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I. PRE7A-CE
 

We appreciate comments -rom marn,, suarters on e :r-- version of 
this report :i, ated 'lay 1 , . coor !ra-- 5-i;ge-

' : ,comment,ry from D's 'at. Amiria,, and Caroz ea . E r'ea Lr3 
UIJD/] Salvacor was Dartic',at. ccm-_.ehersi,,. tinf r.t 
fie;d 'vesciatons zsce infcr tre :ok Czr-s" -w.ari-
March ] .C tne A.S '-c:urtec ceveIo re-ts subsecue.L73. and 
to the OAS team' visit an 2 :-'::::r. : Ire Cr- repor. 
They took issule ; th AS on o.o r: - ,, ranv. over mir3r 
matters o- emonasis, ,e:ail arc -e-t - z.,erWe 'n c:'eeren: 
with the basic thrust ano conc. c . he ect, n'ncno i 

Constructive, S.Dpcrtve,1 s ,' , to the e.for:. 

The eve;ormen:-upport Burea,, :..,7- c toa- oe: LACL,,. 
woula, craw on DSE resources in ie,,- :soinc procr.ir.s nt,emp2cymen: 
Qeneratio,; anc management f: natjra resources, '.d addi ,cn -o 
the estarclisned functional dreas. 

We have taken account of all :3m,.ents receivec and -ave soucnt to 
incoroorate many of them into tn s *na, re'nor. a.o r ecing 
has been , mited to the Conclus,'ons ani IecommenSumrar/ a:ions" 
section, -hougn the Annexes ccrdtain-nc cetailec o_-ckgrounc aerial 
are available on reqL.,es: fro our o) ce. 

We have tre: to stay informec o ow-uo ac-inns bearnc on -.ev 
themes contained in the draft recommenations. ,.,n1ie our Krowleace 
is limited - rencering a full update unfeasible it seems clear 
that most actions taken since the OAS aooraisai ._-e -n cons,.-nance 
with the conclusions of the repor:. ,e note briefly t,cso wnici 
may to some cegree not be, wnile .- ecnc w2:nou:unesitatscknowP cn 
the basic resoonsoii ty of the . StD ;nc -,ne _AC "reau :or 
charting the course for the El -al vacor orocram. Our ma 7or 

continuino concerns Follcw:
 

1. USAiDIs FY 1980 Annual Buccet Suomiss' o oe. , ,:: ty "t:e, 
in our judgment, provide adequate emonas;s or cooer.-o. an 
employment strategy re*uiring a ;ui'-.F:laor-r-es.'e-
export-oriented industries. This conK icr: car& .. m re,,- rwi
 

the make-uD and rank-ordering c- ,'roooe #rosn -- .c3S. 
The USAID stronoly acrees tha- concenGratnc on tore alcre 
won't solve El Salvador's larce nd ,swine ,ne- ,e.: orsmlem 
anc wants to mount discussions arC cr:,Crams to e-e 5overnment 
change its industrial policies. There iu . nay,, teen ,ore stress 
on labor intensive employment activitics in ... e ,-. e ine=rse -nd, 
if the USAID had a better in.ormat:n Dase For :Lttinc 'or.,.rd 
project ideas it had conficence the Govenment o-: E Salvador 



w,,,d back. Following Nasringt.n review Y The FY 1980 ABS, we
 
uLnderstar- LACiCEN plans to wor. w.ith the USAZD o7 this need,
 
w.h the aim of develooinq; a sroect tc Ke,, suDonr: empicyment
,o.eratinq rural enterprises s 're of two top-prority ;can
 
proposals for El Salvacor n Fv 15H,.
 

2. We endorse completely USAID'i continued deterination to build
 
a local participation element int;n projects. dowover, it is not
 
clear that this positive aoproacn to ijman rights is oeing pursued

systematically through close ann .onzinuing exchare among USAID,
 
other constituents of the U.S. >.insion., and AiD/Wasninctoi. it
 
is because this dimension of AID ,rolramming is so difficult, yet
 
so potentialy important, hat - needs t be anoproached with
 
selectivity inc resourcefulnes-.
 

3. The extremely hign priority s s-:n:c to a rura" clean water
 
loan in FY 1979, when over, al'•.'va lw ties for C anc El 
Salvador are known to be very t-cnt, raises cuesmn vi s-a-vis other 
donors. While it clearly meets i basic human ,eec, clean water 
represents a costly investment in an area which ' a.ready 
receiving substantial assistance in El Salvador from the inter-
Aerican Development BanK. W'e uncerstari that c.an water may be 

droppen is a seccond AID loan for FY 1979 only becu.se uf inadequate 
funds to finance two oans. ,e nugges i"m'iting 'uport in Y 
1979 to se f-hel p grants to experiences PVOs that can work with 
citizen groups to help bring safe dr-n.:na water to sparselv 
populated areas where DB is not nelping. 

4. At the time of the OAS VIsi-, orimary education was the most
 
solid candi.ate for AID loan assis:ance in FY 1980. This planning
 
grew out of a four-year AID-supoortea education sector analysis with
 
the GOES. We Andersiand AZD nas :ow awandoned these plans because
 
the IBRD will ne assisting in or .,ary education. Ahile we lac:
 
sufficient information to ao tVis o n . 1- :oes
r, se., c.ne of 
raise quest-ons as the aI&:uac, o' ac :;r.sto .0m'oni 
it is recalled :n,:t a year aco ?7 a0 -ie ,or!,: . ar.D uToct 
themselves ,.ell alang in p:rsu-r- a'-o'rg n, 
skills training area. . cIU ,; Z ct to prz'.e own 
assistance also makes ore woner ao,,: :,e value is.5 an, ne 
GOES of Sector Analyses. We note wion w;rt AC.oproval a 
Bureau has decide tnat any futurt use o" Sector Aalses an; 
Sector Assessments will be 7ore modest ind pragmatic han in the 
past.
 

