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PART ONE: 
 SUMMARY AND RECOMMENDATIONS 
1) BORROWER: 
The Borrower will be the Government of El Salvador.
Signatories of the loan will be the Ministry of Agriculture, the
Ministry of Finance, the National Planning Council (CONAPLAN)tan
the Central Bank. 
The Ministry of Agriculture 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 is a semi-autonomous 
agency
of the Ministry of Agriculture and Livestock.
 

2) LOAN
 

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

b) Terms: 
 Minimum statutory terms: 
 amortization 
over a period of
forty (40) years including a grace period of ten
an interest rate of two per cent (2%) per annum during the grace
 

(10) years, with
 
period and three percent (3%) per annum thereafter.
 

c) 
Local Cost Coponent: Approximately $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 I i7 and 1968 and a significa
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
USAID assistance was requested and provided through a contract with
the R. Nathan Assqciates for a major sectoral analysis. 
The Nathan
 

economy.
 

analysis completed in 1970 identified income and employment as
major rural problems and recommended 
 the
 
these issues. an action program addressed to
Ministry re-organization 
the development and
introduction of new technologies, credit, marketing changes, andland reform were indicated as actions requiredproblems. to alleviate theUnable to undertake this comprebnsive strategy immedi­ately the Ministry of Agriculture adopted a multi-phase, multi-year
strategy. 
USAID committed itself to assist in its implementation,
particularly that part dealing with small and medium sized commercial
 
operators.
 

The first phase of this development program was designed
improve the organization and operations of the Ministry of Agriculture
and simultaenously expand and improve the National Center for Agri­cultural Technology (CENTA) to produce a small farm technology
relevant to the labor-abundant, land-scarce conditions of El Salvador.
 

to
 

An A.I.D. loan for $4.0 million was authorized in FY 1972 to assist
 

U.S. $1.00 = 02.50
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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 appropri­ately 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 Plan focuses on the causes of the lagginj
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 operationq. 
The GOES objectives are
clearly set forth: 
 to raise agricultural income and improve its
distribution; 
to generate new employment; 
to promote more balanced'
development; to 
improve social development and mobility; and to
conserve and improve the natural resource base. 
A five year invest­ment 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 ex­ternal sources. The emphasis of the plan is 
on credit, marketing,
research, 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 foui
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 El Salvador and Honduras have
had the effact 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 consequences. 
 To
avoid such problems the GOES has naturally tended toward
self-sufficiency in the production of basic grains, 
a policy of
 

a policy which
is not likely to be relaxed substantially. 
One of the beneficial
effects of this policy has been increased productivity and lower pro­duction cost. 
Today, El 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. Consistent with their objective to raise the income of
these farmers, it was recognized that expanded production without
effective price stabilization to reduce grain ptice fluctuations
would not achieve the desired income effect. 
 Copseuently, 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. 
 From these
studies, the GOES concluded that it would proceed with the develop­ment of two major components of the program, specifically, credit
and marketing/price stabilization. 
 In 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 pro­gram began in early November, 1972 with the Mission supplying TDY
technical assistance in price policy, storage Lacility 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 coordinate 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 th. 
USAID
to concentrate on the marketing component of the development program
and informed the Mission that the IDB was being requested 
to finance
agriculturil 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 (Administraci6n de Bienestar Campesino) and 
two separate agri­cultural 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 consider­ation 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 I.RR.
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 thi IRR with the develop­ment 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 successful regional marketing system. 
It was
recommended that USAID/El 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 develop­ments. 
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.
 

4) DESCRIPTION OF THE PROORAM: 
 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 IRA for direct commodity purchases
in the grain price stabilization program; e) a component of IRA's
manpower training requirements; and 
(f) the technical assistance needs
of IRA for price policy development and implementation and for the
final design and construction supervision of the storage facilities.
 

5) PURPOSE AND OBJECTIVES OF THE PROGRAM: 
 El 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 flasn 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 capabilities of GOES institutions working in agriculture.
Based on the policy gtidelines of the plan, the GOES has developed a
second phase agricultural dovelopment 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 was 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.
 

6) 	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

a. 
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)

c. 	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 ---

Operating 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). 
 In accordance with the MDCC recommendations, the financial
plan has been designed to place greater responsibility on the GOES for
the counterpart financing (from national or 
regional sources) for
the working capital fund as 
the new facilities are completed.
 

7) OTHER SOURCES OF FINANCING: The Export-Import Bank, the IBRD, and
the IDB indicated that they were not interested 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.
 

8) STATUTORY CRITERIA: 
 All statutory criteria for this loan have been
met. 
Annex II contains the Statutory Criteria checklist.
 

9) VIEWS OF COUNTRY TEAM: 
 In 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 Regula­dor 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 a'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.
 

10. RECOMMENDATIONS: 
 On the basis of the conclusions 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 used 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
 
assistance 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 balance 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 Eorrower
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 Borrower ccunterpart

financing of working Lapital, 
infrastructure investments
 
and other related program costs.
 

c) 	evidence of the establinhment 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 
Disbursement for Other than Technical
 
Assistance and TrainingCosts.
 

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

UNCLASSIFIED
 



.,iiUNCLASSIFIED,":4_ 
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1) With the completion of the first phase of the con­struction program (27,730 MT), and throughout the life
of the program, IRA will purchase grains (corl, sorghum, beans
and rice) at their established minimum price from any producer
who desires to sell to IRA. 
In addition to purchases from
producers, IRA will also determine whether it wishes to buy
grains from other sources 
(i.e. truckers and wholesalers).
 
2) During the life of this program, the Borrower agrees to
announce minimum buying prices for grains (corn, sorghum, beans
and rice) in advance of the major planting season. 
 Exact dates
will be determined in the implementation plan.
 
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 losses as may 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 resources from other national or
sotrces at 
 regional
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 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 be retained in the working capital fund and will
be used at necessary 
 for the IRA commodity purchase/sales 
 program.

4) The Borrower will consult the CentralCommission on Mnrketing 
with Ame' icaln Coordinditingand Price Stabilization (CCMEP) on it,
price stabiiization levels and extra-regional trade for the
production year in which it plans toby the use the capitalloan. Evidence fi ancedof consultation with the CCMEP will bethe official minures of the regular

El CCMEP meeting at which anSalvador IRA representative 
was in attendance.
 

') The Borrower agree! that during theAID financed working capital 
life of the program, 

ptirchase will be utilized solely for IRA's 
the 

of basic gralnri (rice, corn, beans and sorghum) for the
price stabilization pro~tran.
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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 ignor

rance can be positively combated
without depriving man of his 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 aud perhaps

universal cooperation. 
It finally means
that the mature mind may prevail over
instinct and that co-operation, compro­mise 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)

Population (1971) 21,000
 

3.55 million
Population Growth Rate (1960-7p) 
 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 Government 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) 

0.1%
 

III. Social Indicators
 

Per cent of 
Income in lowest quintile 3.5%
Per cent of Income in highest quintile 
 63.5%
Birth rate per 1000 inhabitants (1971) 
 42.2
Death rate per 1000 inhabitants (1971)

Doctors per 10,000 people (1971) 

7.9
 

Population per hospital bed 
2.5
 

Fifty-eight per cent literacy -
480
 

lower in countryside

Eighty per cent of total land in hands
 

o1 10 per cent of all owners
 

IV. Rate of Exchange
 

US $1.00 - Colones 02.50
 
Colones 01.00 
- U.S.$.40
 

Sources: Census of El 
Salvador 1961 and 1971
 
BCR Review Dec/72

El Salvador en Graficas 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 fi­nancial policies with n- severe fiscal or balance of payments

problems and there was a virtual absence of inflation. The govern­ment 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 economicgrowth 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 interpnediary 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 undQubtedly a number of factors which have
contributed toward tle developments noted above, one must conclude
that GOES policies played a major role in these 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, is the relatively high tariff set on manufactured
imports from the non-CACM (tariffs within the CACM were almost eli­minated) which encouraged internal (CACM) production to meet the
needs of the 
common market countries.

by tax This incentive was reinforced
forgiveness for investment and production for export. 
Third,
the tariff on intermediate goods (goods needed to produce the manu­factured goods) was 
set at very low or zero levels thus further
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 pro­duction of manufactures for domestic needs and exports to
increased tendencies the CACM,
 
as 


to concentrate on imported intermediate goods
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 rise 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 protection.
While 45 per cent of this export expansion went to 
the non-CACM
area, if one eliminates two of the traditional exports to 
the out­side world, coffee, sugar and cotton, non-CACM exports (the more
non-traditional but 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 agricbltural 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 rose 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 impli­cation, 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 these 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 invest­ment performance has been far from satisfactory, and what invest­ment 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 llth 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 rellance upon Central Bank financing.)
Tax collections during the period were low in relation to othcr 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
rose 81 per cent; 
twelve other LA countries exceeded this rate of in-

Iii 

crease, and two other Central American countries increased collections
per cent and 101 per cent, respectively.
a per cent of GNP were 

Their tax collections as
shown as 13.5 per cent 
(only 10.7 per cent ac­cording to latest GOES estimates) in 1971, eighth
and well below the high of 24.9 per cent as well as 
place in all of LA
 
the 19.4 per cent
average of the seven highest. 
The average for all Latin American
countries was 14.6 per cent, about one percentage point above the El
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, 1968­1971, direct tax collections 
(income, inheritance and property) averaged
28 per cent of total tax revenues. 

on exports (coffee). 

Another 14 per cent represents taxes
The remaining 58 per cent represents taxes 
on goods
consumed (import taxes and domestic transactions). 
 The current tax pro­gram, therefore contributed little if anything toward the improvement of
income distribution. 
Moreover. it is insufficient to 
permit the required
increase in government investments.
 

As noted earlier, in addition to being relatively low compared with
other Latin American countries, that investment which did take place
seems not 
to have had any strong influence on employment and thus
income redistribution. on
A comparison of the 1961 and the 1971 census
points to 
a rise in underemployment and unemployment. 
The latter rose
from 5 per cent in 1961 to 20 per cent 
in 1971.
have been a sharp increase in 
There also appears to
the underemployed. 
 According to
census, the economically active population (both sexes) 

the 1971
 
of age increased since 1961 by 

over 10 years
some 507 thousand, or
the 507 thousand increase, 48 per cent, or 244.4 
63 per cent. Of
 

thousand, fell in the
category called "activities not well specified." 
 Although no
definiticn is provided for this category, it probably includes those
 
further
 

who have a variety of jobs, and this implies that the number of under­employed 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 manu­facturing. 
Agriculture showed a significant 127.6 thousand increase in
employment while manufacturing showed a weak 4.4 thousand increase;
during the decade, 25 per cent of the increased employment went to
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agriculture while only one per cent went to manufacturing. 
Measured
against total employment between 1961 and 1971, employment in agri­
culture fell from 60 per cent
facturing declined from 13 per cent to 8 per cent. 


to 47 per cent of the total, and manu-

The increase in
 

services accounted for most of the remaining employment increases,
and their share of total employment increased slightly.
underemployment 
 Therefore,
probably increased, employment in agriculture increased

considerably, services improved somewhat and manufacturing showed poorly,


A comparison of gross investments 
over the
heaviest investments in the sectors where employment did least well and
 
lower investment where employment climbed the most. 
 For example 


same period shows the
 

annual

average gross 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 rose significantly in

agriculture and barely increased in manufacturing.
ments 
 Transport invest­(annual average) were also high, at $20 million, but employment
increases were 	small and the percentage of total employment
changed. 
 Construction investments also ran high but employment levels
 

was un­
actually declined.-


The implication of these developments, of course, is 
that invest­
ments in construction and manufacturing have been in labor saving

equipment; they have been concentrated

consistent with GOES wage, tax, and tariff policies. 


on the capital 	intensive areas
 
This would also


explain in part the increase in the ,unspecified" 
category, reflecting

workers taking 	odd jobs to avoid complete unemployment 

take over.	 

as 
the machines
 

Of course, as would be expected, contributions
are consistent with the investment patterns. 
to GDP by sector
 

to 1970, agricultural production For example, from 1961
increase durirng that period, and dropped as a per cent of GDP from 32
 

rose 39 per cent, the smallest sectoral
 
per cent to 
26 per cent 
(it continued at this level through 1972).
the other hand, during the 
per cent, 	 same period manufacturing On
 

from 15 per cent 	 output rose 
100
19 per cent 	
to 18 per cent of GDP, and
in 1972. Services also 	

rose to just over
rose from 49 per cent
of GDP, and continued at 	 to 51 per cent
that level through 1972.
 

E. Development Policy
 

Over the last decade little has been done to
distortion of income distribution in El Salvador. 
improve the wide
 
Action programs to
ties) 
or provide for equitable land distribution have had little or no
 

modernize the health systems (outside of the eonstruction of new facili-
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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 Lhu,
USAID program is providing assistance to 
support this effort. 
 Also,
the GOES has taken steps to 
increase technology and credit availabili­ties for small and medium farmers, and the USAID is also assisting in
this activity. Agriculture holds thekey 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. While
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 awarenessltEf 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 develop­ment 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, steps 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 small and medium size entrepreneur.
The recently pulished 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
expected to average annually 10.2 per cent and 10.7 per.cent respectively,
compared with 3.8 per cent and 3 per cent in the previous five years.
Agriculture, on the other hand, will average 4.8 per cent compared
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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.
 
I. Investment Levels and GNP Growth Rates
 
The GOES has projpcted sharply increasing investment levels for


both the public and the private sector. 
 (It is 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 is difficult to determine the effectiveness that
these investments will have, i.e. the value of output created by a
 
unit of investment. 
 For reasons not fully explained, the GOES projects
rather sharply increasing returns from a unit of investment.
 

2. Exprts 

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.

manufactures exported to 

During the nine years ending with 1971,
the non-CACM area rose only $7.2 million;
during the last five years it has shown little change.
difficult to 
 It is therefore
see how the next five years will bring a $17.6 million
increase.
 

3. 
Income Distribution Effects of the
GOES Fiscal Program

In general, the government's projected current and capital expen­

diture program shows a deliberate shift toward income redistribution.
While the Plan expresses a desire to achieve through tax reform a
 lesser dependence on external trade taxes and regressive internal
taxes, it does not provide a breakdown of the tax collections.
a total tax projection is provided, and it shows a moderate 17.8 per
 
Only


cent growth, from 10.7 per cent to 12.6 per cent of GDP between 1972

and 1977. 
 The CIAP review presents the only indication of the Govern­ment's tax "reform" plans. 
 Here we
Government plans to meet what would otherwise be a fiscal gap in the
 
Five Year Plan amounting to 


find the explanation of how the
 
$100.4 million.
istrative reforms, which aggregate to 

Among the proposed admin­
$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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might be done vis-a-vis the Population problem. 
Over the last five
years, GNP growth is estimated to have averaged about 3.7 per cent.
The 3.5 per cent average growth of Population has just about elimi­nated any per capita gains. 
 Increasing unemployment and underemploy­ment over the period (the former reached 20 per cent in 1971), prob­ably 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 seems less likely that population
growth rates can be affected, and any major gains will depend upon GNP
growth rates. 

to be checked. 

However, over the longer run, population growth will have
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 com­bination of GNP growth and population growth considerations. 
 It must
be recognized that basic distributional problems stem from historical
developments, especially in the areas of agriculture, education, and
health. 
 In agriculture, the distribution of land combined with the
distorted availability of financial resources assured that the few
rich would get richer, and the very poor would stay that way. 
 Edu­cation facilities added further to the phenomenon.
most countries Education, as in
(including the developed world) was not directed toward
maximizing returns on investments; rather, it depended upon family re­sources. 
 Health, of course, is another area where income levels are

important and where productivity is affected; it also has been neglected
over the years. These are 
the three most important areas 
for concern.
 

Agriculture requires special emphasis. 
 It is
ing income and employment. the key to increas-
The masses of rural people must be brought
into the modern economic process; they need to
more. produce more and buy
This self-generating 
process in and of itself will improve the

quality of lifc for the averagc 
Salvadorean and have a direct bearing
on the population problem.
 

II. 
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.
shortcoming was 
 A major
 
sector. 


the serious neglect of a major part of the agricultural
The GOES provided heavy incentives 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 .965 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 want 
for agri­
culture.
 

Labor productivity in the traditional farm sector 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 hectare 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

seekers. 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.
 

14hen 
in 1966 prices of the major exporLs (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 invesitments all followed the 
same trend. Next,

since this slump 
was shared by most other Central American countries,

excports of manufacturers 1o 
the CACM fell and there was no internal
 
market to take up the slack. 
 Economic development was further thwarted

by the "population war" of El 
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 
Salvador's total exports.

In short, 
the big push effort had been stalled.
 

Prices of export commodities began to rise slightly shortly there­
after which offset some of the damage. Still, growth in per capita GNP
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The Government did not desist from efforts to ,reinvigorate
cultural investment specified by the Nathan Group during the 1970-74 period
 
Public 'sector agri­was $90.8 million or about $18.2 million per year. However, only aroutid
half of this amount has been invested (although withthe introduction of>the new Five Year Plan beginning in 1973 there is promise of better per­formance). Ministry reorganization Is taking place, but not as rapidly
as projected. Credit and marketing reforms are in the process of beingimplemented, but there is still much to be done. Land reform although
a subject of continual public debate seems to be far from reality.
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priority; 
of this isnot to suggest that agriculture isnot a political
to the contrary, the Molina Administration considers the de­velopment of the rural sector as its number one objective. The new
Five-Year Plan re-emphasizes the importance of agriculture,the Government has not yet been .abl. 

However$ 
to put together a program of the
* 
 scope and dimension suggested by the Nathan Group.
, therefore, It can be said,that the study has ben a model, but not the roeipa of agri­cultural development policy. 
 It is the judgement of the Mission that
It will continue to play such a role. 
 This role, however, is not to
be understated. As a result of the analysis, the GOES has gained a
clearer understanding of the critical importance of the rural sectorto overall development as well as the need to execute aand integrated action program that intervenes coordinatedat several critical 

a 1 points of the rural economy. Virtually for the first time inthe
a a * history of the country, attention isbeing given to the small farmer
and his role inoverall economic development. The Nathan Study has
been instrumental inpromoting the concept of continued, in-depth
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as insufficient and cites what it believes to be the causes and ef­fects of this slow growth. A major problem has been the lack of ef­fective demand. 
The demand situation is a reflection of high un­employment 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
"Ipast public sector 
policy has tended to consolidate the present
structure 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 in the sector to 
5
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 yearq. An investment plan of $132 million is projected for
thle 
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.rhe foci - of these programs i. three fold; to develop multi-cropping
and diversification on irrigatet landn, develop technologically andeconomically sound alternativen} 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 major public institutions concerned with agriculture
 
has been established. Tjis 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 multi-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 focusi of a major portion of USAID technical assistance as well as
 
technical specialists provided by Spain, Great Britain, China, and the
 
Netherland&.
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TABLE 1
 

Annual Average
 

Comparison of Wholesale Prices for Corn, Rice and Sorghum,

Central American Capital Cities 
- 1969-72
 

(U.S. Dollars) 

Country /C o r n 2 /R i c e S o r g h u MI/ 

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 October
 

z
 
3/ Calendar Year
 

Source: 
 "Granos Basicos: 
Precios medios al por mayor en las capitales de los paises de Central
America" SIECA/CCMEP 
- XII/D. 1.3, Guatemala, 5 de Marzo de 1973.
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It is obviously much too early to judge how'successful the CENTA
program will be in creating the now 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 has been appointed by the Minister of
Agriculture. 
The eleven member board has representatives from MAG,
CENTA, agricultural cooperatives, IRA, the colonization agency (ICR),
the agricultural professional society and the University of El Salvador.
The council will establish program priotities in research, extension
and education, review implementation plans, do evaluations, review
expenditures and approve annual budgets.
sector representation This council lacks the private
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 basic grains. 
As progress is
made on these crops and as additional trained manpower becomes avail­able research will be shifted to stress other high value, labor intensive
 crops.
 

The Extension Service in the past year has named specialists for
animal husbandry, horticulture crops, basic crops, fruits, communications,
and youth clubs. 
Emphasis is shifting to 

designed to reach the target group. 

basic crops in program planning
 

The livestock work of the MAG is not well coordinated with emphasis
on veterinary medicine and not in animal husbandry.
initiatives in this sector are reasonably strong in developing pastures,
in irrigation and in breeding. 


The private sector
 

The government has sought USAID parti­cipation in livestock production and marketing but we have declined
preferring to 
concentrate on the basic crops and vegetables.
has offered MAG assistance in this area but the offer was 

UN-FAO
 

refused because
the MAG does not feel FAO has the experience needed.
 

is 
The two major problem areas which must still be overcome if CENfA
to be effective are 


salaries. 
the lack of tuained manpower and inadequate
USAID is providing grant-financed technical advisors who
provide on-the-job training to their counterparts as 
they jointly carry
out the CENTA research programs. 
Training abroad is 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 trainees abvoad and
this number is expected to increase over the next several years.
problem of low salaries however is The
 one which external assistance can
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do little to resolve. The Ministry recognizes that higher salaries are
required to attract and-retain qualified personnel and has 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 75­85 per cent of the small and medium size farms. 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 (proces­sing 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 producers 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 leader­ship in resolving marketing disincentives to domestic

production of th~se 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.
will be called upon to help 
IRA
 

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 inputr 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 Credito have a small loan portfolio to small and medium size

farmers. 
Thus, it is estimated 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).
 

c) 	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 El Salvador by a factor of almost two
thirds. 
 Given the scarcity of land relative to labor and other re­sources, the rteed for irrigation is obvious. 
The 	GOES Zapotitan
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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, distri­
buting water in canals, water distribution (under pressure) in pipes,
and developing under ground water using pumps and artesian flows.
second project, Atiocoyo, of 3.4 

A
 
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 over 200 .000 or q ncent 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 usall surplus,

are unable to market their product effectively.
 

Although 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., soil, 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 agri­cultural bank and FEDEC*CES, and marketing by IRA).
 
As presently planned the USAID program will not directly attack
the problem of land reform and land redistribution; it will, however,
help to ensure that when such a reform does take place it will result
in real gains for those it is designed to benefit. 
 The AID program
is assisting the GOES to reform and modernize the policies and insti­tutions 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 be labor intensive 
 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. 
 This technology will raise
yield potential significantly and thus increase overall availability
of foodstuffs. 
 The marketing program will be designed to ensure 
that
the farmer receives a.better return on his commercial sales and at the
same time stabilize market prices to the consumer --
including the
subsistence farmer/laborer. 
Lastly new crop lines and 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).
this strategy is In summary,
a multi-year, multi-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 P1. Salvador and is completely consonant with the ob­jectives 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 sector and in meeting the
employment and income objectives of the GOES. 
 Appendix IV, Exhibit F
shows the number of farms and average farm size 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 resource base and suf­
ficient experience to respond to new programs, technologies and in­
centives. 
At the mopent, 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 assistance 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.,.Al faRm.K 
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 tarm. 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 program­ming model to help ascertain probable responses of the small and medium

farm sector to various politi'il and economic stimuli and 
to aid policy

makers to understand the implications of alternative p~licies. 
 In

accord with the GOES policies of increasing farm income and increasing

rural employment, three objective functions are 
used. One is return to
 management, the second is 
return to management and labor, and the third
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El Salvador -
TABLE 2 

Area and Production of Basic Grains in Agricultural Year 1970-71 

FarmSize 

(Ba.) 

Less than 1.0 

Area 

Ha. 

53,680 

C O RN 

Production 

MT 

21.26 86,505 19.59 

Area 

Ha. 

8,876 

2 

19.57 

Production 

2 

8,880 20.17 

1
2 

5 
10 

20 

-1.99 
- 4.99 

- 9.99 
- 19.99 

- 49.99 

56,219
60,818 

26,780 

17,364 

13,959 

22.27 87,750
24.09 102,348 

10.61 46,918 

6.88 31,198 

5.53 25,747 

19.87 
23.18 

10.63 

7.07 

5.83 

0 

10,423 
10,443 

5,105 

3,310 

2,622 

22.-98 8,813
23.02 8,824 

11.25 4,198 

7.30 2,753 

5.78 *2,263 

22.00 
22.02 

10.48 

6.87 

5.65 

0 

%0 w 

1 

50 - 99.99 
100 - 199.99 

200 - 499.99 

500 - 999.99 

1000 & more 

TOTAL 

--------------------------7,360 
5,415 

5,178 

2,659 

3,014 

252,446 

-------------------------------------------­2.91 15,992 3.62 
2.15 13,176 2.98 

2.05 14;350 3.25 

1.05 7,841 1.78 

1.19 9,696 2.20 

100 441,521 100 

1,870 
881 

645 

513 

677 

45,365 

4.12 1,290 
1.94 892 

1.42 817 

1.13 925 

1.49 1,211 

100 40,066 

3.22 
2.23 

2.04 

2.30 

3.02 

100 

Source: Directorate General of Statistics and Census 
III Agriculture and Cattle Census, 1971.Table 17. 
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TABLE 2 (Cont.)

El Salvador - Area and Production of Basic Grains in Agricultural Year 1970-71
 

Farm Size R I C E(Ha.) SArea 0 R G H U MProduction (Oro) -- ea ProductionHa. 
 HT 
 Ka. 
 MT ZLess than 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 M------------­ 30,726
2 - 4.99 

9.58 25.00 33,862 25.32
3,035 22.15 
 5,909 21.73 
 31,141
5 - 9.99 
H 25.33 32,775 24.511,853 13.52 
 3,236 11.90 
 t 13,00710 - 19.99 10.58 13,848 10.35896 6.54 1,462 5.38 7,863 6.39
20 7,946 5.94
- 49.99 
 997 
 7.27 1,853 6.81 
 7,034 
 5.72 7,132 5.33 

50 ­ 99.99 
 1,085 ------7.92 2,354 8.66 --------
­100 - 2,679 2.18
199.99 2,625 1.96­200 - 499.99 531 3.86 943 3.47
1,563 11.41 
 3,468 12.75 1,786 1.45 1,937 1.45
1,674 1.36 
 11,930 
 1.44
- 999.99
500 

1,377 10.05 3,321 
 12.21 
 563 0.46
1000 & more 646 0.48
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
 

Source: 
 Directorate General of Statistics and Census
 
III Agriculture and Cattle Census, 1971

Table 17.
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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 l9vels of technology, there are activities for
developing irrigated land, seeding pasture or converting pasture to
cropland and for the importation and exportation of ths.various pro­ducts. 
 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 becomeE
evident. 
 In employment maximizing solutions, more laborers are emplc
but 
the average income per man/day worked is less than the minimum da
wage 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 exports was 
assumed and
credit levels were nearly unrestricted. 
Within this 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 irri­gated 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-sufficiency levels. 
 Income to tha
sector again dropped (by about 50 per cent) but employment is only

slightly affected.
 

In all three of the above solutions, livestock competed strongly
for resources. 
Of particular note is that highlypoductive dairy
enterprises effectively compete for irrigated land with vegetables
in both income and employment maximization models. 
 In all of the
 



above solutions, some meat and .il ,are 'vatlable f or 

Solutions were obtained for in-t-a, are 41qf of grai
 
storage. If more storoge made $Talua
were available, pro4tiawt on 
irrigated land wouldbe reduced, slmkin' sv (o " Mruhr hisbat Venterprises.,a denterprises which require UOTc, ,rtikr p"r I44* uni. 

