads from this northern area
converge on Ciudad Barrios, a town that could be uged for a
storage facility, this was n logical site for this area. Ciudad
Barrios is 40 kms. from San Miguel and would serve to relieve the
presgsure of grain moving to the larger storage facility to be
located there, especially during harvest time when transportation
ig short., It aleo will bring IRA facilities 40 kms. closer to
8 large number of producers. A facility of 1,520 M.T. capacity
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would enable IRA handle 20 percent of the surplus grain moving
from the areas. If this capacity proved to be inadequate, it
would be easily expanded to 2,150 M,T., giving IRA capcity to
handle about 30 percent of the surplus of the area.

The City of San Miguel is the potential receiving point
for about 20,000 M.T. of corn, sorghum, and rice. It also
serves as a distributing point for some 4,000 M.T. of beans
that are brought in from other areas. Because of its key
position, it is proposed that a rather sophisticated storage
facility, having special dryers and cleaners, bagging equipment,
etc, be located there. The minimum econoric size for such a
unit is 3,450 M.T. of storage in silos. Two 315 M.T. in-floor
drying silos were added to give more flexibility in drying
grains, plus being awailable for storing red and black beans in
bulk. Because of the large amount of distribution that will be
required, a 1,000 M.T. warehouse is included. This gives a
facility of 5,080 M.T. capacity which is enough to handle about
one-fourth of the gurplus production in the area contiguous to
the city. Thie capacity can easily be expanded to 6,180 M.T.
by adding storage tanks. This capacity, along with that located
at Ciudad Barrios, would enable IRA to handle 15 percent of the
grains moving into commercial channels in the Department, plus
up to 4,000 M.T. of beans and 2,500 M.T. of rice that would be
distributed in the eastern zone.

Once & tentative site is located, it must conform to certain
basic requirements with respect to living conditions for the
personnel who will work in it, accessiblity by trucks, adequate
and reliable electricity, sufficient land area, proper drainage,
etc.

It should be pointed »ut that the program proposed here
contains safeguards against the possibility of IRA over-investing
in grain: storage facilities. Every effort has been made to
properly locate facilities with respect to present and future
needs. We have also designed facilities that are expandable
(or removable, if they are not used). For example, 1,520 M.T.
facility can easily be expanded to 2,150 M.T. by the addition
of stovage tanks in arcas that have been planned for such expan-
sion. The larger, more sophisticated facilities of 5,080 M.T.
Can b expanded vo §¢180 M.T. or larger in the sam' manner.3/
Since the percentage of grain in an area that IRA will buy
is not known, we have planned a storage prograw in stages, be-
ginning with the minimum cconnmic capacity in the first stage
and moving to larger capacities as the need in each area is
demonstrated and as IRA develops its capability to handle such

3/ The unit in Santa Ana will have two additional 315 M.T.
silos to handle the large volume of red and black beans in th..
area.
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units. It should be pointed out that this program will not result
in higher costs later since the new storage capacities will only
require investment in the new silos. The land area, office, ware-
house and management will remain the same.

The sites selected and the capacities of each are shown below
for stages I and II (Sze map on following pages for locations
within El Salvador). For a detailed discussion of the selection
of sites in each department, refer to Annex IV, Exhibit I.

Capacity (M.T.)

Silo Warehouse Total
Stege 1

Santa Ana 4710 1000 5710
San Miguel 1/ 4080 1000 5080
Ahuachapén 1260 260 1520
Ciudad Barrios 1260 260 1520
Mercedes Umaria ' 1260 260 1520
Metapén 1890 260 2150
San Jos€ del Canar 1890 260 2150
Santa Rosa de Lima 1260 260 1520
San Vicente (C. Panamericana) 1260 260 1520
Sensuntepeque 1890 260 2150
Sitio del Nirio 1890 260 2150
Songonate (KM. 12) 1890 260 2150
Suchitoto 1260 260 1520
Zacatecoluca 1890 260 2150

Sub-Total 27,690 5,120 32,810

Stage II
Sub-Totall/ 8,500 520 9,020
Total 36,190 5,640 41,830

C. 1IRA Transportation Needs

Following the establishment of the new sites and the deter-
mination of the capacities needed at each of these sites, the

1/ This facility of 5080 MT and its expansion by 1100 M.T. in Stage
IT are included for purposes of illustration but will not be
financed by this loan. They will be financed by CABEI under a
loan ulready authorized to El Salvador
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final consideration is the needs of IRA for transportation

to make the system operate efficiently, The first general
conclusion is that IRA will, due to the geasonal nature of

this operation be able to utilize private trucks on a rental basig
or contract hauling to the extent feasible. This narrows the job
to one of determining IRA's minimum ownership needs.

It has been determined that IRA will need a minimum of
16-6 ton trucks, one of which will be located at each facility.
Since each facility will serve as a base for several buying
stations (assembly points without facilities), this number
represents a minimum to assure continued operation. This system
will allow IRA to service more remote areas where a facility cannot
be justified. FEach of these trucks will be equipped with portable
equipment for determining quality and weight of the grain.

A second transportation requirement is to provide a light
pick-up truck for the manager of each facility or a total of 16
trucks. The manager of each facility will have the responsibility
of furnishing to the central office information on prices, crop
conditions, etc. This will require that he have mobility, He
will, in addition, have other routine duties which will require
mobility, such as banking operations, etc.

It has also been determined essential to provide each of
the four terminal storage facilities with a 15 ton truck for
use in transfering grains between IRA facilities. This can be
especially critical during harvest when IRA may have difficulty
renting vehicles.

Finally, there is a need for three additional vehicles. One
will be a small panel truck for the Quality and Conservation
Technician who will be responsible for quality control inspectiong
and inventory checks at all IRA facilities. Another will be an
enclosed van truck for the master mechanic who will be on call
by all facilities to muke on-site repairs. Finally, a vehicle
will be provided for the Manager of Operations to make field
visitg,

A summary of the totul vehicle needs and the time period in
which they will be needed follows:
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Number needed Number needed

Type of for Ex:isting for new
Vehicle Operation Cost Facilitieg Cost
6 ton truck 2 $ 30,000 14 $ 210,000
15 ton truck 2 50,000 2 50,000
Pickup truck 2 8,000 14 56,000
Panel truck N | 7,000
Van truck 1 9,000
Personmel vehicle 1 5,000

TOTAL - $ 88,000 - $ 337,000

III. Facility design and related items
A. General

The following sections discuss, in general terms, site require-
ments and alternativeg for grain drying.

1. Site Requirements,

Each site gelected by IRA must have potable water, 220 Volt,
3 phase, 60hz electric power, proper drainage, no swamps, land-
slides or unforeseeable natural hazards, and no large rocks or
undulations that would not allow for economical leveling and
compaction to 90 percent, There must be sufficient area for
expansion and proximity to a market road. Because of grain dust,
rodents, fumigation and woise, the larger sites at Santa Ana and
San Miguel should be three kilometers outside the city and the
country buying sites should be at least one kilometer from a
commercial or residential area,

With respect to the silos, metal gilog must be treated
with sufficient zinc to prevent rust. Wood must be treated for
resistance to rot and termites. Concrete will be the same used
in standazd construction work and will be reinforced and vibrated,
Driveways on site may be gravel, fine crunhed rock, or asphalt
pavement. There mugt be an adequate water supply,

Although the capacity may vary, the design of facilities is
such that sll gilog have the sume diameter and construction.
They should all be purchased from the game manufacturer for
congigtency in construction and interchange of parts. The purchage
of all augers and cleaners qmust be from the same manufacturer to
allow for interchange, eage of erection, and most importantly, to
allow for uniform Spare parts inventory, A variety of makes would
require stockpiling many duplicate repair parts,
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It is possible that all equipment can be itemized in one
bid which will allow one contractor or b: lder to purchase and
ship all equipment. Large savings may be realized because of
bidders ability to make bulk purchases and ship all equipment
in large containers which saves the cost of expensive crating.

2. Grain drying considerations.

This ‘explination of grain drying and storage is made to
establish the reasons for selecting a certain system for specific
locations.

There are two basic types of drying techniques for grains:
No. 1 In-Bin Drying

No. 2 Auxiliary or exterior dryer (Batch or
Continuous)

Each type has certain advantages and disadvantages and a
recomnendation cannot be made stating one system has overall
superiority. Capacity, ultimate use of grains or dried commo-
dities, ambient air temperature, and the rate or speed of
moisture removal without damage from & kernel dictates the type
of system and equipment that may be needed.

All systems use the same principle of fuel combustion with
a high volume of air to carry moisture from the grain., The
drying temperature and movement of air around a kernel affect
the rate of moisture r-woval; therefore, air flow and heat and
drying time must be i palance for the desired results.

The type of fue]l used is determined by the availability and
cost per B.T.U. A natural vapor gas or a liquified vapor gas
is superior to the extznt that it has oxidation with no smoke
or odor and completq oxidation is not difficult. At present,
electricity has not beecn accepted as a heat source because of
the high B.T.U. requirement,

If large volumes of grains are not involved and if there
is no need to make continuous exchanges of dry grain, the in-bin
or bin drying is excellent and economical since the same facility
is used for drying and storing grain with the addition of an
elevated perforated floor in the bin and a combination heat
and fan unit of the correct size for the volume of grain to be
dried at ambient temperaturcy., This system has an advantage in
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that some grains for example, rice and beans, must be dried
slowly using low heat to prevent stress crack in kernelg

which occurs when moigture is rapidly removed. The fan unit
can be used for "aeration" ag needed without purchasing addi-
tional aeration unitg, The fan can also be uged to fumigate
grain by timing the air movement through the grain. Bin drying

The method in auxiliary drying is accomplished by using
specially designed "bing" with equal grain depths surrounding
a heated air chamber. The grain is heated by hot air movement

More expensive, but more versatile, ig the continuous flow
automatic dryer that continually accepts wet grain which is dryed
by heated air, but cooled by a separate fan contained within
the same unit, The rate of drying is dependent upon the B,T.U.
of heat used and the amount of air movement through the grain.
The desired "rate" in the speed of drying is adjustable to prevent
grain damage. Because of the flexibility in capacity, the continuous
flow dryer 1s uged for terminal grain drying. The disadvantage of

In E1l Salvador, at the proposed buying stations, it has been
determined that a variety of grains will be received, possibly in
small quantities that would not be sufficient to fill even a small
auxiliary dryer. At spall buying stations, it is advisabie that
drying bins be used in certain docations because of the dual dry-
ing and storing capabilities without the need for moving the grain
after drying.

Any grain to be stored with ambient air of 80 degrees Fahrenheit
and high humidity ghould be first dried to 12 percent grain
moisture.,

Low, flat grain storage tacilities equipped with adequate
aeration are the cheapest of all types of facilities if it is
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B.T.U.'s is 14 cents higher than the cost of diesel fuel, the
convenience, lack of maintenance, and the reduced danger of
contamination, offset the higher cost. Storage tanks for
propane are provided by the supplier.

The country buying and storcge facilities will have radio
communication with the terminal facilities and the Central office.
This will permit the rapid movement of grain when needed and will
also enable the country facility to obtain assistance in case
repairs are needed. 4 stockpile of repair and replacement parts
will be maintained at the exigting San Martfin facility.

The country buying and storage facilities will be of two
sizes: one will hgve 1260 MT of silo capacity add 260 MT of
bag storage space for a total capacity of 1520 MT. A second will
be identical to the first, but will have two additional 315 MT
silos which will give it 1890 MT of silo capacity and 260 MT of
bag capacity. The number of each size of facility is shown below:
(See Annex V, Bxhibits A and B for the details on the country
buying and storage facilities).

Cepacity per Total Capacity Total Cost
No. of Unit. Unit (MT) (MT) $ U.S.

Stage 1

6% 1520 9120 $ 600,000

6 2150 12900 780,000
Stage II

2 1520 3040 200,000

6 630 3780 180,000

Total 18849 $ 1,760,000

* Expansion in Stage Il

C. Terninal Storage 2ad Buying Facilities (Santa Ana and San Miguel)

The study hade by IRA indicates the need for greater storage
capacity and faster handling capabilities at both Santa Ana and
San Miguel. These two facilities will have drying silos in add-
ition to continuous dryers. Beans and rice will be stored in low
profite in-bin drying silos, but these can jive back-up drying
capcity for other grains in necesesary. The sizes for these two
facilities and the cost for Senta Ana are shown below: (See Annex V,
Exhibits C and D for details on Santa Ana and San Miguel facilities).
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Capacity Total Cost
Plant _(M.T.) $ U.s.
Stage I
Santa Ana 5710 $ 479,000
San Miguel 1/ 5080 —
Stage 11
Santa Ana 1100 39,000
San Miguell/ 1100 -

D. Existing Grain Storage and Grain Drying Facilities in IRA

IRA has grain buying and drying facilities at two locations
Both facilities require alterations to allow them to receive
grain in bulk. Both facilities have been reviewed and a report
issued.£ Since some of the alterations are urgant, they will
be handled in IRA's present budget. The overall cost of these
alterations to be included in the loan are as follows: (See
Annex V, Exhibit E for details).

Plant Total Cost of Alterations U.S.$
San Martin $ 106,000
Usulutén 53,000

$ 159,000

E. Other Related Items

In cases of equipment failuwe, IRA will have to make rapid,
on-gite repairs. To do this, IRA will need to maintain a mobile
repair vehicle with a trained mechanic and an inventory of spare
parts. (See Annex V, Exhibits F and G for details).

In addition to a maintenance capability, IRA will operate a
quality control system. A trained specialist will travel from
one facility to another and be responsible for quality of grains
and inventory control. (See Aranex V, Exhibit H for details).

1/ This facility of 5080 MT and its expansion by 1100 M.T. in
Stage II are included fur purposes of illustration but will not
be financed by this loan. It will be financed by CABEI under
a loan already authorized to El Salvador. (See Annex V, Exhibit K)

2/ Sstryker, H.B. Evaluation of Facilities for Handling and Storing
Grains., FDD Field Report 30, ERS/USDA, Washington, D.C.,
November, 1972,
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The trucks traveling from the country buying and storage
facilities to buying points will need to be equipped to test
and weigh at the point of purchase. (See Annex V, Exhibit I
for details of the items needed).

An adequate communication system is of first importance
to IRA, Since telephone service in rural areas does not exist,
or is unreliable, a radio system is included in the loan proposal
(See Annex V, Exhibit J for details).

Item Cost $ U.S.
Equipment for master mechanic 3,300
Replacement parts 19,000
Quality control 2,300
Country buyers equipment 10,000
Communication system 59,000
Total $ 93,600

F. Engineering Conclusions

1. Monitoring of Engineering and Construction

All monitoring will be carried out by the Mission's
General Engineer in coordination with the Regional Engineering
Office.

All plans, specifications and contracts related to construction
and procurement of equipment will be subject to A.I.D. approval
prior to disbursement against the contracts under the loan. Notice
of all proposed construction will be advertised in the U.S.
Commerce Business Daily in accordance with normal A.I.D. procedures.

Construction material and trained construction workers are
readily available throughout El Salvador and the construction of
the IRA facilities poses no problem from this standpoint.

2. Facility and Maintenance

The IRA has an ongoing maintenance program which has been
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adequate for the existing operation. For the expanded oper-
dtion, the IRA will have to have a larger maintenance program
and this is provided for in the loan.

The IRA administration will continue the same kind of main-
tenance program with the expanded facilities using budgetcd funds.

3. Summary

The requirements for preliminary plans and reasonable
cost estimates have been met. The final plans, specifications
and contract documents will be prepared under an A.I.D.
approved contract. A Mission review of the background and
experience of a number of Salvadoran architectural firms indi-
cates that they are qualified to complete final design and
supervise construction of the project.

A comparison has been made of the construction costs estimated
under this project (unitary costs) with similar construction
work undertaken in past A.I.D. loan projects and with present
unit costs used in the Salvadoran construction industry. This
analysis has indicated the . easonableness of the cost estimates
presented herein.

IV. Financial Analysis
A. Financial Profile - IRA

During the intensive review a comprehensive financial
analysis was made of IRA with the TDY assistance of ROCAP con-
troller personnel. It was noted during their review that financial
statements could be made more rasponsive to managements needs
for operating information. Before loan disbursements are made
for iavestments in new facilities or for working capital, an
improved cost accounting system will be installed in IRA. Loan-
financed technical assistance will be made availabde for this
purpose.

1. Balance Sheets

The Balance Sheets for the years 1969 through 1972, as ad-
justed and restated for more meaningful presentation, are attached
. as Annex III, Exhibit A. In IRA's own unadjusted statements,
losses are carried as assets. In addition, some losses have
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been erased from the account balances entirely when reimbur~
gements, (additional capital) were received from the GOES.
These practires distort both the total assets and the equity
section of the Balance Sheet. For this analysis the equity
section was reconstructed back to and including 1960 operating
losses. Keeping in mind that equity does not include operating
regults prior to 1960 and that other portions of operating
results may have been erased by miscellaneous GOES reimburse-
ments, comments relative to Exhibit A are as follows:

1) At least $ 4,215,000 has been lost in operations
from 1960 to 1972,

2) The low grain inventory on 12-31-70 is a result of
larger than usual sales during that year. On the inventory
records on 12-31-72, about 2 percent of the inventory is
listed as damaged or otherwise unusablikc grain.

3) It is interesting to note that total assets were 2.4
times GOES contributed capital in 1969 and that this gradually
decreased to about a one-to-one ratio in 1972. The decrease
was a result of heavy losses and a shift from debt to equity
financing. Debt amounted to 106 percent of total assets in
1969 and only 71 percent in 1972. Total assets decreased
about 12 percent over the period. The debt shift is attributable
to reductions in the accounts payable for grain (less corn was
purchased in 1972) and the interest payable to the Central
Bank. The Bank's position remained about the same. In 1972
there was $1.57 of available assets for every dollar loaned by
the Bank. In 1969, the figure was $1.55. The GOES, however,
gaw $2.39 in assets for every dollar contributed in 1969
decrease to only $0.95 per contributed capital dollar in 1972
(remembering, again, that capital contribution figures are
probably not complete).

4) It is not possible to comstruct a Source and Appli-
cations of Funds Statement from Exhibit A alone. The follow-
ing analysis wags made utilizing additional, dnverified data
from IRA.



Years 1970 to 1972

000's of § A
Source of Funds -
GOES Subsidies 9 4,594 77 %
Net Decrease - Inventory ' 17 1
Net Cash Decrease 248 4
Treasury Loan 140 2
Other 936 16
§ 5,935 100 %
Application of Funds -
Operating Losses $ 2,916 49 %
Net Decrease, Accts.
Pay./Grain 1,623 27
Net Decrease, L-T Debt 502 9
Other 894 13
$ 5,935 100%

From this analysis we can see that 77 percent of IRA's funds,
from 1970 to 1972, came from GOES subsidies and that 49 percent
of the total funds applied went into operating losses.

Another 27 plus 9 percent of the funds applied contributed to
the already mentioned debt to equity shift.

5) The revised financial stutements yield a different
and much more definitive picture of the Institute's present
financial situation and could be of assistance to management.