5. We do not sense that 4ID/Wasnngwon, and in crticular the
 
LAC Bureau, has taken additional steos to forge the improved
 
consultation and coordination arrangements among principal 
uonors
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which was strongly recommended in the OAS draft report, leading

perhaps to a consortium-type mechanism. 
A better coordinated
 
donor approach may be the only way to 
induce C Salvador to
 
pursue seriously changes in economic ,ollcy aimed at increas2d
 
off-farm employment and income throL'gh labcr-',tensive

industrializatien. The best efforts of the. USAID can only

lead to limiteu improvement!; in donor cooriination unless there
 
are reinforcement and initiatives from Washington, where the

three prime donors - AID, ID3, and IBRD 
- are headquartered.
 

in touching on the above concerns, we do not wish 
to create an

impression of substantial disagreement with AID's planned program

for El Salvador. Differences are relatively few and center

mainly on emphasis and timing. 
 A.D's qork i agricuiture, health,
nutrition, population and vocational education, in our judgment,
reflects innovative and effective olanning and performance. 

Finally, we wish to note that one of the respcrn es to the OAS
draft report took strong exception to our posi.-ions on human

rights. Citing the difficulties of developing projects which 
seek to distiniguish economic and social 
rights frcm personal,
civil and political rights in a country where the -jajority isboth powerless and poor, the cciroentator feared that .ID's 
presence and program,; could lend iegiitmacy "-) the existino
oligarchic order and thus possibly even worsen the 'ire of the 
poor. 
 Endorsement of positive human rights initiatiIves was
 seen by this comnentator as highly risky or even naive, since
 
the Government would probably prevent or repress organized
activity it did not control. 
 While we will not try to inject

thig viewpoint at every juncture where it 2.ul0 be mentioned in
the report, we agree that human rci.nts represents a serious 
concern which needs to be considerea along with other important
developmental 
concerns as decisions are made.
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II. INTRODUCTION, BACKGROUND AND SETTING
 

This appraisal is primarily prospective rather than retrospective,

largely because of the small 
size of AID programs in El Salvador

in recent years. A loan agreement for skills traiiing signed in
 
May 1978 was the first new loan to El Salvador since 1973. The
 
grant component also has been modest, and only in population have
 
there been relatively large resource flows during the past five
 
years. Past low aid levels are attributable in part to host
 
government performance, limited fund availabilities, an extended
 
period of sector studies, and the intervention of human rights

questions in 1977.
 

As the OAS appraisal was under preparat-ion, Drojected El Salvador

aid levels of $6.6 million for FY 1973 and $6.9 million for FY 1979
reflected this past pattern. 
 These levels have since increased
 
somewhat. Approval of a Small 
Farmer Irrigation Loan increased

AID obligations in FY 1978 to S8 million. 
 For FY 6979, the Latin

American and Caribbean Bureau requestea S18 million, though it
 
seems likely that the Agency-approved level will be closer to

S10 - Sll million. AID levels for FY 1979 and beyond may well

continue to fluctuate, depending on policy decisions of both the

United States and the Governm ,nt of El Salvador (GOES). We hope

this OAS appraisal will contribute constructively to this evolving

program framework and will assist the USAID and AID/W to 
look at
 
the main policy and program alternatives and priorities in El
 
Salvador over approximately the next five years.
 

The appraisal precedes by a short period tri 
 prepar:'ion of a new
 
strategy statement by the USAID, which will 
be contained in

materials to 
be prepared for the FY 1980 Congressional Presentation
 
and the Country Development Strategy Statement.
 

There are additional important reasons for con,'ucting our first El

Salvador appraisal. First, El 
Salvador offers the opportunity to
look closely at the inter-relations and impact of human rights

issues on AID country programming. Second, the policy question
 
emerges of how to apply the New Directions mandate in a setting

where some type of labor-intensive industrialization appears

critical to economic growth and income distribution. Finally,

a new Mission Director arrived in February 1978 an" requested the

OAS appraisal 
in order to provide him with an independent
 
perspective.
 

This appraisal does not seeK 
to discuss every activity which USAID
 
supports, or might support, in El 
Salvador. The emphasis, rather,

is on the broader issues of human rights, development strategy, donor
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coordination, and major programming areas directly benefiting
 
the rural and urban poor. There is also a discussion on management
 
and relations with Washington. Section III of the appraisal
 
contains 19 principal recommendations. Findings and recomnenda
tions are elaborated inter alia in Section IV containing annexes
 
to the report.
 

BACKGROUND AND SETTING
 

Distribution of income among El Salvador's 4.5 million people is 
extremely skewed, and the economy has not been growing fast enough
in recent years to have resultec ifn improved living standards for 
the poor majority. The number of Qeopie who want to work is 
growing much faster than the number of new full-nime jobs available
 
for them. Economic and social inequities are compounded by a 
population growth rate estimated at 3.2 percent, low levels of 
education, health and nutrition, and concentrated ownership of 
land and wealth.
 

Too Many People - Too Few Jobs 

El Salvador does not have einough arabie land to absorb prod.ctively 
a rural :)apulation which has been growing at a rate of 3.5 percent
annual'. With a population density of 520 persons per square mile 
and poorly encowed land, three *uarters of which is mountainous, 
El Salvador hes one of the heaviest population support burde,,s 
for its agr-,cultural land in the world - more that, double the Latin 
American average.
 

Discribution of araLle land is snarply skewed against small 
landholders. About 71 percent of Farms are two hectares ,;r less in 
size and comprise only 20 percent of the arable '.,d. whe-eas 7.5 
percent of the farms are 10 hectares or over, but :omorise 56
 
percent of the arable land. Land tenure oat-erns -e- ec: d similar 
imbalance. About 50 percent of all for;.is in El Salvador are farmed 
on a rented or leased basis in units under two ec-ares. "armers 
in this situation mainly grow cereals and have nei-7ner th,e credit 
nor incentive to diversify production with more profitable cash 
crops. 