.. In..the presence-of-retrictions on ' 
from grain production would go into irrigqtet Ge~t i4T,
dairy production., It is probable'that t *eXport*ar r1e vfatbi'
could be developed, a part of'this lpnd 'VaAd po *oge l pro­
duction. 
 -


Thus, the preliminary result* I Too our,,: w>4 e "4 aupporr ~ 
priority attention nlow being gilieo ,to 4ie #raI" as vftoaitc .
The CENTA program will develop 04'406 
it to the farmer. The new agriq&tc1 tibaat et Y etPA0d bythe GOES will provide credit r0 the iA.,re lrket$'vtIv

insure access and just prices, to te pVod'ucler. hi~le 0tZre Hi
AJIP C 
to the sector will be dependent upon th. Shmgoifis anatYO antf * 
of the GOES and other internatibnal fhiavavhl instwtuttn'* -l,* PazrQ 
pattern and direction pf our- ss*istance progr. is 4ppxt ,o, . 

We will continue grant fi.namn tach tcal asfv!i-anC& t00iPr"o 
to CENTA and to the planning and analyuis staff of the irt ,, ,­
term consultants and U.S..and.L.j otuory trafing wit! bc riquir- .& 
IRA until the USAID loan toth itAetitutlt0 ii p . 

USAID's next targets f&Ma.I tPproj.A "kk • d­
financing will be in fresh fruitand v.tgstabI varkti . ',t. *w"#
 
which isl<key to the lohg tet,.iiTl .fxt:o, ti htAtp
MAMAM 
needed for the modernization ' oo"' adq gvit;ra . - , (yv'
level agriculture education. VV will belsin to ex 'sir is '1%,-
area during FY 1974 to determine vhat can be Jo to sr'rva,% .*e ih 
agricultural faculties at-the nMt.ioqW univereitv *asi Vri f,-f. 
university Simedn.Caias a4&ito deVA, cooperatfv, pie 
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Part Three: The Proposed 9Grain Marketing.Program 

Is Description of the zisting Grain MaretingSyst 

ae fi different classes of grain buersAin El-:aovador.o
1) thes mall local buyers-'who genrally uesfr ymal-iodcrs,
2) the private trucker who ,usd l fro prduer or thesmall 
local buyers ;3) the o buy 'froe .ers4pc-


producers or truckers; a&W 5) the governent price stabilizat ion 
agency. A problem which currently eist i~nvolvis ftallY-;'roducers
who noumally sell to the sm11 local Wje or r~jitzk I 

ahre ~s survey 'svidence'whi h 
'* 

eadving prices lover than prevaili ket levels. The magnitude
of the problem is unknovn and more reserh in* this areiii needdLackjp otr
In addition'to receiving prices which are lower 
vides there are wide intra-year fluctuations in prices and -the qall
farmer isgenerally selling at harvest which-is at the'bottom'ot the 
cycle. lHe sell* at harvetfor several reasons, the most importantof
which is. the lack of on-farm storage facilities. 

n-f than the market pro-' 

The selling function isperformed by public market sellers$ street
vendors,,roadside vepdors' small neighborhood stores, and supermarkets.
The b+ of the corn oold as tortillas through public market sellers
and street vendors. The'lastituto Regulador do Abastecimento (IRA)
also makes retail sales through a network of retail outlets. IRA plans, 
at least in the short mun, to continue selling at the retail level 
Although it is not a necessary part of a price stabilization program. 

.e transportation sytmin El Salvador, although fairly wll 
developed, coatinues to cause marketing problem. The road network
has beon'improved over the years And, since hamvst of the grains is 
geneally don. during the dry season, market ac eas is better. . Howev
there are 'itill remote a!49s. which have inadequate sccondary' roads.
Generally, during, the yialtiere are sufficient trucks to handle grains
with the, exceotionof thi months of Dcmber and January when grains 
must competa for truj pqp_+t"th the export crops (cotton, coffees and 
siup) . -. sktlifu i d4ei prolram to establish more accessible .. assilbiy"ad ater', pats wold eliminate part of the need to moVe 
grains to themajorcLtis at that tim. Rail transportation is avail­
able betwivi mjoe cttLsOs but tru:ks hadle the bulk of. the grains.
ftay mnall producers cdatiuue to rely on animals as a source of transport. 

while ad.aiI for basic grains arewell defined in 
I_ Sall r1 little #. 'i. made of them. In- does-theattempt to US: 
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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 wihich results in
considerable extra expense. 
This is true even in IRA.
 

Market information continues to be 
a problem and thia contributes
to the exploitation of small producers by the grain buyers. 
The
Ministry of Agriculture (HAG) has a section which provides market
information in the form of market price quotations and the results
of marketing 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 I presents a summary of 
the physical capacity, both
public and private, which currently exists in El Salvador. 
 The total
is about 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. 
 MAC estimates are thatup to 
20 percent of grain stored in inadequate, open-air facilities
is lost due to 
weathur damage, insects and rodents and inadequate
 
drying.
 

In tiurn.ary, bestthe thing that can be said about the existingmarketing system in El Salvrdor is that each year it manages to movethe grains from the farm to 
consumers. 
 Within this process, however,
there are 
numerous examplei of inefficiencies, imperfections, and
inconnistences which ciistantly disrupt the process. 
 The question
always becomes one of why the GOES has not recognized that problems
exist and taken steps to nolve them. The answer 
is the traditional
one: the COE;S has recognized the probems, hasbut lacked the abilityto solve them due to inadequtate resources. For example, to cnforce asytitem of grades and standard requirev trained experts, regulatory
personnel, and large budget ,illocationu. To stabilize prices
effectively requires large investment levels and trained personnel
that hve been beyond the capncity of the GOES in the past. (Part
Four co.itainu a discussion of 
the past GOES efforts to stabilize
pricos through IRA.) In addition, there is strong competition
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Table 1
 

Storage Capacity in El Salvador
 

Zones Privatell 
 Private
I R A 
 Comercial
Silos Warehouses Non-Commerciall/Silos T o t a 1Silos Warehouses Silos WarehousesWestern 
-
 415 230 5,901 3,659 
 6,131
Central 4,074


14,250 
 22,575 
 4,766 
 12,436 
 4,810 31,452 27,385
 
Eastern 2,000 15,500 4,922 5,269


Sub-totals 6,831 12,191 22,33116,250 
 38490 
 9918 
 23 606 
 15 300 
 49 774 5379054,740 
 9,918 
 38,906 
 103,564
 

l/ Includes Banco Hipotecario y Cajas de Crdito.
2/ 
Includes barns, warehouses, granaries and others at the farm level.Source: Analysis of Demand and Supply for Agricultural Marketing Services in ElMinistry of Agriculture and Livestock, February 1973. 

Salvador 
-

("Anglisis de la Demanda y
 
de la Oferta de Servicios de Mercadeo Agricola en El Salvador -Ministerio 
cultura y Ganaderia 
-
 de Agri-
Direcci6n General de Economia y Planificacion Agropecuaria,
Depto. de Estudios Agro-ocioecon6micos. 


Feb. 1973 y Depto. de Proyectos del IRA.)
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within the MAG for the scarce resources which results in an
allocation problem. 
For example, should the 
AG be concentrating
its resources on the marketing process when many of the very basic
production problems remain unsolved? 
In the past the AG has
elected to allocate more resources to the production side than to
marketing. 
This decision has resulted in a dynamic response in
terms of productivity in the basic 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 Usulutan. 
At these
two locations, IRA currently owns 33,695 MT of capacity with plans
to build, this year, an additional 4,000 MT at Usulutan*
addition, IRA currently rents 17,045 MT of which 12,500 MT 
In
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
installations throughout the country which includes 2 terminal
storage and buying plants. 
Finally, the network includes country
buying stations (which will not be permanent installations but rather
assembly points) to be serviced from the permanent installations
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
the basic equipment in the initial construction of a new facility), a
communication system and maintenance equipment for all facilities.
 

UNCLASSIFIED
 



31 UNCLASSIFIED
 

B. Working Capital
 

The loan program will establish a permanent working capital revolving fund
 
within the Central Bank (BCR) to be used by IRA for the purchase of corn, benns,
 
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 (June - August), the working capital fund will be
 
increasingly liquid (estimatld from 55 
to 60% of the entire fund) as the grain

supplies are being sold. IdQally, all grain would be sold at the end of the
 
sales cycle in September but during 
some years, IRA would have carryover and
 
would be expected to hold up to as much as 
40-45% of its 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, prict analysis, and
 
supply and demand projections). Technical assistance financed under the loan
 
will include an engineering consulting firm, a design engineer (storage and
 
warehouse facilities), management consultants (central office operations and
 
regional 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.
 

III. Program Goals and Objectives
 

El Salvador's recently completed Five-Year Plan (1973-77) 
has as its
 
major objectives increased income, improved distribution and the reduction of
 
unemployment. The Plan outlines the GOES 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 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-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) assist in the development of the administrative and opera­tional 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 transfor­mation of IRA into a national marketing institute by providing an
effective basic grains 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
strbilization program is 
to eliminate market imperfections which
are 
curreittly 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 IV, 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 I 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 spread

had been held to $1.00 instead of $.60, the income savings would have

been $32.Q 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 
Sorghum 

$ 1.19 
1.82 

$ .59 
1.22 

156 
108 

$ 46.02 
65.88 

Beans 3.98 3.38 76 128.44 
Rice .94 .34 212 36.04 

I/ Actual spread minus $.60
 
2/ 	Actual 1971-72 yield per hectare times four.
 
3i/	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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Table IEstimated Income Effect of Price Stabilization in Basic Grains Using Comercial
Marketings and Price Data, 1958-9 hrough 1971-2 Crop Years
 

Annual 
 Weighted
Crop 
 Total
Commerciali/ Average Averag/
Marketings Commercial Yeara5/Market ings Price Excess_Spread 3 , erspred In
Spread3/Spea4=EffectYear Incomenoe inoe5 
(000 cwt.) (000 cwt.) $/cwt. $1cwt.Corn ($ 000)
48,406 ($ 000)

3,457 
 1.23 
 .63
Sorghum 30,496

21,228 2,178


1,516 
 1.21 
 .61
Beans 12,949 
 925
4,046 
 289 
 3.70 
 3.10
Rice 12,543

6,773 484 

896
 
1.88 
 1.28 
 8,669 
 620
 

Total 620
80,453 
 5,746 n.a. 
 n.a. 64,657 
 4,619

I/ 
Represents 70 per cent of total production of corn, 65 per cent of sorghum, 75 per cent of
beans and 90 per cent of rice.
2/ 
Computed by calculating the intra-year wholesale price spread for each year and constructing


a weighted (by production) average for the 14 year period.
3/ 
The weighted average spread less $.60 which is the estimate of a fair market return per
 
hundredweight of grain for storage, handling, transportation, and middleman profit.
4/ Excess spread times
5/ total coimercial marketings." >
Excess spread times annual average commercial marketing. 


n 
Source: Developed from data from the Statistical Section of the Ministry of Agriculture and
Livestock.
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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 HAG 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, 
In

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
price3 and another margin between the wholesale and retail levels.

These margins reflect such items as buying and selling costs, 
trans­portation, 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 h'as 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 prodvcers receiving the lower prices were the 
ones who lacked
sales alternatives due to poor transportation 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 pro­ducers. 
 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 pro­ducer would only have two IRA facilities in the whole country in which to
deliver his grain. 
 In 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 Kr
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. HAG estimates are that open-air storage results in up
to 
a 20 percent loss of product due to weather, insects and rodents,
inadequate drying, resulting in spoilage, etc. 
 Th6 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 MT 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
programming 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 consumeiswhich,

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 increased 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 El 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

import-export 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. 
 El 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 follows4
 

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 
2) Equipment 
3) Vehicles 

(22.0) 
(137.0) 
(88.0) 

(9.0) 
--

--

(13.0) 
(137.0) 
(88.0) 

b. New Facilities (27,730 MT) 
(Total) 2,176.0 650.0 1,526.0 

1) Construction (1,624.0)
'2)Equipment and Furnishings (236.0)
3) Vehicles (316.0) 

(650.0) 
--
--

(974.0) 
(236.0) 
(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) 


5. Additional Administrative and
 

715.0 715:0 

a. Maintenance and Communication 
Equipment, Spare parts andVehicles 

115.0 115.0 
b. Training 

100.0 100!0 
c. Technical Assistance 500.0 500!0 

1) IRA 
2) MAG 
3) IRA - Engineering 

(200.0) 
3i(100) 
(200.0) 

(200.0) 
(100.0) 
(200.0) 

Operating Costs 
 1,691.0 
 1I691.0 


TOTAL 
 12,996.0 6,754.0 6,242.0
 
It is anticipated that the loan will be fully disbursed over a
4 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 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 actual needs of IRA at the
outset of the program (1974) and IRA's needs as 
the new facilities
financed in pazt by this loan are completed (1975 and 1977). 
 In
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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4. Other Items (Total) 
Total 

715.o0 
GOES 
-_ 

USAID 

a. Maintenance and Communication 

Equipment, Spare parts andVehicles 
115.0 -- 115.0 

b. Training 100.0 -- 100.0 

c. Technical Assistance 500.0 -- 500!0 
1)IRA50.50!
2) HA 

3) IRA - Engineering 

(200.0) 

(200.0)(000)--

--

--

(200.0) 

(100.0)

(200.0)5. Additional Administrative and
Operating Costs 
 191.0 


TOTAL 

12,996.0 
 6,754.0 
 6,242.0
It is anticipated that the loan will be fully disbursed over a 

4 year period.
contribution/loanA preliminary disbursement schedule of GOES
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 components of the program. 
The contributions
the working capital fund or capitalization of the working capital fund
 

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). 

accordance with the MDCC recommendations of May 4, 1973, the financial
 

In
plan has been designed to place greater responsibility
for the counterpart financing for the working capital fund as 

on the GOES
 

the new
facilities become operational.
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' ~C.'Z ~"CEffect on~ El Salvador's Balance ofPayments II 
El Salv ador h s to i .or so.me ar"a oinea n e' ve'paradoxically, statistcs so .... . . hthat 
 te .
 

balance. 
rn:1970/71 thetotl~aj fr~ip is4 ijj
at almost,$2 million. "The problemLis~that~there a
4,
r ose
 
storage facilities. 

:j '44' . .. p y This loan will1 Provideens':..If her.' storage fac11ities such thatIthe grain- ,4.'"."- 4' _.' ... cro}- . . 
when harvested can be held over to,metcosminned a"4evn $ mlli- nh&
."... '' -- " ;r' "---;--, .;.-.
latterpartof the 8 .8annaLpioductioncOspto -every,an eautly
cl. Frhrmore
ough
it will help free irrigated landanow used for.grains 6c.lia. 
this.s
land can be moved into vegetables' (almost 75 percentIof which is 

ulyosent 
,imported) and other intensive enterprises.


sorgebury fh th
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..2. per.ent____________ 
 'casre
au-oo naequate
'naequa
On the other hand, the loan should not generate with I .... sector additional demand for farm equipment, chemicals or other
 
in the private, "
 

coummodities 
that would have to be imported from abroad. 
 Thus, the
loan should have a favorable effectpayments.it directly to on the El Salvador balancecontributes imslempti,,n ....n.e-ds in-elofIf the progrfzn saves annual foreign exchange outlays
t-
of 
r op:/
 

even $1 million annually, itwill amortize itself in terms of foreign
exchange saved in less than seven years.
 "J
 
D. Consistency with CIALP Review 

This loan is fully consistent with the ClAP's recommendations
of February 1973 that greater policy emphasis should be placed on 
 '
agriculture and the small and medium-.sized operator. 
 The loan financed
program isdirectly aimed at the stabilizing prices and icmsof
the
major commodity produced by the Salvadoransmall farmer.. Therefore,
itdirectly contributes to implementing the CIAP's recommendations. 


At issue prior to the CIAP meeting 
''' 

was the role of the Inter-
American Development Bank (IDB) inthe proposed program. 
 Itwas
unclear whether the 1Aonk would be willing to assist in the analysis
of the project as wtoll as the financing.Issue was discussed indetail. 
At the CIAP meeting this

should The GOES and 1DB agreed that the Banklocus Its major a~tention on agricultural credit for'small 

­

farmers and recommended that A.I.D, play the major role inamarketing. riculturalThe Mission has infomed the GOES that, it willthe extent possible Indeveloping a assist' tototal marketing capability inIRA
although no firm commitments have been made beyond the proposed-loan.
 
Opinions of Other4'K. International Institutions 

' 4'; t : , ":' , . :;" :': ":! .i ''. : " ; .!. . .i " , : " 4 ! 4-. 4'4' 4" 
- ' - ' 'S--'.--:-;4'4The Export-Import Bank InIts meeting of ay7, 1973 stated4thatItss~otinterested inthle loan due to the local currenc~yand the Concesuionary fini'4angterms Zequiied. 
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The International Bank for Reconstruction and Development has
advised A.I.D. in its letter of 
May 9, 1973
interested in financing the project. 
that it is not
 

agriculture was limited to a U.S. $4.9 million education loan to the
 

The most recent IBRD program in
 
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.

staff and field 

Recent Mission discussions with IBRD
teams indicate that the IBRD plans
in El Salvador for the foreseeable future on 
to focus its assistance
 

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.
The IDB has discussed in detail with the GOES and is now planning
comprehensive technical and capital assistance programs over the
next three years in urban 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;
supervised agricultural credit program; 
a coastal fisheries program; 
a
 

a farm-to-market feeder road project; 
a livestock development program;


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
possible major investments which can do much to improve the rural
infrastructure, 
as well as expand needed services 
to the farm sector.
 
The Ministry of Agriculture has informed USAID/ES that the Central
American Bank for Economic Integration (CABEI) is not interested in
financin3 this loan.
 

F. USAID Director's Certification
 

Annex I, Exhibit A to this capital assistance paper contains the
USAID Director's Certification for this activity in conformity
with F.A.A. Section 6 1 1(e).
 

UNCLASSIFIED
 



43 

UNCLASSIFIED
 

PART FOUR: AnYsis of the Proposed Grain Marketinm Program
 
The new marketing development 
program will completely transfor
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 subsidize small producer income) and
the relation of these prices to the expected market equilibrium price


level in any given year was largely ignored.
in an IRA minimum price 
This, generally, resultedwhich was much higher than was reasonable in
a market context, and also, resulted in a need to purchase excessive
amounts to maintain the established minimum price level.
inadequate storage capacity and working capital to even maintain a
 

IRA had
 
minimum price which was tied 
to an expected market level much less one
 
which had been set artificially high.
with using pricing as 

There was nothing basically wrong
a mechanism to transfer income (except the danger
of distorting production patterns), but the costs balanced against the
available resources were not considered.
 

The second major problem was a shortage and/or poor timing with
respect to 
the availability of working capital. 
 The Central Reserve
Bank of El Salvador (BCR) and the Central Government's regular budget
transfers were 
IRA's major sources of working capital in the past.
the request of the Government, At
 
and made available 

a line of credit was set-up in the Bank
to 
IRA for its purchasing operations.
credit, it should be emphasized, This line of
was not
available to IRA a revolving fund automatically
on demand. 
 Rather it
BCR that it would provide funds to 
was a simple commitment by the


of funds, IRA on an annual basis.
the terms under which they were to 
The amount 

schedule be granted and the timefor disbursement were decided by the lending institution.other major source of capital was Thethe budgetary support provided by
the National Government. 
 IRA's 
"capital organic law provides for adequateresources aind subsidies for operating costs 
and losses;".
 

In accordance with this legislation, budgetary support was
on a regular basis and actually reached $2.5 million in 1959. 

provided


starting in 1960, these subsidies were reduced and did not 
But,


when needed. 
As a result, IRA ran come forthinto serious cash-flow problems.
The problem continued to grow worse and by the lote
reduced the ceiling on 
1960's the BCR
 

million. In 1970, 
its line of credit from $6.0 million to $3.0
the Government provided $2.8 million in order to
 

allow IRA to 
expand its purchase-sale 
program, but this amount coupled with
 
the BCR credit was still insufficient 
to affect a significant influence
on the grains market.
 

A final problem was 
the inability of IRA to 
recognize through
analysis the appropriate time to import on export grains.
critical element to 
the program and This is a
can make all phases more 
efficient.
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Even when IRA knew that imports would be required, they were many
times delayed because they were not given authorization 
or
sufficient funds to act.
 

The following discussion of the proposed grain marketing
program is presented in~five separate, bnt closely related, parts.
It is based on a joint PSAID/ES-IRA analysis done during Intensive
Review. 
The first section deals with how IRA pricing decisions
will be made, how the stabilization 
program will function, and
finally the needs for storage capacity to make the program functional.
The second section (Location Analysis) takes the estimate of needed
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 access to IRA. 
The third section (Facility Design
and Related Items) contains a comparison of different types of storage
facilities and equipment and the design of the optimum system to fit
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
new program. Contained in this section also is
of the working capital fund. 
a detailed analysis


The final section deals with IRA's
organizational structure and management capability and its relation
to 
the expanded program and includes the technical assititance and
training plans.
 

I. Pricing
 

A. Analysis of the Price Model1 /
 

In the development of a model to establish a minimum buying price
for IRA, the first step is to analyze

variation in prices. 

the source and magnitude of the
There are two 
sources of price fluctuations
including year to year and seasonal variations.
 

1. Year to Year Fluctuations
 

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 a 10 percent change in the
price of beans on the bean section.
 

1/ This section was based, in part, on a consulting report by Louis F.
Herrmann entitled PricinAspects
of El 
m Basic Salvador's Stabilization ns. ThisGra report was completed in late Ma-rch,1973.
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Figure I. BASIC GRAINS ANNUAL AVERAGE 

PRICES, 1960-61 THROUGH 1972-73 
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From the I60/61 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: 
(I) natural
weather conditions; (2) variations in area planted; and
Variation in (3) yields.
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 seasonal.rvariations) affect prices.
This problem causes coqsiderable 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 El 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 IV, Exhibit G which shows the magnitude of intra-year variations
in the major giains 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 is 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-to­year fluctuations should be artificially influenced.
prices in a given year 
For example, if
 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 so 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 pr.ce of a grain such
 
as corn for the marketing year (October through September) 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 considerations, i 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 estimates of 9.2
 
and 8.0 million hundredweight, respectively.
 

With the chosen upper and lower annual average market equilibrium

prices, it was possible to estimate 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 noLmal 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 quch limits. Also, the maximum and minimum
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Figure 2. FLOW CHART OF ACTIVITIES FOR DEVELOPING 
A MINIMUM PRICE RECOMENDATION 

SPr°Jection of I Projection of 

Suppy Demand Factors 

SProjection of equilibrium 

Wholesale price for coming
year, annual average 

Other Criteria of Desirable
 
Price
 

Prodr:.trion goals

F!onomic Stability
 
Limits of foreign trade

and change in stocks 

First approximation,
minimum prices.(upper and 
I.ower limits) 
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IRA purchases
Consumption 
Foreign trade 
Change in stocks 

selectionr FaFinl mminimume 

prices to be recommended 

onvert annual average, wholesale,Imlct 
itMonthly prices norml seasonal IRA purchases

Differentials, markets outside ,IRA stocks 
Son Salvador \ ,-IRA domestic sales

Differentials, by quality -Imports or exports
Equivalent retail price JFinancial requirements 

[Recommendation to I 
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prices were chosen go that increased market demand at the
reduced (relative to normal) year-end prices could be satisfied
with the quantities purchased during the harvest season as a
result of the lower disappearance induced by the higher stabilized
price during the harvest period. A final point is that IRA's
purchases during the harvest season would be augmented by the
amount by which the private sector restricted its storage operations
as a result of higher-than-normal harvest season prices, but the
fixing of minimum and maximum prices would be governed by the
changes in current disappearance alone. 
Given these consideratinns,
appropriate prices were determined, implicit in a price flexibility
of demand 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 IRA 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, IRA 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. 
In other grains, the

perc2ntage 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 is 
a signal for IRA to begin sales into the
open market. 
 In this way, IRA is able to control the market prire

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 bf the loan.
 

B. Other Aspects of Pricing
 

Following the establishment by IRA of minimum and maximum buying

prices, there are three other pricing considerations. First, the
 
established 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 transportation. 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 stabilization program of tvuvist grains.
 

1. Differentials in Buying Prices by Location
 

IRA recognizes that the value of grain varies depending upon its
 
location in relation to the point of consumption. As a result, it
 
will be necessary 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 containu 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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stcations8~y
sttins(points where. iIRA will' bu ~ a n _­risbtwl o.hv
faciliies),, and ,th~e main" terminal strg'aclt in-Sa'5aAaThe'forua'developed includes~both allonw i" t''ana tli ext oafso isporationjustment'topre ventetheprvae tor from­
o7asn 
 rea faciliti 
 and moving t iadirectly
to another IRs iuchas San Salvado ­ 3.
 

by This study is still in process and the final formula for useb IRA will be developqd before the new facilities are operable. a
This willibe part of, the implementation plan required prior'the first
disbursement and will require additional analysis and some additional survey work which IRA "s prepared to undertake. 

Qality-Price Differentialsr e2. 


j Quality of grain is another important factor which must be 
considered by IRAin establishing minimum buying.prices. Grain

which is damaged, a excessive moisture, or hasa high percentage
of foreign material must be priced differently from high quality

grain. IRA is currently using a quality premium and discount system.
As an example, with corn, the buying price is established to allow 

'.4)
 

8 percent of damaged kernels. If a producer has more than 8 percent
damage, he is discounted, and if he has less than'8 percent, he gets
a premium., A similar procedure is used for the percentage of foreign
material and moisture.
 

IRA 'plans to review carefully its system of quality pricing

before the- new facilities are in operation. 
 To the extent possible,
they plan to set their minimum buying price in such a fashion that
most producers will get'a premium to deliver high quality grains.
They plan to operate in accordance with grades and standards

established within the Central American Community.
 

3. Tourist Grains
 

In reeent years because of greatly increased productivity 6f
* 
 land and labor resources utilized in grain production, price levels
.4" of the basic grains have been lowered. In fact, in the case of corn,*rice, and sorghum, El Salvador han had the lowest prices in CentralAmerica during the last three years. (See Table 1,Part Two,
Section II) Interestly, product.'.Vity of beans has also increased, 

-5but 
 due to'shifts in demand (increased quantities demandedath
same price levels) the price of beans has remained high. 
Since IRA's 


minimum price will be established in relation to the--market. equilibrium 
. 

price, and' given El Salvador's relatively low pi s'.wi~1' ;."4

Central America, there will 'be' little incetitivefor contrband grains 
has been very little'illegal movement of grains~, 'including beans,,,in 

.~~ 
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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 
present time, IRA owns storage facilities only at
 
San Martin and Usulutgn. These sites 
are long distances from
 
many of the production areas and it is difficult or iipossible

for the majority of the grain producers 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 expdnsion program is to locate
 
grain storage facilities in areas where they will be utilized
 
to the fullest extent possible and where they will benefit the
 
largest number of producers.
 