2. Profit/ (Loss) Statements -

Profit/ (Loss) Statements for the years 1969-1972, as
adjusted for the analysis, are presented in Annex III, Exhibit B.

a) The volume of operations (buying and selling grains),
has fluctuated considerably during the four-year period but
aiministrative expenses and most operating expenses have remained
relatively constant. If we exclude the directly variable expenses
of packing, freight, export and "other" from operating expenses
and, if we exclude the extraordinary portion of the 1971 depre~
ciation from administrative expense, the balances of expenses are-
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000's of $
1969 1970 1971 1972
Operations $655 $695 $590 $ 570
Administration 245 245 245 205

$900 $940 §835 § 775

The difference between 1970 and 1671 operations is primarily
interest on borrowed funds prior to receiving the large 1971
GOES reimbursement. The 1972 decrease in administration is
accounted for by depreciation: - a bookkeeping difference.

b)  The conclusion to be drawn from the above is that,
excluding packing, freight, direct export and certain "other"
export related expenses, the cost of operations and of adminis-
tration is generally "fixed" relative to the quantities of
grain bought and sold. The excluded expenses could be expected
to vary directly with volumes of grain handled during the year
and/or with the amounts of grain, exported. The fact that
their retationship does appear in Exhibit B is probably due
to bookkeeping ‘procedures. Other income also appears to be
entirely independent of buying and selling volumes. The largest
single item is inventory gain (loss). The size of this gain
(loss) appears large but may be reasonable for this type of
operation. As a percent of the cost of sales, the inventory
gain (loss) has been (1.85) percent in 1969, + 1.84 percent in
1970, + 2.56% in 1971 and 2.92 percent in 1972,

¢) Utilizing the "fixed" vs. variable breakdown presented

in No. 1 above, a percentage analysis of "fixed" expenses can
be made as follows:
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1971 1972

Amt. 2 Amt, 7
Fixed Expenses-
Salaries $ 458 55 $ 463 60 %
Interest 73 9 85 11
Depreciation 104 12 50 6
Maintenance 49 6 33 4
Rent 36 4 35 5
Utilities 22 3 17 2
Advertising 24 3 11 1
Insurance 14 2 23 3
Supplies 18 2 11 1
Other 37 ) 47 7
$ 835 100% $ 775 100%
Salaries are broken
down between -
Operations $ 362 79% $ 346 75%
Administration 96 21 117 25
$ 458 100 % $ 463 100%

In summary, the accounting data do not present a complete
financial picture. Unfortunately, a more comprehensive
analysis cannot be completed until they are improved. One of
the conditions of this loan will be theinstallment of a new
cost-accounting system prior to disbursement for physical
facilities or working capital. The data presented, in general
do confirm what has been said throughout this paper. First,
a substantial portion of IRA's funds (49 percent, 1970-72) have
been applied to operating losses. These losses have been
incurred because of inaccurate projections of prices or the
establishment of unrealistic stabilization levels. Sales prices
have not been sufficient to offset the high stabilization prices.
Also operating losses have been incurred because of inefficiencies
in handling grain and physical damage and inventory shrinkage
atttributable to obsolete storage facilities. Secondly, fixed
costs have been high per unit of grain handled. This problem
has been a result of high salary costs and heavy interest payments
on working capital and other debt. In general IRA has not
operated efficiently.
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This loan supported program will help correct existing de-
ficiencies. More analytical competency will be established in IRA;
modern storage facilities and handljng equipment will be installed;
and, administrative, operational and technical people will be trained
such that the total organization, may operate more efficiently,
Finally, fixed costs per unit of product will decline as TRA will
have access to its own interest-free working capital. Also salaries
and other fixed costs will be spread over a substantially larger
volume of product.

3. Profitability of Operations

Depending largely upon which depreciation figure is used, IRA
has incurred "fixed" expenses of some $775,000 in 1972, We calcu-
late that 85.5 per' cent or $662,600 of this total is attributable
to grain operations. The remainder can be charged to other IRA
operations in commodities such as salt, sugar and dried milk., To
reach financial self-sufficiency it would be necessary for the buy-
ing and selling margin to cover this amount (which we assume will be
the annual average) plus whatever additional variable expenses might
be incurred for freight, packing and export activities, 1In the
following analysis these forecasts are made based on different sets
of assumptione.

a) Projected Revenue Statug

Table I contains a projected cash flow statement for IRA for the
next ten year period. Logn amortization costs are not included, on
the premise that this program benefits the total society and society
should pay its costs. The Projection shows a positive net return of
$365,676. This figure was derived by making the assumption that grain
production would increase by 4 per cent per year which would result in
the average IRA purchase levels shown in column 2. Assuming that IRA
will maintain a spread of $13.23 per metric ton, the gross revenue was
calculated from this figure; total fixed and operating costs were
deducted which resulted in the net revenue figures shewn in the final
column.

It may appear that the net revenue for the 10 year period is
rather small. It should be pointed out that IRA or any price stabil-
ization agency is not, by nature, designed to be profitable. If profit
were the goal, IRA would only have to increase the $13.23 gpread to
increase profits. This would be easy in El Salvador where spreads are
normally much greater than $13.23. However, this would defeat the
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purpose of the agency. IRA's major lmpact 1s not on its profit and loss
statement, but in its effect on the incomes of small and medium grain
producers and grain consumers. (See Part Three, Section v).

B,  Administration of the Working Capital Fund

The Banco Central de Reserva de El Salvador (BCR) and the National
Government's regular budget have been IRA's major source of working
capital in the past. At the request of the Government, a line of credit
has been set-up in the Bank and made available to IRA for its purchasing
operations, This line of credit, it should be emphasized, has not been
a revolving fund automatically available to IRA on demand; rather it has
been a simple commitment by the BCR that funds would be provided to IRA
on an annual basis. The amount of funds, the terms under which they
would be granted and the time schedule for disbursement have been decidec
by the lending institution. The other ma jor source of capital has been
the budgetary support provided by the National Government, IRA's organic
law provides for 'adequate capital resources and subsidies for operating
costs and losses.” -

In accordance with this legislation, budgetary support was provided
on a regular basis and actually reached $2.5 million in 1959, But start-
ing in 1960 these subsidies were reduced and were not made available
when needed. As a result, IRA ran into serious cash-flow problems (sce
previous Financial Analysis Section). The problem continued to grow
worse and by the late 1960s the BCR reduced the ceiling on its line of
credit. In 1970 the Government provided $2.8 million in order to allow
IRA to expand its purchase-gales program, but this amount coupled with
the BCR line of credit was still Insufficient to affect market conditions
Almost since the beginning of its operations, IRA has been plagued with
such problems. It has lacked sufficient working capital for its purchas-
ing operations and has not been able to obtain funds on a regular basis
when needed.

This loan will establish a permanent working capital revolving
fund to be used by IRA for the purchase of corn, beans, rice and sorghum.
The fund will not be utilized for procurement of other commodities by
IRA. Based on recommendations from the Price analysis group, the Director
of IRA will recommend to the Board of Directors the amount of grain that
will be purchased in a given year and the price at which it will be
secured. The Board will thus have the final responsibility for deciding
how much of the Fund will be drawn down in a given year. IRA's Director
will have the authority, however, to act for the Board once a decision
has been made,

It was argued earlier that TRA would need to purchase on the
average of 13 per cent of total grain production per annum to hold the
Intra-year price spread around $.60. Recall this estimate was derived
on the one hand, from the price analysis and, on the other, from the
field survey to determine the surplus/deficit situation in each ma jor
area of the country, '
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Table I. — Ten-year Projection of IRA Net Revenue

Gross Revenue Total IRA
Existing IRA Purchases Assuming an IRA Fixed and Net
Facilities and Rental Spread of $13.23 Operating Revenue
(metric tons) Operation 1/ per metric ton 2/ Costs 2/
1974-75 54,740 60,000 ' $ 793,800- $ 662,625 $ 131,175
1975-76 75,050 71,298 943,273 976,925 - 33,652
1976-77 75,050 71,298 943,273 976,925 - 33,652
1977-78 84,070 79,867 1,056,640 1,013,525 43,115 o
1978-79 84,070 79,867 1,056,640 1,013,525 43,115 °
1979-80 84,070 79,867 1,056,640 1,013,525 43,115
1580-81 84,070 79,867 1,056,640 1,013,525 43,115
1981-82 84,070 79,867 1,056,640 1,013,525 43,115
1982-83 -84,070 79,867 1,056,640 1,013,525 43,115
1983-84 84,070 79,867 1,056,640 1,013,525 43,115
TOTAL —_ -—_ $ 10,076,826 $ 9,711,150 $ 365,676

1/ Except for 1974-75, it is assumed that IRA will utilize their facilities during a given year at 95
percent of capacity. This is a Very comservative estimate in that the Kansas State study said that IRA
should utilize 160 percent (due to turnover). The 95 percent includes both IRA purchases and rental
of space to the private trade. 1In 1974--75, IRA will need more than exists for their purchase program
and will have to utilize at a little more than 100 percent.

2/ Assumes no import-export operations.
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Thus the amount of working capital that will be required is
estimated as follows: Taking the 1971 census production -figures
of 642,000 MT the amount that would need to be purchased would be
83,590 MT. The average price per hundredweight of corn over the
last five years was $3.94; sorghum was $3.04; beans $11.27; and rice
was $8,64, The weighted average of these prices (based on respec-
tive quantities produced) was $4,44, It would be IRA's ob jective
to keep prices within a $.60 range of the average; i.e., no more
than $.30. above or $,30 below it, At harvest time the purchase
price would be $.30 on the lower side, or $4.14 ($4.44 - ,30 = $4,14)
Translating the hundredweight figure to metric ton equivalent
resulted in a price of $91.29. The 83,590 MT that would need to be
purchased at the price of $91,29 would amount to working capital
needs of $7,631,000 which we have rounded off to $7.5 million.

One final consideration relates to the use of the fund during
periods of the year when it 1s not being fully utilized by IRA.
Due to the nature of the IRA operation, it will be buying during
the six harvest months (September through February) and selling
during the other six month period. 1In first month of harvest,
September, a relatively small proportion of the fund would be uti-
lized and, as the harvest progressed, the fund would gradually be
drawn down until it was fully committed in February, Then, as
IRA began sales operations, the process would reverse and the fund
would be recovered in the March through August period. Theoreti-
cally, this would result in a situation where the fund was totally
committed during February and March and built back to full value
in August,

However, in actual practice .the situation will be more complex.
The above discussion assumes that IRA has been successful in
exactly projecting the market equilibruim price in a given year.
If this were not the case, and for example TRA had set a price
which was too high, then they could be obligated to buy as much as
25 - 30,000 MT more than would have been needed. (Based on the
standard error of the price projection equation. See argument in
Section I above). This would result in a need to export or carry-
over the excess purchases which would affect the availability of
the fund for other uses. This would be especially true in the
July - September period when much of the fund would otherwise be
uncommitted, It, therefore, appears unlikely that more than about
55 - 60 percent of the total fund would be available in any given
month {with the possible ecception of August) for other uses in
most years,
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Consequently, prudent financial planning should provide for
40 - 45 percent of the total fund ($3.0 to 3.5 million) being
comuitted in any givan month, It is the conclusion of the Mission
that the working capital fund should be utilized in other uses to
the max{mum extent practicable. Since up to $3.5 million will, in
general, always be tied up in grain inventories in any given month,
the USAID portion of the fund 1s proposed to be this amount and itg
use will be restricted to this purpose. This will allow the GOES
to utilize their counterpart portion ($4.0 million) for other uses,
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V. 1IRA Organization and Management
A. Brief History

IRA was established as a government agency by Decree
No. 840 in September, 1950 and charged with the development
of production and marketing of agricultural products, especially
corn, rice, beans and sorghum. The need for price stability
for both the producer and the consumer was recognized in the law.

IRA, however, did not tegin to pperate until June, 1953.
Since then, it has attempted to perform its principal function
stabilizing prices to producers - by offering to purchase
graing at a predetermined stabilization Price in the harvest
period. This price was set each year but generally, it was
unable to maintain effectively the pre-established price.
IRA also attempted to stabilize consumer prices by selling back
into the market the grains which it had purchased during harvest
or imported. In recent years, it has sold through retail agencies.,
But as pointed out earlier, IRA has not been effective in influencing
the marketing system because of inadequate storage capacity and
working capital. It has also lacked technical capability
to forecast accurately prices and manage effectively the price
stabilization programs.

Since IRA began operations, the Central American Common
Market was eatablished, adding a new dimension to the price
stabilization program for El Salvador. The countries of the
CACHM established a Special Protocol for grains (The Protocolo
of Lim6n) in 1965, pledging to coordinate their national programs
and to adopt uniform policies with regpect to production,
import-export operations, and pricing. The Protocol never
worked as planned, partially as a result of the 1969 war
between El Salvador and Honduras and partially because the
individual countries were unwilling to make strong commitments
to basic grains policies which reduced that control over
internal production and marketing decisions,

In summary, the chief restraints on IRA's performance
were its limiced resources (storage capacity, working capital
and analytical capability). Market prices have broken through
both the floors and the ceilings on numerous occasions in the
past. Generally, the IRA operations have had little or no
effect in narrowing market price spreads.
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B. Changes in Operations

Recognizing that IRA had been largely ineffective,
a series of changes in its operations were provided for
iu Decree No. 469 of December 21, 1971. The Decree
removed the autonomy of IRA and put it under ministry
of Agriculture gnd Livestock (MAG) control but with a
Board of Directors including members from the Ministry
of Finance, Ministry of Economy, Central Reserve Bank,
Agricultural Bank, Agticu;tqtal~Aaaociation, and Coop-
erative Association. -Prior to Decree 469, IRA was
‘autonomous under an appointee of the President of the
Republic and a Board of Directors with minimum control
from the Ministries of Economy and Finance.

The new Decree provided for:
l. Reorganization of the operating unitas of IRA;

2, Revisipn of the salary schedules to conform.to
law and to establish a scale based on private
industry;

3. Establishment of an intensive training program
and replacement of administrators and technicians
in warehouges and processing plantsg;

4. Revigion of the dystems of weights and measures,
standards, and contracting peraonnel;

5. Increasing the line of credit with BCR to $7,200,000
to meet the necessities for working capital;

6. Increasing dry milk importation to increase earnings; and,

7. Fixing guaranteed prices for basic products at reasonable
levels and stabilizing prices to consumers,

Immediately following the Decree, the management structure
was changed to provide for an overall general manager with an
assistant manager for administration and an assistant manager
for commercial operations. The existing manager in IRA was made
the assistant for administration and the operations assistant
was hired from outside IRA. The general manager position was
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left open because the MAG wanted to find a highly qualified
- person for this job,

With its new management structure and the Subsecretary
of the MAG acting as general manager, IRA began to implement
some of the reforms from the Decree. During the early 1972
period, IRA requested a loan from USAID/Eg to assist in
making IRA a more workable inatitution.' USAID/ES determined
during Intensive Review that a loan for fiscal year 1972
would be premature and asked the MAG to present the request
in fiscal year 1973 or 1974, 1In the meantime, USAID/ES
began to provide technical assistance to aid IRA in the reform
process. Progress was slow because of the vacancy in the
general manager position.

Finally, in late 1972, the MAG located and hired a highly
qualified person to be the general manager of IRA. In addition,
to having obtained an M.S, degree in Economics, the new general
manager had spent the last several years with SIECA. 1In his
short time in office, he has begun the process of transforming
IRA into a viable organization, Already establighed in IRA,
is a new analytical section respongible for the basgic price
work. An improveg accounting and auditing system is being
established and this system will be further refined before this
loan is operative, A new field agency control section has been
ingtituted. Five professional agronomos have been hired and
CONAPLAN as well ag MAG is making available professionals to assiat
in the reform effect. An organizational expert has been hired
and ig in the process of restructuring the entire agency (See
the following page for the new organization) With thig loan,
many other changes will be possible. These include a sound
training program, technical agsistance, cost accounting reform, and
many others which are detailed in various sections of this
paper. The following gection contains a detailed description of
how the agency will be operated after the expansion.

C. 1IRA Operations in the Future

The addition of fourteen new storage facilities and a
new operational concepts, (See Annex ¥ for a detailed explanation
of IRA's expanded operational cosgtsg including personnel, etc.)

Firet, because of the limited personnel at the terminal
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facilities it will become critieal to have a manager who

can perform all of the functions necessary to the operation.
This will require an intensive training effort on the part

of IRA. Secondly, it will be important for IRA to have a
system which will agsure that each unit adheres to the same
basic policies and operational procedures. This will be a
function of the Central Office and will be facilitated by the
development of a series of handbooks detailing activities

and responsibilities. In addition, each manager of the
country facilities will be responsible only to the Central
Office and -not to the managers of terminal facilities. This
will avoid a duplication of authority in the field operations.

IRA's payment procadure upon receipt of grains will also
be changed. If the program is to be acceptable to the producer,
gome arrangement must be made to permit the closing of the sales
tramgaction at the time that the grain is delivered to IRA.
There is a security problem with maintaining large amounts of
cash in the office of each IRA facility. However, where banks
are at the same location, several different types of arrangements
can be worked out to eliminate this problem. One method would
be for IRA to make a deposit at the local bank and authorize
the manager to issue checks against the account for payment for
grain received. Another method would be to authorize the
manager to issue a sightdraft against the IRA central account
and then develop a working agreement with the local bunks where-
by a fee would be paid to the bank for handling the disbursement
of the sightdraft.

In those cases where a local bank may not be readily
accessible to the area, serious consideration will be given to
making cash available to the manager for payment to the producer.
If this results in too much cash being handled, a dual
payment plan could be authorized., For example, cash payment could
be limited to amounts of fifteen hundredweight or less and any
amount over that limit would be covered by check. This would
make some cash available to the producer immediately and he
could later go to a location where a bank did exist,.

Purchases at buying stations where no storage facility
exists will be accomplished in the same manner as at an IRA
storage facility. IRA plans to service these points on a pre-
announced day, preferably the normal makket day at the location.
During the harvest spason, once a week will probably he sufficient.

This buying activity will be carried out under the autherity
and direction of the IRA facility manager to whom these satellite
buying locations are assigned. Under the present plans the number
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of such locations varies from one to three per facility.
Experience will reveal whether the nmmber of such locations
should be expanded or reduced.

D. Technical Assistance Needs

l. Background

There are several reasons why IRA will require sub-
stantial technical; assistance in activating the new operation
of IRA, In the past, there were only two IRA facilities and

institutions that make production loans to producers eliminating
direct IRA contact with producers. As a result, IRA did not

deal with large numbers of small producers which greatly

reduced operational problems. The expansion to sixteen facil-
ities will cause many new problems both at the point of purchase
and in coordinating the activity between facilities and the central
office. It will require a whole new approach to operations by

IRA including many procedures never before used, As an example,
new methods of handling and conditioning grain will be used in

the new facilities euch ag in-gtorage drying.

The major tectinical assigtance requirement will be the
contrecting of an engineering firm to prepare the final engineering
design plans, specifications, and bid documerts, The engineering
firm will also supervige the construction undertaken under the loan,

In addition, the operational plan providec for extensive
changes in the aperation and management system. This includes
new job essignments in the central office to direct activities
and reviged methods of nundling the records that will be generated
through the operation of eixteen facilities compared to two facilities
in the past.

Also required will be new positions and trained technicians
in quality control, repair and maintenance, and supervisory functions
to assure uniform and efficient operations. Most of these demands
will develop within a very short period of time.

Finally, from past experience, new facilities are often
constructed by contractors that are not familiar with the operation
and needs of a grain storage facility. As a result, errors or
alterations are made that canuot be corrected without excessive
extra cost. This technical essistance will be provided during
site selection and the construction period. There will also be
8 need for such assigtance in making the recommended alterations
at the two existing facilities (San Martin and Jsulutan),
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2. Technical Assistance Needs

The engineering firm will be retained for the total

constructio

follows:
a'

b.

B program beginning in June, 1974, Other needs will be asg

Final design, formulation of specifications; and
site selection:

Two technicians - (3 months each) 6 months. This
would be on a one-time assignment baais and is
programmed for about July 1, 1974,

Supervision of construction of new facilities and
supervision of alterations and refinement of the
existing operatione at San Martin and Usulutan:

One Technician - 6§ months; this should be broken
into three phase assignment. The first part would
be for existing facilities in the Augugt~October,
1974 period. The second at the beginning of
construction of the new facilitieg (on or about January
1, 1975) and a follow-up after a facility has been
completed during the absence of the technician.

This amount of asgistance during construction of new
facilities and the alteration of the two existing
facilities should orient the resident engineer so
that the remsinder of the construction can be
satisfactorily completed.

Grain Quality and Congervation Oparation:

One Technician - 10 morthg; this assignment should be
divided between two years beginning in 1974. It should
be carried out during and immediotely following the
major harvest seasons.

Operation, maintenance and repair rengineer:
One Technician - 10 months; same asg c(2) above.

Central office Banagement and record keeping reorganiza-
tion:

One Technician ~ 6 months; thisg agsignment will he
divided into two periods: one to sesist in making
the refinements which IRA has already identified and
the other during the first harvest season to make
changes not previously anticipated.
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Change over to computer capability:

One Tecpnician - 1 year; this asgignment should
begin as soon as the new equipment is installed
and should be divided into two assignments. The
firet would establish the operationsl procedures
and the second to make refinements in the program.

Development of operational handbooks and a cost
accounting system:

One Technician - 6 months; this should be accomplighed
as soon ag the central office management and record
keeping reorganization (Item e) is completed.

Completion of the development of Pricing models and
refinements:

-Oné'Téchnician,: 8. months;- the: complétion of the initial

~mpdehd“shodld!be accomplished at the earliést:possible
. date (before the end of 1973). Follow-up assignments

will be Decessary to check results and to make changes
and this should occur 2 to 3 months prior to the
amnouncement of IRA's prices in a given year,

Analysis and adjustment of program policy during the
development period:

One Technician -~ ¢ months; this sho.ld be short period
assignments over a three year period beginning in 1974
to review the entire pregram and to offer suggestions
for operational and pelicy changee.