Plantation farming dominates Salvadorean agriculture. in the iauter 
decades of the last century and the early decades of the present, 
the structure of agricultural production was transformed. Fast 
growing and profitable foreign markets for coffee, sugar and later 
cotton, led to absorption of most higher quality productive lands 
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into larger farms, creating a rural proletariat of landless
 
farmers and agricultural workers. This proletariat has 
swelled
 
with population growth. In 1975, about 2 million people, or 
more than 80 percent of the rur .' population, fell into the AID
 
rural poor target group (per capita income under Sl50 in 1969 
dollars).
 

The uneven distribution of the land also creates 
severe seasonal
 
unemployment. Large numbers of rural dwellers, partly or wholly

dependent on 
seasonal jobs in plantation agriculture, are
 
underemployed or unemployed for a number of months of the year.

Recent ILO estimates rank El Salvador first in Latin America in
underemployment, with a rate of 47 percent a year. 

The employment problem is no less serious 
in the urban areas of
El Salvador. Forty percent of the population now live in cities 
and towns. However, the urban job market has fallen far short of
the expansion needed to absorb the increasing labor supply. This

has been due mainly to two inter-related factors: the swelling
work force is largely unskilled; and industrial expansion since 
the early 1960s has been based on ;mport substitution, casital
intensive policies; the cost of capit _i 
 has been relatively cheaper

than the cost of labor given low interest rates on borrowing, high
tariffs on most finished industrial products and low duties on 
capital equipment and intermediate goods.
 

Income disparities have progressively increased. Neither during
the industrial growth of the 1960s, spurred by the import
substitution policies of the Central American Commnon Market, norduring the recent period of high earnings from coffee exports, have 
most of the poor benefited from the increased national wealth. 
The following table illustrates the extent of poverty in both rural 
and urban areas. 
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AID TARGET FAMILY INCOME1 /
 

Yearly Family Income Per Capita Income
 
Including all Earnings (Family of 6)
 

Per 	Capita National
 

Income
 

RURAL
 

Family with:
 

2.0 	Ha. $ 998 $ 166
 

0.5 	Ha. 582 97
 

No Land 	 374 
 62
 

URBAN
 

Poor Family in
 
San Salvador 529 88
 

1/ 	Source: PREALC, "Situacion y Perspectivas del Empleo en El
 
Salvador" published in 1975. Inflation has increased the AID
 
target group per capita income from $150 in 1969 to $200 or
 
more in 1976.
 

The central development/equity prublem for the GOES is one of job

creation: how to absorb its growing labor force within an economy

which is constrained oy limited land resources and pursuing policies

which enlarge rather than diminish the income distribution gap.

There is no way that agricultural development alone can satisfy the
 
income needs of the rural poor, even with programs of structural
 
reform in areas such as land tenure and small farm production.

Substantially expanded off-farm employment is required.
 

The public sector traditionally has played a marginal role in the
 
economy. Social overhead capital investments, for example, have
 
generally lagged behind the growth of the economy. While such
 
investments have increased somewhat in the last few years, historic
 
low levels of investment in health, education, and other public
 



sector programs benefiting the poor mjority have done little to
 

alleviate the distortions of resource and asset distribution that
 
characterize the society.
 

Considerable parts of the natural resource base of El Salvador
 
are in an advanced stage of deterioration. Soil erosion and
 
s;Iltration of river basins are widespread and serious. The limited
 
natural resources of El Salvador are being ravaged by the farming
 
of marginal lands, generally by intensive cultivation of annual
 
crops on the side of hills. Erosion outpaces the formation of new
 
soil and soil fertility progressively diminishes, ultimately
 
producing wasteland areas.
 

Sealing of the border folILwing war with neighboring Honduras in
 
1969 has cut off a population escape valve and, in effect, added
 
to the land scarce - labor surplus pressures. Meantime the recent
 
unprecedented earnings from coffee exports have dulled the sense
 
of urgency within ruling r,iks in confronting basic, long-term
 
economic and social problems.
 

The Military, Church and Oligarchy - Enclave Polioic;; 

The military has dominated the Government of El Salvado1 since 1932.
 
The military is in turn dominated by the Army which, like the
 
wealthy private sector and the Church, is not monolithic. Throughout
 
Salvadorean history the Army has often split into factions scrambling
 
for political power. Inlate 1960, for example, there was a coup by
 
a group of young reformist officers who managed to hold power
 
briefly untii deposed by an older, more conservative junta. While
 
generalizations are risky and subject to exception, oresent inzernal
 
differences in the Army appear generally to be along two lines:
 
generational and functional. The younger officers waiting in the
 
wings tend to be more sensitive to the unjust social and economic
 
conditions in the country and are more willing to accept change than
 
their conservative superiors, the "cold war colonels." Officers
 
detailed to the country's internal security forces take a harder
line position on the enforcement of public order than the career
 
professionals who stay in the Army.
 

The GOES has traditionally been organized by the military on
 
authoritarian lines, an authoritarianism which recently has been
 
extended and deepened, at least in rural areas, in tne face of
 
unrest and acts of terror by extremist groups. The national
 
elections in February 1977 which returned the incumbent political
 
party to power were characterized by abuses which ft'eled terrorism
 
and unrest and, in turn, contributed to human rignts violations by
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security forces. Constraints on political freedom limit the
 
role for moderates who seek constructive solutions, contribute
 
to the polarization of political forces, and encourage violence
 
and terror from left and right extremes, There is a real need
 
for a more open political society where the responsible opposition
 
can organize with the expectation of contesting fair elections,
 
and enjoying due process of law.
 

The Church is now the major institutional force promoting political

and socio-economic reform in the country. 
 It is no longer the
 
propagator of the status quo in the countryside. Its message,

though based on spiritual concepts, is essentially secular and
 
addressed to 
the conditions of poverty and human impoverishment
 
of its flock.
 