A. Determination of Storage Capacity Needsa /
 

In order for IRA to stabilize prices, it must 
be in a position

to buy or import grains Auring 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 needed 
and capital with which to buy the grains when they are offered. It
 
presently has owned capacity sufficient to handle only 5% of the

production of corn, sorghum, rice and beans as 
reported in the 1971
 
census.-. 
 With rented space, it can handle 8% of the total. 
 Much
 
of thi!, latter storage is inadequate and TRA is in the process of

constructing an additional 4,000 MT at 
its Usulutgn plant to replace
 
part of thin rented storage. Even with this, it will own only

enough capacity to store about 6% of a crop the size of thnt of 1971. 

It in unreasonable to expect IRA to have sufficient !itorage
for the occasionrir 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
 

I_--he followingd-iscusson 
 -assumes
a turnover rate of 1.0 per 
year. 

2/ Owned ati of May 1973 33,695 M.T.
 
Projected for 1973 
 4JO00 

37,695
 

Rented as of Mny,1973 17,045
 

Total a.vailable in 1973 
 54,740 M.T.
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The lHerrmann study shoed that since 1960.61had to store 5'percent or more in at-least IRA woud.havehalf of the years.Three of these years were over 12 percent; Itwould have hadto store as muo a 19 percent in one, of these years., Sincethese calculation. were, based on thessumtion that IRA wouldhave been able to predict with certainty the final market
 
equilibrium price In any given
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the 
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B. Determination of Storage Capacity Location.
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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 Morazan
to 20% in San Salvador). 
 Therefore, consumption at the farm
level took into account the small amounts consumed as food and
for seed, as well as 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
channels was purchased for eventual use 
by manufacturers of livestokk
feeds. 
The poultry industry is the main user of these concentrates
and commercial production is centered around the larger cities.
Therefore, it is felt that a good portion of the surplus sorghum
moves to those areas where feed manufacturing facilities are
 
located.
 

Rice is another special

it 

case since it must be milled before
can be used for human food. 
A small amount of crude milling
can be done at the farm level and this sometimes occurs in areas
which do not have rice mills nearby. However, up to 95% 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). 
 For 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 mills in the country and these were
used to determine how far rice might travel for milling.
 

Beans are similar to 
corn in that large quantities are
consumed )n the farms ',here they are produced. All are used for
human food and no processing is required. 
 Since El Salvador
consumes more beans than it: produces, a large number of the muni­cipios in the country are 
deficit producers. 
This is especially
true in the eastern part of the country. Therefore, IRA's role
will be to assist in the movement of beans from surplus areas of
ports of entry to the arena where production is short.
 

JNCIASSIFIED 



57 
 UNCLASSIFIED
 

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
Usulutgn), assieted in determining the amount of new storage

required.
 

There were two 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 object­ives 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 pro­vide 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 stitin 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. lo;,ever, 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 used for a
storage facility, this was 
a logical site for this area. 
Ciudad
Barrios is 40 kms. 
from San Miguel and would serve to relieve the
 pressure of grain moving to the larger storage facility to be
located there, especially during harvest time when transportation

is short. It also will bring IRA facilities 40 kms. closer to
 a 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 H.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 economic 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 auiilable 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 purplus production in the area contiguous to
 
the city. This 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 a 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 graini 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 stoiage tanks in areas that have been planned for such expan­
sion. The larger, more iophisticated facilities of 5,080 M.T.
 
CANb e aitled TO 0'189 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 eionflnmic capacity in the first stage
 
and moving to larger capa:ities as the need in each area is
 
demonstrated and as IRA develops its capability to handle such
 

3/ The unit in Sqnba Ana will have two additional 315 M.T.
 
silos to handle the large volume of red and black beans in t1i,.
 
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 (See 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.
 

C a p a c i t y (M.T.)
 
Silo Warehouse Total
 

Stnge I
 
Santa Ana 4710 1000 5710
 
San Miguel L/ 4080 1000 
 5080
 
Ahuachap~n 1260 260 1520
 
Ciudad Barrios 1260 
 260 1520
 
Mercedes Umafia 
 1260 260 1520
 
Metapfn 1890 
 260 2150
 
San Josg del Cafiar 1890 
 260 2150
 
Santa Rosa de Lima 1260 260 1520
 
San Vicente (C. Panamericana) 1260 260 
 1520
 
Sensuntepeque 1890 260 2150
 
Sitio del Nifio 1890 260 2150
 
Sonsonate (KM. 12) 	 1890 
 260 2150
 
Suchitoto 1260 260 1520
 
Zacatecoluca 
 1890 260 2150
 

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

Sub-Total&/ 8,500 
 520 9,020
 

Total 36,190 5,640 41,830
 

C. 	IRA 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 l1O0 M.T. in Stage
 
II are included for purposes of illustration but will not be
 
financed by this loan. They will be financed by CAREI under a
 
loan already 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 seasonal nature of
this operation be able to utilize private trucks on a rental basis
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. 
 Each 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 in 
a need for three additional vehicles.
will be a sma.l 
 panel truck for the Quality and Conservation
One
 

Techniciau who will be responsible for quality control inspections
and inventory checcq at all IRA facilities. Another will be an
enclosed van truck for the master mechanic who will be on 
call
by all facilities to make on-site repairs. 
Finally, a vehicle
will be provided for the Manager of Operations to make field
 
visits.
 

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

for Existing 
Operation C o 8 t 

Number needed 
for new 

Facilities C o s t 
6 ton truck 
15 ton truck 
Pickup truck 

2 
2 
2 

$ 30,000 
50,000 
8,000 

14 
2 
14 

$ 210,000 
50,000 

Panel truck 56,000 
Van truckPersonnel vehicle 1 

11 
7,000 
9,0005,000 

TOTAL $ 88,000 - $ 337.000 
III. Facility design and related items
 

A. General
 

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

1. Site Requirements.
 

Each site selected by IRA must have potable water, 220 Volt,
3 phase, 60hz electric power, proper drainage, no swamps, land­slides 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 .,oise, 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 silos must be treated
with sufficient zinc to prevent rust.
resistance to rot and termites. 
Wood must be treated for


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 must be an adequate water supply.
 
Although the capacity may vary, the design of facilities is
such that all silos have the same diameter and construction.
They should all be purchased from the same manufacturer for
consistency in construction and interchange of parts.
of all augers and cleaners must be from the 

The purchase
 
same manufacturer to
allow for interchange, eaue 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. der 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
 
recommendation 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 a 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 rmoval; therefore, air flow and heat and
 
drying time must be ii.Dalance for the desired results.
 

The type of fue 
 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 exteint that it has oxidation with no smoke
 
or odor and completq oxidation is not difficult. At present,

electricity has not been 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 temperatures. This system has an advantage in
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that some grains for Oxample, rice and beans, must be dried
slowly using low heat to prevent stress crack in kernels
which occurs when moisture is rapidly removed. 
 The fan unit
can be used for "aeration" as needed without purchasing addi­tional aeration units. 
The fan can also be used to fuigate
grain by timing the air movement through the grain.
can be utilized in drying from depths of one 
Bin drying
 

inch to
but 16 feet,
extreme care with the correct heat and air movement must
be used on depths of grain above six feet since the lower
section can be dehydratnd while the upper section develops molds
due to moisture saturation from the lower levels.
 

The method in atxiliary drying is accomplished by using
specially designed "bins" with equal grain depths surrounding
a heated air chamber. 
The grain is heated by hot air movement
through the grain which rapidly removes moisture and the grain
then cooled to 
ambient air using the fan unit without heat. 
 Dryers
of this type are made in a variety of sizes or capacities to meet

specific requirements.
 

More expensive, but 
more versatile, is 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 ama 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 flouibility in capacity, the continuous
flow dryer is used for terminal grain drying. The 
 disadvantage of
the external dryers is the need to have sufficient quantities of
the same grade of grain to completely fill a dryer since they
cannot operate partially filled as 
in the case of a bin-drying

technique.
 

In El 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
auxiliary dryer. fill even a small
At small buying stations, it is advisabie that
drying bins be used in certain locations because of the dual dry­ing and storing capabilities without the need for moving the grain

after drying.
 

Any grain to be stored sith ambient air of 80 degrees Fahrenheitand high humidity ahoald bo Cirst dried to 12 percent grain
moisture.
 

Low, flat grain storage facilities equipped with adequate
aeration are the cheapest of all types of facilities if it is
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B. Country Buying and Storage Facilities.
 

All country buying and storaRe facilities will use the in-bin
drying system. 
 This allows for complete versatility in accepting
different types of commodities. Portable augers will be used for
filling the silos and the dryers will be portable also. This equip­ment can be moved to other locations if urgently needed,
 

Propane fuel will be used, 
 Although the cost per 100,000
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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 storage 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. A stockpile of repair and replacement parts
 
will be maintained at the existing San Martin facility.
 

The country buying and storage facilities will be of two
 
sizes: one will have 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, Exhibits A and B for the details on the country
 
buying and storage facilities).
 

Capacity per Total Capacity Total Cost 

No. of Unit Unit (]T) (M!) $ U.S. 

Stage I
 

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 Ii 

C. Terminal Storage and Buying Facilities (Santa Ana and San Miguel)
 

The study kade 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
 
profike in-bin drying silos, but these can §ive back-up drying
 
capcity for other grains in necessary. The sizes for these two
 
facilities and the cost for Santa 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 !/ 5080 ---


Stage II
 

Santa Ana 1100 
 39,000
 
San MiguelI/ 1100 __
 

D. Existing Grain Storage and Grain Drying Facilities in IRA
 

IRA has grain buying and drying facilities at two location,

Both facilities require alterations to allow them to receive

grain in bulk. Both facilities have been reviewed and a report

issued.l/ Since some of the alterations are urgent, 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
 
Usulutgn 
 53,000
 

$ 159,000
 

E. Other Related Items
 

In cases of equipment failtue, IRA will have to make rapid,

on-site 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 Annex V, Exhibit H for details).
 

1/ 
This facility of 5080 MT and its expansion by 1100 M.T. in
 
Stage II are included for 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/ Stryker, 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 th point of purchase. (See Annex V, Exhibit I
 
for details of thg 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 
Replacement parts 

3,300 
19,000 

Quality control 2,300 
Country buyers equipment 10,000 
Communication system 59,000 

Total S 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-

Ation, 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 budgeted 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 responsive 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 available for 
this
 
purpose.
 

1. Balance Sheets
 

The Balancp 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

sements, (additional capital) were received from the GOES.
 

These practir"s distort both the total assets and the equity
 

For this analysis the equity
section of the Balance Sheet. 


section was reconstructed back to and including 1960 operating
 

Keeping in mind that equity does not include operating
losses. 

results 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:
 

At least $ 4,215,000 has been lost in operations
1) 

from 1960 to 1972.
 

2) The low grain inventory on 12-31-70 is a result of
 

On the inventory
larger than usual sales during that year. 

2 percent of the inventory is
records on 12-31-72, about 


listed as damaged or otherwise unusablic grain.
 

note that total assets were 2.4
3) It is interesting to 


times GOES contributed capital in 1969 and that this gradually
 
The decrease
decreased to about a one-to-one ratio in 1972. 


was a result of heavy losses and a shift from debt to equity
 

106 percent of total assets in
financing. Debt amounted to 

Total assets decreased
1969 and only 71 percent in 1972. 

The debt shift is attributable
about 12 percent over the period. 


to reductions in the accounts payable for grain (less corn was
 

purchased in 1972) and the interest payable to the Central
 
In 1972
Bank. The Bank's position remained about the same. 


for every dollar loaned by
there was $1.57 of available assets 

The GOES, however,
the Bank. In 1969, the figure was $1.55. 


assets for every dollar contributed in 1969
 saw $2.39 ip 

only $0.95 per contributed capital dollar in 1972
decrease to 


are
(remembering, again, that capital contribution figure. 


probably not complete).
 

4) It is not possible to construct a Source and Appli-

The follow­cations of Funds Statement from Exhibit A alone. 


ing analysis was made utilizing additional, inverified data
 

from IRA.
 



Years 1970 to 1972
 

000's of $ 
 %
 

Source of Fun4s -

GOES Subsidies $ 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 
Net Decrease, L-T Debt 

1,623 
502 

27 
9 

Other 894 __ _ 

$_5,935 100% 
From this analysis we can see that 77 percent of IRA's funds,


from 1910 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 stuttments yield *,different

and much more definitive picture of the InJtitute'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
 
a,ministrative 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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O00's of $ 

1969 1970 1971 1972 

Operations 
Administration 

$ 655 
245 

$ 695 
245 

$ 590 
245 

$ 570 
205 

$900 $ 940 $835 775 

The difference between 1970 and 1971 operations is primarily
interest on borrowed funds prior to receiving the large 1971
GOES reimbursepent. 
 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 telated 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 relationship 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.
 

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

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

Fixed Expenses-

Salaries 
Interest 
Depreciation 
Maintenance 
Rent 
Utilities 
Advertising 
Insurance 
Supplies 
Other 

$ 458 
73 

104 
49 
36 
22 
24 
14 
18 
37 

55 
9 

12 
6 
4 
3 
3 
2 
2 
4 

$ 463 
85 
50 
33 
35 
17 
11 
23 
11 
47 

60 % 
11 
6 
4 
5 
2 
1 
3 
1 
7 

835 100% $ 775 100% 

Salaries are broken 
down between -

Operations 
Administration 

$ 362 
96 

79% 
21 

$ 346 
117 

75% 
25 

458 100 % $ 463 100% 

In summary, the accounting Oata do not 
present a complete
financial picture. 
 Unfortunately, a more comprehensive
analysis cannot be completed until they are improved. 
 One of
the conditions Pf 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 de­ficiencies. 
More analytical competency will be established in IRA;
modern storage facilities and handl.ng 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 
IRA 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 calcu­late 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 buy­ing 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. 
In the
following analysis these forecasts are made based on different sets

of assumptions.
 

a) Projected Revenue Status
 

Table I contains 
a projected cash flow statement 
for IRA for the
next ten year period. Loqn 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 $1.3.23 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 shown 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 stabil­ization agency is not, by nature, designed to be profitable. If profit
were the goal, 
IRA would only have to increase the $13.23 spread
increase profits. to
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 impact is 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 IV).
 

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 Df 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 major 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 start­ing in 1960 these subsidies were reduced and were not made available
when needed. As a result, IRA ran 
into serious cash-flow problems (see
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-sales 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 purchas­ing 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 draswn 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 1RA 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 major

area of the country.
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Table I. 
-
 Ten-year Projection of IRA Net 

Existing 
Facilities 

IRA Purchases 
and Rental 

(metric tons) Operation i/ 

1974-75 

1975-76 

1976-77 
1977-78 
1978-79 
1979-80 

1980-81 
1981-82 

54,740 

75,050 

75,050 
84,070 
84,070 
84,070 

84,070 
84,070 

60,000 

71,298 

71,298 
79,867 
79,867 
79,867 

79,867 
79,867 

1982-83 
1983-8 
1983-84 

84,070 
"84,070 
84,070 

79,867 
79,867 
79,867 

TOTAL 

Gross Revenue
Assuming an IRA 
Spread of $13.23 

per metric ton 2/ 


$ 	 793,800-


943,273 

943,273 


1,056,640 

1,056,640 

1,056,640 
1,056,640 

1,056,640 

1,056,640 


1,056,640 

1,056,640 


$ 10,076,826 


Revenue
 

Total IRA
Fixed and N e t 
Operating 
 Revenue
 
Costs 2/
 

$ 662,625 
 $ 131,175
 
976,925 
 - 33,652

976,925 
 - 33,652
 

6O13,525 
 43,115
 
1,013,525 
 43,115
 
1,013,525 
 43,115
 
1,013,525 
 43,115
 
1,013,525 43,1151,013,525 43,115
 

1,013,525 
 43,115
 
1,013,525 
 43,115
 

$ 9,711,150 
 $ 365,676
 

l/ 
 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 conservative estimate in that the Kansas State study said that IRA
 
should utilize 160 percent (due to 
turnover).

of space to the private trade. 

The 95 percent includes both IRA purchases and rental
In 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 objective

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 thp 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 is 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. In 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 comnmitted 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 IRA 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 erLor of LlOw 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 %:hen much the wouldperiod of fund otherwise be
unconinitted. It, thereto.-e, 
appears unlikely that more than about 
55 - 60 percent of the total fund would be available in any given

month -with the possible eo:ception 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
committed in any given month. 
It is the conclusion of 
the Missioni
that the working capital fund should be utilized in other uses Lo
the maximum 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 is proposed to be this amount and its
use will be restricted to this purpose. 
 This will allow the GOES
to utilize their counterpatt portion ($4.0 million) for other uses,
when not fully employed in the grain price stabilization program.
When feasible, the GOES will be encouraged to use their portion in
short-term agricultural credit which will complement the CENTA
effort currently underway.
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V. IRA 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 legin to pperate until June, 1953.
 
Since then, it has attempted to perform its principal function
 
stabilizing prices to producers - by offering to purchase

grains 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 established, adding a new dimension to the price

stabilization program for El Salvador. 
The countries of the
 
CACM established a Special Protocol for grains (The Protocolo
 
of Lim6n) in 1965, pledging to coordinate their national programs

and to adopt uniform policies with respect 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 swumary, 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 IPA 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 forin Decree No. 469 	of December 21, 	 1971. The Decreeremoved the autonmy of IRA and put it under ministryof Agriculture 4nd Livestock (HAG) control but with a
Board of Directorq including members from the Ministry
oE Finance, Ministry of Economy, Central Reserve Bank,
Agricultural Bank, Agricultural Association, 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:
 

1. 	Reorganization of the operating units of IRA;
 

2. Revision of the salary schedules to conformito
 
law and to establish a scale based on private
 
industry;
 

3. 	Establishment of an intensive training program

and replacement of administrators and technicians
 
in warehouses and processing plants;
 

4. 	Revision of the aystems of weights and measures,

standards, and contracting personnel;
 

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; andf
 

7. 	Fixing guaranteed prices for basic products at reasonable

levels and stabilizing prices to consumer.
 

Imediately 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 Sybsecretary
of the MAC 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/EO to assist in
making IRA a more workable institution. 
USAID/ES determined
during Intensive Review that a loan for fiscal year 1972
would be premature and asked the HAG to present the request
in fiscal year 1973 or 1974. 
 In 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 HAG 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. 
In his
short time in office, he has begun the process of transforming
IRA into a viable organization. 
Already established in IRA,
is a new analytical section responsible for the basic price
work. 
An improve 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
instituted. 
 Five professional agronomos have been hired and
CONAPLAN as well as MAC is making available professionals to assist
in the reform effect. An organizational expert has been hired
and is in the process of restructuring the entire agency (See
the following page for the new organization) 
With this loan,
many other changes will be possible. These include a sound
training program, technical assistance, cost accounting reform, and
many others which are detailed in various sections of this
paper. 
 The following section contains a detailed description of
how the agency will be operated after the expansion.
 

C. IRA Operations in the Future
 

The addition of fourteen new storage facilities and a
series of rural buying stations will require an expansion of
the current IRA operational plan and the incorporation of seisual
new operational concepts. 
 (See Annex I for a detailed explanation
of IRA's expanded operational costs including personnel, etc.)
 

First, 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 assure 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 procedure upon receipt of grains will also
be changed. 
If the program is to be acceptabe to the producer,

some arrangement must be made to permit the closing of the salestransaction 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 arrangementt

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 bvnks where­by 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 season, once a week will probably be sufficient.
 

This buying activity will be carried out under the authority
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 Inber of such locations

should be expanded or reduced.
 

D. Technical Assistance Needs
 

1. Background
 

There are several reasons why IRA will require sub­stantial technica; assistance in activating the new operation
of IRA. 
In the past, there were only two IRA facilities and
these were not readily accessible to large numbers of producers.
Also much of the grain purchased by IRA came through other
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 facil­ities 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 such as in-storage drying.
 

The major technical assistance requirement will be the
contracting of an engineering firm to prepare the final engineering
design plans, specifications, and bid documents. 
The engineering
firm will also supervise the construction undertaken under the loan.
 

in addition, the operational plan provides for extensive
changes in the operation and management system.
new job assignments in the central office to 
This includes
 

direct. activi:ies
and revioed methods of handling the records that will be generated
through the operation of sixteen 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 cannot be corrected without excessive
extra cost. 
This technical assistance will be provided during
site selection and the construction period. There will also be
a need for such assistance in making the recommended alterations
at the two existing facilities (San Martin and Visulutsn).
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2. Technical Assistance Needs
 

The engineering firm will be retained for the total
construction program beginning in June, 1974. 
Other needs will be as
follows:
 
a. 
Final design, formulation of specifications, and
 

site selection:
 

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

b. 
Supervision of construction of new facilities and
supervision of alterations and refinement of the
existing operations 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 August-October,

1974 period. 
The second at the beginning of
construction of the new facilities (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 assistance during construction of new
facilities and the alteration of the two existing
facilities should orient the resident engineer so
that the remainder of the construction can be

satisfactorily completed.
 

c. 
Grain Quality arndl Conoervation Operation:
 

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

d. Operation, maintenance and repair rengineer:
 

One Technician ­ 10 months; 
same as c(2) above.
 

e. Central office management and record keeping reorganiza­
tion:
 

One Technician ­ 6 months; this assignment will be
divided into two periods: one to assist 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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f. 	Change over to computer capability:
 

One 	Tecinician ­ 1 year; this assignment should

begin as soon as the new equipment is installed
and should be divided into two assignments. 
Thefirst would establish the operatione'l proceduresand the second to make refinements in the program. 

g. 	Development of operational handbooks and a cost
 
accounting systnm:
 

One 	Technician ­ 6 months; this should be accomplished

as soon as the central office management and record
keeping reorganization (Item e) is completed.
 

h) 	Completion of the development of pricing models and
 
refinements:
 

'One Technician 
 .
' ntg;. the-compl:dti'n o-f the initial
-mde-"shoild be acomplished at the earliest.possible
.date (before'the end of 1973). 
 Follow-up assignments
will be necessary to check results and to make changes
and 	this should occur 2 to 3 months prior to the
announcement of IRA's prices in
a iv'en year.
 

i. 	Analysis and adjustment of program policy during the

development period:
 

One 	Technician ­ 6 months; this should be short period
assignmnts over a three year period beginning in 1974
to review the entire program and to offer suggestions

for 	operational And policy chbngee.
 

3. 	Budget.for Loan Funded Tecnicai Aaistance
 

Item.a. ­ 2 technicians 
- 6 months $ 20,000
Item b. 
- 1 technician 
 6 months 
 20,500
Item c. ­ 1 technician ­ 1G months 
 34,000
Item d. - I technician ­ 10 months 
 34,000
Item e. ­ 1 technician-
 2 months 
 7,000
Item f. - 1 t-,chnician 
- 12 months 
 41,000
Item g. - 1 technician 
- 3 months 
 10,000
Item h. - I technician - 6 months 
 20,635
Item i. ­ 1 technician 
- 6 months 
 212500
 

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

Total $20Q,000

5. Budget for Grant-Funded Technical Assistance
 

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
 

1. Background
 

As in the case of technical assistance, the new IRA

operation due to its complexity will reqdire 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 Needs - Loan Funded
 

The areas of training that have been identified are:
 

a. 
Two training sessions to be conducted in El 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
 
season. 
Each session will be of three weeks duration
 
and will cover the following activities:
 

1) Grain classification and quality determination;
 
2) Insect ideniification 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 session 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 on-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.
 

c. 	At some point in time (preferably as quickly as possible)

two BS-MS level scholarships should be provided for
 
training of potential candidates for managerial positions

within IRA. 
 This would be in the area of management,

business administration, and grain marketing.
 

d. 	There will also be a need for advanced training for
facility managers a.d I-ay personnel in addition to that 
which will be provided in the previously mentioncd in (a)
above. Periodically, but not on any act schedule, ccr:t
U.S. universities of in 
some cases, other veganizations

conduct training sessions on an area basis at different
 
locations in Central or 
South Ameri.ca. These sessions
 
vary from four to six week. in duratin. This training

would be provided after two years of opuration of the
 
new 	program. By thin time, the 	IRA personnel will be 
familiar with the problems and the timing will coincide
 
with the end of the training provided for in El Salvador.
 

3. 	Training Budget - Loan Funds
 

Item a. Four trainers two seadionAs 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 is being recommended that the following
phases of training be provided for by grant funding:
 

a. 
IRA will have two 
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
resident engineers are to be able to participate
effectively in this effort it is necessary for them to
view similar facilities in advance. 
This will be
accomplished by a three week visit to U.S. and they wi
be accompanied by one of the technicians referred to
in Item a. 
of the previouo section on technical assist
 
b. 
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 sessions
scheduled in C.A. and South America. 
These personnel
'will be sent to one of these training sessions.
 

c. In order to familiarize them with the actual mectlanicsof a grain marketing operation, the IRA General Manager
and one other management employee will b 
sent to the
U.S.. 
 There are private grain companies in U.S. that
are quite comparable to the operation that
planned by IRA. is being
For example, a company wiLh a large
central facility Lhat also o
nrs and operates several
rural facilities would be ideal. 
 Studying such an
operation would reveal how grain is received from the
farmer, how the quality in determined, how ptice differ­entials are established, how grain is dried, fumigated,
and moved between facilities, how the records are
maintained, and how the paper flow is controlled.
 

5. Training Budat - Grant Funds 

a. Two engineers 
 U.S. ­ 3 weeks 
 $ 1,850.00
b. Five Agronomos - Guatemala ­
c. 6 weeks 7,500.00
General Manager and Assistance -
U.S. 4 weeks 


-2,200.00
 

Total 
 11,550.00
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There would be a need for a t;.S.a. technicianand b. above for(7 weeks) to coordinate and direct thistrainins.
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Part Five: Loan Administration
 

I. 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 Finance). The Ministries must
receive authorization from the National Assembly to enter negotiations
related to foreigp bqrrowings and to sign loan agreements. The
development of the price stabilization program is 
one of the highest
priority projects in El Salvador and the USAID does not envision any
significant delay in the Ministries receiving authority from the
National Assembly to 
negotiate and sign the loan agreement.
 

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

3. Implementation Plan
 

Approximately 60-90 days should be required for the Ministry of
Agriculture and IRA to meet the conditions precedent following loan
agreement signing. The conditions 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 assistance 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 accoidance

with the training plan for the program.


2) Technical Assistance plan completedi
 
call for interested consultants for

final design and supervision. Othe­
technical assistance contracts approved

in accordance with plan. 
 (Part Four,
 
Section V-D.)


3) Vehicle specifications and IFB docuients
 
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) 	Initial vehicle procurement contracts let.
3) 	 Contracts let oa equipment to upgrade 
existing facilities;

Procurement: July 
- August, 1974;
 
Installation: September -
October, 1974.
 

August, 1974 
 1) 	Creation of Grain Purchase Working
 
Capital Fund. 
 (fo-	 1974 harvest).
*2) USAID disbursement of $2.5 ,illion for 
working capital; GOES counterpart

disbursement of $1.5 million to the 	 fund. 

October, 1974 
 1) 	Existing facilities upgraded and availa.-e
 
for use.
 