Budget. for Loan Funded TechAnical Assistance

Item a. ~ 2 techniciang - 6 months $ 20,000
Item b, - 1 technician - 6 months 20,500
Item ¢. ~ 1 technician - 1Q menthg 34,000
Item d. - 1 technician - 10 months 34,000
Item e. - 1 technician ~ 2 monthe 7,000
Item £, - 1 tachnician - 1% monthsg 41,000
Item g. - 1 technician - 3 monthg 10,000
Item h. - 1 technician - 6 months 20,635
Item i. - 1 technician - § months 21,500

Total 61 months $ 208,625
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4, Budget for Final Engineering Design and Construction
Supervision —- Loan Punded

~ Total $20a, 000
5. Budget for Grant-Funded Technical Assistance
{ v

Item e. - 1 technician - 4 months - § 14,000
Item g. ~ 1 technician - 3 months - 10,000
Item h. - 1 technician - 2 months - 6,875

Total 9 months $ 30,875

E. Suggested Training Program

l. Background

As in the case of technical assistance, the new IRA
operation due to its complexity will require an intensive effort.
The operation of the past was so small that it did not provide a
sufficient number of trained personnel familiar with the program
or with grain facility operation to properly man the new operation.
In addition, the new operation is introducing methods that have
not been used before and, as a result, these activities will be
completely new to the personnel who have been employed by IRA in
the past,

2. Training Néeds -~ Loan Funded

The areas of training that have been identified are:
a. Two training sessions to be conducted in Fl Salvador.

These sessions will be directed toward training of
facility managers and other key personnel, The plan
provides for two such sessions over a two year period.
One will be conducted just prior to activating the

new facilities (on or about July 1, 1973) and the other
in the following year, just prior to the major harvest
geagon. Each session will be of three weeks duration
and will cover the following activities:

1) Grain clagsification and quality determination;

2) 1Insect identification and control;

3) Preparation of grain for storage and conservation;
of grain storage; and

4) Equipment operation, maintenance and repair.
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In addition to these subjects, the seasion will cover
management and central office procedures. The instructors for
this course will be provided by IRA.

b.

Following the two training sessions described above,

there will be a need for advanced training of some

of the key IRA personnel in the area of grain marketing
and storage. Such training is offered an-campus at
certain U.S. universities. These sessions are generally
of three months duration and are scheduled on an annual
basis. It is anticipated that three IRA personnel will
attend these short courses: 1) the manager of operations;
2) the grain quality and grain conservation technician;

and 3) the facility operation technician.

At some point in time (preferably as quickly as possible)
two BS-MS level scholarships should be provided for
training of potential candidetes for managerial pogitions
within IRA. This would be in the area of management: ,
business administration, and grain marketing.

There will slso be a need for advanced training for
facility menagers ard %ey personnel i addition to that
which will be provided in the previously mentioned in {a)
above. Periodically, but not on any set schedule, certain
U.S. universities of in some cases, other ovganizations
conduct training sessions on an area basis at different
locations in Central or South America. These sessions
vary from four to six weeke in duration. This training
would be provided after two years of opceration of the
new program. By thig time, the IRA personnel will be
familiar with the problems und the timing will coincide
with the end of the training provided for in El Salvador.

Training Budget - Loan Funds

Item a. Four trainers two seasions of 6 weeks each $ 28,000
Item b. Four IRA employees - 6 week sessions 17,600
Item c. Two IRA students - 2 years each 34,000
Item d. Twenty managers and key personnel - 6 weeks 16,500

Total $ 96,100
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4, Training Needs - Grant Funded

Due to timing, it ig being recommended that the following
Phases of training be provided for by grant funding:

IRA will have tywo resident engineers; one a design
engineer and the other an operational engineer. Both
will be expected to work with the technicians to
assist in preparing the final specifications for the
storage units and the related equipment, If the two

IRA has hired five new Agronomos who have been doing
research work related to the Proposed new program.

There will be, in the near future, several regional
grain handling and conservation training segsions
scheduled in C.A. and South America. Thege personnel

‘will be sgent to one of thesge training gessions.

In order to familiarize them with the actual mechanics
of a grain marketing operation, the IRA General Manager
and one other management employee will bg sent to the
U.S.. There are private grain companies in U.S, that
are quite comparable to the operation that is being
planned by IRA, For example, s company with a large
central facility that also owng and operates several
rural facilities would be ideal. Studying such an
operation would reveal how grain is received from the
farmer, how the quality ig determined, how price differ-
entials are establighed, how grain is dried, fumigated,
and moved between facilities, how the records arve
maintained, and how the paper flow is controlled.

5. Training Budgét ~ Grant Funds

a. Two engineers - U.§, - 3 weeks $ 1,850.00
b. Five Agronomos - Guatemala - 6 weeks 7,560.00
€. General Manager and Assistance -

U.S. 4 weeks _.2,200.00

Total 11,550.00
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There uﬁuld be a need for al.8, technician for
4. and b. above (7

weeks) to coordinate and direct thig
training.

WCLASSIFIED



92 UNCLASSIFIED

Part Five: Loan Administration
1. Implementation Plan

A. Loan Agreement

It is estimated that between 60 and 90 days will be required
for loan negotiations once a draft loan agreement has been prepared
by USAID and the Regional Legal Advisor/ROCAP and presented to the
GOES (Ministry of Agriculture, the National Planning Council, the
Central Bank and the Ministry of Pinance). The Ministries must
receive authorization from the Natjonal Assembly to enter negotiations
related to foreign baorrowings and to sign loan agreements. The
development of the price stabilization program is one of the highest
priority projects in E1 Salvador and the USAID does not envision any
significant delay in the Ministries receiving authority from the
National Assembly to negotiate and sign the loarn agreement,

Implementation Letter No. 1 will be prepared with the loan
agreement and discussed with the Borrower ag part of loan negotia-
tions.

5. Implementation Plan

hpproximately 60-90 days should be required for the Ministry of
Agriculture and IRA to meet the conditions precedent following loan
agreement signing. The conditionsg Precedent are presented in
Section II-E below.

C. Estimated Timetable
The timetable encompasses the construction and equipping of

the physical facilities, the capitalization of the working capital
fund and the training and technical asgistance components.

TIMETABLE
June, 1973 Loan authorized
July - October,1973 Loan negotiations, loan signing
November, 1973 GOES programming of working capital
financing from GOES 1974 budget.
November, 1973-January,1974 Initial Conditions Precedent fulfilled
November, 1973~ April, 1974 1) Preparation of manpower training plan

2) Preparation of technical assistance plan

3) Preparation of vehicle specifications

4) Preparation and completion of equipment
lists and specifications to upgrade
existing facilities.
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April, 1974 1) Training plan completed and approved;
Letter of Commitment opened in accotdance
with the training plan for the program,

2) Technical Assistance plan completed j
call for interested consultants for
final design and supervision. Othet
technical assistance contracts approved
in accordance with plan. (Part Four,
Section V-D)

3) Vehicle specifications and IFB docutients
completed. (Initial vehicle procurement,
see Part Four Section, II-C).

4) Completion of IFB documents on equipment
to upgrade existing facilities. Issuance

of IFB documents.,

1) Consultant engineering firm retained
for final design and supervision of new
storage facilities.
2) 1Initial vehicle procurement contracts let,
3) Contracts let ou equipment to upgrade
existing facilities;
Procurement: July - August, 1974;
Installation: September - October, 1974,

August, 1974 ‘1) Creation of Grain Purchase Working
Capital Fund. (for 1974 harvest).
*2) USAID disbursecament of $2.5 million for
vworking capital; GOES counterpart
disbursemernt of $1.5 million to the fund.

October, 1974 1) Existing facilities upgraded and availalile

for use,

2) Initial vehiclce procurement completed.

3) Final pians and specifications for new
units completed and IFB documents conpleted,
(27,730 MT) Issuance contingent upon
GOES agreement to make avaijable the
vorking capital neéded for the 1975 harvest
in accordance with the financial plan.

December, 1974 Bids received for grain gtorage facility
ronstruction (27,730 MT)

*A,1.D, loan disbursements will be made for the fund when actually requires,
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January, 1975 Bids awards made for construction. (27,730 M
February- August, 1975 Storage facility construction.
September, 1975 1) Initial 27,730 MT of storage units

completed for use during 1975 harvest.

2) USAID disburses final $1.0 million for
working capital; GOES counterpart of
$2.0 million for working capital disburse

January - May,1976 1) Evaluation of new and existing facilities
and operations to determine final locatio
of 7,920 MT of storage facilities,

2) Review plsns and specifications for
final 7,920 MT.

June, 1976 ’ Completion of IFB documents on additional

' storage facilities (7,920 MT). IFH documents
‘ issued. '
September, 1976 Bids received for construction. (7,920 MT)
October, 1976 Bids awarded for construction. (7,920 MT)
November -~ July, 1977 Storage construction.
September, 1977 1) 7,920 MT storage units completed for

use during 1977 Larvest.
2) GOES disburses $0.5 millisn foy working
capital fund.

It. Loan Implementation
A. USAID Responsibilitys Joint Evalu-tion

Monitoring of the project implementation will be the responsibilicty of the
“ood and Agricultural Officer assisted by the Capital Development Officer,
Misslon Engineer, ROCAP Engineering Office and GLontroller. As initiated in
the CENTA program assisted by AID, the USAID will collaborate with the
[conomic Analysis and Planning Departicent: of CENTA {n undertaking periodic
Joint economic analyses of the effect the program has o:n the targeted farm
group. This economic research will complement the actual project monitoring
by AID and will furnish information and data needed by Salvadoran planners
to design future development programs.

B. Disbursemgnts

It is planned that all dollar costs will be disbursed under
Lettor of Commitment procedure, To the extent possible, the direct
re‘mburgement method will be used on all local currency financing

under the loan. In the cage of construction conrtracts for the
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January, 1975 Bids awards made for construction. (27,730 M)
February~ August, 1975 Storage facility construction.
September, 1975 1) Initial 27,730 MT of storage units

completed for use during 1975 harvest.

2) USAID disburses final $1.0 million for
working capital; GOES counterpart of
$2.0 million for working capital disbursed.

January - May,1976 1) Evaluation of new and existing facilities
and operations to determine final location
of 7,920 MT of storage facilities.

2) Review plans and specifications for
final 7,920 MT.

June, 1976 ’ Completion of IFB documents on additional
' storage facilities (7,920 MT). IFB documents
igsued.
September, 1976 Bids received for construction. (7,920 MT)
Ocrober, 1976 Bidstawarded for construction. (7,920 MT)
November - July, 1977 Storage construction.
September, 1977 1) 7,920 MT storage units completed for

use during 1977 harvest.
2) GOES disbureas 50.5 million frr working
capital fund.

11. Loan Implementation
A. USAID Responsibility:s Joint Evclustion

Monicoring of the project implementation will be the responsitility of the
Food and Agricultural Officer assisted by the Capital Development Officer,
Miesion Engineer, ROCAP Engineering Office and Controller. As initiated in
the CENTA program assisted by AID, the USAID will collaborate with the
Fconomic Analysis and Planning Department of CENTA in undertaking periodic
joint economic analyses of the effect the program has on the targeted farm
group. This economic research will complement the actual project monitoring
by AID and will furnish information and data needed by Salvadoran planners
to design future development programs.

B. Disbursemgnta

It is planned that all dollar costs will be disbursed under
Letter of Commitment procedure. To the extent possible, the direct
re‘mbursement method will be used on all local currency financing

under the loan. 1In the case of construction contracts for the
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IRA facilities, the agreed upon retention percentages will be with-
held by USAID pending final acceptance of the work.

On the basis of the present estimates, the disbursement period
under the overall loan should run tntil December 31, 1977.

C.  Procurement Procedures

Selection of contractors for comstruction work will be carried
out under competitive bidding procedures required by Salvadoran
law. Salvadoran law also requires that procurement of professional
engineering services be accomplished through invitation to interested
firms in a manner similar to A.I.D. standard procedures. Procurement
of all additional goods and services will be in conformity with
standard A.I.D. operating procedures.

D. Audits

Audits will be made periodically as considered necessary by the
office of the Auditor General for Latin America.

E. Conditions and Covenants

1, General Conditions

A.1.D. loan funds will be used to meet the United States dollar
(Code 941) and local costs of financing: the training cf IRA personnel;
technical assistance to IRA; the equipment materials and engineering
services related to the expansion and upgrading of IRA grain storage
facilities; and the creation of a working capital fund in the Central Bank
for IRA's commodity purchases under the price stabilization program,

a) up to US$100,000 of the loan may be used to finance training
costs of IRA personnel.

b) up to US$200,000 of the loan may be used to finance technical
assistance to IRA.

c) up to US$100,000 of the loan may be used to finance technical
assistance to the Ministry of Agriculture.

d)  up to US$200,000 of the loan may be used to finance engineering
design and supervision services to IRA.

e) up to US$3,500,000 of the loan may be used to finance working
capital needs of IRA'g grain purchase program.
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2. Conditions Prior to Initial Disbursement,

Prior to the first disbursement under the loan, the Borrower will
submit to A.I.D. for A.I.D. review and approval:

a) a detailed implementation plan for the entire program,
including the upgrading of existing facilities.

b) a complete financial plan for the program including the
timing and amounts of loan and Borrower counterpart financing of working
capital, infrastructure investmentg and other related program costs.

c) evidence of the establighment within the Central Bank of a
geparate revolving working .apital fund to function and be used in a
manner satisfactory to A.I.D,

3. Conditions Prior to Disbursement for Other than Technical
Assigtance and Training Costs.

Prior to disbursement of loan funds for other than technical assistance
and training, the Borrower shall submit in form and substance satisfactory

to A.I.,D,:

a) ovidence that a comprehensive technical assistance
program for improvement of the entire IRA grains
operation has been initiated.

b) evidence that IRA has established a8 cost accounting system
satisfactory to A.I.D.

4. Conditions Prior to Specific hiisbursement.

a) Prior to disbursement for personnel training, the Ministry
of Agriculture and IRA will submit a satisfacto;y,q:aining-planwincludi
ing cost estimatee :

b) Prior to the procurement of vehicles, the Vinistry of Agri-
culture and IRA will submit a plan for vehicle maintenance and
replacement.

c) Prior to disbursement for technical services to IRA and the
Ministry of Agriculture, the Ministry of Agriculture and IRA will submit
an implementation plan for the utilization of technical advisors, as
well as, satisfactory scopes of work for the individual services.

d) Prior to disbursement for engineering services, the Ministry of

Agriculture and IRA will submit a satisfactory contract for constructisn
design and supervision gervices.

, ) prior to disburgsement for the materials and equipment to be
used in upgrading existing facilities, IRA will submit satisfactory

final plans, specifications and bidding documents,
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f) Prior to the advertising of bids for the construction of
IRA facilities, IRA will submit a fletailed schedule for all construction
work and eatisfactory final plans, specifications and bidding docu-
ments. Also, the Borrower will provide evidence satisfactory to A.I.D.
that the additional working capital needs for the IRA to cover its
operations with the future expansion of facilities will be made avail-
able to the grain purchase working capital fund, through a direct
Government budgetary allotment or Government resources secured from
other national or regional sources. Govermment contributions to the
working capital fund and loan financed portions of the working capital
fund will be channelled to the working capital fund in accordance
with the financial plan for the program and, unless A.I.D. otherwisge
agrees in writing, will be retained in the fund for the life of the
program,

5, Covenants

in addition to the standard covenants, the Loan Agreement shall
contain covenants to the effect that, unless A.I.D. otherwise agrees
in writing:

a) Upon complecion of the first phase of the construction
mngran {27,730 ML) and throughout the life of the program, IRA will
purchase grains (corn. sorghum, beans and rice) at their established
minimum price from any producer who desires to sell to IRA. 1In
addition to purchases from producers, IRA may also determine whether it
wishes to buy grains from other sources (i.e. truckers and wholesalers).

bY  During the life of this program, the Borrowar agrees to
anncunce minimum buying prices for graina (corn, sorghum, beans and
rice) in advance of the major planting season. E£xact dates will be
determined in the implementation plan.

c) The Borrower will maintain the real and full value of the
working capital fund (both A.I.D. and Borrower financed portions)
for the life of the program. Such annual losses as mayv occur from IRA's
commodity purchase and sales operations which reduce the working capital
fund as constituted under this program, will be replaced by the Borrower
from additional budgetary resources or Borrower's resources from other
national or regional sources at the end of each annual purchase/sales
cycle to be designated in accordance with the implementation plan. To
the extent that these losses are replaced by borrowed funds, the
Borrower guarantees that repayment will be for the account of the Borrower
(COES) and not IRA. Such capital surpluses accruing from IRA's commodity

UNCLASSIFiED
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in attendance.

e) The Borrower agrees that during the 1ife of the program, the
AID financed working capital will be utilized solely for IRA's purchase

of basic grains (rice, corn, beans and sorghum) for the price stabilization

program,
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE FOREIGN ASSISTANCE
ACT OF 1961, AS AMENDED

SUBJECT: El1 Salvador - Capital Assistance - Agricultural
Development Loan - Grain Marketing

Having taken into account, among other things, the maintenance and
utilization of projects in El Salvador previously financed or
asgisted by the United States, I certify that in my judgement E1
Salvador has the financial capability and human resources to
effectively utilize and maintain the proposed Agricultural Develop-
ment Loan.

This judgement is based primarily on the facts developed in the
Capital Assistance Paper for the proposed loan of $6.5 million,

which discusses in detail the capabilities of the Instituto Regulador
de Abastecimientos (IRA) and finds that it will possess adequate
financial and human resource capability, supported by technical
assistance and training where appropriate, to effectively maintain
and utilize the project. The IRA institution ig competent to imple~
ment the project and to act for the Ministry of Agriculture and the
Government of El Salvador as its Executing Agency. As the Executing
Agency it has:

a) demonstrated its ability to carry out a limited price stabilization
program using its own financial resources;

b) taken and is continuing to effectively plan and implement
administrative improvement actions;

¢) planned and is continuing to nake arrangements for needed
technical assistance and personnel ‘training to improve the
effectivenesds of its operations.

LT

5;;/. J. P. Derum, Director

Date: May 31, 1973

UNCLASSIFIED
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MINISTERIO DE AGRICULTURA San Selvador, May 24, 1973,

Y GANADERIA
REPUBLICA DX UL SALVADOR, G. A,

- SUBJECT: Loan Application for National
T Marketing Develcoment Program,

No ~—0—4-0-3 1

Mr. Director
ARgency for Intern:tional Development,
San Salvador,

Ouring the pest several months our Governmont has undertaken
a comprehcngive study of the murketing of basic grains for the pur
pose of developing 8 new syatem that would offer wmore SLCUre cub=-
lets and stanle prices to producers and consumers. Representatie~
ves of the Agency for International Development have assisted i{n -
this analysis and in development of the project for which we ars -
sesking external financial assistance.

Backaround

It is the policy of our Government to make an intersive affort
to assist the small and medium-sized farmer., In tha pPact year ws
have signed a loan with tha Agency for Intern:tional Developrnent to
improve the National Center for Agricultural Technoioyy (CENTA), ww
This program is spcecifically designed to develep neuw varieti{es, new
entarprises, and dSetter meitiods of planting and harvesting the crops
which arse being produced by the smali oper:-tor., ue have p2sse0 le-
gislation to develop a neuw Ayrarian Foment Bank for the purpo=e of
expanding production and log-term credit to tha small procucer, A4
lauw has been enacted estahlivhing e new irrigation district ang lie
miting Farm size in that district. An important component of gur -
policy is to improve the marketing of basic grains (i.e. corn, sor=-
ghum, beans and rice) which are majar crops of small pruducers,

Thus, in the past year we have undertaken an intensivg study
of the grains markating system with tha technical ass.stance of al
representatives, Qur analysas have confirmed earlier prelirirery -
findings that major problems in our marketing syster incluse inacc~
quate storage facilities ana working capital, The Government’s nag
keting agency, the Instituto Regulador de Abastecirientos (IA} jiae
been unable to make purchases and sales on a timely basis Lo staory-
lize prices to producers and consumers. ‘

—-nz
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WUe will submit to you in the next three months a mutually
agreed upon timetable for disbureement of AlD’s and our own Go-

vernment’e funds. We thank you for the sttention you give to -

this letter and renew the assurance of our estecem and considera
tion.

o, g "
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el SGu
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tsl de operecibn, 4 1s #gencies de mercedeo de nuestro Gobierno, el 1ns
tituto Reyulador de Abastecimientos (IRA)y le he sido dificil hacer come
pPras y ventas suficiantes an forma oportuna Y en cantidedes suficisntes
para estgbilizar los precios a productores y consumidores,

Duscripcidn del proyecto.