Political accommodation between the military government and the
 
Church, or at least a willingness to begin a constructive dialogue,
 
on such issues as human rights, appears necessary not only to
 
defuse a volatile near-term political situation, but also to move
 
the leadership of the two institutions toward some kind of evolving
 
consensus to deal with the socio-economic problems which are
 
pressing in on the country.
 

The third major power in the country is what are commonly called
 
the "oligarchs," the wealthy elite who dominate the modern private

sector of the economy. This group is often characterized as being

reactionary, but also is not as monolithic, or 
as uniformly

conservative, as it may have been in the past. More than a few of
 
its leaders have diversified their interests and investments from
 
the land and into trade and industry. There are also prominent
 
younger members who are seeking ways to responsibly bring about

changes. The wealthy elite, much like the military and the church,

tends to live in its own enclave. Private sector leaders seldom
 
hold positieqs of responsibility within government and apparently

do not care to work very closely with it.
 

Programs or initiatives which tend 
to break down the enclave
 
character of Salvadorean politics are presently badly needed. The
 
United States Government, through aid programs and other tools of
 
U.S. foreign policy, can play a constructive, if limited, role in
 
encouraging this process and promoting dialogue among the power
 
groups and, hopefully, with the powerless.
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III. SUMMARY CONCLUSIONS AND RECOMMENDATIONS
 

Human Rights and Economic Assistance
 

El Salvador does not have strong democratic traditions. The
 
Government has been dominated by the Army for nearly 50 years,
 
and the Army has shown little inclination to relinquish rule.
 
While some administrations have been moderate and some
 
excessive in the use of power, there has long been a tendency
 
towards violence in the countryside. ?ublic authorities and
 
the citizenry alike have frequently sought to achieve order or
 
justice as they saw fit, without regard to legal cr judicial
 
procedures.
 

Recencly, an increasingly polarized society, population pressures,
 
growing unrest and agitation for social and economic reforms,
 
and the emerging role of the Catholic Church as the principal
 
spokesman for change, have created an increasingly tense and
 
volatile political situation. Violations of human rights clearly

have been committed by public authorities.
 

The substantial cutbacks directed by AiD/Washington ir the summer 
of 1977 in USAID/El Salvador's FY 1979 field submission were due 
in considerable part to concern over tne recent hman rights
performance of the GOES, particularly uncer former President 
Molina, whose term expired on June 30, 1977.
 

The present situation 's less clear. On the one -and, the
 
Government s security forces appear entrenched and active in the
 
countryside and the government of President Romero, now more than
 
a year o10, is under continuous P'essure from conservative groups
 
to react strongly to acts of pol i-ical violence or agita,;ior fron 
the left and to prevent peasants -rom coining rural orrrizEtions 
which conservatives laoel 'Communist." A law oas-ec in 'ee.ber 
i977 places harsh penalties on soeaking, meeting or organizing 
against "constitutional order." 

On the other hand, the Romero government nas acted with sensltivity
 
to human rights issues on a number of occasions. Faced in the
 
summer of 1977 with a rightist threat to all Jesuit priests,
 
President Romero declared no violence would be tolerated and put
 
armed guards on duty to protect priests and religious institutions.
 
The GOES also invited the Inter-American Human Rights Commission
 
to visit El Salvador in January 1978 - the report is still awaited 
and has sought counsel from the United States on now to cope with
 
the threat of terrorism without violating human rights. On May Day,

1978, the Government removed uniformed security forces from rhe
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downtown rally in San Salvador, Faid the ceiebrations were among
 
the most peaceful in years. While recent civil strife in
 
neighboring Nicaragua may neighten tensions in El Sal'ador, there 
would ]ruear to be at least a chance that the present government

, v;);. the somewill v itself in mold of of its moderate and 
resouc._r' i)--decesscrs. 

Against this, human rights background, the USAID is developing 
set of projects for 'Ys 1979 and 1980 addressed to the equity 

and dvelooment problems of Salvadorean society. The Mission 
is also prupoi na an expansion of the aid level from the very
low level of recent years t) at least $20 million arinually overt. e r,,exr: fe~viars. 

U.. program 
human rights performance? The State Department has not determined 
that there has been "3 consistent pattern of gross violations Cf 
ince,'nationally recognized human rights," and the'USAID program 

is I:,, I'-- supportable in the context of El Salvador's 

is 
designed to meet the requirement of the Harkin Amendment that the 
assistance "directly benefit the needy people in such country." 

However, recent Executive Branch policy guidance goes beyond the
 
Harkin TJiundment, indicating that countries whose human rights
performance, has been poor or becoming worse should not obtain s 
positive -, J S. response in foreign assistance as countries whose 
perforrnarict. atisfactory or becoming better. The policy also 
indicatcs, :'_.ever, that longer term trends sfould be used in 
reviewing nurnr, rights conditions in individual countries and 
tnat the w,nmtion of economic anc social rights remains integral 
io U.S. e' .c ives in human rights. 

In looking e uman rights situation in El Salvador over the 
oast. two and particularly since the charges of fraud that 
preceded ai, owd :he FebruAry 1977 elections - it is clear 
that increased aggressiveness by paramilitary conservative 
organizaron nas led to a greater number of confrontations and 
disturbances. It is probably true that on balance there has been
 
some deter on in the human r" gts oerformance of the Government. 
However,, W f .)-; subssln-.nca increase in the provocation
chat the S has fsad tno extent or seriousness of the 
deterioration is less Than clear. If there are more incidents in 
which the ,lent has reacted excessively, there are more, too,
"here !': ha , ed with restrain t. The record also appears better 
if seen in the context of El Salvador's societal traditions, and 
numan rights performance over tne last 50 years. Given strong 
justification for a program Iesigned to further basic economic and
 
social rights, and the fact that long-standing social and economic
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disparities underlie the increase in disturbances and unrest, the
 
case for a moderately increased AID program is quite persuasive.
 