2) Initial vehicle procurement completed.

3) Final pians and specifications for new
 

units completed and IFB documents cotnpleted.

(27,730 MT) Issuance contingent upon

GOES agreement to make available the
 
working capital needed for the 1975 harvzot
 
in accordance with the financial plan.
 

December, 1974 
 Bids received for grain storage facility
 
:onstruction (27,730 MT)
 

*AI.D. loan disbursements will be made for the fund when actually requirez.
 

UNCLASSIF IED
 



94 
 UNCLASSIFIED
 

January, 1975 
 Bids 	awards made for construction. (27,730 M'
 

February- Ajgust, 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 plans and specifications for
 
final 7,920 MT.
 

June, 1976 
 Completion of IFB documents on additional
 
storage facilities (7,920 MT). 
 IFB 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 

2) 
use during 1977 harvest.GOES diaburses $0.5 million for working 
capiLal fund. 

Ii. Loan Implementation 

A. USAID Responsibilityi Joint Evalu:,tion 

Monitoring of the project implementation will. 	he the responsibility of the::ood 	arid Agricultural Officer assisted by the Capital Development officer)Miislon Engineer, ROCAP Engineering Office and Controller. As 	initiated ir
the 	CENTA program assisted by AID, the USAID will 
collaborate with the
Economic Analysis and Planning Department: of CENTA in undertaking periodicJoint 	economic analyses of the 
group. 	

effect the program has o;i the targeted farmThis 	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. 	 Disbursements ,
 

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

under the loan. 
 In the case of construction contracts 
for the
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January, 1975 
 Bids awards made for construction. (27,730 MT)
 

February- Aijgust, 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 - Hay.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
 
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 harvest.
 

2) GOES disburasn $0.5 million f-r working
 
capital fund.
 

1I. Loan Implementation
 

A. 	USAID Responsibilityi Joint Evaluation
 

?Monirioring of the project implementation will be the responsiLi]ity of the
Food and Agricultural Officer assisted by the Capital Development Officer)
 
Mfission Engineer, ROCAP Engineering Office and Controller. As initiated in
r.he 	 CENTA program assisted by AID, the USAID will collaborate with the
17conomic 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. Disbursements
 

It is planned that all dollar costs will be disbursed under

Letter of Commitment procedure. 
To the extent possible, the direct

rembursement method will be used on 	all local currency financing
 
under the loan. 
 In 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 Until December 31, 1977.
 

C. Procurement Procedures
 

Selection of contractors for construction 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.I.D. loan funds will be used 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 end 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's 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 investments and other related program costs.
 

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

3. 	Conditions Prior to Disbursement forOther than Technical
 
Assistance 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.:
 

i) 	 evidence that a comprehensive technical assistance
 
program for improvement of the entire IRA grains

operation has been initiated.
 

b) 	evidence that IRA has established a cost accounting system
 

satisfactory to A.I.D.
 

4. 	 Conditions Prior to SecificDisbursement.
 

a) Prior to disbursement for personnel 
 training, the Ministryof 	Agriculture and IRA will submi.t a satisfartory.raining-pl m..incltid&

ing cost estimatee
 

b) Prior to the procurement of vehicles, the Finistry of Agri­culture 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 constructin


design and supervision services.
 

e) 	Prior to disbursement 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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f6 
 Prior to the advertising of bids for the construction of
IRA facilities, IRA will submit a petailed schedule for all construction
work and satisfactory final plans, specifications and bidding docu­ments. 
 Also, the Borrower will provide evidence satisfactory to A.I.b.
that the additional working capital needs for the IRA to cover its
operations with the future expansion of facilities will be made avail­able to the grain purchase working capital fund, through a direct
Government budgetary 
allotment or Government resources secured from
other national or regional sources. Government contributions to theworking capital fund and loan financed portions of the working capitaffund will be channelled to the working capital 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.
 

5. Covenants
 

In addition to th 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
rograz- (27,730 Mr) !nd throughouL 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. In
addition to purchases from producers, IRA may also determine whether it
wishes 
to buy grains from other sources 
(i.e. truckers and wholesalers).
 

bh 
 During the life of this program, the Borrower agrees to
announce minimum buying prices for (corn.grains sorghum, beans andrice) in advance of the major planting season. Exact dates will be
determined in the implementation plan. 

c) The Borrower will maintain the real and full value of theworking capital fund 

for 

(both A.I.D. and Borrower financed portions)the life of the program. Such annual losses as may 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 
 Borrowter
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
Lhe extent that these losses are replaced by borrowed funds, the
Borrower guarantees that repayment will be for the account of the Borrower
(GOES) and not IRA. 
Such capital surpluses accruing from IRA's commodity
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purchases and sales operations will be retained in the working capital
fund and will be used as 
necessary 
for the IRA commodity purchase/sales

program.
 

d) 
 The Borrower will consult with the Central American Coordi­nating Commission on Marketing and Price Stalilization (CCM1EP) 
on its
price stabilization levels and extra-regional trade for the production
year in which it plans to use the working capital financed by the loan.
Evidence of consultation with CCMEP will bp the official minutes of the
regular CC1EP meeting at which an El Salvador IRA representative

in attendance. was
 

e) 
The Borrower agrees that during the life 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: El 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
assisted by the United States, I certify that in my judgement El
 
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 ia 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;
 

c) planned and is continuing to raa1e arrangements for needed

technical assistance,ar;d .pgrsonnel'traihing to 
improve the
 
effectivdneds of its operations.
 

6< J. P. Derum, Director 

Date: May 31, 1973
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MINISTERIO DE AGRICULTURA San Salvador, May 24, 
1973.
 
V GANADERIA 

RPUDLICA D1 IL SALVADOR, C. A. 

".-r SUBJECTs Loan Application for National
N._0-- - 1.Marketing Development Program. 

Mr. Director 
Agency for Intern.tional Development.
 
San Salvador.
 

During the past several months our 
Governm_-nt has undertaken
a comprolhcniive study of the mcrketing of basic grains for the purpose of developing 
a new system that would offer more secure cut-j­lats and staulp prices to 
producers end consumers. Representatl..
yes of the Agency foe International Development have assisted in
this ­analysis and in development of the project for which 
we are ­seeking external 
financial assistance.
 

nc k~r~pa und 

It is the policy of our Government 
to to make an intonniv- effortassist the small and medium-sized farmer. 
 In the post yeaz uhave signed a loan with the 
Agency for Intern 
tional Uvvelopnrnt
improve the National Center for to

Agricultural Technology (CE"ITA). --This program is spccifically deuignea
enterprises, aid better mcthod 

to develop new varietles, new 
which are being 

o planting and harvesLi,,g thL cropsproduced by the small ope'r:tor. We havegislation to develop a new 
passr le-

Agrarian Foment Bank for the purpo:..r ofexpanding production and log-.term credit to tha small procucpr. Alaw has been enacted estahliuhing a new irrigation disti'Ict in6,miting farm li­size in that district. An important component
policy is to inprove the marketing of 
o our ­

basic grains (i.e. corn, sor­ghum, bcans 
and rice) which are 
major crops of small pruducers.
 

Thus# in 
the past year

of 

we have undertaken an intensive studythe grains markoting system with the technical ass.stancorepresentatives. c" ACOur analyses have confirmed aarlie prelir.U'ar, ­findings that major problems in 
our marketing syst~r 
incluJe inacc­quate storage facilities ano working capital. 
 The Government's marketing agency, the Instituto Regulador de Abastecirientos (IRiT
been unable to make purchases and sales on 
; 

a timely basis 
to starvl
lize prices to producers and consumers.
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We 	are,- thorefore, planning, to cons
tons of storage facilities aed truct about 42,000 metric
 rng run toren a 
naged by IRA. n addition, weareplanning to ren:iovage 
some
309000 metric tone 
of existing facilities 
 Finally we ar
tcnical assistance andtraining in 
 rder that IRA might
its 	 r to
assigned tasks more effectively and efficiently.
 

,IRnorder- forthe
.­
eamon ­th.r things: 

1) 	To establish in the Banco 
Central de Reserve 
a permanent,
revolving fund on which IRA can draw, The real and f oullvalue of this fund will be maintained by the' Goberhment 
truction

of 	Ei Salvador against losses and monetary inflation.
now -pogadefined fn te ncpitalasance 
Any necessary corrections to the fund will be made at

least one month prior to the initiation of the major -­harvest (no later then October 1); 

2) 	 To buy 6ralins from all producers that offer to sell to 
I upon the completion of the first phase of the cons
truction program as definad in the 
capital assistance
-paper;
 

3) To establish minimum prices for grains based on forecasts
of market prices and anounce these prices at least one month

in advance of 
the major planting sason.
 

To implement this project we hereby request the Agency forInternational Oeveloment to evaluate the possibility of granting
our Government a loan in the amount of approximately $6.5 million.
In accordance with present estimates, these funds would be 
inves-.
ted as follows:
 

Physical facilities 
 s 2,142,000
Working Capital 
,00,0
 
Technical 'Asuastance,
 
Training and Related
 
Costs 
 600. 000
 

Total $ 6,242,0000I
Our Government, in turn, plans to 
allocate about 86.8 mi--
Ilion to 
this program to be invested as followss
 

Land Acquisition 
 MO4800

Physical Facilities 
 815,000,

Working Capital 
 4,900,0001

Administrative end
 
Operating Costs 
 1,69,00
 

Total 6,75':'07 

4W7 	 . 4 4; o K~ '~ 
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We will submLt to you in the next three months a mutually

agreed upon timetable for disbursement or AID'a and our own Go­
vernment's funds, We thank 
you for the attention you give to ­
this letter and renew the assurance of our esteem and considera
 
tion.
 

/ \ 

-, GOD UNION AND LIBERTY. / 

'> "" ' - '' '5 f / N.17 -

E, 
 Dr. Vicente Amedo Gavidle Hidalgo,

'*° ,,-' 
 ulture. Minister of" Finance.
 

P bnt o'a Secretary of Natioral olia'ing 

yB n oor El ,a...d 

A,11 
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tal do opereci6n. A l 
agencia de mercadeo de
tituto Regulador do Abstecimientos (IRA), le 
nuestro Gobierno, el Ins


he sido dificil hacer 
com­pros y ventas suficiantea en forms oportuna y en 
cantidedes Suficientes
para estabilizar los precios a productores y consumidores.
 

Ooscripci6n del proyecto.
 

Par 
esa razdn, estarnos planeendo construir alrodedor do 42.000
Lonuladas mdtricas do 
racilidaoes as almacenamiento y deearrollar
nuoavu un -­fodo do operaci6n, el cual 
sera manejado par el 
IRA. Adeomas, es
tamos planeando ren,jvar las facilicades ya existEntes de
do una capacidad­30.000 toneladas m~tricas. 
 Finalmenta,

t~cnica y entrenemiento pare que el 

estoamos buscando asistoncia
 
IRA pueda realizer efIcientemente
Ia obra qua so ho propuosto llevar 
a cabs.
 

Para que al 
nuevo proUrem
e pueds funcionar, entre 
atras cosas
heos planeadol
 

iV Establacgr en el 
Banco Central do Reserva de El 
Saivdcr uncr~dito retative permanents sabre el 
cual el IRA puEtia rati..
rot las fondas necCsarios par3 sus op-racicnes do compr.#.El valor rool y complut doe este cr6dito
6l Gobiarno de El sera mantenido par
Salvador contra p6rdidas a inflaci6n mone­taria.
 

Cuolquier corracci6n nece3aria quo 
se i haga al crddi~o ten
dra quo hacerse par Ia mends un mes antes do que ccmnionc l-acosecha (, mis tardar 
el Ia. do octubre).
 

2) Comprar los granos a todos las productoros cue oFrezcan van­derle al IHA, una vaz finalizoda Ia primer fase doi programede construcri6r), come se define on el documonto de a3isten-­
cta do capital. 

3) Esteblecor 2as precios mtnimos basadon an el proyecto ae losprocios de morcodo y anuncir los precios par 
 o msno3 unmoo antes do Ia dpoca do cultivo. 

Pare implamentar este proyecto, solicitamos par este media aAgoncia para el iaDesarrollo Intcrnacional eveluar la posibiliad docar oftzea nuestro Gobierno un prdstamo par Iamillones. cantidad aproimada Oe 
$ 6.5
Can 
relaci6n a Ia presente estimacidn, dichos rondos 
serdri
invertidos do Ia 
menera siquiente:
 

Facilidados Flsicas 
 3 2,142.000
 
Capital ad Operaci6n 
 3,500.0o0
Asistencia Thcnicay 
ontronamien
to 
y otros costes relacionados 
 600.000
 

Total......* 
S 6,242.000
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Nuestro Gobierno, 
a su vezt 
Planea colocar alrededor de S 6.8 ­millones a este programa y los invertirS do la manera 
siguientet
 

Compra do tierre 
 S 2 48.oo 
Facilidades Ffsicas 


815.000
 

Capital de Operac16n 4,000.000
 
Costos administrativos y do oporacidn 
 1,6g__c__
_ 

. .. 6,754.000 

En los siguiaoutes 
tres meses no, comprometeremos
mutuD soiure el a un acuerdo .
plan du dosembolso do 
los rondos de AID y los 
fondos ue
nuostro (;obisrno.
 

LB aqrndacemov lo atenc.6n quercmos le hr nde o la presute y rei.r.­a usted lr's muesLrao de nuestra consideracln y aprocio.
 

DIOS, UNION Y LIBERTAD, 

nl.[n~~i:,ti-o.. . . . . .. . . . .. l ,u e'. t i t o d 
 a i n
 

S-
.­

do kaser d El Salvador. Pe.,.WOIA:T Necional . 
C, 
 , /
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AID5 S STAT 0t1i LA CONTROL 3335-

INFO., I. RECD: MAY 269 1975 
AN83 DCMv CHRON AGRIC ECON - .1.. -

P"R'25224Z MAY3C7 - -L_ - -
Fol SECSTATE WASNDC 
TO RUJESAL/AME11IJASSY SAN SALVADOl PRIORITY 
INFO GUATEMALA MANAGUA TEGUCIGALPA SAN JOSE 0411 e'&4 

UNCLAS STATE 101670 t 

OUAT.I ALA FOR USAID 
A ROCAP
 

.,113JECT: 11-AORICULTURAL DEVELOP1ENT LOAN PHASE II: MARKETING 

REFIRE-CE (A) STATE 650J59 (8) CAPTO A-12 

1. THE DAEC REVIEWlED THE IRR ON NAY 18. THE IRR IS APPROVED SUBJECT 
TO Tll,FOLLO'-ING QUALIFICATIONS AND CONSIDERATIONS WHICH SHOULD 8E 
ADDRE! SED IN TIHE LOA.N PAPER: 

(A). OUJECTIVES TARGET GROUP- THE LOAN PAPER SHOULD DEFINE 1,
Ta.1h1 OF THEIR RELATIV%. I)PoRTANCEt THE OF THZ GRA"i'AlI. OBJECTIVES 
• ;ITIG PROGIIAl - . G., 'ICREASED RURAL. INCONE; INCREASED PmDuC-
TIO;,; E,)PLUYIENT; IMPROV iD INCOIE DISTRIBUTION. THE RELATINSHIP 
OF TiS GOALS TO THOSE OF THE NEW FIVE-YEAR PLAN SHOULD BE 
L I';(tJJ', . T1'- I (JE,( E -F F THE PART ICULA;?LY ON S IALLCT PROGRAM, 
FA;'1lCI,SlOULi) EIXPLU.;:':D* THE TARGET GROUP OF FA;IIERS WHICH V47LL 
L3;J-FIT HiOS'T F;l THI. ,OGRAM SH1OULD BJE ID.ENTIFIED A, TW PAPE,
SIOULD DOCUE:JT lHOW THIS HIAS 01. E-STALIJI1ED (FR EA:PL I T 1: 
OF 'I.I TAlGE'T UI1OUP'S; ACCESS TO STORAGE FACILITIES AND AOTICIPATE. 
PURCHASING POLICIES OF THE GOES* . 

(B) THIE LOAN PAPER SHOULD DEMONSTRATE THAT THE:ESTABLISJ*iENT A:D 
SUCCESSFUL OPERATION OF AN EFECTIVE STA3LIZATIONPROGRAM ILL. 
NJOT bE UDEItIINE, UY. THE Ii,FLUX OF "TOURIST" GRAINS I-ITQEL 
SALVADOl ANJD THAT A-STA:,LIZATION, PROGRAM WILL NT IiST"ITUTIOl'-AZ 

ANYCoNPARATIVE I ,I'FFICIENCIES IN EL SALV ADORA NAGRI CULT URAL: P)"
TION. IN THIS REGA.-W THEL PAPER SHOUL) liCLUDE HISTORICAL - DATA A~
CONPLETE AS POSSIbLEON PROD UCTIOI COSTS AND MARKET PWJCE W THE 
CIZOP 3TO 'bE_* I;ICLUJ I JLN,TfilZ STABILIZATION PROGRAM1 ALOGN~l'WITif 
GCipARA:LE. CE:ITH A 10A ATXG - k, 

V),II1
2i

S(C) TIIE fLOA-PA PER SH0OULDU R,:. TH R ECOXENA'TIONI Fek., DCT 

-~,~ EFG5 ( PAE 7i. 
0 R . 



__ 4j/*r' ~ ~__WCLA 

PAGE 2 UN~ ~~CLASSIE AT.117 

}) .: TIBLIGRAA 
- - ~~Claulflcofon

(D) THE APEiR SHOULD3 INCL UD E AN IMPLEMENTATION t4 
DISCU STRATEM WHICH 

-­

aSl INTER ALIA THE TI,MING, OF A-ID*, AND GOES W0RIr;:GCAPITAL I.IPUTS"PARTICULAJRLY KWITH REFERENCE TO ~A SCHEDULE FO, RE___--. IR3LU~ EXIST.1 A LITI3

ABILITY OF A CALEI/IlOCAP GRlAINS STA13LIZATONSFUNDS 

411­1AG- NGS AjD--TlE--P0SS IBLE 

(E) THE PAPER SHOULD INCLUDE AN EXPOSITION
GOL TO . 

OF THE TECHNICAL CAPACITY.II""' " U,I;DETAX4 ALL . P CTS, F THE PROGAUELUCIDATIONJ A,'D AN 
ESTIMATES 

OF THE TECHIU AL ASSISTANCE PROPOSED. IETAILED COSTSIOULD UE PflOVIPE 0 TO SUPPORT THE POPOSEU FWUNI:NEW.JACILITIES OFAW IEFUR?I31IG OF EXISTING FACILITIES. TIE LOANPAP,4 lVI kU3SIOjj Afil. SUPPUUT NG DOCUNE(JTATIo!3STONAGE FACILITIES ANID GOES COiNCERNtING TH)E GPAI14TECHNICAL CAPACITY SHOULDDEMONSTRATE CLEAR YTIE TECHNICAL FEASI ILITY CF THE PROJECT. 
" R U S H 

JC/36356/3335
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AID 1240-2 (4-72) 

CHECKLIST OF STATUTORYCRITERIA ~-­
(Alliance for Progres) 

v 

_In-,the-- ..- ri-sumary of required disc~sasion. As necessary, or, as' Appropriate, areference, the Section(b) of theCapital Assistance Paper', or other clearly identified and available docuent
in which the matter is further discussed.
1 Capital Assistance Paper.	 This form may be made a part of the 

The following abbreviations are used:
 

FMA Foreign Assistance Act of 1961, 
as mended.
 

App. Foreign Assistance and Related 	Agencies Appropriations Act, 1972
 
AMA - Merchant Marine Act of 1936, as mended.
 

COUNTRY PERFORMANCE 

Pro~ressTowardsCountryGoals 

1. FAA& 208; 251(b).
 

A. Describe extent to whichcountry is: 	 1.A) 
 El Salvador ismaking appropriate
efforts through the development of the
 
CENTA institution for agricultural re­

(1) Making appropriate efforts 
search, education and extension, the
Agricultural Price Stabilizationand
to increase food production and 	 Distribution Institute (IRA), the agri­improve means for food storage


and distribution. 	 cultural credit intermediaries (theCentral Bank, supervised credit ABC,
GOBS assisted agricultural credit 

and 

cooperatives). 
 This loan will directly
lead to agricultural improvemert.
(2) Creating a favorable climate

for foreign and domestic private 
1.A( 2) El Salvador is creating suLhclimate by: a) investmentpro
..........
enterprise and investment. b) investment guarinties;1.lves sW. 	 t~ Intent.,;,provided,, yteMnsr.
Economy .on. the- bseie -off ossiblo-el tito tho nal iintor at"; J) L044 u 

ment n* 
 SwI 

- - ~~J~P- Z~Zj~~VIAU' LASSSIW 
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(3) Increasing the public's 

role in the development:', 

process. 


(4) (a) Allocating available
 
budgetary resourqes to 

development. 


(b) Diverting such re-

sources for unnecessary 

military expenditure'(See
 
also Item No. 16 and inter­
vention in affairs of other
 
free and independent nations)
 
(See also Item No. 14).
 

(5) Willing to contribute funds 

to the project or program. 


(6) Making economic, social,
end political reforms such as 

tax collection improvements 

and changes in land tenure 

arrangements, and making 

progress toward respect for 

the rule of law, freedom of 

expression and of the preqs,
 
and recognizing the importance
 
of individual reedom, 
initiative, and private
 
enterpriso.
 

; /-:-', : . . +" / : ,. .: . + ,, : . 
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(3) The public's role is increasing
 
through the expansion of Savings and
 
Loan Associa-tions, .-the private,-and ---

public developmentbankspthe expansion 

of credit unionsand cooperativeand
 
agricultural cooperatives, and the
 
establishment of a public Agricultural
 
Bank.
 

(4) El Salvador is allocating
 
substantial budgetary resources 
to
 
development programs in education,

agriculture and infrastructure projects.
 

(4b) El Salvador does not appear to
 
be taking these actions.
 

(5) See the Financial Section of the
 
Paper (Part 2) for a discussion of
 
El Salvador's contribution.
 

(6) The administration of President.:
 
Molina is continuing the moderately
 
reformist policies of the previous
 
administration and has plans to under­
take additonal social and economic
 
reforms.
 

+ . - -++ . : + +1 . # ' t '.. 
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(7) Adherieg tote oprir.ciples 
of the Act'of Bogota nd,.

Charter of Punta del 

(8) Attempting to repatriate

capital invested in other 

countrie'sby it's own ditizens. 


(9) Otherise responding to 
the vitai economic, political, 
and social concerns of its 
people, and demonstrating a 
clear determination to take 
effective self-help measures, 


B. Arno
above factors taken into 

account in the furnishing of the 

subject assistance? 


Treatment of U.S. Citizens
 

2. FAA & 620 b). If assistance is 
government, is th government


liable as debtor or unconditional 

guarantor on any debt to a 
U.S. 

citizen for goods or services 

furnished or ordered where (a)

such citizen has exhausted avail­
able legal remedies and (b)debt
 
i. not denied or contested 
by such government? 

-'i--PANNEX lIp -I-i 

Page ~3 of 17,ji ~ 
r t rito f.,., 

() El Salvador is adiering "to .the 
-- ,
principles o'f theAct .t..andof :B
 

dte.
the Charter of PunsdlEt
 

(8) El Salvador has consistently

followed policie's-that,,encou rage the­
repatriation of capitalginvested in
 
other'countries byits Citizens.
 

(9) El Salvador is responding to these
 
concerns and demonstrating a clear 
determination to take effective self­
help measures as shown by its increase
 
in tax revenues and contributions from
 
its own resourcbs'for agricultural re­
form, educational reform and otherIA
 
development projects.
 

B. The above factors have been taken
 
into account in furnishing of the
 
subject assistance.
 

2. ,El Salvador is not known to be so 
indebted. However, negotiations

continue between the GOES and the IRCA, 
a
 
U.S. owned railway company, on the future . 

of. the firm. (gee No. 3 below). -

UNCLASSIFIED
 



UNCLASSIFIED
 

ANNEX II
 
AID 1240-2 (4-72) Page 4 of 17
 

3. FAA & 620 (e)(1). If assistance 3. The GOES has "intervened" the
 
is to a government, has it IRCA( U.S. owned railroad) in order to 
(including government agencies supervise the financial transactions 
Or subdivisions) taken any action of the Company, which is running on a 
which has the effect of national- very short budget. The GOES has assured
 
izing, expropriating, or other- the USG that any necessary actions will
 
wive seizing ownership or control be taken after prior consultations and
 
oF property of U.S. citizens or consistent with recognized standard of
 
entities beneficially owned by them redress and compensation.
 
without taking steps to discharge
 
its obligations toward such
 
citizens or entities?
 

4. fAA & 620(o); Fishermen's 4. No case of seizure, penalty or
 
Protective Act. & 5. If country sanction against U.S. fishing vessels
 
hap seized,or imposed any penalty is known to exist, even though
 
c- sanction against, any U.S. El Salvador claims 200 mile territorial
 
fishing vessel on account of its sea.
 
fis.hing activities in international
 
waters,
 

4
i. has any deduction required by .a. Not applicable.
 
1?1hermen's Protective Act been
 

made
 

b. has complete denial of 4.b. Not applicable.
 
pe~istsnce been considered by
 

A,I D. Administrator?
 



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
prise, is there an agreement by
 
the recipient country to prevent
 
export to the United States of
 
more than 20% of the enterprise's
 
annual productinn during the life
 
of the loan?
 

6. 	FAA & 620(jj. Has the country 

permitted, or failed to take 

adequate measures to prevent
 
the damage or destruction, by
 
Mob action, of U.S. property?
 

7. 	FAA & 620(1). If the country 
iab 1:ai-d'-to institute the 

investmen guaranty program 
for the specific risks of ex-
propriation, in convertibility 
or confiscation, has the A.I.D. 
administration within the past 
year conoidered denying' 
aseistance to such government 
for this reason? 

S. 	FA & 620 (q). Is the government 

of the recipient country in
 
default on interest or principal
 
of any A.I.D. loan to the
 
country?
 

UNCLASSIFIED
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5. 	Not applicable.
 

6. El Salvador has not permitted
 
such acts.
 

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

8. 	No such default exists.
 

UNCLASSIFIED
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9. 	FAA & 620(t). Has the country 

severed diplomatic relations 

with the United States? If so, 

have they been resumed and have
 
new bilateral assistance agree­
nents been negotiated and
 
entered into since such re­
),amption?
 

10. 	FAA & 6 20(u). What is the 

payment status of the country's 

U.N. obligations? If the 

country is in arrears, were 

such arrearages taken into 

account by the A.I.D. Admin-

istrator in determining the 

current A.I.D. Operational 

Year Budget? 


,i. FAA &_620qa. Does recipient 

country furnish assistance to 

Cuba or fail to take appro-

priate steps to prevent ships 

cr aircraft under its flag 
Lfto- :arryi:1g cargoes to or 
from Cuba? 

12. 	FAA.& 620(b). If assistance 
is to a government, has the 
Secretary of State determined 

that it is not controlled by
 
the international CoiWunist
 
movement?
 