Por asa razén, estamos pPleaneando construir alrededor de 42.000
Lonsladas mdtricas da facilidaoces ae almacenamiento y desarrollur un -
fnuevu fondo de operacién, el cual serg mene jedo por el IRA. Ademds, as
tamos planeando renovar las faciliuades ya existentes de una capacidad”
de 30.000 toneladas métricas, Finalmenta, estamos buscendo asistencia
técnice vy entrenemiento para que el IRA pueda realizar eficientemante
la obra que se ho Propuesto llevar g cebo.

Para que el nuevo Proyrema pueda funcionar, entre otras cosas
hemos plansadoy

1) Establecsr en gl Banco Centrel do Reserva de £1 Seiveder un
crédito rctativo permanente sobre el cual el IRA pueda reti.
ror los fondos necesarios Para sus opcracicnes da comprs,
€l valor raol y completo de este crédito serd mantenidg nor
8l Gobierno de E1 Spivsdor contra pérdidas e inflacidn marge
taria.

Cunlquier corraccidn necesaris Gue se iz haga al crédito ten
drd quo hacerse por lo menos un mes antes de gue ccmioncy lg
cosecha (a mis tardar el lo. de octubre), '

2) romprar los yranos a todos los productorss yue ofrezcan ven-
derle al IHA, una vaz finalizeda la primer fsse dali programea
de construccién, como se defing 8n el documonto de asistenes
cla de capital.

3) €steblecar los precios m{nimos basados en el proyecto ue los
procios de mercado Y enunciar lus precios por lo meNnu3s un =
mes antas de la época deo cultivo,

Para implsmentar sgste proyecto, solicitamos por este medio a la
Agoncia para el Desarrollo Internacional evsluar 1a posibilidad de ofre
Cer a nuestro Gobierno un préstamo por la centidad aproximada de 5 6.5
millones. Con relacién a la presente sstimacién, dichos fondos serdn -
invertidos de la manera siguiente,

Fecilidades Ffsicas $ 2,142,000
Capital deé pperacién 3,500.000
Asistencia Técnica, entrenamien

to y otros costos relacionados” 600.000

Total....-.. s 6,2420000
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Nuestro Gobierno, a su vez, planea colocar alrededor de § 6.8 -
millones a este Frograma y los invertird de la manera siguienta,

Compre de tierra $ 248,000
Facilidades rfsicas B15.000
Capital de gperacidn 4,000.000
Costos administrativos Y ds oporacién 1,691,000

Total...-..-.....s 6,7540000
£En los slguiaintes tras meses nos ¢

mutuo subre el plan deg desembols
nuostro fjobierno,

L8 ayradecemos '3 atanc!dn que le brinde a lg presente ¥y

Taltue
rcmos e usted las muestras de Auestra consideracidn Y aprotio.
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I« ! ”_ . -~ o ’:
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AID 1240-2 (4-72)

3. FAA & 620 (e)(l). If assistance
is to a government, has it
(ircluding government agencies
or subdivisions) taken any action
which has the effect of national-
izing, expropriating, or other-
wise seizing ownership or control
of property of U,S. citizens or
entities beneficially owned by them
without taking steps to discharge
ite obligations toward such
cltizens or entities?

4. ¥YAA & 620(0); Fishermen's
Protective Act. & 5. If country
ha~ seised,or imposed any penalty
¢: eanction against, any U.S.
fishing vessel on account of its
fiahing activities in international

waters,

1. has any deduction required by

fishermen's Protective Act been
made {

t:.  has complete denial of
?saistance been considered by
AT D, Adminigtrator?

UNCLASSIFIED

ANNEX II
Page 4 of 17

3. The GOES has "intervened" the

IRCA.( U.S. owned railroad) in order to
supervise the financial transactions

of the Company, which is running on a
very short budget. The GOES has assured
the USG that any necessary actions will
be taken after prior consultations and
congistent with recognized standard of
redress and compensation.

4. No case of seizure, penalty or
sanction against U.S. fishing vessels
is known to exist, even though

El Salvador claims 200 mile territcrial
sea.

4.a. Not applicable.

4,b., Not applicable.



AID 1240-2 (4~72)

Relations with U.S. Government and
Other Nations.

5. FAA & 620(d). If assistance is
for any productive enterprise
which will compete in the United
States with United States enter-
nrise, is there an agreement by
the recipient country to prevent
export to the United States of
more than 20% of the enterprise's
annuel productinn during the life
of the loan?

on

FAA & 620(j). Has the country
permitted, or failed to take
adequate measures to prevent
the damage or destruction, by
riob action, of U.S. property?
7. FAA & 620(1). If the country
aas fa17ed Co institute the
investmen: guaranty program

for the specific risks of ex-
propriation, in convertibility
or confiscation, has the A.I.D.
adminigtration within the past
yecr considered denying'
aseistance to such government
for this reason?

8. FAA & 620 (q). Is the government
of the recipient country in
defgult on interest or principal
of any A.1.D. loan to the
country?

UNCLASSIFIED

UNCLASSIFIED

ANNEX II
Page 5 of 17

5. Not applicable.

6. El Salvador has not permitted
such acts.

7. A bilateral agreement between the
United States and El1 Salvador relating
to the guaranty of private invesiments
was signed in San Salvador Januar; 20,
1960 and entered into force April 5,
1960. El Salvador has actively
instituted the guaranty program.

8.  No such default exists.



ATD 1240 (4-72)

9. FAA & 620(t). Has the country
severed diplomatic relations
with the United States? If 8o,
have they been resumed and have
new bilateral assistance agree-
nents been negotiated and
entered into since such re~
sanption?

10. FAA & 620(u). What is the
payment status of the country's
U.N. cbligations? If the
country is in arrears, were
such arrearages taken into
2ccount by the A.I.D., Admin-
istrator in determining the
current A.I.D., Operational
Year Budget?

Lt, FAA & 620(a). Does recipient
country furnish agsistance to
{uba or fail to take appro-
priate steps to prevent ships
cr aiveraft under its flag
Lron carrying cargoes to or
tfrem Cuba?

12, FAA & 620(b). 1If assistance
is to a government, has the
Secretary of State determined
that it is not controlled by
the international Communist
movement?

UNCLASSIFIED
ANNEX II
Page 6 of 17

9. El Salvador has consistently
maintained diplomatic relationsg
with the United States.

10. "E1 Salvador assessment rate

is .04Z of U.N. budget, For 1971
assessment was $71,488, for 1972
$81,216 and for 1973 $86,111. As of
April 30, 1973 GOES owed UN $74,979
for 1973 assesoment and $133,518 for
prior years. El Salvador will not be
subject FAA Sec. 620(u) in 1973 but
must be less than $167,327 in arrears
for prior years to avoid application
of Section in 1974." (State 100474

of 25 May 1973).

11. According to the best infoimstion
available, El Salvador complies fully
with these prohibitions against trade
with or assiustance to the present
government of Cuba and with permitting
ships or aircraft under ity regigtry
to carry proscribed items tc Cuba.

The Secretary of State has determined
that E1 Salvador is not controlled by
the Communist movement.



AID 1240-2

13.

15.

16,

FAA & 620(f).

(#-72)

Iy recipient
country a Communigt country?

FAA 8620(i). Is recipient

country in any way involved
in (a) subversion of, or
military aggression against,
the United States or any
country receiving U.S.
assistance, or (b) the plan-
ning of such subversion or
aggression?

FAA & 620(n). Does recipient

country furnish goods to
North Viet-Nam or permit
ships or aircraft under its
flag to carry cargoes to or
from North Viet-Nam?

FAA & 48l. Has the govern-
ment of racipieut country
tailed to take adequate
steps to prevent narcotic
drugs and other controlled
subatances (as defined by
the comprehensive Drug
Abuse Prevention and
Control Act of 1970)
produced or processed, in
whole or in part, in such
country, or transported
through such country, from
being sold illegally
wvithin the jurisdiction of
such country or their de-
vendents, or from entering
the U.S. unlawfully!

UNCLASSIFIED
ANNEX 11
Page 7 of 17

13. No.

l4. No.

15. El Salvador does not traffic
or knowingly permit trafficking
with North Viet Nam.

16. The Goverrment has taken such
measures as are within its capacity
to control narcotics traific ac.

is cooperating with U.S. efforcs 1o
eliminate production and trade in
narcotics.

UNCLASSIFIED






21,

22,

23.

24,

FAA & 611(a)(1l). Prior to
signing of loan will there be
(a) engineering, finamncial,
and other plans neceasary to
carry out the assistance and
(b) a reasonably firm estimate
of the cost to the United
States of the assistance?

FAA & 611(a)(2). 1If further
legislative action ig required
within recipient country, what
is basis for reasonable expec-
tation that such action will
be completed in time to permit
orderly accomplishment of pur-
poges of loan?

FAA & 611(e). 1If loan is for
Capital Aspistanrce, and ail
U.8, suesintance to project now
exceeds $1 million, has Mission

Divectoe certified the country's

capability effectively to main-
tein and utilize the project?

_______________ Information and
Zoaclusion on availability of
financing rfrom other free-world
gources, including private

gources within the United States.

UNCLASSIFIED

UNCLASSIFIED

ANNEX II
Page 9 of 17

2l. A reasonably firm estimate of
the cost to the U.S. of the proposed
assistance has been made. See Part
Four, IIT and IV and annexes III and
V for the Engineering and Financial
Plans.

22, Additional legislation is not
required.

23, Yes. See Director's Certi{ica-
tion in Annex I, Exhibit A.

24, As discussed in Part Three,
Section VI-E the IBRD, IDB and EX-IM

have expressed no intevest in financing

this project. Since concession:l
lending terms are required fer the

project other sources are not i...w: Lo

exist.






29,

30.

a1,

FAAG 28l(a). Describe extent to

which the loan will contribute to
the objective of assuring maximum
participation in the task of
economic development on the part
of the people of the country,
through the encouragement of
democratic, private, and loecal
governmental institutions.

FAA & 2815b2 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 institutional
development; and supports civic
education and training in skills
required for effestive partic-
imation in governmental and
political progesses eassential
to gself-government,

FAA & 601gal. Information and

conclusions whether loan will
cncourage efforts of the country
to: (a) increase the flow of
international trade; (b) Fostar

private initintive and competition;

(c) encourage development and use
of cooperatives, credit unions,
and gavings and loan agsociations;
(d) discourage monopolistic
practices; (e) imprpve technical

UNCLASSIFIED
ANNEX 11

Page 11 of 17

29. See 25 (e) above.

30. The project is designed to

assist small and medium sized

producers increase their incomes and

to allow lower food prices to consumers.

31. This loan will indirectly support
the efforts of the country to acsiut
the small and aedium size producers
increase their technical efficiency by
reducing market risk.

efficiency of industry, agriculture,

and commerce; and (f) strengthen
feee labor unions.

UNCLASSIFIED



32, FAA& 619. 1If assistance is for
newly independent countryd is it
furnished through multilateral
organizations or plans to the
maximum extent appropriate?

33. FAA & 251(h). Information and
vonclugsion on whether the
activity is consistent with the
findings and recommendations of
the Inter-American Committee
for the Alliance for Progress i
its annual review of hational
development activities,

34, TAA & 251(g). Informetion and
conclusion on use of loan to
a2sist in promoting the co-
operative movement in Latin
Amarica.

35, FAA & 209; & 251(b)(8).
Information and conclusion
whaether assistance will en-
courage regional development
programs, and contribute to
the economic and political
integration of Latin America.

Leus's Effect on U,S. and A.I.D,
Fiogram.

36, FAA & 251(b)(4); &102. TInform-
gtion and conclusion on possible
2ffects of loan on U.S. economy,
with special reference to areas
of substantial labor surplus,
and extent vo which U.S. com~
modities anu agsistance are
furnished in a manner consistent
with improving the U.S. balance
of payments position.

UNCLASSIFIED

ANNEX II
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32. El Salvador is not a newly
independent country,

33. The loan is consistent with the
findings and the recommendations of
the Inter American Committee for the
Alliance for Progress in its latest
annual review,

34, See 25 (e) above.

35. The project will encourege the
utilization by El Salvador of regional
credit facilities (through CABEI) once
established for the financing of
additional working capital needs for
the grain stabilization program. Sce
Part Threce, Section VI-A.

36. This project will have no adverse
effect on the U.S. economy. A sub-
stantial portion of the grain handling
and storage equipment and field equip-

ment to be procured under the loan will

be procured from the U.S,

UNCLASSIFIED



37.

33,

39,

FAA & 601(b). Information and
conclusion on how the loan will

encourage U.S. private trade and
investment abroad and how it will
encourage private U,S, participa-

tion in foreign assistance

programs (including use of private

trade channels and the services
of U.S. private enterprise).

FAA & 601(d). If a capital
project, are engincering and
professional services of U.S.
firms and their affliates
used to the maximum cxtent
consistent with the national
interest?

FAA & 6502, Information and
conclusion whether U.S. small
business wiii participate
equitnbly in the furnishing

of goode and services firanced
by th= loanr,

FAA & 62Q9(h). Will the loan
promote or asgsist the foreign
aid projects or activities of
the Cormunist~Bloc countries?

UNCLASSIFIED
ANNEX II

Page 13 of 17

37. The loan will finance the
procurement of sowe goods fivom U.S.
private sources, thereby encouraging
private U.S. participation.

38. This will be complied with.,

39. To the extent posiible, small
buainess notification in accorda.ce
with A.I.D. procedure will be
complied with.

40. No assistance under the Lcan
will promote any project or activity
of a Communist-Bloc country.

UNCLASSIFIED
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41. FAA & 621, If technical assist-
ance is financed by the loan,
information and .conclusion
whether such assistance will

be furnished to the fullest
extent practicable as goods

and professional and other
services from private enter-
prise on a contract basis. If
the facilities of other

Federal agencies will be utilized,
information and conclusion on
whether they are particularly
suitable, are not competitive
with private enterprise, and can
be made available without undue
interference with domestic
programs.

4%, FAA & 252(a). Total a2mount of
money under loan which is going
dizeurlv te private enterprise,
is going to intermeadiate cred1t
institutione or othex borrowers
for use by private entgrprlse,
is Leing used to finance im-
porte from private sources, or is
cthegwise being used to finance
procurements from private
jources,

Lean's Complipnce with Specific
ﬁ_gulrements.

“3. FAA & 201(d). Is interest rate
of loan at least 2% per annum
during grace period anc at
least 3% per annum thereafter?

FAA & 608(a;. Information on

measures to be taken to utilize
U.S. Governuent excess personal
property in lieu of the procure-
ment of new items.

gb,

UNCLASSIFIED
ANNEX II
PAGE 14 of 17

41. Technical assistance prov. ded
under the loan.to the fullest extent
practicable will utilize goods and
professional services from private
enterprise on a contractual basis.

It is not anticipated that loan funds
will finance the use of other Federal
agencies,

42. The entire loan will he so used.
U.S. $3.0 million of the loan wiil be
uged to procure goods and services
related to storage facility eXpansion
and relatcd technlcal assistance froa
private sources. US$3.5 million of
the loan will be used in the IRA com-
modity purchuse program to purchase
graine frem pvivate natiomal sources.

43. Yes.
44, The loan agreement will go
provide.

UNCLASSIFIED









56.

57,

58.

Lh
<

App. & 109. Compliance with

regulations on employment of [
and local persomiel for fundg
obligated after April 30, 196¢
(A.I.D. Regulation 7.

FAA & 636(i). Will any loan f

be used to finance purchase, 1
term lease, or exchange of mot
vehicle manufactured outside t
United States, or any guaranty
such a transaction?

App. & 501. wWill any loan fun

be used for publicity or propa-
ganda purposes withia the
United States not authorized by
the Congress?

FAA & 620(k). If construction
of productive enterprise, will
agareghte value of assiastance
to bve rurnished by the United
States exceed $100 million?

FAA & 612{d)., Does the United
Stutee own excess foreign
currency and,if so, vhat
wivasgeunent: have been mpde
for (ts relcase?

MMA & 901.b. Compliance with
requirement that at leagt 50
per centum of the groas ton-
nage vf commodities (computed
geparately for dry bulk
carrievs, dry cargo lirers,
and tankers) financed with
funds made aveilable under
this loan shall be transported
on privately owned U.S.~flag
commercial vegsels to the
extent that such vessels are
available at fair and reagon-
able rates,

UNCLASSIFIED

UNCLASSIFIED
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56. This will be complied with.

57. No non-US vehicles will
be procured.

58. No.
59. No.
60. No.
6l. Compliance will be

observed to the extent

that such vessels are avail-
able at fair and reasonable
rates.
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Instituto Regulador de Abastecimientos

Balance Sheets
1969 - 1972

(0008 of Dollars)

ASSETS

Year Ended December 31,

1969 1970 1971 1972

Cash
Grain Inventories
Letters of Credit

Deferred Operating Expenses

Land,Buildings and Equipmens:

Least Reoorve for Depn.

Other Assets

Total Assets

LIABILITIES AND EQUITY

Accounts Payable/Grain
Interest Payable
Payable to Central Bank
Payable to Treasury

Other Liabilities

Totel Liabilities

———-—..-—-—_--—__.

$ 600 $ 866 $ 503 352

3,176 1,736 3,898 3,159
387 205 145 145
303 . 299 169 170

2,224 2,255 2,388 2.452

(967) (L,067) <(1,171) (1,221)

466 871 544 4i

$6,189 $5,165  $6,476 $5,4?9

$1,727 $ 981 41,889 $ 104

692 767 2 9
3,998 3,835 2,747 3,491
- - - 140
167 229 177 159

$6,584 $5,812  $4,815 $3,903
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Instituto Regulador de Abastecimientos

Dalance Sheets

1969 - 1972

(000s of Dollars)

Year Ended December 31,

LIABILI1IES AND EQUITY (Cont.) 1969 1970 1971 1972
Capital ~ (Note 1)
Original and Donations 81,229 $1,229 $1,229 $1,229
Subsequent Construction 1,359 1,466 1,619 1,639
Reimburased Losses, 1960-70 - - 2,914 2,914
$2,588 $2,695  $5,762 $5,782
Accumulated Losses - (Note 1)
Reimbursable $(2,655) $(2,914) §(3,452) $(3,516)
Unreimbursable (328) (428) (649) (699)
Total Losses, 1960-70 $(2,983) $(3,342) $(4,101)  $(4,215)
Total Equity 8 (395 $ (647) $ 1,601 $ ,567
Total Liability and Equity $ 6,189 $ 5,165 § 6,476 § 5,470

NOTE (1) - Reimbursable losses are carried on the Ingstitute's books as a
receivable from GOES and not as an equity loss.

Losses prior

to 1960 were not restated for this presentation and as a
consequence capital and losses are understated by that total

amount.,
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Instituto Regulador de Abastecimientos
Profit/(Loss) Statements

1 - 1972
(oqoggg Dollars)

Year Ended December 31

1969 1970 1971 1972

Grain Sales $ 3,602 § 5,882 $ 3,531 52,182
Less: Cost of Sales 412 6 2,092

190 1 $ 3) § 90

Other

Storage, Drying, lodine $ 33 § 37 $ Lo s 26
Sacks 26 L7 7 21
inventory Gain/(Loss) (63) 105 92 (61)
Hlscellaneous 4 9 7 5

$ =~ § 198 5 1kt 3 (9)

Total Income $ 190 386 § 83 % B1
EXPENSE
Operations =
Salaries $ 381 9§ 380 $ 362 5 346
intorest 136 146 73 85
Paciing 269 133 53 30
Frelght and Transport 84 130 164 18
Maintenance 39 Lo 39 20
Treatment of Inventories 16 18 15 36
Rent 28 Lo 27 26
Utititles 20 20 22 17
Insurance 19 19 14 23
Speclial Export Expenses - 13 96 -
Advertising 5 18 2L i
Paper and Supplies 9 13 12 6
All Other Ly 60 100 19

$ 1,047 5 1,030 $ 1,000 § 637

Income/ (Loss)
Operations $ (857) §  (644) $ (918) § (556)
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Instituto Regulador de Abastecimientos'
Profit/(loss) Statements
1969 - 1972
(0008 of Dollars)
1969 1970 1971 1972
Administrative Expenses ~
Salaries $ 97 §$ 98 $ 96 $ 117
Depreciation 98 100 227(1) 50
Maintenance 11 11 10 13
Travel and Per Diem 11 10 9 3
Rent 9 9 9 9
Supplies 5 5 6 5
All Other 16 10 11 g
§ 247 § 243 $ 368 $ 205
Total Income/(Loss) $(1,104) $(887) $(1,286) $(761)

(1) Actual expense for 1971 was $104,000.
Remainder was prior years' write off.
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Table 1

| Salvador: alance of pa s =~ €nd of Year ~ 1967-1971
zUS E Mllllons’

A/
1967 1968 1969 1970 1971
8/
Exports of Goods & Services 230,7 238.0 226,6 256,2
8/

Imports of Goods & Services 265.9 261,3 259.4  267.0
Current Account Defliclit 35.2 23.3 32,8 10.8 30.0

*uhlic Sectar Financlng, Net 7.0 7.8 12.9 2,6

Disb. rsements (11.3) (11.9)  (17.1) ( 9.4)

Amortization y (4.3) (bL.1) (4, 2) (6.8
C

Other Capital, Net | 25,6 20,9 15,0 23,2

Changes in Net International

Ruserves (-: increase In
monetary sense) 2.6 ) 4,9 -15,0 0.0
D/

Net International Resaves 37.0 L2.4 37.4° 52,4 52,4

Source: IBRD (data dorlved:lfrogantral Reserve Bank IMF, and 1BRD
estimates)

A/ Data on comparable basis not available for 1971; source for aggregatc
flgures In Central Reserve Bank.