First, the need is substantial. El Salvador's per capita income
 
ranks in the bottom third of Latin American and Caribbean
 
countries currently receiving bilateral assistance from AID.
 
Moreov2r, per capita income of the poor majority is only $130
 
per year.
 

Second, the base for project development and performance
 
measurement has been laid. A series of studies over the past
 
few years has yielded detailed baseline information and analyses
 
in health, nutrition, agriculture, education and population; and
 
still flre data will flow from the AID-assisted Multi-Purpose
 
Household Survey project.
 

Third, it is questionable whether El Salvador has received its
 
lfair share" in recent years of U.S. assistance to the region.
 

Based on actual U.S. economic aid to Central America during the
 
five-year period spanning FYs 1973-1977, El Salvador received
 
$29.0 million - about 25-30% of the amount of U.S. assistance
 
provided to Guatemala, Honduras and Nicaragua, and $10 million
 
less than that for Costa Rica (which was regarded as a phase-out
 
country during much of this period).
 

It is true that the much higher aid levels during this period for
 
El Salvador's neighbors in part reflect the U.S. response to
 
earthquakes in Guatemala and Nicaragua and floods in Honduras, but
 
this may not fully exnlain away the magnitude of the disparities.
 
On a per capita basis, Guatemala received two-and-a-half times more
 
than El Salvador, Costa Rica three times more, Honduras five times
 
more, and Nicaragua 16 times more. Moreover, Nicaragua and
 
Guatemala also have higher per capita incomes than El Salvador and,
 
many observers believe, poorer human rights records in recent years.
 

Finally, the GOES seems genuinely interested in investing more of
 
its own resources in programs to advance equity, and an increased
 
aid level might strengthen the ability of the U.S. to influence
 
El Salvador to bring about needed changes in development strategy
 
and a more positive promotion of human rights.
 

A related issue is the still evolving process within the U.S.
 
Government to establish aid levels and approve projects in countries
 
with human rights problems. In the sumner of 1977, when AID/
 
Washington cut El Salvador's FY 1979 field submission from $39
 
million to S6.9 million, th1e Christopher Group was just taking form,
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and those State Department authorities responsible for coordinating
 
discussions and recommending positions on implementation of U.S.
 
human rights policy did not take part in the AID decision to cut
 
the El Salvador program submission severely. At that point in
 
time, the Christopher Group and its staff were looking at individual
 
projects and not overall programs and levels. Now, however, the
 
Christopher Group is looking at overall program levels as well as
 
projects. AID needs to consider how, from the standpoint of USAIDs
 
and the LDCs, this process can best contribute to responsible and
 
efficient programming.
 

Recommendation #1: 

Assuming no severe degeneration of the human rights situation, AID
 
should support a moderate increase in U.S. assistance to El Salvador
 
specifically directed to New Directions objectives. The size of the
 
increase should be linked to policy and program actions by the GOES
 
to foster growth with equity and provide increased employment.
 
While the size of the increase will also hinge on competing needs
 
for limited U.S. funds in other countries, an AID level at least
 
double the $6 to S7 million projected for FY 1978 would put the
 
El Salvador program closer to the recent average for other countries
 
in the region and compensate in part for past low aid levels, (LAC
 
and USAID believe that ever a doubling may be too little "to make a
 
meaningful impact on the needs of the poor majority.")
 

Recommendation 42:
 

AID shoulo consider using the El Salvador case as Ln opportunity to
 
examine within the Executive Branch whether adequate weight is
 
being given to the economic and social rights of the poor majority,
 
as opposed to violations of personal integrity and denial of civil
 
and political rights, in reviewing economic assistance programs
 
and projects from a human rights standpoint.
 

Recomrendation '3:
 

In reviewing country submissions and projects for El Salvador and
 
other countries with human rights proulems, it is our view that
 
AID/Washington and the Christopher Group should:
 

- coordinate as early and closely as possible through the
 
ABS process on country aid levels in order to give USAIDs the
 
clearest possible signals on their likely programs levels for the
 
project planning year ahead. Barring dramatic changes in the human
 
rights situation, the USAID could then develop plans with some
 
certainty. With present uncertain processes, there is a danger
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that a USAID can easily get itself commi'tted to a host government
and then not be able to deliver; or alternatively may be offered
higher, funding levels too late to meet U.S. and host government

review and approval requirements;
 

- focus more on establishing overall 
aid levels and less on
the short-term political impact of approving or postponing
approval or funding of individual projects. We believe there are
 
many ways of making clear to the host country our concern with

human rights performance short of turning aid on 
and off.
 

(Concurring in this recommendation, LAC/USAID said they were
encouraged to see the active participation of Christopher Group
representatives during the summer of 1978 in the FY 1980 ABS

Reviews.) 

A Positive Approach to Human Rights
 

The USAID can take a positive approach to human rights in El
Salvador by oromoting local 
initiative and organization among
interests not now well-represented in activities that enhance
their well-being. 
There are opportunities that can 
be integrally
built into bilateral projects with the GOES, for example, the
development of cornunity water users' associations as a component

of the proposed new irrigation loan.
 

Programs which seek to encourage voluntarism and the representation

of private group interests cannot, however, rely solely on the
government for support. 
 Direct AID support to private and
voluntary organizations, both American and Salvadorean, through
Operational Program Grants (OPGs), is also needed to promote

positive human rights initiatives in El Salvador.
 