UNCLASSIFIED
 

ANNEX II
 
Page 6 of 17
 

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

10. "El Salvador assessment rate
 
is .04% 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 assessment and $133,518 for
 
prior years. El Salvador will not be
 
subject FAA Sec. 6 20(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 infornmntion
 
available, El Salvador complies fu]ly
 
with these prohibitions against trade
 
with or assistance to the present
 
government of Cuba and with permitting
ships or aircraft under it registry 
to carry proscribed items to Cuba. 

The Secretary of State has determined
 
that El Salvador is not controlled by
 
the Communist movement.
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13. 	 FAA & 620(f). Is recipient 13. No.
 
country a Communiqt country?
 

14. 	 FAA 9620(i). Is recipient 14. No.
 
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?
 

15. 	 FAA & 620(n). Does recipient 15. El Salvador does not traffic
 
country furnish goods to 
 or knowingly permit trafficking

North Viet-Nam or permit 
 with North Viet Nam.
 
ahips or aircraft under its
 
flag to carry cargoes to or
 
from North Viet-Nam?
 

16. 	 FAA & 481. 
 Has the govern- 16. The Government has taken such
ment of recipiett country measures av are within its capacity
failed to take adequate to control narcotics traffic d steps to prevent narcotic is cooperating with U.S. efforc5 -o
drugs and other controlled 
 eliminate production and trade in

substances (as defined by 
 narcotics.
 
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
 
within the jurisdiction of
 
such country or their de­
pendents, or from entering
 
the U.S. unlawfully'
 

UNCLASSIFIED
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Military Expenditures 

17. 	 FAA & 620(s). What percentage 
of country budget is for miii-
tary expenditures?' 'How much' 


of~ e w h : h e Bu e u or " "spent on military equipment?
How much spent for ate and 
chase of sophisticatedweapons 
ofPforeignreechaege reso rce
systems? (ConsiderAtion of
these points is to bp coordi-

nated with the Bureau for 

Program and Policy Coordina-

tion, Regional Coordinators 

and Military Assistance Staff
(PPC/RC).) 


CON~DITIONS OFTHE LOAN 

Ceneral Soundness
 

18. 	FAA& 201(d). Ifnolton and 

conclusion on reasonableness 
and legality (under laws of 
country and the United States) 
of lending and relendiig terms . 
of the loan. 

19. 	FAA& 251(b)(2); & 251(e). 

Information and conclusion on
activity's economic and tech-

nical soundness. If loan is 

not made purduant to a multi-

lateral plan, And the amount 

of the loan exceeds $100,000,


'has country submrtted t9 AID 

and application for such 

funds together with assurances
 
to indicate that funds will be
 
used in an economically'and

technically sound manner?
 

20. 	FAA& 251(b). Inforkuat~,on and 

conclu-sionon capacity~of the 

country to repay the loan,
including reasonbleness of re­
payment prospects. '~,,.~.*' 

UNCL'SIFIE
 

' ' 

UNLASIFIED 
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1, 

17. Epniite for'milit~ry 
purposes represent approximatel
5.98%',aid-'its 'public ae Yde
 

o(Nat. Guard, NatPolice, Fire Dept
p j 	E x e d t ue s for , a. O 0 Oetc.) represents 2.8% of its National

18. The t ohap-of 	 -epr6op d Gl a 
budget for the two items. El
 

afey budter e e
Salvador's foreign exchange disburse­ments for military equipment are
 
projected 
to be less than $1,000,000
 
per FY. No determination has been

made that the GOES is devoting to
 
military purposes a percentage of
resources which materially interferes 
with its devilopment. 

18. The terms of the proposed loan
 
are 
legal under both U.S. and Salva­
doran laws, and hke considered
 
reasonable.
 

19. See Technical and Financial
 
Analysis, Part Four, III and V. 
The
application for this loan is attache!
 
as ANNEX I, Exhibit B. Assurances
 
have been given by the GOES, Ministry

of Agriculture that the funds, will be
 
used in an economically and technically

sound manner.
 

, 

20. El Salvador is considered able
 
to repay the proposed loan.,,
 

j i' 
'­

s~ 

'5 
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21. 	 FAA & 611(a)(1). Prior to 21. A reasonably firm estimate of
 
signing of loan will there be 
 the 	cost to the U.S. of the proposed
 
(a) engineering, financial, 	 assistance has been made. 
See Part
 
and other plans necessary to Four, III and IV and annexes III and
 
carry out the assistance and 	 V for the Engineering and Financial
 
(b) a reasonably firm estimate Plans.
 
of the cost to the United
 
States of the assistance?
 

22. 	FAA $ 6111a)(2). 
 If further 22. Additional legislation is not
 
legislative action is required required.
 
within recipient country, what
 
is basis for reasonable expec­
tation that such action will
 
b: completed in time to permit
 
orderly accomplishment of pur­
poses of loan?
 

23. 	FA & 611(e). If loan is for 23. Yes. See Director's Certiti ca­
"C-t-a'-- stace, and all 
 tion in Annex I, Exhibit A.
 
U1.S. !ssiotance to project now
 
exueds $1 million, has Mission
 
DireCtoC certified the country's
 
ca ability effectively to main­
tain and utilize the project?
 

24. 	FAAL251(b). Informatinn and 24. 
 As discussed in Part Three, 
C(),I". n.C availability of Section VI-E the IBRD IDB and EX-IM 
financing from other free-world have expressed no interest in firancing 
sources, including private this project. Since concessiouat
 
sources within the United States. 	 lending terms are required for tbf
 

project other sources are not . to
 
exist.
 

UNCLASSIFIED
 



Loan's Relationship to Achievement 

of Country and Regional Goals 

25,11FAA & 207; & 251(a). Extent to 
which assistance reflects appro-(

priate emphasis on: (a)encour-

aging development of democratic, 

economic, political, and social 

institutions;( Ta),self-help in
meeting: the :c-oun ~ry s ob-~eds 


(c) improving availability of 

trainiddmanpower in the country; 
(d) programs designed to-meet 

the country's health 'needs, or 


(e)other important areas of 

economic, political, and social 

development, including industry; 

free labor unions, cooperatives, 

and Voluntary Agencies; trans-

portation and communication; 

planning and public administra­
tion; urban development. and
 
modernization of existing laws.
 

UNCLASSIFIED
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25. (a) This project will' strengthen
 
the existing grain price'stabilization


t 
agency,
 

(b) This program will reduce mar­
ket risklto produceus thereby encour­
aging them to accept greaterproduction
ri 	-inthe oc-ni dM16g.-­ormf ":-

(c) IRA plans to initiate train­

ing programs in such areas as grades 
and standards for private sector 
employees. 

(d) The IRA program will lower
 
the prices of basic staples to consum­
ers which may'result in improved diets.
 

(e) IRA will offer technical
 
assistance to assist new and existing
 

marketing cooperatives and private firs,
 

26. FAA & 209. Is project susceptible 26. It has been determined that the
 

of execution as part of regional 

project? If so why is prbject 


not so executed? 


27. 	FAA & 251(b)(3). Information and 


conclusion on activity's re-


lationship to, and consistency 

with, other development activi-

ties, and its contribution to 


realizable long-range objectives.
 

28. 	FAA& 251(b)(7)., Information 

and conclusion on whether or 


not the activity to be financed 

will contribute to the achieve-. 

ment of self-sustaining growth.
 

project cannot be executed as a part of
 

regional project but will complement
 
regional programs and specific projects
 
when and if developed. See Part Three
 

Section VI-A.
 

27. This activity has a basic signif-.
 

icance for all of the Borrower's de.elc.
 

ment activities and will play an esscn-


tial part in the realization of long
 

range objectives in agriculture.
 

28. The program will reduce market
 

imperfections and risk thereby creating
 

additional incentives to producers to
 

adopt new technology. .
 

1:. -'.­

4).
 

.n.i-


-


UNbLASSIFIED 
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29. FAA& 281(a . Describe extent to 
 29. See 25 (e) above.
 
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 local
 
governmental institutions.
 

30. FAA & 281(b) Describe extent 
 30. The project is designed to
 
to which program recognizes assist small and medium sized
 
the particular geedp, desires, 
 producers increase their incomes and
and capacities of the people 
 to allow lower food prices to consumers.
 
of the country; utilizes the
 
country's inteZlctual resources
 
to encourage instithtional
 
development; and supports civic
 
education and training in skills
 
required for effective partic­
ipation in governmental and
 
political progesses essential
 
to self-government.
 

31, FAA & 601(a. Information and 
 31. This loan will indirectly support

conclusions whether loan will 
 the efforts of the country to assi-,t
encourage efforts of the country 
 the small and mediun size producers
to: (a) increase the 10w of 
 increase their technical efficien.v by
inernational trade; 
(b) foster reducing market risk.
 
private initiative and competition;
 
(c) encourage development and use
 
of cooperatives, ctedit unions,
 
and savings and loan associations;
 
(d) discourage monopolistic
 
practices; (e) imprpve technical
 
efficiency of industry, agriculture,
 
and commerce; and (f) strengthen
 
fuee labor unions.
 

UNCLASSIFIED
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32. 	 FAA& 619. If assistance is for 32. El Salvador is not a newly
 
newly independent countryo is it independent country.
 
furnished through multilateral
 
organizations or plans to the
 
maximum extent sppropriate?
 

33. 	 FAA & 251(h). Information and 33. The loan is consistent with the
 
conc.usion on whether the findings and the recommendations of
 
activity is consistent with the the Inter American Committee for the
 
findings and recommendations of Alliance for Progress in its latest
 
the Inter-American Committee annual review.
 
for the Alliance for Progress in
 
its annual review of national
 
development activities.
 

34, 	 FAA & 251(g). Information and 34. See 25 (e) above.
 
conclusion on use of loan to
 
acsist in promoting the co­
operative movement in Latin 
America.
 

35 	 FAA & 209; & 251(b)(8). 35. The project will encourage the 
Information and conclusion utilization by El Salvador of regional 
wheLher assistance will en- credit facilities (through CABEI) once 
courage regional development established for the financing of 
programs, and contribute to additional working capital needs for 
the econonwic and political the grain stabilization program. See 
integration of Latin America. Part Three, Section VI-A. 

Lua 	's Effect on U.S. and A.I.D.
 
o r am. 

36. 	 FAA & 251(b)(4); &102. Inform- 36. This project will have no adverse
 
ation and conclusion on possible effect on the U.S. economy. A sub-­
*'ffects of loan on U.S. economy, stantial portion of the grain handling
 
with special reference to areas and storage equipment and field equip­
of substantial labor surplus, ment to be procured under the loan will
 
and extent t:o which U.S. com- be procured from the U.S.
 
modities an( assistance are
 
furnished in a manner consistent
 
with improving the U.S. balance
 
of payments position.
 

UNCLASSIFIED
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37. 	 FAA & 601(b). Information and 37. The loan will finance the
 
conclusion on how the loan will procurement of some goods from U.S.
 
encourage U.S. private trade and private sources, thereby encouraging
 
investment abroad arid how it will private U.S. participation.
 
encourage private U.S. participa­
tion in foreign assistance
 
programs (including use of private
 
trade channels and the services
 
of U.S. private enterprise).
 

38. 	 FAA & 601(d). If a capital 38. This will be complied with.
 
project, are engineering and
 
professional services of U.S.
 
firms and their affiliates
 
used to the maximum cxtent
 
consistent with the national
 
interest?
 

39. 	 FAA & 602. Information and 39. To the extent posiible, small 
conclusion whether U.S. smsll business notification in accordaace 
buzuesi wiii participate with A.I.D. procedure will be 
!quivobly in the furnishing complied with.
 
of goods aid services firanced
 
by th- loan.
 

4U. 	 FAA & 620(h). Will he loan 40. No assistance under the Loan 
promote or assist the foreign will promote any project or activ.ty 
aid projects or activities of of a Communist-Bloc country. 
the Cornmunist-Bloc countries? 

UNCLASSIFIED
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41. 	 FAA & 621. If technical assist-

ance is financed by the loan, 

information and conlusion 

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 amount of 

money under loan which is going 

dii.... "2 to private enterprise, 
is going to inter.ndiate credit 
institutions or other borrowers 

for use by private enterprise, 

iL)'..jing used to finance im-

ports-from private sources, or 
is 
cther-,ist. being used co finance 

procure;ments from private 
mource3.
 

Lca.:s Compliance with Specific 
.,.uirements. 

'.FAA & 201(d). Is interest rate 

of loan at least 2% per annum 
during grace period and at 
least 3% per annuT thereafter? 

,4. 	FAA & 608(a). Information on 

measures to 
be taken to utilize 

U.S. 	Government excess personal
 
property in lieu of the procure­
ment of new items.
 

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 be 
so used.
 
U.S. 	$3.0 million of the loan will be
 
uie4 to procure goods and services 
related to storage facility cxpanrion 
and related technical assistance from 
private sources. US$3.5 million of
 
the loan will be used in the IRA com­
modity purchAse program to purchase
 
grains frcm vivate national sources.
 

43. 	 Yes.
 

44. The loan agreement wil] so
 
provide.
 

UNCLASSIFIED
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,45. 	 FAA_604_(a)_. Will allcomodity-
procurement financed, under,'the .--loan 	be' from 'kh.''-niiid Stae 
except asotherwise determined bythe'President? 

46. FMAA 604(b), What provision is
made to prevent financing cor
modity-procurfmijt - bulk-a 
prices higher than adjusted 11.8. 
market price? 

47. 	 FMA&--604(4). If the cooperating 

country discriminates against

U.S. marine insurance companies,

will loan agreement require
that 	marine insurance be placedin the United States on com­
modities financed by the loan? 

48. 	 FAA & 604(e), If offshore procure-
mant of agricultural commodity orproduct is to be financed, is thereprovision against such procurement 
whon the domestit price of such 
comodity is less than 	parity?
 

49. 	 FMA & 611(b): App. &I01. If 
loan finances water or water-relatedland 	resource construction project
or program, is there a benefit­
cost 	computation made, insofar as
practicable, in accordance with the
procedures set forht in the Hmo­
randum of the President dated Hay
15, 1962? 

ATI 

Page 	 5- ' f I T 

45. 	 Yea." 
-

s-'y 

''4- '-4 1 

4!' 

46. 	 No bulk comodity purchas
are-contempatid-uner thisloan 

47. 	 Yes.
 

48. 	 No such procurement is 
contemplated.
 

-
 -


49. 	 Not pplicabl..
 

t-

UNCLASS4V,4
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50. 	 FAA &611 (cL If contracts for 50. To the maximum extent


construction are be financed,
to practicable contracts for 
what provision will: be made that construction services will, ;;:. -?
they 	 be basislet on a o D retitive be let on a competitive basis
to maximum extent practicable? 

51,_ 	 F & 620( _Whatn provision there 1. --Theloan -agreement-- will 
against use of subject assistance not permit such use. 
to compensate owners for ex­
propriated or nationalized 
property? 

52. FAA & 612(b)~ 636(h_. Describe 52. As reflected in the ­
steps taken 'to.aa~ure that, to the financial plan, maximum
maximum extent possible, the country feasible l.ocal contributions 
iscontributing local currencies to 
 are being obtained. No excens
meet 	the coat of contractual and 
 foreign currency isavailable,

other services, and foreign currencies
 
owned by the United States are utilized
 
to meet the cost of contractual and
 
other services. 

53,Ap2. &104. Will any loan funds be 53. No.
 

used 	to pay pensions, etc., for
 
military personnel?
 

54. 	 106. If loan is for capital 54. The loan agreement will 
project, is there provision for so provide. 
A.ID. approval of all contractors
 
and contract terms?
 

55, 	 App. & 108. 
 Will any loan funds 55. No.
 
be used to pay U.N. assessments?
 

~~UNCIASSIIZDlU 
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56. Appt.& lo9. Compliance with 
 56. This will be complied with.

regulations on employment of I
 
and local personiel for funds
 
obligated after April 30, 1964
 
(A.I.D. Regulation 7).
 

57. FAA & 636(i). Will any loan f 
 57. No non-US vehicles will
be used to finance purchase, 1 
 be procured.

term lease, or exchange of mot
 
vehicle manufactured outside t
 
United States, 
or any guaranty
 
such a transaction?
 

58. _Ap. & 501. Will 
any loan funi 
 58. 

be used for publicity or 

No. 
propa.
 

ganda purposes withia the
 
United States not authorized bi
 
the Congress?
 

59. FAA & 620(k. If construction 59. No.

of productive entcrprise, will 
agRreliftte value of assistance 
co De iurnished by the United
 
States exceed $100 million?
 

65i FAA &62(4 . Does the United 
 60. No.
 
StateE 
own excess foreign
 
curr:enc. and ,if so, what 

'~a.:' erit:-. have been orodt.. 
for its relcase?
 

1') MA & 901.b. Compliance with 61. Compliance will be
requirement that at 
least 50 
 observed to the extent
per cent!,m of the groa, ton-
 that such vessels
nage of comiodiLies (computed 
are avail.­

able at andfair reasonable
separately for dry bulk rates. 
carriers, dry cargo lirers,

and tankers) financed with
 
funds made avtilablc under
 
this loan shall be transported
 
on privately owned U.S.-Alag
 
commercial vessels to the
 
extent 
that such vessels are
 
available at fair and reason­
able rates.
 

UNCLASSIFIED
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Instituto Regulador de Abastecimientos
 
Balance Sheets 
1969 - 1972
 

(O00s of Dollars) 

Year Ended December 31. 
A S S E T S 1969 1970 1971 
 1972
 

Cash 
 $ 600 $ 866 
 $ 503 $ 352
 

Grain Inventories 
 3,176 1,736 3,898 
 3,159
 

Letters of Credit 
 387 205 
 1.45 145
 

Deferred Operating Expenses 
 303 299 169 
 170
 

Land,Buildings and Equipment: 
 2,224 2,255 
 2,388 2.452
 

Rrjar:lr:e for Depn. (967) (1,067) (1,171) (i,. i) 

Other Assets 466 871 544 4i 

Total Assets $6,189 $5,165 $6,476 $5,470 

LIABILITIES AND EQUITY 

Accounts Payable/Grain 
 $1,727 
 $ 981 $1,889 $ 104
 

Interest Payable 
 692 767 2 


Payable to Central Bank 
 3,998 3,835 2,747 
 3,49!
 

Payable to Treasury 

- - 140 

Other Liabilities 
 167 229 
 177 159
 

Total Liabilities 
 $6,584 $5.812 $4.815 
 $3,903
 

UNCLASSIFIED
 

9 



UNCLASSIFIED
 
ANNEX III
 

Exhibit A
 
Page 2 of 2 pages
 

Instituto Reggllador de Abastecimientos
 
Balance Sheets
 
1969 - 1972
 

(O00s of Dollars) 

Year Ended December 31, 

LIAIIIIES AND EQITY (Cont.) 1969 1970 1971 1972 

Capital - (Note 1)
 

Original and Donations $1,229 $1,229 $1,229 $1,229
 

Subsequent Construction 1,359 1,466 1,619 1,639
 

Reimbursed Losses, 1960-70 - - 2,914 2,914
 

$2,588 $2,695 $5,762 $5,782
 

Iccmulated Losses - (Note 1) 

i.eimbursable $(2,655) $(2,914) $(3,452) $(3,516) 

Ur eimbursable (328) (428) (649) (699) 

Total Losses, 1960-70 $(2,983) $(3,342) $(4,101) $(4,215) 
Total Equity $ (395 _. 47)$1, $ 11567 

Total Liability and Equity $ 6,189 $ 5,165 $ 6,476 $ 5,170 

NOTE (1) - Reimbursable losses are carried on the Institute'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 Abastecimlentos 
Profit/(Loss) Statements 

1 69 - 1972 
(O•of Dollars) 

Year Ended December 31
 

S11969 1970 1971 1972
 

Grain Sales $ 3,602 
Less: Cost of Sales (3.412) 

$ 190 

$ 5,882 
(5 .6-4)

$ 188 

$ 3,531 
(3.5M) 

$ (63) 

$ 2,182 
(2,092) 

$ 90 

Other 
Storage, Drying, Iodine $ 33 
Sacks 26 
invebtory Gain/(Loss) (63)
Miscellaneous 4 

$ 37 
47 
105 
9 

$ 40 
7 

92 
7 

$ 26 
21 

(61) 
5 

$ $ 198 $ $ (9) 

Tcyt-l lncome $ 190 $ 386 $ 83 $ 81 

PENSE 
Operations -

Salaries $ 381 
interest 136 
PacXing 269 

Freight and Transport 84 
Maintenance 39 

Treatment of inventories 16 

$ 380 
146 
133 
130 
40 
18 

$ 362 
73 
53 

W+i4 
39 
15 

$ 346 
85 
30 
is 
20 
36 

Rent 
Utilities 

28 
20 

40 
20 

27 
22 

26 
17 

Insurance 
Special Export Expenses 

19 
-

19 
13 

14 
96 

23 
-

Advertising 5 18 24 11 
Paper and Supplies 
All Other 

9 
41 

13 
60 

12 
100 

6 
19 

$ 1,047 $ 1,030 $ 1,001 $ 637 

Income/(Loss)
Operations $ (857) $ (644) $ (918) $ (556) 
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Instituto Regulador de Abastecimientos 
Profit,/(loss) Statements 

1969 - 1972 
(000s of Dollars) 

1969 1970 1971 1972 

Administrative Expenses -

Salaries 
Depreciation 
Maintenance 
Travel and Per Diem 
Rent 
Supplies 
A.1 Other 

$ 97 
98 
ii 
11 

9 
5 

16 

$ 98 
100 
1i 
10 

9 
5 

10 

$ 96 
227(1) 
10 
9 
9 
6 

11 

$ 117 
50 
13 
3 
9 
5 
8 

$ 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 

El Salvador-, Balance of Paymnts - End of year ­

(US $ Hillions) 
I967-1971 

1967 1968 1969 1970 
A/

1971 
B I 

Exports of Goods & Services 230.7 238.0 226.6 256.2 

Imports of Goods & Services 265.9 261,3 259.4 267.0 

Current Account Deficit 35.2 23.3 32.8 10.8 30.0 

'ublic Sector Financing, Not 7.0 7.8 12.9 2.6 

DisbL rsements (11.3) (11.9) (17.1) ( 9.4) 

A,nortization 
C/

Other Capital, Net 

(4.3) 

25.6 

(4.1) 

20,9 

(4.2) (6.8) 

15.0 23.2 

Changes inNet International 

aeserves (-: increase In 
monetary sense) 2.6 -5.4 4.9D/ -15.0 0.0 

Net International Reseves 37.0 42.4 37.4 52.4 52.4 

Source: IBRD (data derived £j'E'eritral Reserve Bank IHF, and IBRO
 
estimates)
 

A/ 	Data on comparable basis not available for 1971; ;ource for aggregatc

figures inCentral Reserve Bank.
 
Included International transfers
 

I/Includes private capital, commercial banks, and 1970's SDR's
 
allocation of $4.2 million
 

D/ Central Reserve Bank figure is$44.4 million; IBRD discountdd a sets
 
from 60 day forward dollar purchases from Internal sources.
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Table 2
 

El Salvador: Merchandise Trade Trends 
- 1961-1971 
(US $ Millions) 

YEAR iA PER CENTEXPORTS 
 %GDT IMPORTS DOMESTIC 
 'SURPLUS
 

CQNSUMPTION - DEFICIT 
1961 129.6 9.0 
 129.0 
 10.0 
 1 .6
1962 
 149.8 
 9.3 146.6 
 10.6 
 9 3.2
1963 
 150.2 8.8 
 152.3 
 10.4
1964 - 2.1175.5 9.4 
 191.8 
 12.1 
 -16.3
1965 
 190.0 
 9.5 202.5 
 11.9 -1241966 
 189.9 
 9.0 220.0 
 12.0 
 -31.1
1967 
 207.2 
 9.4 223.9 
 11.6 
 -16.7
 

Average Growth
 
1962 - 1967 12.9 
 15.8
 

1968 
 211.7 9.2 
 213.5 
 10.5 
 - 1.8
1969 
 202.1 8.5 
 209.2 
 9.9 ­ 7.2
1970 
 229.1 9.0 
 213.6 
 9.4 15
 
197; 
 228.4 8.6 249.2 10. 
 . -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
 

Cl Domestic Consumptiop Estimated at 
1970 proportion of GOP.
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Table 3
 

El Salvador: 'Central Government Expenditures-
Current and Capital By Sector 

(1967-1971)
 
(Exchange Relte: US $1.00: Colones 02.50)
 

Expenditures 1967 1968 1969 1970 1971
 

Current b 196.7 206.6 248.4 224.4 285.9 
Defense (Totil) 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 98.6
 
Health 31.5 35.8 35.4 35.1 61.2
,Tfrinportation 8.5 8.6 20.2 20.6 20.6
 
Communication 2.2 2.2 12.1 1.O 13.3
 
interestc 9.6 10.2 13.6 15.o 16.3
 
Other Current 52.8 50.1 20.1 34.9 28.0 

aI dCIpi 108.1 94.7 O4.3 123.0 180.2 
Aq9r iCui t ure 26.1 20.5 34.5; 46.o I .4 
Education 3.7 4,9 5.3 4.4 .2.9
 
Health 1.5 r.5 4.7 5.0 5.5
 
Transportation 11.1 6.5 13.9 26.1 44.0
 
Communication 1.9 4.5 3.9 7.8
 
Industry and power 26.2 27.6 27.0 26Z7 41.7
 
Other capital 39.5 24.8 14.4 10.9 16.9
 

Total 304.8 301.3 352.7 347.4 466.1 

Source: AID Data Book. 

a. Budget estimates.
 
b. 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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1 
El Salvador: 

1a71, 
Trends 

, 
In Gross DomesticProduct 961 71 

o 
0 : 

(Constant 1962 Prices) 
(Exchange Rate:, US: $1.00: Colones p92050) 

Yer.GDP Agiu~ueOther Sector's
 

Total, %Growth Total % of GDT Total %of GDP
 

I1961 1431.5 451.1 31.5 980.4 68.5 


1962 1602.6 12.0 537.0 33.5 1065.6 66.5
 
1963 1671.6 4.3 518.4 31.0 1153.2 69.0
 
1964 1827.5 9.3 540.0j 29o5 1287.5 70.5 

1.65 1925.6 5.4 517.2 26.9 1408.4 73.1 

.. 

1966 2063.5 7.2 527.2 25.5 1536.3 74.5 
1967 2175.7 5.4 557.7 25.6 1618.o 74.4 
1968 2246.1 3.3 567.7 25.3 1678-4 74.7 
1969 2324.8 3.5 588,6 25.3 1736.2 74.7 

1970 (p) 2405.7 3.5 622.0 25.9 1783.7 74,1 
1971 (p) 2509.2 4.3 640.9 25.5 1868.3 /4,5 

:961-1967 

Average Growth 6.73
 

1968-1971' 
Avorage Growth 3.65 .. 
196141971
 

Average Growth 5.61 

Source: Revista Mensual, Central Reserve Bank
 
Indicadores Econdnlcos y Sociales
 
CONAPLAN'
 

"p) u preliminary 
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Table 5
 

Yield Performance of Basic Grain InEl Salvador
 

El Salvador -Guatemala Mexico U.S.
 