8/ Included international transfers

C/ includes private caplital, commercial banks, and 1970's SDR's
allocation of $4.,2 million

D/ Central Reserve Bank figure Is $il,b miliion; IBRD discountdd asysets
from 60 day forward dollar purchases from Internal sources.
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Table 2
El_Salvador; Merchandise Trade Trends - 1961-1971
2US $ Millions)
A/ PER CENT
YEAR EXPORTS %GDT IMPORTS DOMESTIC 7 SURPLUQ
_CONSUMPTION__ = DEFIc IT
1961 129,6 9.0 129,0 10,0 $ .6
1962 149,8 9.3 146, 6 10.6 f 3.2
1963 150,2 8.8 152.3 10,4 - 2,1
1961* 175.5 90‘* 191.8 12.1 "I6o,"
1965 130,0 9.5 202.5 11.9 ~12.§
1966 189,9 9.0 220.0 12,0 =311
Average Growth
1962 - 1967 12,9 15.8
1968 211,7 9.2 213,58 10.5 - 1.8
1969 202,1 8.5 209, 2 9.9 - 7.2
1970 229,1 9.0 213.6 9.4 / ;‘ls.g
1971 228,4 8.6  2u49,2 10, 6% -20.
Average Growth
1968 - 1971 5.3 6.3
Average Growth
1962 - 1971 9.9 12,0

A/ Source: Central Reserve Bank, Monthly Review
B/ Current Prices

C/ Domestic Consumption Estimated at 1970 proportion of GDP.
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Table 3
El Salvador; ' Central Government Expenditures-

Current and Capital By Sector
!1937-19715

(Exchange Rate: US $1.00: Colones ¢2,50)

Expenditures 1967 1968 1969 1970 1971
Current b 196.7 206,6 48,4 2244 285,9
befense (Totdl) 24,3 29,5 71.8 26,4 32.1
Agriculture 9,1 9.5 9.4 10,4 15.8
Education 58,7 60.7 65.8 69,0 a8.6
Hﬁalfh 31-5 35-8 35' 35.1 61.2
Transportation 8.5 8,6 20,2 20.6 20.6
Communication 2,2 2,2 12,1 18,0 13.3
interest® 9.6 10.2 13.6 15.0 16.3
Other Current 52.8 50,1 20. 1 34.9 28.0
Copitald 108,1 9%.7 04,3 123.0 180.2
Agricuiture 26,1 28,5 34,15 46,0 1,4
Education 3.7 4.9 5,3 L4 2,9
Health 105 ClS 1’07 5-0 5-5
Transportation 11,1 6.5 13.9 26.1 Ly, 0
Communication 1.9 k.5 3.9 7.8
industry and power 26,2 27.6 27.0 267 L1.7
Cther capital 39.5 24,8 4.4 10.9 16.9
Total joL.8 301,3 352.7 347.4 L66,1

Source: AID Data Book.

a, Budget estimates,

be Includes police elements of non-paramilitary

c, Estimated.

d. Includes the capital outlay of government enterprises not financed
by the central government as follows (millions of colones): 1967
16.1; 1968 - 21,0; 1969 - 30.1; 1970 - 11,6; 1971 - 32,2
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Yield Performance of Basic Grain ln'El Salvador
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El_Salvador Jauatemala  Mexico U.S
tons/Ha, ztons7ﬂa! Ztons?Ha) (tons/Ha)
Corn (1970) 1.76 1.04 1,20 4,50
Rice (paddy)(1970) 3.72 1.55 2,55 5.12
Beans (1970) 1.18 0.34 0.50 1.37
Sorghum (1970) 1,19 0.89 2,70 3.18

Performance of per Hectare Yields in El Salvador Based on [ndex

Corn  (1971/72)
Beans (1971/72)
Rice  (1971/72)
Sorghum(1971/72)

1966/67 = 100.

141,8
222,5
108.8
156.4

Source:

Various Reports and Surveys, Ministry of Agriculture,
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Average Size of Agricultural Farms in El Salvador
: Agricultural Year: 1970-71

Size of Farms Number of Farms Total Percent Average Size
(Ha.) Percent (Ha.) (Ha.)
Less than 1.0 132,907 48.78 70,568 4,82 0.530
i -~1.99 59,842 21.97 83,084 5.67 1.388
2 - 4,99 44,002 16.15 134,163 9.16 3,049
5-9.99 15,730 5.77 112,590 7.69 ,1.154
10 - 19.99 8,977 3.30 126.566 8.65 14,098
20 - 49,99 $,772 2.49 213,067 14.55 31.462
5 - 99,99 2,241 0.82 154,841 10.58 69.0°74
100 - 199,99 1,115 0.41 153,515 10.49 137.68:
00 ~ 496,99 "646 0.23 192,248 13.13 300,387
500 - 39,99 143 0,08 96,57  6.60 584.730
1000 - and more 65 0.02 126,670 8;65 1,948,786
TOTAL 272;432 100 1463,859 100 5.373

Source: Directorate General of Statistics and Census
III Agriculture and Cattle Cenaus, 1971.
Table 15,
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Table

.=— Monthly High ard Low Wholesale Prices for Basic Grainms,
San Salvador, 1958-59 through 1971-72

(In Dollars)
f Corn f Sorghum f Black Bean é Rice
Year ) - - - - - : ; - : : :

High Low Diff.; High Low Diff.; High Low . Diff.: High . Low . Diff.
1958-59 5.60 4.44 1.16 4.70 2.62 2.08 11.11 9.25 1.86 11.09 8.66 2.43
1959-60 5.00 3.10 .90 2.27 1.48 0.79 6.33 7.02 2,31 9.06 7.67 1.39
1960-61 4.58 2.47 2.11 3.67 1.86 1.81 10.34 7.92 2.42 10.05 7.70 2.35
1961-62 4.64 3.39 1.25 3.36 2.77 0.59 10.84 . 7.39 3.45 11.86 $8.23 3.63
1962-63 4.27 3.20 1.07 3.32 2.96 0.36 9.27 7.07 2.20 10.50 8.40 2.10
1963- 64 4.66 3.05 1.6 5.04 3.04 2.00 10.98 7.87 3.11 1G6.41 9.00 1.41
1964 0% L.70 3.80 0.90 4,51 3.35 0.96 10.04 8.15 1.8¢ 106.75 8.64 2.11
186%--56 1.90 3.16 0.7/ 3.74 2.58 0.66 9,34 7.23 2.11 12.14 9.00 3.14
1066-567 4L 9QF 2.92 2.06 4 .65 2.24 2.41 12.47 6.56 5.91 1¢ 4L ¢.72 1.69
i967--68 L.el 3.9% 0.9y 4.33 3.12 1.21 12.66 8.57 4.09 9,82 8.70 1.12
1965-59 &, 02 3.35 0.67 3.00 2.54 0.36 1i1.16 8.60 2.56 9.04 7.99 1.05
1962-70 5.00 3.13 1.87 4.20 2.42 1.78 16.40 9.66 6.74 11.60 7.60 4.00
1970-71 3.90 3.10 0.80 3.10 2.80 0.30 13.20 8.52 4.68 10.60 8.30 2.30
1971-72 3.82 2.63 1.19 4.08 2.26 1.82 12.40 8.42 3.98 8.75 7.81 0.9
Weighted
Average
Difference n.a. n.a 1.23 n.a. n.a. 1.21 n.a. n.a. 3.70 n.a. n.a. 1.88
Source: Statistical Section of the MAG.

T 30 1T e8eq
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Eq. 30 By = 13.72 - 7.29005 + 3.440Q, + 2.52Y - 0.45q,
R? = .283 5.E. = 1.215
Eq. 152 Py = 7.97 - 0892Qy, + 8.413Y - 2,281,
R? - .532 S.E. = .866
Eq. 156 Py = B.886 ~ ,255Qyce + 258Qp, - 2.406Qup + 2.852Y

' R® = .693 S.E. = .795

2/ Additional symbols in these equations, not defined previously:

Py = price of corn, ¢ per quintal, wholesale, Plaza de San Salvador
average of twelve months September through August.

Qu = Apparent consunption of corn, quintales per capita

Qg = Apparent consumption of serghum, quintales per capita
Qp = Apparent congumpt 'on ol rice, quintales per capita

Qp = Apparent consumption of beans, quintsles per capita
%ce = Mot foreign trade in corn, quintains per cepita

= Wheat imports, quintales per capita

QTr

MP = Quantity of corn produced, quintales per capita

Y = National income per capita, ¢1,000 (i.e., €593 = .593)

UNCLASSIFIED
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Selection of Si*es and Capacity Determination

The methodology used in asite selection and capacity determina-
tion has been outlined in Part IV. The following is a department
by department (and inter~department) analyeis to determine the need
for IRA storage facilities and the capacities required. The depart-
ments are listed in alphabetical order for easy reference, but it
must be realized that several departments often form economically
related zones, For example, the four eastern departments of San
Miguel, Usulutdn, Morazén, and La Unién all lie east of the Lempa
River. The city of San Miguel is a major distributing center for
nuch of the zone. Therefore, any facility located in San Miguel
will affect all departments, not just San Miguel. The same is
true of Santa Ana in the western part of the country

AHUACHAPAN

The Department in divided into two malin-zones with.respect to
grain production: The municipios of Suh'Francibco N éndez and
Jujutla, which lie along the Pacific coast, and tnose of Ahuachapar.,
Atiquizaya and San Lorenzo jin the northern part of the country. The
remaining municipic. are mainly located in the mountainous, coffee
rowing aresa,  Benarse of the mountainous: urea dividing the two
zones, they have to he considered separately from a marketing noirt
of view. The two coastal municipios have their main areas cf c omm ~
nication with Guatemala to the wesl and with Acajutla and Sonsonate
to the east. The northern municipios have communication with Guatemala
and with the City of Santa Ana.

Consumptron (M.T,)

uraia « Est. Prod. Est. amoant on-
in 1971 tering cowaers;al
~ M.T. .Urban Rural Total _Balauce channels M.C.wd
Matz 25,3133 3391 19518 22,909  +2424 21,800
Maicille 7,866 - 1966 1,966  +5900 5,900
Arroz (en granza) 6,638 579 1611 2,490  +4148 6,300
Frijoles 3,592 o~ - 2,572 +1020 3,300
Total 43,429 4631 25306 29,937 13497 37,300

* Grains will be referred to by their Spanish names: Mafg (Corn),
HMaicillo, (Sorghum), Arroz (Rice), and Frijel (beans). All
references to arroz (rice) is in terms of arroz en granza (Paddy
rice),

** That amount of totah production which is not consumed on the farm
(as human or animal food or for seed)
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Production GQ %1972/73 crop was
Grain 1972/73 Normal Year of normal
Maiz 9588 13928 69
Maicillo 1962 4007 49
Arroz 1211 3874 k)|
Frijol 2183 3023 72
Total 14944 24832 60

Recommendation

The northern part of the Department of Ahuachapln is deficient
in maiz production. However, an estimated 11,000 M.T. of this
grain moves into commercial channels, as does approximately 3000 M.T.
of maicillo, 5000 M.T. of arroz and 3000 M.T. of frijoles. Therefore,
it ig felt that IRA can play a role bare in price stabilization and
grain conservation. A facility of 1520 M.T. is recommended for the
Al.eechapBn area. '

Grains from the southern area of the Department, would flow along
the Carretera del Litoral to a storage facility to be located at the
Juaction of CA 12 and CA 2. This facility will be 12 km. from
{~ngonate and would also serve the municipios of Acajutla and Sonsonate.
(see gection on the Department of Sonsonate). It could serve as a
veceiving center for some of the grains being imported thoough the Port
uf Acajutla,

CABARAS

The Department of Cabatfias is a fairly important producer of
reveals and beans. It has good roads to Ilobasco and to Sensuntepeque
»once the remainder of the road is paved).

Consumption (M.T.) Est, amount en-
Est. Prod. tering cowmerci:l
Grain in 1971 M.T, Urban Rural Total Balance channels

vafz 17,598 2,137 16,631 18,768 - 1,170 10,200 M, T.
Maicillo 13,795 —- 7,585 7,585 + 6,210 7,600
Arroz

(nranza) . 2,147 240 967 1,207 + 940 1,900
Frijol 3,839 306 1,503 1,809 + 2,030 2,300

Total 37,379 2,683 26,686 29,369 + 8,010 22,000
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Mafz. The Department is deficit in the production of mafz although
the municipios of Victoria and Villa Dolores produce surpluses.
These move to Sensuntepeque and to Ilobasco. Approximately 10,000
M.T. of mafz enter commercial channels and most of this probably
atays within the Department.

Maicillo. Cabafas produces, a considerable surplus of maicillo.

The Department also produces a large number of hogs which are fed
principally on maicillo, Approximately 20,000 head of hogs move
through the Sensuntepeque market eabh year. (These consume an
egstimated 5600 M.T. of maicillo). The maicillo that is not consumed
within the Department muves to San Salvador to be used in poultry
feeds,

Arroz. The Department produces a surplus of arroz. Since there

are no rice mills in the Department, almost 2000 M.T, must move
towarde San Vicente or to San Salvador for milling. About 1200 M,T.
c: this arroz moves back to the Department as arroz oro (milled rice).

Frijol. Approximately 2000 M.T. of frijoles ar e produced in excess
of consumption. One municipio, Victoria, accounts for 65% of the
surplus. These frijoles move to Sensuntepeque and then to other areas.

Storage. The 64 farmers studied had considerable on-farm storage that

«ag ofi relatively high quality.
No. of Total Average

No. of farms %4 of farms Storage cap. cap.
Type of Btorage with fac. with fac. Units Q. QQ/farm.
Granero 54 84 183 4614 85
Bodega 5 6 5 1250 250
Trojes 21 33 30 2104 100
Gcher 28 b4 102 922 33
Total 8890

The total storage capacity was almost enough to store a crop
the gize of the one in 1972/73, but only half enough to store a normal

crop.



UNCLASSTFIED

ANNEX 1V
Exhibit }
Page 5 of 31
4
Production (QQ) 1972/73 was
Grain - 1972773 Normal Year = of normal
Mafz 4484 7940 56
Maicillo 2549 3999 65
Arroz 2275 4165 55
Frijol 408 1210 34
Total 9716 17315 56

Recommendation

Approximately 9000 M.T. of grains in the munieipios of
Sensuntepeque, Victoria and Villa Dolores move into commercial
channels., Surplus grains from thcse municipios (approximately
7000 M.T,) must move through the town of Sensuntepeque enroute to other
areas. Grains from the western part of the Department flow into
Ilobasco and on towards San Salvador.

Because of the amounts of surplus grains groduced in the
mnicipics of Victoria, Villa Dolores and Sensuntepeque, a storage
facility should be placed at Sensuntepeque. This facility should
have a capacity of 2150 M.T. Two of the silos will be devoted to frijolias
(red and black) but can be used for mafz and arroz if needed.

A facility of this size will enable IRA to handle 17 percent
of the mafz, maicillo and arroz moving into commercial channels in
the castern area of the Departwment and about half of the frijuies.

CHALATENANGO

The Department of Chalatenango stretches some 75 kms. along
the northern border of El Salvador. 1Its southern border is the
Rio Lempa which divides it from five other departments. The border
with Honduras is very mountainous and most grain in this region is
for local consumption. The major producing area lies west of the
@roncal del Norte in the triangle of Nueva Concepcién, Agua Caliente
and Tejutla. Approximately 21,000 M.T. of surplus grains are
produced in the Department. A substantial portion of the municipios
of El Paraigo, Potonico, San Francisco Lempa and San Luis del Carmen,
as well as the municipio of Suchitoto in the Department of Cuscatlén,
will be inundated by the Cerron Grande project.

UNCLASSIFIED
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Consumption (M.T.) Estimated amount
Est. Prod. Balance entering commercial

Grain 1971 M.T. Urban Rural Tctal M.T. channels M.T.
Maiz 37,569 4,831 20,504 285335 + 12,334 25,500
Maicillo 12,522 -~ 6,261 6,261 + 6,261 6,300
Arroz (granza) 3,452 661 1,372 2,033 + 1,419 3,200
frijol 9,941 523 1,373 1,896 + 1,045 1,600
Total 56,484 6,015 29,510 35,525 +21,059 36,600

Mafz, Almost 4C percent of the maiz moving into commercial channels
comes from the western part of the Department., The central area that
lies between the City of Chalatenango and the Troncal del Norte produ
about one-fourth of the grains moving into commercial channels. The
mountainous regions to the north and to the east produce mainly for
trade within the area.

Maicillo. The grain is moduced throughout the Department and an
eptimated half of it is consumed on the farm on which it was produced

Arrxoz. The Department produces more arroz than it consumes. The
major pivducing areas are in Nueva Concepcifn-Agua Caliente-La Reina
the municipio of Chalatenango.

Frijol. As with the other grains, the Department produces more
rrijoles :han it consumes, Most of the surplus production comes from
the Nueva Concepcifn-La Reina area.

Storage, The 191 farmers interviewed had an average of 108 QQ of
storage space on the farm. The majority of this was in graneros.

. No. of Total
Type of No. of farms Z of farms storage cap QQ. Average cap.

Storage with fac. with fac. Units QQ./farm
Cranero 157 82 593 14,351 91
Bodega 13 7 14 1,970 152
Trojes 14 7 16 687 49
Others 42 22 42 3,565 82
Total 20,573

The storage space available was only enough to store about
two-thirds of a crop the size of the one in 1972/73 and about 38
percent of a normal year crop.
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% 1972/73 Crop

Grain 1972[73' ‘Normal Year was of normal
Maiz 19,427 34,233 57
Maicillo 6,595 9,254 71
Arroz 5,475 9,486 o8
Frijol 762 1,241 ’ 61
Total 32,259 54,214 59
Recommendation

The Department of Chalatenango presents a somewhat difficult
problem in the proper location of grain storage facilities. An
important production area lias to the west of the Troncal Norte,
with the canter being the town of Nueva Concepcién, 16 km. from tne
highway. Another important area ljes between the city of Chalate-
nango and the Troncal del Norte. A case could be made for putting
two storage facilities in the Department: one at Nueva Concepcidn
and one between the Troncsl del Norte and the city of Chalatenango.
However, since grains from both these areas must flow towards :the
Troncel del Norta, °t appears mcre legical to pul one larger facility
at a point where the grains moving from both areas converge. This
appears to be in the vicinity of San Jos&€ Las Cafas. Therefore, a
2150 M.T. storage facility is recommended for this area, with buying
gstations to be located in Nueva Concepcifn, Agua Caliente and Dulce
Nombre de Maria.

CUSCATLAN

The Department lies next to the Department of San Salvador and
the entire southern portion is within 25 lm. from the IRA plant at
San Martin, Actually, the San Martin plant now serves as a receiving
station for the entire Department since a good road exists from

Suchitoto direct to San Martin, a distance of 33 km,
Eat. amount entering

Balance commercial chaannels

Grain 1971 M.T. Urban Rural Total M.T. M.T.