There are a range of different approaches to an enhanced OPG-PVO
 program whicn would have considerable potential 
in El Salvador.
Briefly, these programs should include dispersed micro-development

as far removed as possible from government control; preference
for the development of Salvadorean private and voluntary organizations; stress on social and economic projects which contain heavy
near-term equity and/or redistribution components; and activities
which will 
promote a dialogue among elements of El 
 Salvador's
divided society. 
 Such bilateral initiatives can be supplemented by
centrally and regionally funded programs to enhance the awareness
and exercise of legal 
and civil rights.
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Recommendation #4:
 

The USAID should promote a positive human rights program in
 
El Salvador, placing particular stress on the use of OPGs to
 
stimulate small-scale activities which will promote economic
 
and social participation in local coinunities, as well as 
the
 
development of new interest groups and organizations.
 

Meeting El Salvador's Emoloyment Crisis
 

The most crucial economic problem facing El Salvador is 
to
 
provide jobs for a work force that is growing by 50,000 each year

and already characterized by an underemployment rate of 47 percent

and an unemployment rate of 18 percent. With 25 percent of
 
Central America's people and only four percent of its land, El
 
Salvador simply does not have enough room in the rural 
sector to
 
provide full-time employment for a rural population which is
 
growing at a rate of about 3.5 percent annually. If all of the
 
country's better land were equally divided up among families
 
currently farming (i.e., excluding 120,000 landless rural 
families
 
and 145,000 poor urban families), the average farm size would only

be about 1.4 hectares.
 

El Salvador's industrial sector is capital-intensive. grew

rapidly in the early 1960s, behind the protective tarit, walls
 
of the Central American Common Market and Government policies

which made capital cheaper than labor. Industrial growth has
 
now slowed down.
 

For the industrial sector in general, present tariffs in El
 
Salvador have resulted in higher prices, reduced total output,

reliance on imported rather than domestic inputs, and a reduced
 
income to unskilled and semi-skilled labor. We believe that
 
tariff reform, combined with devaluation, would be highly

desirable but recognize that this solution, which requires

actions on the part of all the members of the Central American
 
Common Market, is not likely over the short-term future and is
 
beyond the scope of this appraisal.
 

The industrial sector ought to be built around El Salvador's
 
single largest resource - an abundance of hard-working, trainable,

low-cost workers. By capitalizing on this asset, El Salvador
 
could over time produce a wide variety of products for world
 
export. -he shift should probably begin with an emphasis on agro
industries, which in El Salvador are 
twice as labor-intensive as
 
other industries. Itcould include processing of fresh fruits and
 
vegetables and small-scale manufacturing of products utilizing such
 
indigenous raw materials as cotton, straw and leather.
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In the course of discussing strategy questions with USAID
 
and Embassy personnel in San Salvador, the OAS team found wide
 
support for the idea of adding a labor-intensive industry component

to strategic planning for El 
Salvador Lut also some uneasiness as
 
to whether the concept was salable - with the GOES, the private

sector, and AID/W.
 

We heard from m-ny sources that top GOES leaders would genuinely

like to undertake economic reforms 
- but did not know quite what
 
to do or how to do it. It is unlikely that the present Government
 
would press for major reforms in land ownership, given the abortive
 
Agrarian Reform effort of 1976. Labor-intensive industry

represents an alternative focus one
- that both the Government
 
and the power elite might well perceive to be in their enlightened
 
self-interest to pursue.
 

The GOES needs to study what mix of feasible policy and program

actions would be needed to bring about this shift in direction in
 
the industrial sector. The U.S. should stand ready to help El
 
Salvador examine the selection and sequencing of an incentives
 
package embracing, for example, export subsidies, higher interest
 
rates, and, at the appropriate time, tariff and exchange rate reforms.
 

Support for agro-industries would directly expand the demand for
 
farm products by strengthening backward linkages to rural poor

farmers and landless laborers whom USAID also seeks to help through

other projects. 
 In considering support for a labor-intensive,
 
export-oriented strategy, AID/W should recognize that El 
Salvador
 
may only be one of the first Western Hemisphere countries facing
 
a land scarce/labor surplus crisis and that other Latin American
 
and Caribbean nations may face the problem soon, particularly

small countries with high population densities.
 

(The USAID and the LAC Bureau believe that launching a labor
intensive industrialization strategy in El Salvador may be a harder
 
and longer job than implied in the OAS discussion. They propose

concentrating AID resour:e transfers over the short-term on
 
meeting basic human need'; in health, education and family planning,

while simultaneously stressing to the GOES and donurs the urgency

of transferring wealth to labor-absorbing industry and helping the
 
Government build up the information needed to decide on

incentives and investments for achieving the transition. 

the
Accordingly,


USAID's FY 1980 program submission gives prime weight to improving

the life of small farmers and the landless rural poor, while not

ruling out accelerated support for labor-intensive industrialization
 
if preparatory work pays off faster than expected. 
 The Mission
 
and the LAC Bureau, in discussions subsequent to the ABS submission,
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have since agreed to give highest priority to development of two
 
loans for FY 1980 - one in health, the other to support employment
generating rural enterprises.)
 

Recommendation #5:
 

The U.S. Government, while also continuing to support positive

human rights activities, social capital investments benefiting

the poor, and acquisition of 7and by more small farmers, should
 
seek to influence El Salvador to place much greater stress on
 
labor-intensive industrialization targeted increasingly to markets
 
outside the Central American region. The U.S. should utilize all
 
appropriate means to this end. The USAID, the Embassy, and AID/

Washington should mount a concerted and broaa-gauged effort to
 
sensitize influential Salvadoreans in Government and the private
 
sector to the advantages of a labor-intensive, export-oriented

industry and marketing strategy. The change-over should be treated
 
as a long-rance effort, involving major policy changes and
 
incenCives to be planned and introduced in phases. Smaller cities
 
and rural market towns should be -:he focus of the program; and
 
inclusion of the crowded capital city of San Salvador should be
 
discouraged.
 

Recommendation =6:
 

AID/'dshould support and assist the Mission in the development of
 
a program to help El Salvador move towards a labor-intensive export

orientation in its industrial 
sector, through both technical ard
 
project assistance. There are obvious themes in New Directions
 
legislation which are supportable under such an emDhasis, including

development of agro-industries, support for off-farm employment and
 
market town creation, greater application of appropriate techno og.y,

and support for the urban poor.
 