(tons/Ha.) (tons/Ha) (tons/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 index
 
1966/67 : 100.
 

Corn (1971/72) 
 141.8
 

Beans (1971/72) 222.5
 

Rice (1971/72) 108.8
 

Sorghum(1971/72) 
 156.4
 

Source: 
 Various Reports and Surveys, Ministry of Agriculture.
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Average Size of Agricultural Farms in El Salvador
 

Size of Farms 

(Ha.) 


Less than 1.0 


i - 1.99 


2 - 4.99 


5 - 9.99 


.0. 19.99 


22' 49.99 


0- 99.99 


100- 299.99 


200 499.99 

500 399.99 


iO00 and more 


TOTAL 


Agricultural Year: 1970-71 

Number of Farms 
Percent 

Total Percent 
(Ha,) 

Average Size 
(Ha.) 

132,907 48.78 70,568 4.82 0.530 

59,842 21.97 83,084 5.67 1.388 

44,002 16.15 134,163 9.16 3,049 

15,730 5.77 112,590 7.69 ,7.151 

8,977 3.30 126.566 8.65 14,098 

.,772 2.49 213,067 14.55 31.462 

2,241 0.82 154,841 10.58 69.n(4 

1,115 0.41 153,515 10.49 137.68i 

640 0.23 192,248 13.13 300.387 

141 0.05 96,547 6.60 684.730 

65 0.02 126,670 8.65 1,948,;6, 

272,432 100 1463,859 100 5.373 

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



Table Monthly High and Low Wholesale Prices for Basic Grains, 

San Salvador, 1958-59 through 1971-72 

Year 

. 

High 

Corn 

Low 

(In Dollars) 

S o rghum :Black 

High Low Diff.: High Low 

B ean 

Diff.: High 

Rice 

Low. Diff. 

1958-59 
1959-60 
1960-61 
1961-62 
1962-63 

5.60 
4.00 
4.58 
4.64 
4.27 

4.44 
3.10 
2.47 
3.39 
37.20 

1.16 
.90 

2-.11 
1.25 
1.07 

4.70 
2.27 
3.67 
3.36 
3.32 

2.62 
1.48 
1.86 
2.77 
2.96 

2.08 
0.79 
1.81 
0.59 
0.36 

11.11 
9.33 

10.34 
10.84 
9.27 

9.25 
7.02 
7.92 
7.39 
7.07 

1.86 
2.31 
2.42 
3.45 
2.20 

11.09 
9.06 

10.05 
11.86 
10.50 

8.66 
7.67 
7.70 
8.23 
8.40 

2.43 
1.39 
2.35 
3.63 
2.10 

) 

1963-6 
)q(- ,t 

' 
68 

4.66 
4.7C0 

3.90 
4.9k. 
....S 

3.05 
3.80 

3.16 
2.92 
3.94 

1.61 
0.90 

0.)'. 
2,06, 
0.9w 

5.0, 
4.51 

3.24 
4.65 
4.33 

3.04 
3.55 

2.58 
2.24 
3.12 

2.00 
0.96 

0.66 
2.41 
1.21 

10.98 
10.04 

9.34 
12.47 
12.66 

7.87 
8.15 

7.23 
6.56 
8.57 

3.1-1 
1.89 

2.11 
5.91 
4.09 

10.41 
10.75 

12.14 
10 41 
9.82 

9.00 
8.64 

9.00 
L72 
8.70 

1.41 
2.11 

3.14 
1.69 
1.12 

196&-69 
1969-70 
1970-71 
1971-72 

,.02 
5.00 
3.90 
3.82 

3.35 
3.13 
3.10 
2.63 

0.67 
1.87 
0.80 
1.19 

3.00 
4.20 
3.10 
4.08 

2.64 
2.42 
2.80 
2.26 

0.36 
1.78 
0.30 
1.82 

11.16 
16.40 
13.20 
12.40 

8.60 
9.66 
8.52 
8.42 

2.56 
6.74 
4.68 
3.98 

9.04 
11.60 
10.60 
8.75 

7.99 
7.60 
8.30 
7.81 

1.05 
4.00 
2.30 
0.94 

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. o 
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Projections of the expectod corn supply for 1973/74 began

with estimates of. the area likely to be planted. Your'different
equationwere usedja ai1 Auvlefrmteaqua ndpoi.nt-­
of the s1.. QI the corr~lation coefflicient and the standard error 

ofstimatea/. 

Eq. -- 25,.56t 4 4.996TR2 . .576 S.3. 12,230
 

Sq. 2 MH - -313,711 J 50101T 4,185P1.1
 

R2 
m 	 .602 8.E. - 180285
 

Eq. 	 139 H -526,966 ,47,730T 3 l0 85%.1 2,307P1. 

R2 m .609 S.2, - 20,360 

Sq. 140 . 5,826 4 6,819 2U .136 S.3. . 27.731 

!I 	 Symbols used in the foll;oLg equations have the following meanings 

xx - area planted to corn 

T a tim, 1971172 m 112 Ia equations othar than mabers 137-144,
where 1971/72 n 113
 

PM.Im price In preceding yeor, @olones per quintal 

i14= a yield In preceding year, quintale per mansana 

MH - area planted Xith hybrid seed as proportion of total cornarea (total - 1.00) 

The 	 equation nm r identifies it in the aster list maintained
by the price analysis group.
 

1) One quintal equals 100 lbs. One maea equals 1.7 acres.
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The equations gave estimates ranging from 307,000 uanzanas~
 
to 344,000 asaanaso
 

The independent variables in these equations, single or in
combination, weret price in the preceding year, time, and yield 
per manzana in the preceding year. 

Two equations were used for estimating yield of corn per 

Eq. 13 89.4 + 10189T R2. .744 8.3. *2.26 

Eq. 146 - 17.3 + 28.12 H - . 12"'863 6.3. -1.83 

The estimate with hybrid corn as a factor was 26.0 quintals 
per mananus, while the estimate based on trend in yield with time 
alone gave 26.8 quintals. it is known that the supply of hybrid
 
corn seed availlable for planting the 1973/74 crop iw no larger than 
the quantity used for the 19712/73 crop. This offers sufficient
 
reason for not expecting the historic rate of increase in yield to
 
be equalled in 1973/74.
 

1he standard error of etitimate indicates the possible discrepancy

between the projection and the final results in the forthcoming
 
season. It includes the average effect of westher conditions during 
recont years (not Including the 1972 drought, however), as well as 
other factors such s the statistical variations inherent in the 
methods used in compiling the oriinal crop statistics, 

With the foregoin yield and area estimates, total production

estimstes rangs from 860 to 9.2 million quintals. The most
 
probable figure we take to be 8.6 million quinteles.
 

It i wll to bear in mind that thes estimates have standard 
errors ranging from 600,000 to 700,000 quinteles. These Indicate 
approxiately# the rang of production levels that must be considered 
in planning IRA's 1973774 progrm. 

Subsequent calculations were based on an expected production of 
VA6 mllion quiLtale., subject to the 6OOO00 to 700,000 quintales
sleandard error aoestimate. 

for estimating the 1973/74 aual average price of corn$ we 
had available 30 estimating equation. from thoset 4 were chosen on 
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the basis of the coeffiient of correlation, the standard error 
of estimate, and the logical persuasiveness of the economicrelationships represen ed by the independent variables and theircoefficients. For example, a fairly satisfactory correlation was 

obtained with a multiple regression equation in which the price of 
corn depended on the per capita supplies of sorghum and beans, and 
per capita income. This was judged 'to be less, satisfactory,_ hOwever., 

Peaantaiof sorghumfhrice and corn, -and 
income per capita as independent variables, although the latter
equation had a lower coefficient of correlation 'and a larger
standard error of estimate. 

The best equation, from several points of view, related the 
price of corn to the net volume of foreign trade in corn, wheat 
imports, corn production, and per capita income. Although the 
correlation was high and the standard error of estimate was low,
this equation is unsatisfactory for projection purposes, since 
wheat imports depend on, and do not determine, the price of corn. 
The equation indicated that the price of corn rose with increases
in the quantity of wheat imported. It would certainly not be 
possible to raise the price of corn by importing more wheat, or 
to lower the price Of corn by prohibiting the importation of wheat. 
Despite this defect, thin equation gives probably the best 
coefficients for effects of corn supplies and per capita increase 
on corn prices. With two alternative projections of 1974 wheat
imports# one at the 1972 level of 900,000 quintales, and one at the 
1971 level of 1,350,000 quintales, projected corn prices were 
97.37 and 08.28. 

The equation considered most reliable from an overall point of 
view lave a projection of 07.72 (The initial estimate with this 
equation was 08.02. Values ,of some of independent variables for 
1973/74 were subsequently modified, reducing the projected corn 
price). The standard error of estimate in this equation was 00.73,
giving a range of from approximately 07.00 to 08.50. 

Altbgether, the four price equations gave estimates ranging
from 97.37 to 08.86. A price of 08.00 was adopted as the basis for 
planning in terms of the most probable annual average price of corn 
for the 1973/74 marketing year. 

rho corn price equations used were: 

Iq.22 *P10.39 - 13.370w + 29.410? + 5.06Y 2 
R~ 

m 

- .9S; .73 
5'89S. E.- .73+ 
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Eq. 30 PM - 13.72 - 7.2900% + 3 .4 4 0QA + 2.52Y - 0.45QM 

R- .283 S.E. - 1.215
 

0 8 9 2 MCe
Eq. 152 P, 7.97 - + 8.413Y 2.281,p
 

R2
 - .532 S.E. - .866
 

Eq. 156 PM - 8.886 - .2 5 5QMCe + 2 58 QTr - 2.406QMp + 2.852Y
 

R2 
 .693 S.E. = .795
 

2/ Additional symbols in these equations, not defined previously:
 
T
PM price of corn, V per quintal, wholesale, Plaza de San Salvador 

average of twelve months September through August. 

QM Apparent consumption of corn, quintales per capita 

QS Apparent consumption of sr.rghum, quintales per o~pita 

QA Apparent consumpt'.on o, rice, quintales per capita 

QF - Apparent consumption of beans, quintole3 per capita 

QMCe . Net foreign trade in corn ctiintalc: per capita 

QTr - Wheat imports, quintales per capita 

Mp M Quantity of corn produced, quintalos per capita
 

Y - National income per capita, 01,000 (i.e., 0593 -,.593)
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Combining the standard errors of-estimate f or prod~ction and 
price, gives the standitrd error of estimate df the value of the
 
corn crop. Production of,8.6 million quintales'at 08.00,per
 
quintal would be worth 068.8 million with a standard error of estimate
 

of 7.6 millionj approximately.11 percent. 

Some o6.bserv-tio-6iiii tb aehr opoieprpcie
 
the foregoing results. The projected production of 8.6 million
 
qdintales would be the highest production ever achieved in El Salvado r. 
It would be obtained on the highest acreage ever planted to corn. 

It will be recalled that with the previous record production of j
8.2 million quintales n 19,71, the year's average -price was 07.,4t6 

(marketing year, October through September). The price fell as 

low as 06.57 in June, 1972. Taking further account of the fact that 

some 480,000 quintales ware exported in 1972, and that our projectinns
 
assume that the 08.00 price will result without the necessity of
 
exporting any, one receives the distinct impression that 08.00
 
is an optimistic projectioA. If that is the case, IRA's burden
 
in attempting to keep.prices at, say 07.40, would be very heavy, 'indeed.
 

We did not attempt to project a .prite a whih.it; might..be possible 
tu ezport any part of the )973/74 cr.:i;'.Td a:-'cmisO'erable 6xtent, 
the basic grains trade among the Central American countries is 
determined by negotiations among the price stabilization authorities. 
Itwould be difficult, and require much time, to analyze El Salvador's 
external trade in corn, and to determine the probable level of 
prices in such transactions. This is a task which probably could 
beat be done at the regional level. However, itwould seem worth­
while for El Salvador to undertake its own analysis of this problem 
on its own initiative, and from its own point of view, in order 
to be prepared as fully as possible for deciding on, and defending
 
its interests in future negotiations.
 

As mentioned previously, the projections of supply and price
 
were checked against other criteria of a desirable price for corn,
 
and were judged not to be inconsistent with these criteria.
 

The text step was to adopt a set of lower and upper prices as
 
a basis for evaluating the alternatives which IRA might need to
 
choose among for the 1973/74 crop year. Since we had decided that
 
08.00 represented the most probable annual average price, a lower 
limit 66 07.25 was taken for preliminary planning purposes, and an 
upper limit of'08.50. 
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The choice of 7.25 and 08.50 as li:mitse
waisbasicallyrelated
 
to thelstandard erro.,of' estimate of the price itseli Wecould'b
 
have considered, alternatively, that the basic uncertainty was in
 
the production projection, and that, given the production figure,

our estimate of price would be accurate within Icentavo In
 
that case, the dtscrepancy tobe expected between our projected
 
price And the fin result for the year would be attributable to

the--uncertainty -in -the- product ion-proj ection- Thest d bd J 
o.f estimate of the production projection was such that, again,,

07.25 and 8.50 represent a reasonable range ofnprices that might

be realized in 1973/74, having the relatively small probability
 
(approximately 1 in 6), that the market equilibrium price would be
 
lower than 07.25. 


; 

The stabilizati n prices for the 07.25 alternative were taken
 
to be 06.65 and 08.15. The higher of these prices is the wholesale
 
price at which IRA would be prepared to dispose of any stocks it
 
might acquire. At thepe prices, and under the assumption that the
 
market equilibrium price for the year would average 07.25, IRA would
 
expect to purchase during the harvest season a quantity of corn 
approximately equal to the quantity that itwould need to sell
 
during the season cfmhigh prices in order to keep the market price

irom vising'above the upper limit,
 

"Ifthe market equilibrium price should turn ott to be higher
 
than 07.25, IRA would be unable to purchase the amount expected


a rice of 06.65 and would not have enoug grain to dmaeputhe
 
price from rising about 08.15.
 

Assuming a market quiibrium price of 08.50,cRAos minihmm
 
purchase price would be 07.93, and the resale price 9.43.
 

The minimum and maximum prices consistent with our estima"e of
 
the moat probable market equilibrium price cf 08.00 would be 07.39
 
and 08.89.
 

f. With thc 07.25 'equilibrium price and IRA's minimum and maximum
prices balanced accordingly, it was estimated that IRA would acquirej
200,000 quintales which would normally have been consumed during the 

hretseason, and would carry this over for resale in the latter 
part of the year, thereby checking the seasonal rise in prices.
At 08.00, IRA's seasonal purchases would amount to 270,000 quintales, 
and at 08.50, 325,000 quintales. 
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Suppose IRA were to fix a minimum price based on an.,08.50 
market equilibrium. Then, if supply or, otheir'economic I.factors 
should so depress consumption that without IRA's intervention 
the annual.average. would only be 07.25, IRAwouldhave :to buy 
some 700,000 .quint~aleq., This may sound~like an. extreme case, 
but, in fact, it has a probability of something likel1in 6 of 
being this bad or worse. 

As has been mentipned previously, the private trade would be 
inclined to shift to'IRA some of its responsibility for carrying 
stocks. The amounts involved are relatively small, compared with the 
effect which stabiXizj ng prices above the normal seasonal level
 
would have on current disappear. For market equilibrium prices
 
used in this exercise, private storage would be'reduced 128,167 and
 
199 thousand quintales, respectively (with increasing level of
 
market equilibrium price).
 

Combining the effects on current consumption with the effects
 
on private storage gives an estimate of the total quantity that
 
IRA would have to handle to stabilize seasonal price variations
 
around the market equilibrium with a range of 01.50 between the
 
mnimum and maximum wholesale prices. For the respective market
 
equilibrium prices, IRA' total volume handled was estimated at
 
328,437 and 524 thousand quintales.
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Selection of Sites and Capacity Determination
 

The methodology used in site selection and capacity determina­tion has been outlined in Part IV. 
 The following is a department
by department (and inter-department) analysis to determine the need
for IRA storAge facilities and the capacities required. 
 The depart­ments 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., Ueulutan, Morazan, and La Uni6n all lie east of the Lempa
River. 
The city of San Miguel is a major distributing center for
much 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 io divided into two maln zones witlh.respectgrain production: to

The municipios of Sh'Franccio Mknendez andJujutla, which lie along the Pacific coast, and those of Ahuachapar.,Atiquiaya and San Lorenzo in the northern part of the country.
remaining municipiL. The
 

nre mainly located in the mountainous, coffee
rp'rinp rArerq. Be,.a,:e of the mount.qinou , area dviv'iin the twozones, they have to be considered senarately from a marketinp 71' rtof view. 
The two coastal municipios have their main areas 
cf comMIu­nication with Guatemala to the weat and with Acajutla and Sonsonateto he east. The northern municipioi have conmtunication with Guatemala
and with the City of Santa Ana. 

Est. Prod. Est. anieant an­in 1971 tering comme;- M.T. Urban Rural Total .Balance channels M.T.­

25,333 3391 
 19518 22,909 +2424i 21,800
Maicillo 
 7,866 -- 1966 1,966 
 +5900 5,900
Arroz (en granza) 6,638 
 579 1911 2,490 +4148 6,300
Frijoles 
 3,592 .. ... 2,572 +1020 39300Total 43,429 4631 25306 29,937 +13492 37,300 

Grains will be referred to by their Spanish names: 
 Maiz (Corn),
Maicillo, (Sorghum), Arroz (Rice), and Frijol (beans). 
 Allreferences 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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maiz. Approximately 10,500 M.T. of mnaf are prodced in-the two.

municipios of,, San Francisco Men~ndez 
 and: Jujut]la, of w~hich,5'300 .. 

M.T. are in excess of the'need. of:tei~iii'.Ti surplus

flows over the Carretera del Litoral towards Sonsonate. the.
municipios of 'Ahuachapn',Atiquizaya and' San Lorenzoin 'th- north.
produce'another:10'000 M. of mazr, but ave only asmallsurplus. 

-alcillo.Approximatel,.onefourth of the 7800 M.T.producein1971

7
was consm, arm. i
the, Mos ofthereaining 5900 M.T. went to­

feed mills and dairy farms in Sonsonate and Santa Anaa or in San
 
* Salvador.
 

Arroz. Ihe Department produced about 6,600 M.T. of arroz of which
 
4100 M.T. is in excess of its needs. Practically all of this arroz
 
flows to rice mills in Ahuachap9n, Sonsonate or Chalchuapa.
 

Frijol. About 3600 M.T. of frijoles are produced, of which 3300 M.T.
 
enter into commercial channels. Approximately 1000 M.T. must move
 
cut of the Department.
 

Sr.orage. As in the Department of Santa Ana, a large percentage of
 
t1. 52 farmers interviewed had on-farm storage facilities. Graneros
 
were the most popular form of storage, and averaged almost 8 units
 
per farm. The average storage capacity was 187 QQ (One Quintal

equals to one hundred weights) per farm.
 

No. of farms % of farms No. of units Total Average cap.
 
Te of Storage* with fac. with fac. of storage cap.QQ 
 / _/farm,
 

Graneros 
 51 98 408 8,760 172
 
Bodegas ...--
 --..-

Trojes 8 
 15 9 234 92
 
Other 
 8 15 101 206 25
 

Total 
 9,700
 

Eventhough a large percentage of the farmers had storage facilities,

the total capacitywas inadequate to handle the crop of a poor year

such as 1972/73. Therefore in normal years, a large quantity of grain 
 . 

must leave the farm at harvest to be stored elsewhere. 
. . 

Graneros - metal bins holding 2500 ­ 3000 lbs. (this is considered to be
 
good storagg)
 

Bodegas - warehouses 
Trojes - corn cribs 
0ether . Grain in bulk or sacks, stored in houses etc.
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Production QQ 
 %1972/73 crop was
Grain 1972/73 Normal Year 
 of normal
 

Maiz 
 9588 
 13928 
 69
Maicillo 
 1962 
 4007 
 49

Arroz 
 1211 
 3874 
 31
Frijol 
 2183 
 3023 
 72
 

Total 
 14944 
 24832 
 60
 

Recommendation
 

The northern part of the Department of Ahuachapfn 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,
't ia 
felt that IRA can play a role bbre in price stabilization and
grain conservation. 
A facility of 1520 M.T. is recommended for the
 
AIvechapn area.
 

Grains from the southern area of the Department, would flow along
!h"e Carretera del Litoral to a storage facility to be located at the
Jcon of CA 12 and CA 2. This facility will be 12 km. from
-'1onateand would also serve the municipLos of Acajutla and Sonsonate.
(zce section on the Department of Sonsonate). It could serve as a
'eceiving center for some of the grains being imported thvough the Port
 
if- Acajutia. 

CABARAS
 

The Department of Cabafias is 
a fairly important producer of
cereals and beans. 
It has good roads to Ilobasco and to Sensuntepeque
 
:,nle the remainder of 
the road is paved).
 

Consumption 
 Est. amount en-
Est. Prod. 

arai:n tering commercica
in1971M.T. Urban Rural 
 Total Balance channels
 

!aIz 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
 
(granza), 2,147 240 967 1,207
Frijol 3,839 + 940 1,900306 1,503 1,809 + 2,030 21300
 

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

Maicillo. Cabafias 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 eahh year. (These consume an
 
estimated 5600 M.T. of maicillo). The maicillo that is not consumed
 
within the Department moves to San Salvador to be used in poultry
 
feeds.
 

Arroz. The Department produces a surplus of arroz. Since there
 
:ire no rice mills in the Department, almost 2000 M.T. must move 
towards San Vicente or to San Salvador for milling. About 1200 M.T.
 
of this arroz moves back to the Department as arroz oro (milled rice).
 

I'-. Approximately 2000 M.T. of frijoles ar e produced in exceos
 
of consumption. One municipio, Victoria, accounts for 65% of the
 
ourplus. These frijoles move to Sensuntepeque and then to other areas.
 

Storage The 64 farmers studied had considerable on-farm storage that 
wis of relatively high quality. 

No. of Total Average 
No. of farms % of farms Storage cap. cap. 

'rpe of Storage with fac. with fac. Units _J9. 9Q/farm. 

Granero 54 84 183 4614 85 
Bodega 5 8 5 1250 250 
Trojes 21 33 30 2104 100 
Ocher 28 44 102 922 33 
Total 8890
 

The total storage capacity was almost enough to store a crop
 
the size of the one in 1972/73, but only half enough to store a normal
 
crop.
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Grain 1972/73 
Production (QQ) 

Normal Year 
1972/73 was 

of normal 

Haiz 
Maicillo 
Arroz 
Frijol 

Total 

4484 
2549 
2275 
408 

9716 

7940 
3999 
4166 
1210 

17315 

56 
65 
55 
34 
56 

Recommendation
 

Approximately 9000 M.T. of grains in the munieipios of
 
Sensuntepeque, Victoria and Villa Dolores move into commercial
 
channels. Surplus grains from these municipios (approximately
 
1000 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 produced in the
 
mvinicipi:!,- 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 frijolas

(red and black) but can be used for malz and arroz if needed.
 

A facility of thin size will enable IRA to 
handle 17 percent 
of the maiz, maicillo and arroz moving into commercial channels in 
the eabterln area of the Department and about half of the frijoies. 

CHALATENANGO 

The Department of Chalatenango stretches some 75 kms. along

the northern border of El Salvador. Its 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
 
Ironcal del Norte in the triangle of Nueva Concepci6n, 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 Paraiso, Potonico, San Francisco Lempa and San Luis del Carmen,
 
as well as the municipio of Suchitoto in the Department of Cuscatln,
 
will be inundated by the Cerron Grande project.
 

UNCLASSIFIED
 



UNCLASSIFIED
 
ANNEX IV
 
Exhibit I
 
Page 6 of 31
 

Consumption (H.T.Y Estimated amount
 
Est. Prod. Balance entering commercial
 

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

Maiz 37,569 4,831 20,504.2-0335 + 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
 

Malz. Almost 40 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 iroduced throughout the Department and an
 
estimated half of it is consumed on the farm on which it was produced
 

Arroz. The Department produces more arroz than it consumes. The 
major piducing areas are in Nueva Concepci6n-Agua Caliente-La Reina 
the municipio of Chalatenango. 

riiol. As with the other grains, the Department produces more
 
i..ijolee ':han it consumes. Most of the surplus production comes from
 
the Nueva Concepci6n-La Reins 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 % 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/ 3 Normal Year was of normal 

19j 4 2 7  
Maiz 34,233 57
 
Maicillo 6,595 9,254 71
 
Arroz 5,475 9,486 .58
 
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 lies to the west of the Troncal Norte,
 
with the canter being the town of Nueva Concepci6n, 16 km. from the
 
highway. AnOther important area ll.es 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 Concepci6n
 
and one between the Tronc9l del Norte and the city of Chalatenango.
 
However, since graias from both these areas must flow towards the
 

-
Tioncol del Norte., t appears mcre logical to put one larger facility
 
at a point where the grains moving from both areas converge. This
 
appears to be in the vicinity of San Jos9 Las Cafias. Therefore, a
 
2150 M.T. storage facility is recommended for this area, with buying
 
stations to be located in Nueva Concepci6n, Agua Caliente and Dulce
 
Nombre de Maria.
 

CUSCATLAN
 

The Department lies next to the Department of San Salvador ind
 
tI1 e entire southern portion is within 25 km. 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 Sait Martin, a distance of 33 km. 

Est. amount entering 

Balance commercial chann4!Is 

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

Malz 22,963 4,091 17,652 21,743 + 1,220 17,200
 
Maicillo 3,299 -- 1,317 1,317 + 1,982 2,000
 
Arroz (granza3,073 584 1,253 1,837 + 1,236 2,800
 
Frijol 1,833 459 1,253 1,712 + 121 900
 

Total 31,168 5,134 21,475 26,609 + 4,559 22,900
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moe it cmercial channels. 

Arroz. There is a surplus production ol afros. However, the
3000 M.T. produced in .theDepartment is sold to rice mills located
in San Salvador or to IRA in San Martin. About two-thirds of themilled rice returns forsale in the Department. 

Frijol. The production of frijoles is practically in balance, withconsumption. Some frijoles move to the IRA plant-in San Martin. 

Storage. Almost 90 percent of the 64 farms studied had graneros.Considering all types of storae, the farmers had an average 
capacity of 100 QQ per farm. 

S AverageType of No. of farms Z of farm No. of Stor. Total Capacity 
Storage .withtac. with fac. units cap QQ. QQ/farm 

Graneros 57 89 187 49993 88Bodegas 1 2 1 100 100Trojes 2 3 2 425 212 
Others 19 30 254 861 45 

it.. . ~ . .. 

Total 6,379Eventhough farmers had considerableon-farm stre, they had 
only about half enought to store a crop-such as that of 1972/73 andonly a third plnoughto store the crop of a normal year. 

Dparmn t i97/7lageear Normt 150asT of monacloetr 
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Recommendation 

------ Thesuthern -part-of -the -Department-has -direct-acceag -to'-thec
* IRA plant at San Martin. Hiowever, the northern parts of theDepartments of Cuacatlin and San Salvador would benefit from a 1520

.T. storage facility in the vicinity of Suchitoto. It should be
located outside of town on the road to Aguilares, A facility of this
size would handle 15 parient of the grains amvng into ommercialchannels in the uunicipio of Suchitoto. It sould easily be expanded
to 2150 H.?. if this were 'needed. 