MaSz 22,963 4,081 17,652 21,743 + 1,220 17,200
Maicillo 3,299 - 1,317 1,317 + 1,982 2,000
Arroz (granzal,073 584 1,253 1,837 + 1,236 2,800
Frijol 1,833 459 1,283 1,712 + 121 900
Total 31,168 5,134 21,475 26,609 + 4,559 22,900
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LA PAZ

La Paz is an important producer of cereals. A considerable
portion of the area to the north is rather rough and broken and
devoted mainly to subsistencc production. The largest production
comes from those municipios that lie along the Carretera del
Litoral and which extend towards the ocean. This is also an
important area for cotton.

Est. amount

Est. Prod. Congsumption (M.T.) entering com-
CGrain 1971 M.T. Urban Rural Total Balance mercial channels
Maiz 24,920 4,497 17,327 21,824 + 3,096 20,000
Maicillo 3,845 - 1,347 1,347 + 2,498 2,50¢
Arroz (granza) 8,102 732 1,422 2,154 + 5,948 7,900
Frijol 2,755 575 1,422 1,997 4+ 758 1,800
Total 39,622 5,804 21,518 27,322 +12,300 32,200

Mas=. The municipios of Zacate¢oluca, San Pedro Masahnat and Santiago
Nonualco produce two-thirds of the mafz and arroz, A good amount of
these cereals are produced by large land owners. Most of that not
‘cousumed in the Department flows into San Salvador. An estimated

?0,000 M.T. enter commercial channels.

Maicillo. The Department is not a large producex of maicille
(approximately 4000 M.T.)., About 2,500 M.T. move into commerci.t
chaunels,

Arroz. The municipio of Zacatecoluca accounts for almost half of

the arroz grown in the Department. A large part of this is produced

on one farm that produces rice for seed as well ag for human consumptic:
{t is not known how much of this production goes for seed and how much
for consumption, It ig thought, however, that the Department as a
whole is welf-gsufficient. Probably 4000 M.T. must 80 to rice millers
Yor processing. One of the largest processors is located between
Rosario de la Paz and Comalapa. Scme rice goes to the IRA plant in
Usulutin,

Frijoles. The major frijol area lies in the northerm part of the
Denartment in the low hills that border Lake Ilopango. The natural
tlow from this area is towards Cojutepeque and towards San Salvador
via Santo Tomas. Approximately 800 M.T. are surplus in the Department
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and practically all of these go to San Salvador.

Storage. As in other Departments, the 71 farmers studied had
congiderable on-farm storage and a sizeable proportion of the
capacity was of the better type.

Type of No. of farms X of farms No. of stor- Total Average cap.
Storage with fac. = with fac. age units cap.QQ QQ/farm
Granero 28 61 96 7154 255
Bodega 4 7 4 780 195

Trojes 29 50 48 3040 105
Others 39 67 352 1449 37

Total 12,423 B

The available storage was sufficient for a crop the size of
1972/73, but only half enough for a normal year.

Production (QQ)

Z 1972/73 was

Grain 1972/73 Normal Year of normal
Maiz 7626 17,501 44
Maicillo 2333 4,499 52
Arroz 1,188 2,026 59
Frijol 146 295 49
Total 11,293 24,321 46
Recommendation

The southern part of the Department, including the municipio
of Tecoluca of the Department of San Vicente, produces approximately
25,000 M.T. of grains that move into commercial channels. Almost
10,000 M.T. of these are surplus to the needs of the Department.
The municipios in the northern part of the Department are relatively
omadl producers of grains, although they are surplus producers of
frijoles. Most of these latter move towards San Saivador via Santo
Tomé@s or Cojutepeque.

There are three large rice millers located in the Department
and these have considerable storage facilities. However, it is
likely that an IRA sto{agé facility located in Zacatecoluca would
handle as much as 1600 M.T. annually. Much of this would be rice
that originally went to Usuldtffin or to San Martfn,
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A grain storage facility of 2150 M.T. should be located at
Zacatecoluca. This would handle mafz and arroz and would serve bhe
southern halves of the Departments of La Paz and San Vicente and
the western part of the Department of Usulutén.

LA UNION

The Department can be divided into two areas with respect to
zones of market influence. The northern area, which lies above the
Ruta Militar, is basically a surplus* area for grains and most of
this flows toward Santa Rosa de Lima as does the surplus from the
northern part of the southern area. The gouthern part of the
Department is essentially a deficit area and grains move towards
La Uni8n and San Miguel,

Est. Consumption (M.T.)
1971 Est. amount enter-
Produc. ing commercial
Grain (M.T.p) Urban Rurul Total Balance channels M.T.
Mafz 32,483 4,418 23,139 27,557 + 4,926 18,000
Hacillo 21,181 -— 8,471 8,471 +12,710 13,000
Arroz (granza 2,160 720 1,899 2,619 -~ 459 1,700
Frijol 855 462 1,554 2,016 - 1,161 500
Total 56,679 5,600 35,063 40,663 +16,016 23,200

Maiz. The production of mafz shows an overall balance of 5000 M.T.
HMost of this flows toward San Miguel where a deficit exfdss

and also towards Santa Rosa de Lima which is the largest trading
center in the northern part of the Department, The Ciiy of La Unién
consumes about 10% of the' total production of msfz o the Depariment.

Because of the nearness of San Miguel and Usulut@n to produciug
areas in the southern part of the Department, the flow of any surplus
grains is toward these centers. There is insufficient eucpius production
to establish a storage center in the muthern area.

In the northern half of the Department there exists considerable
surplus production. The natural flow of this production is towards

San Miguel and Santa Roga de Lima. Santa Rosa de Limn is an assembly
i

* This is based on the 1961 and 1971 Census. It should be ucted that

the Survey Team did not find a large surplus. Knowledgeaole local
people in the area claim grains are produced mainly fc~ home consumption.
The revised 1971 Census, due in June, 1973, needs to be checked

closely.
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point and the grain ultimately flows towards San Miguel or into
the Department of Morazan. About 4000 M.T. of this surplus maiz
would pass through Santa Rosa de Lima enroute the other areas.
It is likely that IRA could count on handling up to 1000 M,T. at
Santa Rosa de Lima if its prices and conditions of purchase were
attractive,

Maicillo. Of the 21,000 M.T. of maicillo produced in the Department,
8500 M.T. is consumed on the farms where it is produced. The
remainder moves into commercial channels. Given the large volume

of commercial production, it is likely that 50% or more moves out

of the Department.

Arroz. There is a deficit in arroz production, amounting to
approximately 450 M,T. in granza (about 270 M.T, in oro). There are
no rice millers in the Department and an 80% of the production
moves to San Miguel for processing. There does not appear to be

any place for IRA to act with respect to arroz. Approximately 270
M.T. of arroz oro must be brought in from outside areas.

Frijol. Consumption of frijoles is more than double the production.
Approximately 1100 M.T. must be imported to satisf{y the need of the
Department., IRA would likely import beans for distribution in the area.
One could estimate that IRA would handle up to 500 M.T. per year.

These could be handled through an IRA facility located in San Miguel
with about half being distributed through its facility at Santa Rosa

de Lima with the rest being sold to traders in the southern half of

the Department.

Storage. As in the otﬁe; Departmenty farmers have varying types of
storage facilities. The 64 farmers interviewed had an average on-

farm storage capacity of 85 QQ.

Type of No. of farms 7% of farms No. of stor- Total Average cap.

Storage with fac. with fac. age units cap.QQ QQ/farm.
Graneros 18 28 45 1730 96
Bodegas 1 1 1 200 200
Trojes 38 59 52 3270 86
Others 21 33 127 262 12
Total 5462

The type and amount of storage on farms is ddadequate for a
normal year crop and considerable quamtities of grain must move to
places where storage is available,
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Production (QQ) % 1972/73 was of
Grain 1972/73 Normal Year normal
Maiz 2,899 9,515 30
Maicillo 2,767 7,218 38
Arroz 285 1,058 27
Frijol "9 19 47
5,960 17,810 33
Recommendation

IRA could play an important role in the marketing of grains
in this area by establishing a gtorage facility at Santa Rosa de
Lima. Since road communication with the northern and southern zones
are good, the influence of this facility would be felt over a wide
area, A facility capable of handling and storing 1520 T.M. should
be established and plans made to expand tu 2150 M.T. as the need
increases. No facility is needed for the southern part of the
Department.,

MORAZAN

According to our calculations, there is a shortage of all
cereuls except maicillo in this Department., The balance, using
1971 Census data is as follows:

Est. Est. amount en-
1971 tering commercial
Gruin Prod. M.T., Urban Rural Total Balance channels M.T,
Mafz 15,925 2,376 16,447 18,823 - 2,898 5,000
Maicillo 11,150 - 7,806 7,806 + 3,344 3,300
Arroz (granza) 651 403 1,387 1,790 - 1,139 300
Frijol 1,117 320 1,388 1,708 - 591 200
Total 28,843 3,099 27,028 130,127 - 1,284 8,800
Mafz. The :' cfall of 3000 M.T. is probably met by imports from
neighboring artments, primarily La Unién which shows a surplus of

5000 M.T.

Maicillo. When one deducts on-farm consumption of maicillo, there is
a balance of 3344 M.T. That moves into commercial channels. Since
maicillc is used as a food item in this part of the country, a good
part of this could be purchased to offset the shortage of mafz. In
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The Department of MOrazln is basically a deficit area for all
gueains. Most of the production is for home or local use although
some of the surplus in the western part of the Department could
conceivably move into the dﬁpeltique area for reghipment to San
Miguel, More likely, the small surplus existing in some municipios
would move towards San Francisco Gotera, Ocicalf, Cacaopera and
other deficit areas.

Recommendation

Some communications exists betwcen the northern municipios and
Ciudad Barrios and any IRA installation here would influence prices
in the northern part of the Department. A facility at Chapeltique
and/or San Miguel would influence the western and southern parts of
the Department,

There does not appear to be any justification for putting an
IRA buying stetion in Morazan at this time. San Francisco Gotera
is only about 30 km. from San Miguel and merchants from San Fraacisco
Gotera buy maiz, maicillo, arroz and frijoles for distribution through-
out the deficit areas. A new all-weather road is being built which
will connect San Francisco Gotera with Perquin in the northern-most
part of the Department. This should aid in the development of the
area and if grain production increases to the point where sizeable
surpluses exist, IRA could consider locating a facility somewhere
north of San Francisco Gotera.

SAN MIGUEI

The Department of San Miguel is & surplus producer of raiz and
maicillo but has a deficit production of arroz and frijoles

Est. Congumption (M.T.) Fst. amount en-
1971 tering commer9
Grain Prod. M.T. Urban Rural Total Balance cial channels
Maiz 44,929 7,751 27,557 35,308 + 10,621 32,000 M. T.
Maicillo 21,284 - 10,642 10,642 + 10,642 10,000
Arroz (granza) 2,382 2,232 2,121 4,353 - 1,971 2,000
Frijol 1,991 1,147 2,332 3,479 - 1,488 600
Total 71,586 11,130 42,652 53,782 + 17,804 44,600

UNCLASSIFIED



UNCLASSIFIED
ANNEX IV
Exhibit I
Page 18 of31

MaSz. The municipio of San Miguel is the largest producer of maiz
in the Department (9100 M.T.) but is in a deficit' position because
of the large urban population consisting mainly of the city of

San Miguel. However, the municipios of Moncagua, Chapeltique,
Lolotique, Quelepa and Sesori, which lie to the northwest, are all
surplus producers and this grain moves to San Miguel., Grain from
the extreme northern area above Ciudad Barrios also eventually
moves towards San Miguel. The municipio of Chirilagua in the
south sends grains toward San Miguel and to La Unidn. El Trénsito
and San Rafael Oriente both have Usulutdn as their natural market.

The large concentration of surplus production in the northern
part of the Department indicates that IRA could play a role here.
Surplus production from Nueva Edén de San Juan, San Gerardo, San
Luis de la Reina, Carolina aund San Antonio del MBsco passes through
Ciudad Barrios, through the town of Chapeltique and on to San Miguel.
The surplus production in the municipios of Sesori and Chapeltique
algo go to and through Chapeltique to San Miguel. Altogether, over
7000 M.T. of maiz would have to flow through Chapeltique enroute to
San Miguel and to other markets. The roads into the northern and
northwestern parts of the Department are faifly good as far as
Ciudad Barrios and to Sesori.

Maicillo, A similar situation existy for maicillo. Approximately
3000 M.T. of maicillo must move from the extreme northern part of
the Department b6 San Miguel and other murkets, especially those in
the Department of Morazén. Another 2000 M.T. of surplus maicillo
must move from the Sesori/Chapeltique areas.

Arroz. The major shortege of arvo: exists in the municipio de San
Miguel which accounts for two-thirds of the shortfall of 2000 M.T.

in the Department. The other municipios, while mainly deficit, do
not have a large trade in arvoz. The exception is Chinameca, a
coffee area, which hros a deficit of approximately 230 M.T. Any trade
in arroz will have to use San Miguel as a base. Approximatcly 3500
M.T. of arroz ovo passes through San Miguel for distribution ~to the
Departments of San Miguel, Morazin and La Unidn.

Frijol. The Department has an overall shorttall of 1500 M.T. Only
the municipios of Chirilagua and San Jorge have any sizeable surplus
production. San Jorge is oriented toward Usulutdn while Chirilagua
gends it surplus to La Unidén and San Miguel. The €ity of San Miguel
would probably act as a diatribution point for 4000 MT of frijoles
per year,
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Storage. Farmers in the survey had considerable storage capacity
although this was of variable quality. The type and capacity
reported by the 101 farmers interviewed is shown below:

Average
Type of No. of farms % of farms No. of Stor- capacity
storage with fac. with fac. age units Total cap.QQ QQ/farm

Granero 42 111 3,832 91
Bodega 12 12 2,655 221
Trojes 38 64 3,362 83
Other 31 552 1,588 51
Total 11,347

Taking all of the above into consideration, the 101 farmers studied
had more than enough storage for the 1972/73 crop ( a very poor one),
but only a little more than half enough to sture the cwop of a normal
year. However, as one knows, any grain that is not sold impediately
is stored in some fashion. And in the case of maiz and maicillo, the
harvests do not coincide, so that maiz could be stored 3-4 months to
be followed by macillo. Practically all of the arroz is sold, although
not necessarily immediately. Therefore, there may be a need for some
storage. Relatively few frijoles are produced in the eastern part of
the country and these are probably stored in sacks within a room or a
bodega.

£1972/73 was

Grain 1972/73 Normal Year of normal
Maiz 6237 13,770 45
Maicillo 2,360 5,533 43
Arroz (granza) 1,318 | 4,225 31
Frijol 67 208 32
Total 9,982 23,736 42

It is assumed that those who buy grains for their own use have
some type of storage space for them. liowever, it is likely to be
rudimentary and subject to attack by insects and rodents. In the
case of urban populations, wafz, in particular, is bought by wholesalers
at or soon after harvest, stored, and later sold to retailers and
tortilla molinos., These wholesalers nowrmally store the grain in
sacks in bodegas within the towns. Yhey may also use the facilities
of the Banco Hipotecario in the City ol San Miguel,

San Miguel probably hasg faicly lc. .o amountg of private storage
for mafz, 1In addition, the Banco Hipotccario hag capacity for 8000 M.T,

UNCLASSIFIED



UNCLASSIFIED
ANNEX 1V
Exhibit I
Page 20 of 31

in metal silos.

An estimated 32,000 M.T. of maiz enters commercial channels.
However, a large percentage of this s intra-municipio trade, i.e.,
it is sold to non-maiz producers in the municipio, both those
living on farms and those liviug in towns and cities. About 10,000
M.T. of maicillo, 2000 M.T. of srroz snd 600 M.T. of frijoles
enter commercial channels. Most of the arroz must go to the city
of San Miguel for milling because th: only rice mills in the
Department are located there.

The Department wust importv some 1700 M,T. of arroz oro and
1500 M.T. of frijoles for itu own use. Probably another 2000 M.T.
of arroz oro pass through the city of San Mipuel enroute to Morazin
and La Unién, and 2500 M.T. of frijoles al o pass through., Tf the
Eity of San Miguel served as the seorage point for all of these
grains, it would probably need 2t lenst 20,000 M.T. for the maiz
and maicillo and another 1000 M.T. storage space to have a two
month's supply of arroz und {rijoles on hand for distribution. The
8000 M.T. capacity owned by the Banco [lipotecarisc can handle 40%
of the needs of the maiz und maicilio.

Recommendation

This raises the question of IRA putting a large facility in
the city of San Miguel. A swall distribution facility could probably
be justified on the basig that IRA needs to have a distribution point
in the city as part of its program of price stabilization, especially
with respect to arroz and frijolez. One of the major policies of
IRA is to bring its facilitiecs cloger t¢ the points of production.
Ingofar as the Department of Sen Miguel ia concerned, IRA has several
alternatives., Tt can establish grain sterage facilities in or near
the city of San Miguel and use these tor receiving and distributing
graing. However, these facilitics do not need to be extensive
becauge, as has already been pointed out, there already exist large
storage facilities in San Miguel.

The first choice would be to put a 1520% M.T. facility in or
near to Ciudad Berrios. This unit would serve the entire northern
part of the Department. A facility of this size would handle 38%
of the surplus maiz moving from the area, or 22% of the production
moving into commercial channels. A second facility of 1520 M.T.

%1260 M.T. in silos and 260 M.T. in warechouse space
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Arroz. The Department is a surplus producer of thig grain. lowever,
aumost the entire production moves into commercial channels where it
is milled,

Frijoles. Although San Vicente produced a large quantity of
frijoles (1,800 M.T.) it is still short about 700 M.T. in meeting it
needs. Most of these flow down from Cabafias which produces a surplu:

Storage. The 58 farmers interviewed had a total of 7,033 qq. of
storage space on the farm, of which almost half was in graneros.

Type of No. of farms % of farms No. of stor- Total Average
Storage with fac. with fac. age units cap. QQ QQ/farm
Graneros 39 67 111 3,259 84
Bodegas - - - - -
Trojes 27 47 46 3,356 124
Other 16 28 166 418 26
Total 7,033

This amount of farm storage was sufficient to stoie about 67
percent of the grains produced during 1972/73, bat was enly sufficien
to store 46 percent of the crop during a normal year.

Production QQ % 1972/73 Crop
Grain 1972/73 Normal Year wag of normal
Mafz 7,271 10,593 69
Maicillo 533 769 69
Arroz 1,615 2,341 69
Frijol 1,127 . 1,62§_~_ 69
Total 10,546 15,332 69
Recommendation

Grains produced in the sourthern part of the Department flow
towards Zacatecoluca where IRA will have a grain storage facility.
Those produced in the northern part of the Department flow along
the Carretera Panamericana to San Mart$n (41 km. from San Vicente),
It is recommended that a grain storage facility of 1520 M.T. be
constructed north of San Vicente near to the Carretera Panamericana
(perhaps near San Esteban Catarina). This unit can be expanded to
2150 M.T. as the need arises. This will enable IRA to handle
about 12 percent of all the graing moving into commercial channels
in this area.
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SANTA ANA

The Department of Santa Ana is & large producer of grains, It
has the major consuming center, the city of Santa Ana, which serves
as the main distributin center for the Departments of Santa Ana,
Ahuachapin, and parts of Sonsonate and La Libertad.

Est. 1971 Est. amount en-
Production Conaumption (M.T.) tering commercial
Grain (M.T.) Urban Rural Total Balance channels (M.T.)
Mafz 42,925 10,378 30,089 40,467 + 2,458 36,000
Maicillo 4,999 -— 2,500 2,500 4+ 2,499 2,500
Arroz(granza) 4,050 3,030 2,136 1,166 - 1,116 3,800
Frijol 8,628 2,275 2,718 4,993 + 3,635 6,900
Total 60,602 15,683 37,443 53,125 + 7,677 49,200

Mafz. The municipio of Santa Ana produces large quantities of maiz
but because of the influence of the citv of Santa Ana (pop. approx.
90,000), the municipio is short somc 8,000 i.T. of its needs.
However, the municipios of Metapéin, Texistipeque, and Santa Rosa
Guachipilin are surplus producers and send about 8,500 M.T. to
Santa Ana. El Porvenir produces some 2,200 M.T. of maiz and this
goes to nearby Chalchuapa which hae a deficit of the same amount.

Maicillo. This grain is relatively unimportant ir the Department and
most of the 2,500 M.T. that move into ~oumercial channels is purchased
by local feed mills to be used mainiv for poultry and dairy feeds.

Arroz. About 3,800 M.T. of arroz move into commercial channels,
principally to the rice mills located in Chalchuapa and Santa Ana.
The Department as a whole is short about 1,100 M.T. of arroz én
granza and this comes mainly from the Department of Ahuachapan.