Strengtnening Donor Coordindtlon
 

Until recently there has been relatively little systematic ani
 
effective coordination among major foreign donors. The donors
 
have now started to meet on a regular monthly basis in San Saivador.
 
However, coordination in Washinjton, where basic.policy and program

decisions are made by the major donor agencies ID3, IBRD, and
-

AID - is inadequate. Prospects for encouraging El Salvador to taKe
 
the difficult policy decisions required to move industry towards a
 
labor-intensive orientation would be substantially strengthened i1
 
the donors were speaking to El Salvador with one voice, or at least
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in harmony. Basic agreement among the donors on a labor-intensive
 
industry emphasis for El Salvador would carry important weight
 
with the GOES and also facilitate coordination of external
 
assistance in support of this goal.
 

Recommendation 47:
 

AID/W should initiate a dialogue among major donors to see if
 
agreement can be reached on the desirability and feasibility of
 
a special effort to move El Salvador towards policies and
 
programs emphasizing a labor-intensive, world-market oriented
 
industrial strategy. With AID now giving priority attention to an
 
employment-generating rural enterprises project for FY 1980, the
 
LAC Bureau should start this dialogue in Washington without further
 
delay.
 

Recommendation ;8:
 

Pa;allel to this, AID/W should open a dialogue witn other donors,
 
including IDB, IBRD and the Organization of American States, on
 
the possibility of establishing a consultative group, or some other
 
mechanism, for development assistaoce to El Salvador. The idea
 
should also be vetted with the Government of El Salvador. A useful
 
way to give momentum to the process would be to propose that the
 
Organization of American States convene an early meeting of CEPCIES
 
at which El Salvador's Five Year Plan would be the subject of
 
careful and critical review.
 

Agriculture and Natural Resources Management
 

The keys to increased income and more employment for small farrers
 
in El Salvador are selective land distribution anc more inte. sve
 
land use patterns, particularly involving multip>l cr~p"i:-., nc.
 
the introduction of cash crops. Small farmers in Saiva.or c r
 
significantly increase net returns by :hifting sore o- tr-r lar
 
from basic grains to higher yield, higher value, ron-zraCizicnal
 
crops such as fruits and vegetables.
 

An effective land distrib!4L>on program which brings in the
 
incentives of land ownership, and gives the producer a vested
 
interest in increasing the productive capacity of his land, appears
 
central to modernizing the small farm sector.
 

The expansion of irrigation facilities in the small farm sector
 
to permit continuous cultivation is a key element in the transition
 
away from basic grain production and toward a more modern and
 
productive small farm sector.
 

http:Saiva.or
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Changes in land tenure and use are integral to the further
 
expansion of labor-intensive agro-industries, since the small
 
farm sector has to be capable of providing dependaole, high

quality raw materials for the agro-industries.
 

Finally, another needed element in this sector is expansion of
 
modern natural resource management practices, particularly soil
 
conservation, among small farmers to help stem the tide of soil
 
erosion and general resource deterioration which is occurring on
 
the marginal lands under cultivation in El Salvador.
 

There are, then, at least four areas in the agriculture sector
 
where there is a priority requirement for GOES action and where
 
the USATD can play a constructive role: land distribution,

irrigation, the development of agro-industries, and resources
 
management.
 

Recommendation 49:
 

A Small Farmer Development Loan, to provide production services
 
to farmers acquiring land under the Government's voluntary land
 
sales program, should go forward in FY 1979, assuming satisfactory

evidence that the prices for land sales to small farmers can be
 
maintained within reasonable ranges. Permitting lending

institutions to let farmers borrow some portion of AID funds for
 
the direct purchase of land - a concept rejected by Washingtcn

when Drcposed by USAID for FY 1978 - should not be ruled out if
 
this would help catalyze structural change in land ownership
 
patterns.
 

Recom endation 4lO:
 

An AID loan of S2.3 million to support development of Sna'2 Scale
 
lrrigatin Systems was signed in August 1978. Inmonitoring

implementation of this loan, it is strongly suggestec th&t AiD
 
give particular attention to enhancemert of organized com unity

participation in the system.
 

Recommendation 4ll:
 

The high priority Rural Enterprise and Cooperative Development

loan project, now planned for FY 1980 to promote agro-industry,
 
should be reviewed at the PID stage quickly and then move into
 
intensive project planning and design. This process will probably

need to include one or more special purpose studies on Salvadorean
 
agro-industrial development, focusing on international market
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issues and products where El Sa'ivador would appear to have a
 
comparative advantage. Work on this project should go hand-in
hand with the broader set of initiatives discussed in earlier
 
recommendations on the need for labor-intensive industrial'zation.
 

Recommendation #12:
 

There are numerous possibilities for involvement in the resource
 
management field. We recommend that:
 

(a) effective action should be taken by AID/W with the U.S.
 
delegation to the Inter-American Bank to assure that
 
the San Lorenzo power project goes forward only if the
 
master plan for the Upper Lempa River Basin has been
 
completed and that the GOES has committed the resources
 
and has the capability required to deal with anticipated
 
problems of malaria, siltration, erosion, etc.
 

(b) Serious attention should be given by the USAID to
 
cooperating with the Peace Corps in its proposed
 
resource management project for pilot watershed areas
 
in El Salvador. (Commen6ing on this point, USAID and the
 
LAC Bureau note that cooperation with the Peace Corps
 
is actively underway in this area as well as others.)
 

Population
 

El Salvador has made some headway in bringing down birthrates,
 
thanks mainly to a progressive national population policy and the
 
popularity of female sterilization, but population is still
 
increasing at over 3 percent a year and at least three-quarters
 
of the target-age population are not practicing family planning.
 