LA LIBERTAD 

The Department of La Libertad stretche" from the Pacific
Coast north to the western part of the Department of Chalatenango. Thesouthern part is rough, rolling hills and produces mainly ads. There are two principal production areas In the central and northern parts of
the Department: the area comprising the Zapotitan Valley, and alarge area to the north of the vall"r comprlsins the municipios ofQu azltepeque, San Juan Opico, San Pablo Tacachico and San Martin. 

lists amunt-Est. Prod Conuimption ( T.) entering comer­"ain 1971 M.T. Urban Rural Tota Balance H.T.T idl chamely MT 

Hats 48,353 7,090 26,678 33,768 + 14,585 40,000
Haicillo 5,113 - 1,788 1,788 + 3,325 3j300
trroz (granza) 5,286 1,355 2,610 3,965 + 1,321 5900 
Frijol 6,855 1 355 2.583 3.938 + 26917 
Total 65,607_T VUW 33,659 1374i 22140 880 
z. Considerable quantities of mats are produced in the southern
 

part of ,the Department but a large proportion io consumed on fams

Almost 70 percent is produced in the area othe Zapotitad Valley and

in the tour northern municipios. Much of the production in the Zapoti­
tin Valley is large-seale. 

Haici11o. 
This $rain i's Srovn throughout the Department but is
 
relatively unimportant,
 

Arro:. Considerable quantities are grown in the Zapotitin Valley and 
the surrounding area and in the northern sones, especially in the area

around San Juan Opico. Some 5000 H.T. must go to San Salvador for
 
processing.
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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 subsistencu production. 
The largest production

comes from those municipios that lie along the Carretera del
Litural and which extend towards the ocean. 
This is also an
 
important area for cotton.
 

Est. amount
 
Est. Prod. Consumption (M.T.) 
 entering com-
Grain 
 1971 M.T. Urban Rural 
 Total Balance mercial channels
 

Malz 24,920 4,497 17,327 
 21,824 + 3,096 20,000
t14aicillo 
 3,845 -- 1,347 1,347 + 2,498 2,500Arroz (granza) 8,102 732 
 1,422 2,154 + 5,948 7,900
Frijol 
 2,755 575 1,422 _997 + 758 1,8O 

Total 39,622 5,804 21,518 27,322 
+12,300 32,200
 

it)57, The municipios of Zacatetoluca, San Pedro Hasahliat and Santiago
Nonualco produce two-thirds of the malz and arroz. 
 A good amount of
these cereals are produced by large land owners. 
Most of that not
'consumed in the Department flows into San Salvador. An estimated
?,000 M.T. enter commercial channels. 

Mnicillo. The Department is not a large producer ol maicil.l

(approximatily 4000 M.T.), About 2,500 M.T. move into commercJ.41 
chainels. 

Arroz. The municipio of Zacatecoluca accounts for almost half of
arroz grown in the Department.
the A large part of this is produced
on one farm that produces rice for seed as well as 
for human consumpti:,
It i.i 
not known how much of this production goes for seed and how much
[or consumption. It is thought, however, that the Department as a
whole is uelf-sufficien . Probably 4000 M.T. must go to rice millers

for processing. 
One of the largest processors is located betweenRosario de la Paz and Comalapa. Some rice goes to the lIA plant in
 
Uolllutnn. 

F:rijole_. The major frijol area lieu in the northern part of theiep;artment in the low hills that border Lake Ilopango. 
The natural
ilow from this area is towards Cojutepeque and towards San Salvadorvia Santo Tomas. Approximately 800 M.T. are surplus in the Department 

IJf 'L AiVO0" VTI 
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and practically all of these go to San Salvador.
 

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

Type of 
Storage 

No. of farms 
with fac. 

Z of farms 
with fac. 

No. of stor- Total 
age units cap.QQ 

Average cap. 
%/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 12,42 

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

Production (QQ)
 
% 1972/73 was
 

Grain 1972/73 Normal Year of normal
 

Malz 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
 
qmll producers of grains, although they are surplus producers of
 
frijoles. 
Most of these latter move towards San Saivador via Santo
 
romas 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 stolage facility located in Zacatecoluca would
 
handle as much as 1000 M.T. annually. Much of this would be rice
 
that originally went to UsuitAHn or to San Martin.
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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 the
 
southern halves of the Departments of La Paz and San Vicente and
 
the western part of the Department of Usulutln.
 

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, isbasically 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 southern part of the
 
Department is essentially a deficit area and grains move towards
 
La Uni~n and San Miguel.
 

Est. 
1971 

Consumption (M.T.) 
Est. amount enteT-

Produc. ing commercial 
Grain (M.T.? Urban Rural Total Balance channels M.T. 

Matz 32,483 4,418 23,139 27,557 + 4,926 18,000
 
Macillo 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 T0,66 +16,016 33,200
 

Ma~z. The production of uatz shows an overall balance of 5000 M.T.
 
Most of this flows toward San Miguel where a deficit exidls
 
and also towards Santa Rosa de Lima which is the largest trading
 
center in the northern part of the Department. The City of La Uni6n
 

'
coii umes about 10% of the total production of walz in the Department.
 

Because of the nearness of San Miguel and Usulutfn to producihg
 
areas in the southern part of the Department, the flow of any surplus
 
grains is toward these centers. There is insufficient eucpius productioii.
 
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 Rosa de Lima. Santa Rosa de Lima is an assembly
 

* This is based on the 1961 and 1971 Census. It should be noted that
 
the Survey Team did not find a large surplus. Knowledgeaole local
 

people in the area claim grains are produced mainly fcr 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 ma'z
 
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 satisfy 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 itG facility at Santa Rosa
 
de Lima with the rest being sold to traders in the southern half of
 
the Department.
 

Storage. As in the other Departmen 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 % 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 Adadequate for a
 
normal year crop and considerable quaitities of grain must move to
 
places where storage is available.
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Production (QO) % 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 ptorage 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 to 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
 
cereails 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. 

Maiz 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 1l117 320 1,388 708 - 591 200 
Total 28,843 3,099 27,028 30,127 - 1,284 8,800 

Maz. The ,' Lfail of 3000 M.T. is probably met by imports from
 
neighboring artment6., primarily La Uni6n which shows a surplus of
 
5000 M.T.
 

aicillo. When one deducts on-farm consumption of maicillo, there is
 
a balance of 334A 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 ma~z. In
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The Department of MOrazgn is basically a deficit area for all
 
guains. 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 dapeltique area for reshipment to San
 
Miguel. More likely, the small surplus existing in some municipios
 
would move towards San Francisco Gotera, Ocicalg, Cacaopera and
 
other deficit areas.
 

Recommendation
 

Some communications exists between 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 Perqu~n 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 MIGUEL.
 

The Department of San Miguel is a surplus producer of ir-lz and 
maicillo but has a deficit production of arroz and frijoles 

Est. Consumption (M.T. Est. amount en­
1971 tering commer@ 

Grain Prod. M.T. Urban Rural rotal.alance cial channels 

Maiz 440,929 7';751 27,557 35,308 + 10,621 32,000 M.T. 
Maicillo 21,284 - 10,6142 10,642 + 10,642 10,000 
Arroz (granza) 2,382 2,232 2,121 4,353 - 1,971 2,000 
Frijol 1,991 1,17 23132 f3f479 - 1,488 600 

Total 71,586 11,130 42,652 53,782 + 17,804 44,600
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Maz. The municipio of San Miguel is the largest producer of ma'z
 
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 Union. El Transito
 
and San Rafael Oriefte both have 1isu.l.ut'n as their natural market. 

The large concentration of surplu.-i production in the northern 
part of the Department indicates that IRA could play a role here. 
Surplus production from Nueva Eden de San Juan, San Gerardo, San 
Luis de la Reina, Carolina and San Antonio del Mbsco passes through 
Ciudad Barrios, through the town of Chapeltique and on to San Miguel. 
The surplus production in the municipi.os of Sesori and Chapeltique 
also go to and through Chapeltique to San Miguel. Altogether, over 
7000 M.T. of malz would have to flow through Chapeltique enroute to 
San Miguel and to other marketsn. The roads into the northern and 
northwestern parts of the Department are faitly good as far as 
Ciudad Barrios and to Sesori.
 

Maicillo. A similar situation exists for maicillo. Approximately 
3000 M.T. of maicillo must move from t:ht. extreme northern part of 
the Department bb San Miguel and othei" markets, especially those in 
the Department of Morazun. Another 2000 M.T. of surplus maicillo 
must move from the Sesori/Chapeltique areas. 

Arroz. The major shortage of arro.,.ists in the municipio de San 
Miguel which accounts for two-thirds of the shortfall of 2000 M.T. 
in the Department. The other mtnicipios, while mainly deficit, do 

not have a large trade in arcoz. 'Tie exception is Chinameca, a 
coffee area, which hs a deficit of approximately 230 M.T. Any trade 
in arroz will have to use San Miguel as a base. Approximately 3500 
M.T. of arroz or pases through San Miguel for distribution -to the 
Departments of San Miguel, Morazin and La Uni6n. 

Frijol. The Department has an overall shortfall of 1500 M.T. Only 
the municipios of Chirilagua and San Jorge have any sizeable surplus 
production. San Jorge is oriented toward U1uilutan while Chirilagua 
sends iwuurplun to La Uni6n and San Miguel. The 6ity of San Miguel 
would probably act as a distribution 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:
 

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

Granero 
 42 ill 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 consideratiion, 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 store the coop of 
a normal
 year. 
However, as one knows, any grain that is not sold imnediately
is stored in some fashion. And in the 
case of maiz and maicillo, the
harvests do not coincide, 
so that maiz could be ntored 3-4 months to
be followed by macillo. Practically all of the arroz 
is sold, although
not necessarily iumedately. 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 
 6I237 
 13,770 
 45
Maicillo 2,360 
 5,533 43
 
Arroz (granza) 1,318 
 4,225
Frijol 31
67 
 208
Total 9,982 32
23,736 
 42
 

It is assumed that those who buy grains for their 
own use have
some type of storage space for them. 
However, it is likely to 
be
rudimentary and subject to attack by insects and rodents. 
 In the
case of urban populations, ma~z, in particular, is bought by wholesalers
 
at 
 or sonn after harvest, stored, and Inter sold to retailers and
tortilla molinos. These wholesalers 11OLmally store the grain in
sacks in bodegas within the town,. 
 Th!ey may also use 
the facilities

of the Banco Hipotecario in the City r)2San Miguel.
 

San Miguel probably hap faicly 
 . ., amounts of private storage
for ma~z. 
 In addition, the Banco Hipotcario has capacity for 8000 M.T.
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in metal silos.
 

An estimated 32,000 M.T. of malz enters commercial channels.
 
However, a large percentage of this :is intra-municipio trade, i.e.,
 
it is sold to non-malz producers in the municipio, both those 
living on farms and those living in towns and cities. About 10,000 
M.T. of maicillo, 2000 M.T. of and of frijolesa~ 600 M.T. 

enter commercial channels. Most o( 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 iinport -;oine 1700 11.T. of arroz oro and 
1500 M.T. of frijoles for its own use. Probably another 2000 M.T. 
of arroz oro pass through the city of- San Miguel enroute to Moraz~n 
and La Uni6n, and 2500 M.T. of frijolve al , pass through. If the 
Eity of San Miguel served as the si orar'e poirt for all of these 
grains, it would probably need ct l eaot 20,000 M.T. for the maiz 
and maicillo and another 1000 M.T. itor-age space to have a two 
month's supply of arroz and 1rijo.lcs on hand for distribution. The 
8000 M.T. capacity owned by the Banco 11ipotecario can handle 40% 
of the needs of the maiz and uaicil12. 

Reconmiendat ion
 

This raises the question of IRA ptutting a large facility in
 
the city of San Miguel. A smanl diotribution facility could probably
 
be justified on the basis that 11a needs to have a distribution point
 
in the city as part of its progran, of price stabilization, especially
 
with respect to arroz and frijoIl.e One of the major policies of 
IRA is to bring its faciiJ.tian clos er i, t he points of production. 
Insofar as the Department of San Miguel isi concerned, IRA has several 
alternatives. It can establish grain sjtc.,rage facilities in or near 
the city of San Miguel and use thes!e ior receiving and distributing
 
grains. However, thc!se facilities do not need to b,! extensive
 
because, as has already been poiuied out, there already exist large
 
storage facilities in San tligutel.
 

The first choice wottld be to put a 1520* M.T, facility in or
 
near to Ciudad Berrios. This unit woold serve the entire northern 
part of the Department. A facility of this size would handle 38%
 
of the surplus ma~z 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 warehouse space
 

UNCLASSIFIED
 



-- ---- 

"a-'I'pp 11h1s f 1 '' ­

-~-Efiibit~ I 
Page 21,of '31 

:could be located in Qhapeltique to receive the grain from thismunicipio and also froiSesori. 
This facility could handle about502nof the surplus mai 
fromthese two nunicipios or 35%'of the
total moving intoceocnd -e nnels ­rcha for -n 


However, a better *alternative would be to store grain fromthis latter area in a facility to be located in San Miguel.. 
' 

Chapeltique is only 25 km. from San Miguel and grain stored here
would eventually pass to 

--.
 

and/or through the city at some time or
other.erThe facility in San Miguel would be somewhat more sophisticated
than the unit inCiudad Barrios. 
 It would have better cleaning

and drying facilities, and the elevators for lifting and transferring
the grain would be fixed in place. A unit of 5080* Mu., 
planned for
an expansion to 6180 M.T. would be adequate. 
The San Miguel facility
would have a warehouse for receiving bagged grains and facilities
for bagging and distribution to wholesalers. 
 If the San Miguel plantproved to be inadequate inSaie after the initial expansion, itwould
be preferable to locae a 1520M.T. facility inChapeltiue to relieve
the pressure. 
 Since theSan Miguel facility would be used for
distribution (or as a 
point of export) grains in the silos would be
constantly moving out and would be replaced by grains from Ciu 
 sndad
Barrios andzChapeltique. 
The IRA facilities at Ciudad Barrios and
San Miguel would handle 15 percent of the grains moving into coimmercial

channels in the Department.
 

SAN SALVADOR 

The Department of San Salvad' is dominated by the OJity of
*San 
 Salvador which, because of its large metropolitan area, dominates
the entire central part of the Department., The area to the south of
the city produces some grains mainly for local consumption. The
main production area lies-to the north in the municipios of El Paisnal,
Aguilares, Guazapa, Nejapa and Apopa.
 

Est. Prod. Est, amount 
Grain Eftt~rihg dtOmer­1971 M.T. Urban 
Rural Total Balance cial channels M.T.
 
Malz 21,691 36,013 16,964 52,977 - 31,286 17,000
Maicillo 
 1,691 -- 1,269 1,269 +Arroz(granza) 422


835 12,288 1,830 14,118 
400
 

- 13,303 700Frijol 
 997 7 
 2,329 10,233 - 9236 800 -Total 25,194 56,205 22,392 78,597 53,403 18,900
 
4080 M.T. in silos and 1000 M.T. in warehouse space. 
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Mafz. The Department is short some 31,000 M.T.,in producing
enough maz to satisfy its needs. However, approimatlM 7 0vM 

es into commercial channels and much of this must l 
rural areas to'satisfy theneeds there. 

Maicillo. This grain is relatively unimportant inthe Department. ,,1, 
Arroz. A qmll aiiqoun~t i9 produced mainly in the El Paisnal and 
Guazapa areasa'~nd'Jprobab ly goes to the rice mill located outside of'A..... San Salvador on the Trdncal del Norte. --,-. I 

Frijol. A few frijoles are produced throughout the Department,
mainly in San Martin and Tonacatepeque. Less than 800 M.T. move 
into commercial channels. 

Storage. Eighty two 
percent of the 38 farms studied 4ad granerop.

The average storage capacity per farm was 93 QQ.
 

Type of No. of farms %of farms No. of Total Average cap. 
storage with fac. with fac. Stor.Unit Cap. QQ QQ/farm. 

Granero 31 81 76
: 82 2,364 

Bodega 
 4 11 4 300 75 
Trojes 10 26 
 12 800 90
 
Others 8 21 37 
 77 10
 
Total 3,541
 

The farms studied had enough storage capacity to handle about
 
three-fourths of the 1972/73 crop, but only enough to handle 43
 
percent of a normal 9rop.
 

Productian QQ %1972/73

Grain 1972/73 Normal Year was of normal
 

Hatg 3,703 6,578 56
 
Maicillo 374 598 
 63
 
Arroz (granza) 233 440 53
 
Frijol 59620 
 82
 
Total 4,919 8,236 
 59
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"'- Reomendation.' 
.,o, Pa ',e soaeOnly the noythern part of the Department has any large 
amount'
 

of graiEs that mpveinto commercialchannels andteseeh
d avergood " !' 
S23VOfdte ~~~~~~~~a te'artede.~ ~ ~ rdcin'rale nzt~ 31of El Paisnaland Aguilares RilU also have access%to theIRK stora,'gefacility to~be built i near Suchitoto (18,Km from Aguilares). Nostorage facilitLy is romed at 

­

this time. 

SAN VICENTE 

dea The Department of San Vicente is partially divided by the Volc'ndSan Vicente. One production area lies north of the Carretera' 
Panamericana and another lies from San Vicente to the Carreteia
Litoral. The southernpart of this area is more market-oriented toZacatecoluca than to San Vicente. There are godd roads throughoutthe Department.
 

Consumption( M.T.) 
 Estimated Amount

Est.Prod. 
 Balance entering Commercial
Grain 
 1971 M.T. Urban Rural 
Total Est. Channels M.T.
 

az24954,513 19,455 23,968 
+ 937 18,700
Maicillo 7,773 
 -- 3,886 3,886 + 3,887 3,900

Arroz(granza) 5,860 
 620 1,173 1,793 + 4,067 5,500
Frijol 1,826 708 1,799 2,507 
 -681 1.600
Total 
 40,36-4 5,4 63332,154 
+ 8,210 29,700
 

Mavz. 
The Department is about in balance between the production and
consumption of maIz. 
 There is a large production of cotton between
the Carretera LitoraLAalong the Rio Lempa to the ocean. All~thisland is suitable for mafz production, but relatively little malzis produced-at.this time. 
 The major production areas are in the
municipios of San Vicente and Tecoluca. However, these are also very populous areas and considerable ma:'z is consumed within these
municipis.' It is estimated that some 19,000 M.T. are traded in 
 " Kthe Department. 
 Some of the grains from the northern area flow to f
San Martin, while most of those produced in the southern part flow
 
to Usulutfin. 
 A storage facility in Zacatecoluca would ,attract most
of the grains,now flowing to the IRA plant in Usulutin and relieve
the pressure there. 
 -


Maicillo. 
 San Vicente produces only about 8,000M T. of maicilloi
and consumes About half of this. 
 The natural flow of this surplus is
toward San SalvAdor where it is used in feed millse
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Arroz. The Department is a surplus producer of this grain. 
However,
a.Lmost the entire production moves 
into commercial channels where it
 
is milled.
 

7 rijoles. 
Although San Vicente produced a large quantity of
frijoles (1,800 M.T.) it is still short about 700 M.T. in meeting itl
needs. 
Most of these flow down from Cabanas which produces a surplui
 

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

Type of 
Storage 

No. of farms 
with fac. 

% of farms No. of stor-
fith fac. age units 

Total Average 
Q arm 

Graneros 

Bodegas 
Trojes 
Other 

39 

--
27 
16 

67 

-
47 
28 

i!1 

_­
46 
166 

3,259 

3,356 
418 

84 

124 
26 

Total 
7,033 

This amount of farm storage was sufficient to stoic about 67
percent of the grains produceJ during 1972/73, but was only sufficien
to store 46 percent of the crop during a normal year.
 

ProductionQQ % 1972/73 Crop
Grain 1972/73 Normal Year 
 was of normal
 

Ma~z 
 7,271 
 10,593 
 69
Maicillo 
 533 
 769 

Arroz 1,615 

69
 
2,341 
 69
Frijol 1,127 
 1__I_625__ 


Total 10,546 15,332 
69
 
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 MartIn (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. 
 'his will enable IRA to handle
about 12 percent of all the grains moving into commercial channels
 
in this area.
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SANTA ANA 

The Department of Santa Ana is a large producer of grains, It
 
serveshas the major consuming center, the city of Santa Ana, which 

as the main distributin center for 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 channels (M.T.) 

Malz 42,925 10,378 30,089 40,467 + 2,458 36,000 

Maicillo 4,999 -- 2,500 2,500 + 2,499 2,500 

Arroz(granza) 
Frijol 

4,050 
8,628 

3,030 
2,75 

2,136 1,166 
2.,718 _4,993 

- 1,116 
+ 3635 

3,800 
6,900 

Total 60,602 15,683 37,443 53,125 + 7,677 49,200 

Maiz. The municipio of Santa Ana produces large quantities of malz
 

but because of the influence of the cit; of Santa Ana (pop. approx.
 

90,000), the municipio is short some 8,OuO H.T. of its needs.
 

However, the municipios of Metapgn, 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 ma'z and this 

goes to nearby Chaichuapa which has a deficit of the same amount. 

Maicillo. This grain is relatively tunimportant ir the Department and
 

most of the 2,500 M.T. that move into -!oxmercial channels is purchased
 

by local feed mills to be used mainiy 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 1.00 M.T. of arroz in
 

granza and this comes mainly from the Department of Ahuachapan.
 

Frijol. Santa Ana is the largest producer of frijoles in El Salvador
 

into commercial channels for distribution
and almost 7,000 M.T. move 

throughout the country.
 

Storage. 2armers 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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SANTA ANA
 

The Department of Santa Ana is a large producer of grains, It
 
has the major consuming center, the city of Santa Ana, which serves
 
as the main distributin center hor 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 channels (M.T.)
 

Ma~z 42,925 10,378 30,089 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 15,683 37,443 53,125 + 7,677 49,200
 

Ma~z. The municipio of Santa Ann produces large quantities of maiz 
but because of the influence ot che city of Santa Ana (pop. approx.
 
90,000), the municipio is short some 8,000 M.T. of its needs.
 
However, the municipios of Metapa'n, Texistipeque, and Santa Rosa
 
Guachipilln are surplus producer3 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 comuercial 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 &n 
granza and this comes mainly from the Department of Ahuachapsn.
 

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. 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 Q cap. QQ/farm cap.qq/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 cuop. 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 normal
 

Ma1z 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,JlO M.T. storage facility be located
 
at Metap~n. 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 Ara 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 majz, maicillo and frijoles,
Almost hatt of the maiz 

and Acajutla. 

s produced in two municipios: Sonsonate
This production area lies along the Pacific Coast
where maiz and maicillo compete with cotton. 
There is considerable
production in the moderately rolling area along the Sonsonate
highway between Armenia and Sonsonate. 
Most of the production in
the mountainous areas is for home consumption.
 

Est. Prod. Consum Est. amount
on (M.T.)
Grain tering commei
in 1971 M.T. Urban ural otal 
Balance channels M.T,
 
Matz 
 27,537 
 6,568 19,863 26,431 + 1,106
Maicillo 24,500
6,118 
 -- 1,834 
 1,834 + 4,284
Arroz (granza) 4,300
853 1,126 1,631 2,757
Frijol 1,904
1,334 I281 800
2,075 3356 -Total 
 35,842 8,975 

2022 900
25,403 34,378 4 1,464 
 30,500
 
Matz. 
 Despite the large production, th 
 Department it does not have
a surplus of mafz mainly because of Lhe large population that exists in
the coffee growing areas. 
 It is estimated that 
some 25,000 M.T. enters
into commercial channels but is mainly consumed in the Department.
 
Maicillo. 
About 4,000 M.T. is produced in excess of what is used on
the farm. 
This is used mainly as a dairy feed since Sonsonate is
one of the most intensive milk production areas 
in the country.
 
Arroz. Relatively little arroz is produced and up to 2,000 M.T. (en
granza) must be imported from other areas of the country to satisfy
the demand.
 

Friol. 
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 ok Ahuechapg6 and Santa
Ana.
 

Storage. Approximately 85 percent of the farmers interviewed had
graneros on their farms. 
The total capacity of these graneros was
250 QQ per farm.
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% No.
Type of No. of farms 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 _)Q 
% 1972/73 wasGrain 1972/73 Normal Year 
 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

comprises the municipios of Izalco, Caluco, Villa San Jukian and
Armenia. The surplus production from the latter area moves toward
 
San Salvador, while the former moven toward Sonsonate. 

The coastal area, which includes prts of the Department of

Ahuachapfn and Sonsonate, produces a -;urpluf of approximately 9,000
M.T. of mafz which moves along the Carref:era dl 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 nerve the southern parts of both
 
the Department of Ahuachapan and the Department of Sonnonate. 
 It
would also be located alongside the Ferrocarril de El Salvador.
 
and grains could be shipped by rail to San Martin or 
to Santa Ann.
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It' is recommended that a,2150 M.T. facility be locatedat' 
this point. It could'albo be-used durinig period wh~en IRA ws 

potigjgrains and requid~d dtional space. This caacityviill' eiible IRA to handle about1 pret'a:heUpulaz

'7 ~~andmaicillo mving f pth~ese, areas. 
 '_____ 

The Department of Vsulutfin is a large producer of cereals,
especially matz. There is a shortfall of approximately 1,100 H.T. of
frijoles. The northern area of, the Department has a natural market
relationship with San S~lvador and Sana Miguel and should not be:4considered as part of the Cty of Usulutgn market. 

Et. 1971 Eut. amount on-
Production t6Ting commercial

Grain .T0 Urban Rural Tt Balance channels (H.T.) t 
Hat 5303911 7,554 30,576 36,130 + 15,261 460000 
Maicillo 13,108 - 3,274 3,274 + 9,834 100000 
Arrox (granza) 4,879 1,103 1,923 3,026 + 1,853 4,700 
Frijol 1,524 709 ,212 2,32- 1,108 1.100] 
Total 72,902 9o366 37,696 47,062 25,640 61,800
 

Matzi. There are two major Oroduoing areas inthe Department. The
southern area which comprises the minicipios that are contiguous to
the Carreters, del Litoral and alo those that border the Pacific Ocean.
This southern area produces almost 60 percent of the mets, 45 percent
of the micillo, 75 percent of the suest and about 25 percent of the
frijoles. There isa small central area dominated by. the Volcia do
Tocapa. which is mainly a coffee sons.' The northern part of the
Department is also a major grain producing are. Thes muisiploo of
Berlin (the area which lies u#I" the Rio Lempa end the Carreters
Panamericana), Istanausliia, Merede Das and Vueva Oraneda are the 
saor producing are"s in this some. 