Frijol. Santa Ana is the largest producer of frijoles in El Salvador
and almost 7,000 M.T. move into commercial channels for distribution
throughout the country.

Storage. irarmers in the Department are well-aquipped with storage

facilities. Ovdr 95 percent of the 88 farmers studied, had an
average of 8 graneros per farm.

UNCLASSIFIED



UNCLASSIFIED
ANNEX IV
Exhibit I
Page 25 of 31

SANTA ANA

The Department of Santa Ane is a large producer of grains, It
has the major consuming center, the city of Santa Ana, which serves
as the main distributin center fior the Departments of Santa Ana,
Ahuachap@n, and parts of Sonsonate and La Libertad.

Est, 1971 Est. amount en-
Production Consumption (M.T.) ~ tering commercial
Grain (M.T.) Urban Rural Total Balance channcls (M.T.)
Maiz 42,925 10,378 30,08% 40,467 + 2,458 36,000
Maicillo 4,999 - 2,500 2,500 + 2,499 2,500
Arroz(granza) 4,050 3,030 2,136 1,166 - 1,116 3,800
Frijol 8,628 2,275 2,718 4,993 + 3,635 6,900
Total 60,602 15,583 37,443 53,125 + 7,677 49,200

Maiz. The municipio of Santa Ana produces large quantities of maiz
but because of the influence ot the city of Santa Ana (pop. approx.
90,000) , the municipio is short somec 8,000 M.T. of its needs.
However, the municipios of Metapén, Texistipeque, and Santa Rosa
Guachipilin are surplus producers and send about 8,500 M.T. to
Santa Ana. El Porvenir produces some 2,200 M.T. of maiz and this
goes to nearby Chalchuapa which has a deficit of the same amount.

Maicillo. This grain is relatively unimportant in the Department and
most of the 2,500 M.T. that move into commercial channels is purchased
by local feed mills to be used mainly for poultry and dairy feeds.

Arroz. About 3,800 M.T. of arroz move into commercial channels,
principally to the rice mills located in Chalchuapa and Santa Ana.
The Department as a whole is short about 1,100 M.T. of arroz én
granza and this comes mainly from the Department of Ahuachapan.

Frijol. Santa Ana is the largest producer of frijoles in El1 Salvador
and almost 7,000 M.T. move into commercial channels for distribution
throughout the country.

Storage. Farmers in the Department are well-equipped with storage

facilities. Ovdr 95 percent of the 88 farmers studied, had an
average of 8 graneros per farm.
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Type of No. of farms No. of stor- Total cap. Average Average
Storage with fac, age units QQ cap. QQ/farm cap.qg/farm
Graneros 85 97 672 17,155 202
Bodegas 2 2 3 430 215
" Trojes 3 3 3 160 53
Other 6 . 7 29 58 10
Total . 17,803

During the short 1972/73 crop, farmers had more than enough
storage space on the farm to handle the entire cwop. During normal
years, they still were able to hold large quantities of grains before
sending them to market. Even so, a substantial portion of the crop
had to move off the farm soon after harvest.

% 72/73 was

Grain 1972/73 Normal Year of nqrmal
Mafz 12,724 22,373 57
Maicillo 3,025 4,803 63
Arroz 426 1,024 42
Frijol 1,666 3,310 50
Total 17,841 31,510 57

Recommendations

It is recommended that a 2,1%0 M.T. storage facility be located
at Metapdn. This unit should be able to handle red and black frijoles
in bulk in two of its 315 M.T. silos. A larger unit should be
established at Santa Ana with an initial capacity of 5,710 M.T. of
storage, including 1,000 M.T. of bag storage. This facility will
have to handle large quantities of frijoles and it will need storage
for both red and black varieties. Therefore, the original design
will include four 315 M.T. silos for frijoles. These, of course, can
be used for other grains if not needed for frijoles.

A third unit may be needed in the Texistepeque area at some

time in the future and, if so, it should begin with an installation
having 1,520 M.T. capacity and later expanded to 2,150 M.T.
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SONSONATE

Sonsonate is a large producer of mafz, maicillo and frijoles,
Almogt half of the maiz is produced in two municipios: Songonate
and Acajutla. Thig production area ljies along the Pacific Coast
where maiz and maicillo compete with couton. There ig congiderable
production in the moderately rolling area along the Sonsonate
highway between Armenia and Sonsonate. Most of the production in
the mountainous areas ig for home consumption.

Est. amount

Est., Prod. Consumption (M.T.) tering comme;

Grain in 1971 M.T. Urban Rural Total Balance channels M.T,
Maiz 27,537 6,568 19,863 26,431 + 1,106 24,500
Maicillo 6,118 - 1,834 1,834 + 4,284 4,300
Arroz (granza) 853 1,126 1,631 2,757 - 1,904 800
Frijol 1,336 1,281 2,075 3,356 - 2,022 900
Total 35,842 8,975 25,403 34,378 + 1,464 30,500

Maiz. Despite the large production, the Department it does not have

a surplus of mafz mainly because of ihe large population that exists in
the coffee growing areas. It ig estimated that gome 25,000 M.T. enters
into commercisl channels but ig mainly consumed in the Department.

Maicillo. About 4,000 M.T. is produced in excess of what ig used on
the farm. This is used mainly ag a dairy feed since Sonsonate is

the demand.

Frijol, Although the Department produces some 1,300 M,T. annually,
it is still short about 2,000 M.T. to satisfy the demand. These
frijoles come mainly from the Departments of Ahuechapfii and Santa
Ana,

Storage, Approximately 85 percent of the farmers interviewed had

graneros on their farms., The total capacity of thege graneros was
250 QQ per farm.
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: . /S No.

Typa of No. of farme of farms of stor- Total Average cap.
storage with fac. with fac. age units cap. QQ QQ/farm
Graneros 40 93 230 9,295 232
Bodegas 2 5 2 800 400
Trojes 3 7 4 170 57
Other 12 49 98 8
Total 7,363

During normal years, farmers have capacity to store about 45
percent of their grains.

Product ion QQ

%.1972/7% was

Grain 1972/73 Normal Yeaor of normal

Maiz 8,701 11,515 76

Maicillo 2,485 3,384 73

Arroz 198 250 79

Frijol 674 1,042 65

Total 12,058 16,191 74
Recommendations

The Department of Sonsonate represents a special problem in
locating grain storage facilities. The major surplus producing
area lies along the coast. Another important production area
compriges the municipios of Izalco, Caluco, Villa San Judian and
Armenia. The surplus production from the latter arca moves toward
San Salvador, while the former moves toward Sonsonate.

The coastal area, which includes parts of the Department of
Ahuachap8n and Sonsonate, produces a surplus of approximately 9,000
M.T. of mafz which moves along the Carretera del Litoral (CA 2)
toward Acajutla and west along the Carretera del Litoral (cA 2)
towards the Sonsonate highway (A 12). Therefore, a facility
located at this junction would serve the gouthern parts of both
the Department of Ahuachapan and the Department of Sonaonate. It
would also be located alongside the Ferrocarril de El Salvador.
and grains could be shipped by rail to San Martfn or to Santa Ana,

UNCLASSIFIED
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Page 31 of 31

In addition to on-farm storage, IRA has a large facility in
the city of Usulutdn. The capacity is as follows:

Owned by IRA 5,500 M.T.
Rented by IRA 12,500 M.T.
18,000 M.T.

The facilities rented by IRA would have to be considered sub-
standard since they were designed for storing bales of cotton.
Grain in the facilities can be haudled only in baganadd it is
difficult to control insects and rodents and to keep temperatures
at adequate levels. ITRA 1s in the process of adding 4,000 M.T.
to its own storage facilities. The 5,500 M.T. of existing capacity,
plue the 4,000 M.T. of new storage that is planned, is fully
adequate to take care of IRA's maiz needs of the area.

Recommendations

As mentioned earlievr, the northern zone of the Department pro-
duces large quantities o graings. In addition, some grains are
now flowing from the municipios of Sesori and Lolotique of the
Department of San Miguel into the northern part of the Department
of Usulutfn. A new road that is under construction will soon link
Sesori with Estanzuelas in the Department of Usulut@n. Approximately
13,000 M.T. of maiz ie preduced in the northern zone (19,500 M,T.
including Sesori and Lolgtique), of which 9,000 M.T. is in excess of
the needs of the municipios in which it is produced. Therefore, an
IRA facility of 1,520 M.T, ghould be located near Mercedes Umana.
This would handle about 12 percent of the maiz production in the
northern part of the Department oi Usulutiin and about 17 percent of
the surplus production of mafz. There are insufficient quantities
of arroz and frijoles for IRA to buy. The needs for frijoles and
arroz could be met by disgtributing from the San Mi.guel plant.

UNCLASSIFIED
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Page 1 of 7
COUNTRY GRAIN BUYING & STORAGE FACILITIES
El Salvador
1260 M.T. Bulk
260 M.T. Bags
T520 M. T.
ITEM A, CAPITALIINVESTMENT - COST OF SITE
Topography Survey 8 Deslign $ 2,000
Site Preparation 500
Asphalt Hard Surface for Work Area 1,800
Water Supply 1,000
Crushed Rock for Drive 600
Fencing 1,232
TOTAL $ 7,132
Contingency - 30% 2,140
$ 9,272

UNCLASSIFIED
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1520 M.T.
ITEM B. CAPITAL INVESTMENT - Buildings
1 Bag Warehouse approx. 40 ft. x 60 ft. 260 M.T.
(3) 12 foot doors, (1) walk in door, (2)
windows extra smooth concrete floor § 6,700
4 315 M.T. drying bins - complete with heat units
drying floor and withdraw tubes, 29,520

Unload auger.

4 Electric Wirting - Outlets and Switches Outdoor

lights for night operator, 1,000
$ 37,220
F.0.B. - FACTORY TOTAL
Crating and Freight 20% 7. 444
C.I.F. El1 Salvador TOTAL S 44,664
4 Concrete Bage Foundations for Silog 1,716
4 Reinforcing for Base 200
1 Concrete floor for bag warehouse 858
40 x 60 ‘
Reinforcing for floor 100
2 Bean ladders - Local Material 400
1 Watchman Shelter 16 M2 - $ 38.00 per M2 600

Sanitary Facilities for Personnel 5 M2 at $80.00 400
COBT MATERIAL $ 48,938

Erection Costs 207 9,788

COST ERECTED $ 58,726

Contingency 307 17,618

, TOTAL COST $ 76,344

ITEM B-1 Depregiation ,05 $ 3,817
ITEM B-2 Insurance . 0045 $ 344

UNCLASSIFIED
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ITEM C-)

ITEM C-2

UNCLASSIFIED

ANNEX Vv

Exhibit A
1520 M. T, Page 3 of 7

CAPITAL INVESTMENT - MACAINERY & EQUIPMENT - 10 year depreciation

Graln Auger - Portab e i _ ft. 6 Inch - electric $ 1,852

]
| Grain Auger - Portable 27 ft. 6 Inch - electric 1,200
2 Graln Auger - Utility V¢ ¢, 6 inch - electric -

No frame 800
2 Grain Auger Bin Sweeps with pressure gate switch 600
| Scalper-Screens and fan. Bagging Auger Extra

Screens, maize, beans, hu}] rice, sorghum 847
2 14 x 14 Heavy duty Tarpauling 80
| Thermo couple temperature monitor-Base uni t

b nylon drops for 30" diam. silo $40.0c 500
1 One metric ton capacity: portable:scale-beam

type:metric 500
1 Electronic Molsture tester-beans, maize, sorghum,

rice 150
1 Grain testiéng scale - Gram calibrations s
2 Graln Scoops ]2 Aluminum 18
4 Bag Carts 240
2 Fire Extinguishers 5 poundd Class B § C Fires 80
| Bag Sampler 6
I Set dockage sieves 65
! Deep bin probe with 18 ft. extensions 50
1 6 ft. probe. Partitions 50
2 Pocket Thermometers 15 to 90 Centigrade callbration 10

Heavy duty extenslon cords 115 v g 220 V 200

Bagging supplies: Needles - Cord 100

| Offlice desk, chairs filing cabinet - Local Made

150

F.0.B. Factory Total ¢ 7,543 .
Crating & Freight 20% 1,509

COST MATERIAL $ 9,509
Erection Cost 20% 1,810
ERECTED COST 3 10,832
Contingency 30% 3,259
TOTAL COST 14,121

Depreciation of Equlipment 102 $1,412
Insurance 0045 & g4

UNCLASSIFIED
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ANNEX V

Exhibit A
1520 M.T. Page 4 of 7

SUMMARY

The country buying stations are designed for in-bin drying
since them Is no requlrement to move or transfer grain within the
facllity. The drying silos allow for low heat In-bin drying for
beans, rice or other gralins to prevent stress cracks or breakage. The
equipment is not complicated and will not require a great deal of

malntenance.

Grain can be recelved by bag or bulk, cleaned before storage
if required or cleaned before bagging In 100# or 200§ bags.

Grain can be wltharawn from silos by a utility auger for bulk
or bag movement thus allowing for filling or emptyling silos at the
same time if required.

TOTAL COST (1260 MT Bulk and 260 MT Bag)

ITEM A Site Cost $ 9,272
ITEM B Bullding Cast 76,344
ITEM C Equipment Cost 14,121
TOTAL $ 99,737
ROUNDED $ 100,000

EXPANSION COSTS

1 Drying Silo (315 M.T.) 7,380
C.l1.F. El Salvador 8,856
Concrete & Steel ' 479

SUB-TOTAL 9,335

ERECTION 25% 2,334

ERECTED COST $ 11,669
CONTINGENCY 30% 3,501

TOTAL $ 15,170x2=30, 340

630 M.T. EXPANSION $ 30,000 (Rounded)

UNCLASSIFIED



UNCLASSIFIED

ANNEX V
Exhibit A
1520 M.T. Page 5 of 7
MANAGEMENT - EQUI?HEN?—OPERATION COSTS
MANAGEMENT g
Manager per yese $ 1,560
Ass|stant Manager ‘ 1,200
Watchman , 720
Labor (3 for 6 months) 792
TOTAL $ 4,272
OPERAT |ON
Propane $2.00 M.T. 2,520
Electricity .50 per M.T. ' 630
Fumigation .20 per M.T. 252
Repalirs 300
TOTAL $ 3,702
Annual Management $ 4,272
Operation Costs 3,702
Trucking (Estimate 900 M.T. at $1.60) 1,440
4y Interest on Capltal Investment of ABC $99,737 4,488
Depreclation of Bullding B-1 3,817
Depreciation of Equipment C-1 1,412
Insurance on Bulldings 8-2 344
insurance on Equipment C-2 64
TOTAL $ 19,539

UNCLASSIFIED
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ANNEX V
EL SALVADOR Exhibit A
1260 MT. BULK Page 6 of 7
—200MT. BAG
1520MT.

SYSTEM OF USING TWO OR MORE AUGERS
TOMOVE GRAIN CLEANER CAN

~ angE USED IF NECESSARY

PERFORATED DRANG FLOOR
N\ AN AR e A

PROPANE TANK AUXILARY UNLOADING TUBES,
' N /" FOR UTILITY AUGER

"\ DOTTED CIRCLES
VPOSSIBLE EXPAN-
JSION

(1
WAICHMAN  SHELTER

SANITARY  FACILITIES
1CM = 10FET.
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Typos of bulk wareshouses, sflos and filling
augers that are planned for country buying
stations,
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ANNEX V
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Page 1 of 7
COUNTRY GRAIN BUYING & STORAGE FACILITIES
El Salvador
1890 M.T. Bulk
__322 H.T. Bags
2150 M.T.
ITEM A. CAPITAL INVESTMENT - COST OF SITE
Topography Survey & Design $ 2,000
Site Preparation 500
Asphalt Hard Surfuce for Work Area 1,800
Crushed Rock for Drive 600
Water Supply 1,000
Fencing 1,232
TOTAL $ 7,132
Contingency - 302 2,140
TOTAL COST § 9,272



UNCLASSIFIED

ANNEX V

EXHIBIT B

Page 2 of 7
2150 M,T. '

ITEM B. CAPITAL INVESTMENT - BUILDINGS

1 Bag Warehouse approx. 40 ft, x 60 ft,
260 M.T. (3) 12-foot doors, (1) walk-
in door, (2) windows. Extra smooth
concrete floor $ 6,700

6 315 M.T. Drying bins - complete with
heat units, Drying floor and withdraw
tubes. Unload auger $ 7,380 44,280

6 Electric Wiring - Outlets and
switches outdoor lights for night
operator 250 1,500

F.0.B. - FACTORY TOTAL $ 52,480

Crating and Freight 207 10,496

C.I.F. El Salvador TOTAL $62,976

6 Concrete Base Foundations for Silos 429 2,574
6 Reinforcing for Base 50 300
1 Concrete floor for bag warehouse

40x60 858

Reinforcing for floor 100
2 Bean ladders - Local Material 200 400
1 wWatchman Shelter 16 M* - $ 38.00

per M2 600

Sanitary Facilities for Personnel

5 Mc at § 80.00 400

COST MATERIAL $ 68,208
Erection Costs_2¥ 13,642
COST ERECTED $ 81,850
. Contingency 30% 24,555
TOTAL COST $ 106,405

ITEM B-1 Depreciation ,05 $ 5,320
ITEM B-2 Insurance .0045 479

UNCLASSIFIED
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ANNEX V

EXHIBIT B

Page 3 of 7
2150 M.T.

ITEM C. CAPITAL INVESTMENT - MACHINERY AND EQUIPMENT - 10 year depreciation

1 Grain Auger - Portable 62-ft. 6-inch - electric § 1,852
1 Grain Auger - rortable 27-ft. 6-inch - electric 1,200
2 Grain Auger-.- Utility 16-ft. 6-inch - electric
No frame 800
2 Grain Auger Bin Sweeps with pressure gate
switch 600
1 Scalper - Screens and fan. Bagging Auger
Extra Screens, maize, beans, hull, rice, sorghum 847
2 14 x 14 Heavy-duty Tarpaulin 80
1 Thermo couple temperature monitor-Base unit
4 nylon drops for 30' diam. silo $40.00 500
1 One metric ton capacity: portable: scale-beanm
type: metric 500
1 Electronic Moisture tester-Beans, maize,
sorghum, rice 150
1 Grain testing scale - Gram calibrations 45
2 Grain Scoops 12" Aluminum 18
4 Bag Carts 240
2 Fire Extinguishers 5 pound: Class B & C Fires 80
1 Bag Sampler 6
1 Set dockage sieves 65
1 Deep bin probe with 18 ft. extensions 50
1l 6 ft. probe. Partitions 50
2 Pocket Thermometers 15 to 90 Centigrade Cali- ,
bration. Heavy duty extension cords 115 V & 220 v 200
Bagging supplies: Needles - Cord ' 100
1 Office desk, chairs, filing cabinet - Local made 150
F.0.B. FACTORY TOTAL $ 7,543
Crating & Freight 202 1,509
TOTAL $ 9,052
Erection Cost 20% 1,810
ERECTED COST $ 10,862
Contingency 30% 3,259
TOTAL COST $ 14,121
ITBM C-1 Depreciation of Equipment 10% $1,412
ITEM C-2 Insurance . 0045 64
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Types of bulk warehouses, silos and filllng
augers that are planned for country buying
stations,
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TERMINAL STORAGE & BUYING CENTER

Santa Ana - 5710 M.T.

ITEM A. CAPITAL INVESTMENT
Topography Survey & Design
Site Preparations
Crushed Rock for Drive
Water Supply

Fencing

TOTAL

Oontingency 302

TOTAL COST

UNCLASSIFIND

$ 3,000
2,000
1,200
1,000
1,640

$ 8,840

2,625

$ 11,492

UNCLASSIFIED
ANNEX V
EXHIBIT C
Page 1 of 10



ITEM B.

UNCLASSIFIED
ANNEX V
EXHIBIT C
Page 2 of 10

5710 M.T.

CAPITAL INVESTMENT - BUILDINGS

All equipment coordinated for 3000 bu. hr.

Bag Warehouse 50x150 approx. (152x45.7) Wall
pressure for possible 12 ft. bulk grain

Bag capacity 1000 M.T.

Steel Silos - 30 ft. dia. 35 ft. stiffened
gidewall, 550 M.T. - Complete w/draw tubes,
aeration & fan unit

Steel drying silos 30 ft. dia. 22 ft. sidewall
315 M.T. 1/4 C.F.A. - Complete w/draw tubes -
dry fans & heat unit

Elevator - Verticle belt cup - 100 ft. (20 ft.
below 0.0) Complete - Motor & Drive 70 M.T.
per hr.