Na~cla.This gr&a is prdwd throughout the Depevumoft with the
excptnaof the coffee ame#. About me-~fourtb of the produtimIsm
coomed o th faro om which It we prduceda Meet of tiplAofiit

areas are In the southea nd Wesuofv,the.,pe~a~
there is- considerable olae Ipi t~. . -

~pa 0' 

4-a 11 :AOg 
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The~~ag ~ r 3ertof~O31upl 
Arro8. TeDptent 
 upu~f roz.a 50odce However, this givesan eirronleojs picture of the marketing situation since only 8 of the 

rmiii over23 0 upUS consumption. One municipio,..Jiquilico, accounts for almost.30 
 .of the production i theDepartment.' Since pratically all arzpodu1ed~is olproceaur prd e s odt
aP illed rice (oro). IRA receives considerablearroz at it's plant.........: '
 in Usul'utfi 

*Frijol. The Department has a large deficit between production and
4consumption, 
 amounting to 1,100 H.T. 
Production accounts for
only about 60Z of consumption. 
Eighty five percent of the deficit
occurs in the central and southorn areas. Therefore, any efforts
by IRA would be as an 
impprter and e,distributor from the plant at
Usulutgn, 
 IRA might handli 
as much as 500 H.T. at this plant during
the course of aliyear. 
*Stor 
 4 There wag considerable on-farm storage facilities on the
68iai s tudied and a good proportion of this was of high quality
(graneros and bodegas).
 

Type of No. of fams X of fams No. of Avg. Cap.
Total otgo.
facilitZ with fac. withfee. 
unt cap.QQ QQ/farm
 

Gransros 
 42 62 
 222 10,940 260
Bodegas 
 8 12Trojes 15 22 23
8 2,600 325 

Other 1,800 120
20 
 488 1.1228 61 
Total 

16,568
 
The on-. r storage was sufficient to store about 90 percent

of the 1972/73 crop, but only ehalf of a nor al year crop.
 

TOWI 
 Y•-o i6 5 
19ul7273h fZr e4 2 X7/73 as ofnormal+2 2 : + ' 1rn.. + IA . 

.. 
KB~d l. 8l 

Ipw
NCU. 

+ 
, .. I....h. 1o,007 28 24657 A + - , 0 -:32 :+' +*+ + + !61
KaboLGIUo 2,455 6,731
Armo 475 I ,~~~,1oe~ ~ 36 1 ' 

i ',1,341 
 54
1tJ04 TI;I6l~e !on-iruqe~ . 3o 8lfl len o i~o e a ou 90 rcet : : ':2 
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In addition to on-farm storage, IRA has a large facility in
 
the city of Usulutan. The capacity is as follows:
 

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

18,000 Id.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 handled only in bagaaadd it is
 
difficult to control insects and rodents and to keep temperatures
 
at adequate levels. IRA is 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.
 

Recommendati ons 

As mentioned earlier, the northern zone of the Department pro­
duces large quantities cf grains. In addition, some griins 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 Usulutan. Approximately 
13,000 M.T. of maiz is producod in the northern zone (19,500 M.T. 
including Sesori and .Lolotique), 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. should be located near Mercedes Umafa.
 

This would handle about 12 percent ol the ma'z production in the 
northern part of the Department of UsuluLlin and about 17 percent of 
the surplus production of ma~z. There are insufficient quantities
 
of arroz and frijoles for IRA to buy. The needs for frijoles and
 
arroz could be met by distributing from the San MLguel plant.
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COUNTRY GRAIN BUYING & STORAGE FACILITIES
 

El Salvador
 

1260 M.T. Bulk 
260 M.T. Bags

I Yh.T. 
ITEM A. CAPITAL INVESTMENT - COST OF SITE 

, I 
Topography Survey 4 Design $ 2,000 

Site Preparation 500 

Asphalt Hard Surface for Work Area 1,800 

Water Supply I,000 

Crushed Rock for Drive 600 

Fencing 
1,232 

TOTAL $ 7,132 

Contingency - 30% 2 140 

$ 9,272 
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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 Wtting 
-
Outlets and Switches Outdoor
lights for night operator. 

1,000
 

$ 37,220 
F.O.B. - FACTORY TOTAL
 

Crating and Freight 20% 

7,444


C.I.F. El Salvador TOTAL 
 $ 44,664
 
4 Concrete Base Foundations for Silos

4 Reinforcing for Base 

1,716
 
1 200
Concrete floor for bag warehouse 

858
40 x 60
 

Reinforcing for floor 

2 Bean ladders - 100
Local Material

1 	Watchman Shelter 16 M2 400
 - $ 38.oo per M2 600Sanitary Facilities for Personnel 5 M2 at $80.oo 
 400 

COOT MATERIAL $ 48,938 

Erection Costs 20% 9,788 

COST ERECTED $ 58,726 

Contingency 30% 17,618 

TOTAL COST $ 76,344 
ITEM 

ITEM 

B-1 

B-2 

Deprepiation 

Insurance 
.05 

.0045 
$ 3,817 

$ 344 
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ITEM C. CAPITAL INVESTMENT 
-
MACA:INERY & EQUIPMENT - 10 year depreciation
 

I Grain Auger - Portab' C_ 
ft. 6 Inch - electric
1 Grain Auger 	 $ 1,852
- Portable 27 ft. 6 Inch 
- electric
2 Grain Auger 	 1,200
-	Utility I, .ic.
6 	inch - electric
No frame ­
800
2 Grain Auger Bin Sweeps with pressure gate switch
I 	Scalper-Screens and fan. Bagging Auger Extra 
600
 

Screens, maize, beans, hunl 
 rice, sorghum 	 847
2 14 x 14 Heavy duty Tarpauling 

80
1 Thermo couple temperature monitor-Base unit
4 nylon drops for 30' diam. silo $40.oc 
 500
I One metric ton capacity: portable:scale-beam


type:metric 

500
1 	Electronic Moisture tester-beans, maize, sorghum,0


rice
1 Grain testing scale 
- Gram calibrations 
 150
2 	Grain Scoops 12" Aluminum 45
 

4 Bag Carts 	 18
 
2 	Fire Extinguishers 5 poundb Class B & C Fires 
 240
1 Bag Sampler 80
 

I Set dockage sieves 6
 
I Deep bin probe with 

6
 
18 ft. extensions
1 6 ft. probe. Partitions 	 50
65
 

2 Pocket Thermometers 15 to 90 Centigrade calibration
Heavy duty extension cords 
115 V & 220 V 	 10Bagging supplies: Needles 
-	Cord 200
 
100
I Office desk, chairs filing cabinet - Local Made 
 150
 

F.O.B. Factory Total 
 $ 7,543, 
Crating & Freight 20% 1 509

COST MATERIAL 
 $ 9,509

Erection Cost 20% 
 1,810

ERECTED COST 
 $ 10,862
 

Contingency 30% 
 3,259

TOTAL COST 
 71712i1


ITEM C-I Depreciation Of Equipment
ITEM C-2 	 10% $1,412
Insurance 
 .0045 
 $ 64
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SUMMARY
 

The country buying stations are designed for in-bin drying

since theibis no requi-rement to move or transfer grain within the
 
tfltlity. The drying silos allow for low beat In-bin drying for
 
leans, rice or other grains to prevent stress cracks or breakage. The

equipment Is not complicated and will not require a great deal of
 
maintenance.
 

Grain can be received by bag or bulk, cleaned before storage

If required or cleaned before bagging in 100# 
or 200# bags.
 

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

TOTAL COST (1260 MT Bulk and 260 MT Bag)
 

ITEM A Site Cost $ 9,272 

ITEM B Building CQst 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.I.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)
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MANAGEMENT - EQUIrMENT-OPERATION COSTS
 

MANAGEMENT
 

Manager per year $ 1,560
 

Assistant Manager 1,200
 

Watchman 720
 

Labor (3 for 6 months) 792
 

TOTAL $ 4,272
 

OPERATION
 

Propane $2.oo M.T. 2,520
 

Electricity .50 per M.T. 630
 

Fumigation .20 per M.T. 252
 

Repairs 300
 

TOTAL $ 3,702
 

Annual Management $ 4,272 

Operation Costs 3,702 

Trucking (Estifrate 900 M.T. at $1.60) 1,440 

4MInterest on Capital Investment of ABC $99,737 4,488 

Depreciation of Building B-1 3,817 

Depreciation of Equipment C-i 1,412 

Insurance on Buildings 0-2 344
 

Insurance on Equipment C-2 
 64
 

TOTAL $ 19,539
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260MT. BAG 
1520MI 

WSYSTEM OF USING TWO OR MORE AUGERS 
pp TOMOE GRAIN CLEANER CAN 

BE USED IFNECESSARY 

N,,," PERFORATED [DRYING FLOOR 
ALXILARY AUGER PORTABLE 

PROPANE TANK AUXILARY LNLOADING TUBESD_'_FE , 	 FOR UTILITY AUGER 

T/8 	 DOTTED CIRCLESTO 

FILLeBA POSSIBLE// \ ' SION EXPAN-

AG WAREWOUS 

FT. 

VtM1-MN 91-ETER 
1SITARY 
 FACILITIES
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Types of bulk warehouses, silos and filling
 
augers that are planned for country buying
 
stations.
 

/ .14 

. .. . . .. ..-

. . 
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COUNTRY GRAIN BUYING & STORAGE FACILITIES 

El Salvador 

1890 M.T. Bulk 
260 H.T. Bags 
l50 H.T. 

ITEH A. CAPITAL INVESTHENT - COST OF SITE 

Topography Survey & Design $ 2,000 

Site Preparation 500 

Asphalt Hard Surface for Work Area 1,800 

Crushed Rock for Drive 600 

Water Supply 1,000 

Fencing 1,232 

TOTAL $ 7,132 

Contingency ­ 30Z 2,140 

TOTAL COST $ 9,272 
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2150 M.T.
 

ITEM B. CAPITAL INVESTMENT - BUILDINGS 

I 	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.O.B. - FACTORY TOTAL $ 52,480 

Crating and Freight 20% 	 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 Watchman Shelter 16 My- $ 38.00 

per M2 600
 

Sanitary Facilities for Personnel
 
5 M at $ 80.00 400
 

COST MATERIAL $ 68,208 

Erection Costs 2o 13,642
 

COST ERECTED $ 81,850 

Contingency 30% 24, 555
 

TOTAL COST $ 106,405 
ITEM B-I Depreciation .05 $ 5,320 
ITEM B-2 Insurance .0045 479 
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UNCLASSIFIED 
ANNEX V 
EXHIBIT B 

2150 M.T.	 Page 3 of 7
 

ITEM C. CAPITAL INVESTMENT - MACHINERY AND EQUIPMENT ­ 10 	year depreciation
 

1 	Grain Auger -
Portable 62-ft. 6-inch - electric 
 $ 	 1,8521 	Grain Auger - iPortable 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
2 14 x 14 Heavy-duty Tarpaulin 

847
 
80
 

1 Thermo couple temperature monitor-Base unit

4 nylon drops for 30' diam. silo $40.00 


1 One metric ton capacity: portable: scale-beam 
500
 

type: metric 

500


1 Electronic Moisture tester-Beans, maize,

sorghum, rice 


150
1 	Grain testing scale 
- Gram calibrations 

2 
Grain Scoops 12" Aluminum 	

45
 
18
4 Bag Carts 


2 Fire Extinguishers 5 pound: Class B & C Fires 
240
 

1 Bag Sampler 
80
 

6
1 	Set dockage sieves 

1 
Deep bin probe with 18 ft. extensions 

65
 

1 6 ft. probe. Partitions 50
 
50
2 	Pocket Thermometers 15 to 90 Centigrade Cali­

bration. Heavy duty extension cords 115 V & .220 V 
 200
Bagging supplies: Needles 
- Cord 

1 Office desk, chairs, fillng cabinet - Local made 


F.O.B. FACTORY TOTAL 


Crating & Freight 20% 


TOTAL 

Erection Cost 20% 


ERECTED COST 


Contingency 30% 


TOTAL COST 


ITDI C-1 Depreciation of Equipment 
 10% $1,412
 
ITEM C-2 Insurance 
 .0045 
 64
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100
 
150
 

$ 7,543
 

1,509
 

$ 9,052
 
1.810
 

$ 10,862
 

3259
 

$ 14,121
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TERMINAL STORAGE & BUYING CENTER 

Santa Ana ­ 5710 M.T. 

ITEM A. CAPITAL INVEKS1 WT 

Topography Survey & Design 

Site Preparations 

Crushed Rock for Drive 

Water Supply 

Fencing 

$ 3,000 

2,000 

1,200 

1,000 

1,640 

TOTAL 

Oontingency 30Z 

$ 8,840 

2,625 

TOTAL COST $ 11,492 
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5710 M.T.
 

ITEM B6 CAPITAL INVESTMENT - BUILDINGS 

All 	equipment coordinated for 3000 bu. hr.
 

1 	 Bag Warehouse 5Ox15O approx. (152x45.7) Wall
 
pressure for possible 12 ft. bulk grain

Bag capacity 1000 M.T. 
 $ 22,500 

6 	 Steel Silos 
- 30 ft. dia. 35 ft. stiffened
 
sidewall, 550 M.T. - Complete w/draw tubes,
 
aeration & fan unit 
 53,400
 

4 
 Steel drying silos 30 ft. dia. 22 ft. sidewall
 
315 M.T. 1/4 C.F.A. - Complete w/draw tubes ­
dry fans & hept unit 
 29,520
 

1 	 Elevator - Verticle belt cup 
- 100 ft. (20 ft.
 
below 0.0) Complete - Motor & Drive 70 M.T.
 
per hr. 
 8,141
 

1 Self Clean conveyor top - 3 drops - complete
 

with Motor & Drive 
 3,816
 

1 	 Belt conveyor to bag warehouse - reversible 1,600
 

1 	 Screw conveyor to wet holding bin 
- top 	 1,145
 

1 	 Auger from large bin to dryer 6 inch 400
 

1 	 Receiving pit - Gravity to elevator leg.
 
Complete w/grill to support trucks - Estimate 
 2,000
 

1 	 Roof over recniving pit - Estimate 
 3,000
 

1 	 Valves & Ipeunting - Estimate 3,000
 

1 	 Ladder & Catwalk - A frame - Estimate 7,000
 

2 	 Hopper ailo. - 19 ft. above O.O.Wet over dryer.
 
Dry over receiving pit 
 3,750
 

1 	 Elevator - vertical - belt-cup - 80 ft. 30.5
 
M.T. hr. From dryer to dry holding silo 	 3,306
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5710 M.T.
 

$ 	 4,766
1 Holding silo for dry - hopper 


1,000
1 	 Conveyor under dry silo to main elevator or pit 


1 	 Roof over conveyor between silos 100 ft. 1,000
 

1 	 Truck scale - Concrete deck 30 T.M. 60 ft. 9,000
 

1 	 Office ;:.scale site - 20x30"ft.(56 M2 at $50) 2,800
 

1 Sanitary facilities adjacent to office - 12 M2
 
960
at $80 


1 	 Electric Wiring for entire unit (some underground) 
220 V - 115 V - 3-phase - 60 hz. 8,000 

F.O.B. - FACTORY SUB-TOTAL $ 174,432 

CRATING & FREIGHT 20% 34,886
 

SUB-TOTAL $ 209,318
 

1 Concrete Floor - Bag warehouse-extra smooth 
3,630110 M3 


.62 4130
Steel Reinforcing 694 at 


3,432
8 Concrete base - silos 13 M3 104 M3 

400
Steel 


1 Concrete for bottom conveyor trench & 25 ft.
 
13 K3 	 429
adjacent 


1 Concrete for receiving pit 10 M3 330
 

1 Concrete for scaie pit & office 26 M3 858
 

4 Bean Ladders - Locel Constructions 800
 

1 Watchman Shelter - Local Construction ­
600
16 K2 at $38.00 


COST HATERIAL $ 220,227
 

40Z Erection 88,090
 

COST ERECTED $ 308,317
 

Contingency 302 92.495
 

TOTAl. COST $ 400,812
 

ITV( 51 Depreciation 20 years $20,040 per year 

ITUM 1-2 Insurance .0045 1,804 per year 
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5710 M.T.
 

ITEM C. CAPITAL INVESTMENT - EQUIPMENT 

1 	External dryer 12.6 M.T. hr.
-
Semi-portable 
- No installation 
 16,000
 

1 	Bagging facilities - automatic 50.8 M.T.
 
fr. 100# or 200# bags, 30-foot vertical
 
elevator 


4,500
 

8 	Bagging Carts 

480
 

1 	Portable platform scale - 300 lb. capacity
 
indicator for over and under 
- metric and
pounds 


300
 

2 Portable Hand sewing machines 
 700
 

1 	Bagging supplies 

200
 

1 	60 ft. 8 inch portable auger - electric 2,000
 

2 	Utility augers for a bagging direct from silos 
 800
 

1 	Portable cleaner 
- scalper w/bagging auger 
 747
 

1 	Screens for cleaner 

100
 

1 	75 ft. 12 inch seof-clean conveyor 70 M.T.
 
per hr. 


4,600
 
4 Horizontal unloading augers 8 inch 
 1,440
 

4 	Bin sweep auger, 8 inch 
 1,400
 

1 	Thermo couple monitor 

340
 

10 
Thermo couple nylon dropn $68.00 per silo 
 680
 

10 Aluminum grain scoops 

90
 

2 	Tarpaulins 14 
ft. x 14 ft. Illavy-duty 	 80
 

6 	 Fire Etingui:iers 
240
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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 to receive bulk grain from
 
the port and there is space available at Unta''Ana.
 

Grain can be dried at the rate of 12.7 M.T. per hour at a 5

point reduction. 1260 M.T. is 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
 
came 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 lb. or 200
 
lb. 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 

ITEN C Portable Equipment Cost 66,576
 

TOTAL $ 478,880
 

ROUNDED 479,000
 

EXPANSION - 1100 M.T. INCREMENTS $ 30,000
 

Contingency 30% 9,000
 

TOTAL $ 39,000
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MANAGEMENT - OPERATION COSTS 

Manaxement (12 mos.) 

Manager $ 2,160 
1 Assistant 

960 
1 Assistant 

840 

1 1/4 Watchman 900 

Labor $40 mo. (12 men ­ 4 mos.) iL920 

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
 

Insurance on Buildings B-2 
 1,804
 

Insurance on Equipment C-2 299
 

TOTAL 
 $ 74,734
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EL SALVADOR 
CAPACITY:1000 MT BAG 

4710 M.T. BULK 

5710 MT 

315 MT. DRYING BINS 
31 

T 5 INCH PRTABLE AUGER 

550 MT STORAGE BINS ) -. 

. , ,ELE A TO RAGING BIN 

TRUCK PARKING 

SIW. TARY S
 WATCHMAN 

._ OFFICE 
WILIT E


GATE FENCE 
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. SALVADOR 315 M.T. 
CAPACITY:1000 MITI -BAG

.QJLBULK' 

5710 MT. 

315 M.T. 

\/550 M.T, \N 

FYPASIOA FAM S 55M.T DRY SILO
-C3 OVER 13

PIT 
,/--.- , 

550M.T 550 M.T B 

VERSBLF/ ,ALULARY AUGER"AERATION 

TWO MY V.AV_=.E_ . CALPER 

-- C ,ONVEE_- C 

I 

SFDPIM OT'DIAM 
i~i' I SII)EVALLI 

O,,TIO, AAI o 
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Types of bulk warehouses4elevators, metal 
silos
planned for Santa Ana and San Miguel.( Top and
bottom conveyors, walkways and framework not
 
shown).
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TERMINAL STORAGE AND BUYING CENTER 

San Miguel l/ 
5080 MT 

ITEM A. CAPITAL INVESTMENT 

Topography Survey and Design 
 $ 3,000 

Site 	Preparation 2,000 

Crushed rock for drive 
 1,200
 

Water supply 
 1,000
 

Fencing 
 -L1640 

TOTAL $ 8,840) 

Contingency-30 2,652 

$ 11,492 

1/ 	 This exhibit is included for illuatratien purposes only 
since it is not included as part 	of this loan. It will
 
be financed by CABEI. 
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-. CAPACITY ,4060 HTo BULK~ 

The need for Son Miguel to to receive mais~ and train sorghum, r 
if limited amane of besa1 are received they could be transterdred to 
San Mrtn'swhich will be the center for preciLon cleanLnga d bagging
boons for the 1 Salvador coumrs If required, the facility at San 
Miguel could accept beans and rice for drying and storage. 

The facilities at Santa Ana and Son Miguel are duplicate except 
the facility at San Miguel li have only two drying silos. These can 
be exlpanded as needed but the main purpose of the drying silos is to add 
additional drying capacity which is also a reserve system in case the 
continuous dryer should malfunction. 

44 San Miguel will have a large truck scale, facilities for bogging4 
at the rate of 50.8 M.T. per hourin 100 lb. or 200 lb. bals The &rain can 
be rough cleaned before bagging and before or after drying as required. 

LTotal Cost 

TEM A llts Cost 1l$492 

-ITanV 5 Building Cost 360393 
ITCH C Portable Equipment Cost 6,2 

TOTAL COST $ 4441007 

OUOUD $ 444,000 

Expansion Cost 1100 M.T. Increments $ 30,000 

30% Contingency S 9.0 

TOTAL .9,000 
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Types of bulk warehouses,,ilevatorn, metal 
silos
planned for Santa Ana and San Miguel.( Top and
bottom conveyors, walkways and framework not

shown).
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SA MARTIN 

Existing facilities 

Bulk Steel silos 13,000 M.T. 
Bag warehouse 12,000 M.T. 

Imnediate alterations that are paid by IRA are: 

Hard surfacing of drives $1,000 
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 be$ 12,000 
warehouse. 
Land fill 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 
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USULUTAN
 

Existing facilities: 

Bulk steel silos and flat bulk storage 
Bag warehouse capacity 

4100 M.T. 

1400 M.T. 

1250 M.T. of bag warehouse space is rented 

An additional 4000 M.T. bulk storage is planned and will

be constructed and financed by IRA. 
 The plans for the bulk

warehouse are being altered so that grain can be received in the
bulk at Usulutin and altered so that grain can be dried before
 
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
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CHIEF OR MASTER MECHANIC 

Job description: The person employed must have the ability to weld,
both gas electric, make minor electrical repairs, innovate and make
needed changes of equipment. 
The person must understand the
function and repair of grain handling equipment and understand grain
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. electrodecord extensions 
 400


One Six inch vise bolted to repair truck 
 50
Variety 
 Open end and socket wrenches, Allen
 
wrenches screw drivers, vise 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 El Salvador 
 $2,520
 
30% Contingency 
 756
 

TOTAL 
 3,276
 

Rounded 
 3,300
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Replacement Parts
 

It is 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 to be us
 
as the headquarters for the chief mechanic, then the parts shoull
 
all be kept at that location. 
At present San Martin maintains a
 
small repair store for the San Martin facility.
 

2 Fan and burner for drying silos 
 $ 2,400
 
4 Aeration Fans 
 1,400
 
1 60 ft. 6' auger 1,800
 
1 27 ft. 6" auger 
 1,200
 
2 Utility Augers 
 800
 

30 Bearings for portable augers & conveyors 400
 
30 V Belts for grain augers 150
 
5 Top drive roller chain for portable augers 50
 

100 Elevator cups 
 200
 
1 Cup Straightener 
 230
 

220 Ft. spare elevator belt 
 550
 
3 1 1/2 H.P. Electric motor 
 450
 
3 2 H.P. Electric motor 220 V 3P 
 540
 
1 5 H.P. Electric motor 220 V 3P 
 300
 
1 15 H.P. Electric motor 220 V 3P 
 325
 

20 Aluminum scoops 
 180
 
30 Grease guns 
 210
 
30 Thermometers 
 150
 
4 6 ft. partioned grain probes 
 200
 
4 Moisture testers 
 600
 
1 Re-charge kit and chemical for fire exting­

uishers 
 100
 
$12,035
 

Crating & Freight 20% 22407
 
CIF, El Salvador $14,442.
 
30% 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 infpstations, 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 sieves 
 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 El Salvador 1,754
 
30% Contingency 526
 

TOTAL $ 2,280
 
Rounded $ 2,300
 

To assist in inventory control, grain bins should be
 
calibrated on the I=Lde with red or black oil paint. 
The
 
calibrations can be in lOOqq. or calibration marks made for metric
 
tons, or both. This saves 
the need for continuous measurement.
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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 scale 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 tester - Battery operated $ 150 
or electric. 

1 Dockage sieves I00 
1 Grain testing scale - Gram calibrations 50 
1 Portable beam scale 130 

$ 430 
20% freight 86 
Total $ 516 
30% contingency 155 

TOTAL $ 671 

15 buyers x $671 TOTAL $10,065
 
Rounded $10,000
 

UNCLASSIFIED
 



UNCLASSIFIED 

ANNEX V
 
EXHIBIT J
 
Page 1 of 1
 

Communications
 

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 
system. 

It has been determined that a VHF system with approximately
 
30-50 watts and 2 channels with a repeater at a high point near San
 
Salvador is needed. 
 The minimum would include:
 

Description Cost 

1 base station $ 1,200 
1 repeater 1,500 

17 stationary units with 
sami-directional antennas 18,700 

24 mobile units 24.000 
TOTAL $45,400 

30% contingency 13,620 
TOTAL 59,020 
Rounded 59,000 
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Stage II Expansion 

Although the Stage II expansion will remain flexible, it
has been distributed on a tentative basis for purposes of the

financial plan as follows:
 

2 
6 

1520 M.T. units -
630 H.T. expansions of 1520 M.T. 

3040 M.T. 

units 3780 M.T. 
1 1100 M.T. expansions of Santa Ana 1100 M.T. 

TOTAL 7920 M.T. 
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DRWYT 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 issued 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$200,000
of the loan may be used to finance technical assistance to 
IRA
Not to exceed the equivalent of US$ 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.
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 shall 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 ("A.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 (3%) per annum
 
thereafter.
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2. Source and Origin
 

Except as hereinafter otherwise provided, goods, services
 

(except for ocean shippin4) 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.
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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.
 

b. 	Prior to disbursement of loan funds 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.
 

c. 	Prior to the issuance of any bidding documents to ob­
tain bids for the con3truction 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.
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iii) It will maintain the value of the working
capital fund at the game level as established In the 

~ ~ ~ i) Duig he=lifo f thepror, IR wll0anounc4'uplementation and financial plans. 

iv)- Itwill consult with the Central American Coot­
dinating Comission on Marketing and Price Stablisation 
(COMEP) on its price stabilization levels and extra­
regional trade for the production year in which it 
plans to use the working capital financed by the loan. 
Evidence of consultation with COME? will be the­
official minutes of the regular COKE? meeting at which 
an El Salvador IRA representative was in attendance. ' 

v) Throughout the life of the program, it will -

utilize the US. $3,500,000 or any part thereof pro­
vided by AID to the working capital of IRA solely for 
the purchase by IRA of basic grains (rice, corn, beans 
and sorghum) pursuant to the Borrower's price stabili­
zation program.------------­

,­

+V 

vi) One year from the date of the first disbursement~1 
of the contribution by AID to the working capital -fund, - I 
of IRA, and annually thereafter throughout the life of, 
the loan, the Borrower shall perform an evaluation of 
the price stabilization program, the scope-of which 
evaluation shall be satisfactory to AID, and shall makerttt 
available to AID the findings of sal& &valuation. * -

(e) The ioan shalbe subjected to such othert erm~s and 
- conditions as AID may %d .9999 99 
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