Self Clean conveyor top - 3 drops - complete
with Motor & Drive

Belt conveyor to bag warehouse - reversgible
Screw conveyor to wet holding bin - top
Auger from large bin to dryer 6 inch

Receiving pit - Gravity to elevator leg.
Complete w/grill to support trucks - Estimate

Roof over receiving pit - Estimate
Valves & pounting - Estimate
Ladder & Catwalk -~ A framec - Estimate

Hopper nilos ~ 19 ft. above 0.0,Wet over dryer,
Dry ovor roceiving pit

Elevator - vertical - belt-cup - 80 ft. 30.5
M.T. hr. From dryer to dry holding asilo

UNCLASBIFIED

$ 22,500

53,400

29,520

8,141

3,816
1,600
1,145

400

2,000
3,000
3,000

7,000

3,750

3,306
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ITEM B+l
ITEM B-2

UNCLASSIFIED

ANNEX V
EXHIBIT C
Page 3 of 10
5710 M.T.
Holding silo for dry - hopper $ 4,766
Conveyor under dry silo to main elevator or pit 1,000
Roof over conveyor between silos 100 ft. 1,000
Truck scale - Concrete deck 30 T.M. 60 ft. , 9,000
Office =% scale site - 20x30 ft.(56 M2 at $50) 2,800

Sanitary facilities adjacent to office - 12 M2

at $80

960

Electric Wiring for entire unit (some underground)

220 V - 115 V - 3-phase - 60 hz.
F.0.B. - PACTORY SUB-TOTAL
CRATING & FREIGHT 20%
SUB-TOTAL

Concrete Floor - Bag warehouse-extra smooth

110 M3
Steel Reinforcing 694 at .62

Concrete base - gilos 13 M3 104 M3
Steel

Concraete for bottom conveyor trench & 25 ft.
adjacent 13 M3

Concrete for racaiving pit 10 M3
Concrete for ascaie pit & office 26 M3
Bean Ladders - Locel Constructions

Watchman Shelter - Local Construction -
16 M2 at $38.00

COST MATFRIAL
40X Erection

COST ERECTED

Contingency 30X

TOTAL COST
Depreciation 20 years $20,040 por year
Insurance .0043 1,804 per year

UNCLASSIFIED

8,000
$ 174,432

34,886

$ 209,318

3,630
430

3,432
400

429
330
858
800

600

§ 220,227
88,090
$ 308,317

—22,495
$ 400,812



ITEM C.
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UNCLASSIFIED

ANNEX V
EXHIBIT C
Page 4 of 10
5710 M.T.
CAPITAL INVESTMENT ~ EQUIPMENT
External dryer - 12.6 M.T. hr.
Semi-portable =~ No installation $ 16,000
Bagging facilities - automatic 50.8 M.T,
fr. 100# or 200# bags, 30-foot vertical
elevator 4,500
Bagging Carts 480
Portable platform scale - 300 1b. capacity
indicator for ovar and under - metric and
pounds 300
Portable Hand sewing machines 700
Bagging supplies 200
60 ft. 8 inch portable auger - electric 2,000
Utility augers for a bagging direct from silos 800
Portable cleaner - scalper w/bagging auger 747
Screens for cleaner 100
75 ft. 12 inch se.f-clean conveyor 70 M,T.
per hr. 4,600
Horizontal unloading augers 8 inch 1,440
Bin asweep augers 8 iach 1,400
Thermo couple monitor 340
Thermo couple nylon dropan $68.00 per silo 680
Aluninum grain scoopn 90
Tarpauline 14 ft. x 14 fec. Heavy-duty 80
Fire Extinguiuiers 240

UNCLASSIFIED
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. EXHIBIT C y
Page 5 of 10 4
5710 M.T, ‘
1 Pirst Ald Kit $ 40
1 3Set dockage sisvas 100
2 Bag Samplers 12
1 Deep Bin probe 30 ft. extension 60
1 6 ft, grain probe ~ partitions 50
8 Pocket thermometers - Cenzigrade 40
1 Moisture tester for Beans, maize, rice,
serghun 150
1 Grain Testing Scale ~ Gram calibrations 45
Heavy-duty electric extension cords 220 V &
110¥ 200
Office furniture 200
F.0.8, = FACTORY YOTAL § 135,494
Crating and Freight 202 7,099
TOTAL C.1.F, Bl salvador § 42,59
Ersction and Flacemsnt 201 8,319
COSY § 31,212
Contingeacy 0% 15,364
TOTAL COSY § 66,576

T ©-1 Deprecistion 10 year § 6,658
™™ ©-2 inewrance 0045 §
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SUMMARY

The facility has’the capability to receive or discharge grain
in a normal operation at 76.2 M.T. per hour. The bag warehouse is
designed for bags or bulk, and grain could be received at the rate
of 140 M.T. per hour if it is required tn receive bulk grain from
the port and there is space available at Santa ‘Ana.

Grain can be dried at the rate of 12.7 M.T. per hour at a 5
point reduction. 1260 M.T. isg provided as in-bin drying for beans
but the silos can be used for drying and storing other grains if
not used for beans. The in-bin drying is also a stand-by system in
case the continuous-flow dryer should fail.

The facility will have a large truck scale - facilities for
bagging at the maximum rate of 50.8 M.T. per hour in 100 1b. or 200
1b. bags. The grain can be rough cleaned before bagging and before
or after drying as required.

CAPACITY
Bag or bulk 1,000 M.T.
Bulk only 4,710 M.T.
TOTAL 5,710 M.T.
TOTAL COST
ITEM A Site Cost $ 11,492
ITEM B Building Cost 400,812
ITEM C Portable Equipment Cost 66,576
TOTAL $ 478,880
ROUNDED 479,000
EXPANSION - 1100 M.T. INCREMENTS $ 30,000
Contingency 30X 9,000
TOTAL $ 39,000

UNCLASSIFIED
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ANNEX Vv
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MANAGEMENT - OPERATION COSTS
Management (12 mos.)
Manager $ 2,160
1 Assistant 960
1 Assistant 840
1 1/4 Watchman 900
Labor $40 mo. (12 men - 4 mos.) 1,920
TOTAL $ 6,780
Operation (12 mos.)
Propane $2 M.T. 10,160
Electricity $50 M.T. 2,540
Fumigation 20¢ M.T. 1,016
Repairs 700
TOTAL $ 14,416
Annual Management, $ 6,780
Operation Costs 14,416
Trucking (Estimate) 3,200
45 Interest on investment A-B-C $478,880 21,550
Depreciation on Building B-1 20,040
Depreciation on Equipment C-1 6,645
Ineurance on Buildings B-2 1,804
Insurance on Equipment C-2 299
TOTAL $ 74,734
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TERMINAL STORAGE AND BUYING CENTER wex v
SANTA ANA P:ge 8 of 10

EL SAWADOR
CAPACITY:1000 MT. BAG

4710 MT. BULK
5710 MT

315 MT. DRYING BINS
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550 MT STORAGE BINS @
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o <ELEVATORTO BAGGING BIN
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SANTA ANA Page 9 of 10
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Types of bulk warehouses, elevators, metal silos
planned for Santa Ana and San Miguel. ( Top and

bottom conveyors, walkways and framework not
shown).
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ANNEX V
EXHIBIT D
Page 1 of 10
TERMINAL STORAGE AND BUYING CENTER
San Miguel 1/
5080 MT
ITEM A. CAPITAL INVESTMENT
Topography Survey and Design $ 3,000
Site Preparation 2,000
Crushed rock for drive 1,200
Water supply 1,00C
Fencing 1,640
TOTAL 5 8,840
Contingency-30% 2,652
$ 11,492

1/ This exhibit is included for illustraticn purposcs only
since it is not included as part of this loan. It will
be financed by CABEI.
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ITEM
ITEM
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ANNEX V
EXRYBIT D
Page 5 of 10
3080 M.T.
1 Deep bin probe 10 ft, extension $ 60
1 6 ft, grain probeepartitions 50
8 pocket thermometers - centigrade 40

1 moisture tester - beans, maire, rice, sorghum 150

1 Grain testing scale - Gram calibrations 45
Heavy duty extension cords 200
Office fursiture <i=-21200

F.0,B, Factory Total § 35,6322
Crating & Freight 207 § 7,064
Erection & Placement 20% § 42,386

8,477
COST ERECTED $ 50,86)

Contingency 30% 15,259

$ 66,122
C-1  Depreciation 10 years § 6,612

C+-2 Insurance , 0045 $ 298

UNCLASSIFIED
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ANNEX V
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3080 M.T.
- C
(12 mos,
inagement
Manager § 2,160
1 Assistant 960
1 Assistant 840
1 1/4 Watchman 900
Labor (12 men+4 mos) 1,920
Total § 6,780
eration
Propane $2 MN.T, $ 8,160
Electricity$50 M.T. 2,040
Fumigation 20¢ M.T, 816
al s $ 11,716
Annual Management } 6,780
Operation Costs 11,716
Trucking Estimate 3,200
4.5% Interest on Investment A-B-C - § 444,007 19,980
Depreciation on buildings B-1 18,320
Depreciation on equipment C-1 6,612
Insurance on Buildings B-2 1,649
Insurance od Equipmunt Ce2 298
§ 68,555

UNCLASSIFIED
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Types of bulk warehouses, glevators, metal silos
planned for Santa Ana and San Miguel.( Top and

bottom conveyors, walkways and framework not
shown) .
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ANNEX V
EXHIBIT E
Page 1 of 2
SAN_MARTIN
Existing faciltties
Bulk Steel silos 13,000 M,T,
Bag warehouse 12,000 M,T.

Immediate alterations that are paid by IRA are:

Hard surfacing of drives 51,000
Purchase of a precision bean cleaner 7,000

US/AID LOAN REQUIREMENTS FOR SAN MARTIN (Installed price)

Construction of a bulk receiving pit $ 4,000
Screw Auger and Motor for receiving pit 2,000
Roof over receiving pit and storage area 16,000
Additional grain dryer 12.7 M.T. per hr. 20,000
Alteration of existing silos at end of the 8,000
warehouse for the bagging operation
Roof over existing receiving pits at the bag 12,000
warehouse
Land f£1i11 for silo erection at the bag warehouse 1,200
Two drying silos for beans 150 N.T. each 16,000
One portable auger for fill: .  and transferring 2,000
beans for bagging (60 ft. 6 in.).
TOTAL $ 81,200
Contingency 30% 24,300
$ 105,560
Rounded $ 106,000

UNCLASSIFIED
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ANNEX V
EXHIBIT
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USULUTAN
Existing facilities:

Bulk steel silog and flat bulk storage 4100 M.T.
Bag warehouse capacity 1400 M.T.

1250 M.T. of bag warehouse gpace 1s rented

An additional 4000 M,T. bulk storage is planned an
be constructed and financed by IRA. The plans for the bulk
warehouse are being altered so that grain can be received 1
bulk at Usulutdn and altered so that grain can be dried bef
being placed in the warehouse for storage.

US/AID LOAN REQUIREMENTS FOR USULUTAN (Installed price)

Additional continuous flow grain dryer 12.7 M.T. § 20,000

per hr,

Spouting and elevator for dry grain discharge 7,000

from dryer.

Truck scales 30 M,T. capacity 60 ft., length _ 14,000
TOTAL 41,000
Contingency 30% 12,300
TOTAL $ 53,300
Rounded 53,000

UNCLASSIFIED
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CHIEF OR MASTER MECHANIC

Job descriptiom: The person em

UNCLASSIFIED
ANNEX Vv
EXHIBIT F
Page 1 of |1

ployed must have the ability to weld,

both gas electric,

make minor electrical repairs, innovate and make

needed changes of
function and repair of grain h

drying. He will be furnished a van truck (cost estimate of $9,000)
and the following equipment:
One Strobe light (Elevator cup inspection) $ 150
One Gas welder and cutting torch-semi-heavy 300
duty
One Electric welder. Transformer type~
induction 220V 230 Amp. Fifty ft, lead
Fifty ft. electrodfcord extensions 400
One Six inch vise bolted to repair truck 50
Variety Open end and socket wrenches, Allen
wrenches screw drivers, vige grip
wrenches, metal and rubber hammers,
extension cords, hard hat and small tools
as needed 500
One Small portable electric air compressor 200
Two Fire extinguishers, hand-held, B&C fires 80
One First Aid Kit 20
One Voltage and Amperage tester 100
Sub-total $2,100
Crating & Freight 20% 420
CIF E1 Salvador $2,520
30Z Contdngency 756
TOTAL 3,276
Rounded 3,300

equipment. The person must understand the

UNCLASSIFIED
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It 18 not intended that replacement parts should be kep
at all locations except for a limited number of V belts or parts
that experience has deemed necessary. If San Martin is
as the headquarters for the chief mechanic, then the parts shoul
all be kept at that location. At present San Martin ma
small repair store for the San Martin facility.

NN
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to be us

intains a

Fan and burner for drying silos $ 2,400
Aeration Fans 1,400
60 ft., 6® auger 1,800
27 ft. 6" auger 1,200
Utility Augers 800
Bearings for portable augers & conveyors 400
V Belts for grain augers 150
Top drive roller chain for portable augers 50
Elevator cups 200
Cup Straightener 230
Ft. gpare elevator belt 550
11/2 H.P, Electric motor 450
2 H.P, Electric motor 220 V 3P 540
5 H.P. Electric motor 220 V 3P 300
15 H.P. Electric motor 220 V 3P 325
Aluminum scoops 180
Grease guns’ 210
Thermometers 150
6 ft. partioned grain probes 200
Moisture testers 600
Re-charge kit and chemical for fire exting-
uishers 100
$12,035
Crating & Freight 207 2,407
CIF, El1 Salvador $14,442,
302 Contingency 4,333
TOTAL $18,775
Rounded $19,000
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GRAIN SUPERVISOR

Job description: The person must understand grain testing and grain
standards, insect infgstations, moisture testing, grain drying,
fumigation and knowledge of measuring grain to determine inventory.

Equipment needed:

One portable moisture meter $ 150
Two grain thermomethers 12
One grain testing scale (Gram) 50
One set of dockage sileves 100
Two gas masks (One man should never enter a 140

fumigated building without another person
standing by, also equipped with a gas mask)

One 6 ft. partioned grain probe 60

One deep grain bin probe 60

Supply of air tight sample bags 10

Fumigation equipment and supplies for grain 800
protectant

One first aid kit 40

One fire extinguisher for class H&C fires 40

SUB-TOTAL $ 1,462

Crating & Freight 292

CIF E1 Salvador 1,754

30% Contingency 526

TOTAL $ 2,280

Rounded $ 2,300

To assist in inventory control, grain bins should be
calibrated on the inelde with red or black oil paint. The
calibrations can be in 100qq. or calibration marks made for metric
tons, or both. This saves the need for continuous measurement.

UNCLASSIFIED
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Country Buyers

It is planned to have fifteen country buyers that may buy from

the roadside or at designated market points. Each will need a
portable acale for weighing bags. This cannot be a platform scale,
The trucks for the country buyer are provided for in another section.

The equipment needed for each buyer.

1 Grain moisture teater - Battery operated S 150
or electric.

1 Dockage sieves 100

1 Grain testing scale - Gray calibrations 50

1 Portable beam acale 130

§ 430

207 freight 86

Total $§ 516

30% contingency 155

TOTAL $ 671

15 buyers x $671 TOTAL $10,065

Rounded $10,000
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Due to the relatively poor quality of telephone service
in the rural areas and the increased complexity of an expanded
IRA, it will be necessary for IRA to have its own communication

systen,

It has been determined that a VHF system with approximately
J0-50 watts and 2 channels with a repeater at a high point near San
Salvador is needed. The minimum would include:

Deacription

base astation

repeater

stationary units with
semi-directional antennas
24 mobile units

~N

TOTAL
30X contingency

TOTAL

Rounded

UNCLASSIFIED

Cost

$ 1,200
1,500

18,700

24,000

$49,400

13,620

59,020
59,000



Stage II Expansion

Although the Stage II expansion will

has been distributed on a tentative basis

financial plan as follows:

2 1520 M.T. unjts -

6 630 M.T. expansions of 1520 M.T.
units

1 1100 M.T. expansions of Santa Ana

TOTAL

UNCLASSIFIED
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remain flexible, it
for purposes of the

3040 M.T.

3780 M.T.

1100 M.T.

7920 M.T.
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DRAFT LOAN AUTHORIZATION

Provided from: ALLIANCE FOR PROGRESS LOAN FUNDS
AGRICULTURAL DEVELOPMENT - GRAIN
MARKETING

Pursuant to the authority vested in the Deputy U.S. Coordinatc
Alliance for Progress, by the Foreign Assistance Act of 1961,
as amended and the delegations of authority igsued thereunder,
hereby authorize the establishment of a loan pursuant to Part
Chapter 2, Title VI, Alliance for Progress, of said Act, to th
Government of El Salvador, ("Borrower"), of not to exceed Six
Million Five Hundred Thousand United States Dollars ($6,500,00
to assist in financing the United States Dollar and local
currency costs of Borrower's program to establish a Basic Grai
Marketing Program within the Republic of El Salvador. Not to
exceed the equivalent of US$100,000 of the loan may be used to
finance training of Instituto Regulador de Abastecimientos
("IRA") personnel. Not to exceed the equivalent of US$200,000
of the loan mey be used to finance technical assistance to IRA.
Not to exceed the equivalent of US$ 100,000 may be used to
finance technical assistance to the Ministry of Agriculture.
Not to exceed the equivalent of US$ 200,000 of the loan may be
finance engineering design and supervision services for IRA. N
to exceed the equivalent of US$ 3,500,000 of the loan may be
used to finance the revolving working capital fund for IRA's gr
marketing program. The loan ghall be subject to the following
terms and conditions:

1. Interest and Terms of Repayment

Borrower shall repay the loan to the Agency for International
Development (MA.I.D.") within forty (40) years from the date
of the first disbursement under the loan, including a grace
period of not to exceed ten (10) years. Borrower shall pay

to A.I.D. in United States dollars on the disbursed balance

of the loan interest at the rate of two percent (2%) per
annum during the grace period and three percent (37) per annum
thereafter.
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2. Source and Origin

Except as hereinafter otherwise provided, goods, services
(except for ocean shipping) and marine insurance financed
under the loan shall have their source and origin in coun-
tries which are members of the Central American Common
Market or in countries included in Code 941 of the A.I.D.
Geographic Code Book. Marine Insurance may be financed
under the loan only if it is obtained on a competitive
basis and any claims thereunder are payable in freely con-
vertible currencies. Ocean shipping financed under the
loan shall be procured in any countries included in Ccde
941 of the A.I.D. Geographic Code Book, excluding countries
which are members of the Central American Common Market.

3. Local Currency

United States dollars utilized under the loan to finance
local currency costs shall be made available pursuant to
procedures satisfactory to A.I.D.

4, Other Terms and Conditions

a. Prior to the first disbursement, the Borrower shall
furnish to A.I.D. in form and substance satisfactory
to A,I.D.:

i) a detailed implementation plan for the entire
program including the upgrading of existing storage
facilities.

ii) a complete financial plan for the program in-
cluding the timing and amounts of the loan and the
Borrower counterpart financing of working capital,
infrastructure investments and other related program
costs.

UNCLASSIFIED
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iii) evidence of the establishment within the
Central Bank of a separate revolving working capital
fund to function and be used in a manner satisfactory
to A.I.D,

Prior to disbursement of loan fuuds for other than technical
assistance and training, the Borrower shall submit in
form and substance satisfactory to AID:

i) evidence that a comprehensive technical assistance
program for improvement of the entire IRA grains
operation has been initiated.

ii) evidence that IRA has established a cost accounting
system satisfactory to A,I.D.

Prior to the issuance of any bidding documents to ob-
tain bids for the conatruction of any IRA facilities,
IRA will submit in form and substance satisfactory

to AID:

i) a detailed schedule for the construction work
together with complete engineering plans, specifica-
tions and bidding documents.

ii) evidence that sufficient working capital for IRA
to cover its operations with the future expansion of
facilities will be made available to the grain pur-
chase working capital fund through a direct GOES
budgetary allotment or GOES resources secured from
other national or regional sources.

iii) evidence that all contributions to the working capital
fund will be channelled to such fund in accordance

with the financial plan for the program and, unless

A.I.D. otherwise agrees in writing, will be retained

in the fund for the life of the program.