USAID has assisted El Salvador in population programs since 1966,
 
and combined central and bilateral support for the program is
 
running at a 7eve! approaching S1.4 million annually. The
 
Mission's recently completed Population Strategy ?aper seeks to
 
move the 3GES towards: (I)focusing family pianninc service anc
 
information programs far more sharply khan in the past on specific
 
segments of the target population - particularly rural men,
 
younger ,,omen, and aoolescents; (2)oevoting more effort :o
 
programs in other sectors which foster fertility reduction.
 

Recommendation 113:
 

The Mission's basic population strategy is appropriate, but the
 
USAID should make every effort to move El Salvador increasingly
 
toward stronger actions, combining easily accessThle family
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planning services with policies which make large families
 
economically and socially less desirable over time. More research
 
and analysis are needed on El Salvador data assessing the impact
 
in fertility Df programs in other sectors receiving external
 
assistance, including reduction of infant mortality, increased
 
employment opportunities -for women, and 7upport for primary and
 
secondary education.
 

Health and Nutrition
 

Health and nutrition are generally poor in El Salvador, 
particularly in rural areas. Two years ago, AID reentered the 
health assistance field in El Salvador, using population funds to 
train and support a new group of paraprofessionals called Rural 
Health Aides - young men and women trained for 10 weeks to provide 
simple medicines, contraceptives, and nutrition and hygiene 
education from door-to-door in their home communities. Initial 
impressions of this program are favorable, and AID intet;ds to
 
continue its support in the future.
 

A $470,000 grant project to help El Salvador better olan and manage
 
nutrition programs was signed in September 1978. Drawing in part
 
on a recently completed draft of a Health Sector Assessment, the
 
USAID is looking to the possibility of an FY 1980 health loan which
 
might include assistance for malaria control, potable water, and
 
rural sanitation improvements.
 

Recomendation :14: 

While USAID's strategy appears to be well-conceived, the composition
 
and magnitude of a possible multi.-faceted Health Loan in FY 1980
 
will have to be planned in the context of projected limitations on
 
total AID resource availabilities for El Salvador. Hence, any U.S.
 
assistance in malaria control might accent technical assistance and
 
the training of Salvadoreans in specialties where the U.S. has
 
particular expertise, with the GOES and other donors funding other
 
needed inputs. We note with favor that since our -raft repo-t ..J/W
 
has decided to formally contact the ID3 on assiszarce in malaria
 
control because of the regional character of the problem.
 

Similarly, an appropriate AID role in potable water - where botr
 
IDB and the Canadians are already helping - might be thrnu'h OPGs
 
to PVOs experienced in low-cost rural water systers, with the
 
prospect that, if successful, a PVO could manage the rural water
 
component of an FY 1980 health loan. To the exteit that planned
 
evaluations of the Rural Health Aides program ind4cate a positive
 
impact on heal-:, nutrition and family planning objectives, AID
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support for the training of additional health workers would
 
probably be worthwhile. While support for rural 
sanitation
 
infrastructure should not be ruled out at this time, its relative
 
priority is open to question.
 

Education
 

Half the population of El Salvador is functionally illiterate and

two-thirds of new entrants into the work force each year are

unskilled. At the time of the OAS appraisal, AID was planning a
project in rural 
primary education and beginning implementation of
 
a project in occupational skills training. A prime aim of tht

first was 
to help build enough classrooms to give rural children
 
access to six grades of education, double-shifting teachers, since
 
testing showed that children perform as well with a half-day as
with a fu.l-day of schooling. The second project will train 11,000

young men and women in useful skills over three years and create an

institutional capability for training 4,000 people a 
year thereafter
 
without external assistance.
 

Recommendation =15:
 

Our draft report noted that the $4.4 million AID contribution for
primary education shown in the FY 1979 Congressional Presentation
 
would barely add enough classrooms for the natural increase in rural

populaticn and recommended consideration of a level at least

double this amount. To this 
we would add that we assume AID will

do all within its reach to 
ensure that IBRD financing is sufficient
 to meet rurd' needs and our hnpe that the IBRD and the GOES utilize
 
in p'anning the primary education project the four-year AID-funded
 
Education Sector Analysis which was to have provided the basis for

the AID loan. If the occupational skills loan proves as successful
 
as a two-year pilot grant project which preceded iz,AID should also
consider future assistance in this field, coordinating closely with
the IBRO, whicn is also helping in ski ls training. As istance
 
from AID could be meshed with GOES actions to encor-.c:e ,bor
intensive inoustrialization, with speciil attentio. 
in the early

stages to small-scale agro-industries in market to.*.ns.
 

Managemenz, Administration and USAID Relationships
 

Lines of Authority
 

The USAID's new management team got off to 
a strong start in forging

relations with the GOES, the donor community and the Embassy.

American and Salvadorean USAID staff generally welcomed the
 



- 23 

stepped-up tempo of activities. As demands on staff increased,
 
there was some uneasiness, however, over "unrealistic deadlinez"
 
and uncertain priorities. The authority of Project Committees
 
was not entirely clear to chairpersons or members,
 

Recommendation #16:
 

Inour draft report, OAS noted that while the above comments
 
could by-and-large be discounted as a normal bureaucratic reaction
 
when the workload goes up while people are feeling their way under
 
new leadership, the USAID should establish more orderly work flow
 
procedures and clarify lines of authority, including the role of
 
Project Committees. We said a clear system was also needed for
 
setting priorities and assuring that staff have the time they
 
need to carry out these priorities well. The USAID has since
 
initiated a number of steps to enhance internal efficiency.
 

Personnel and Organization
 

The USAID's new leadership was devoting considerable time to
 
personnel questions and to the optimal mix and organization of
 
personn'lwithin assigned ceilings. Instructions had come from
 
Washington to cut the U.S. direct-hire ceiling from 22 to 20 in
 
FY 1979. Since personnel matters were discussed at length with
 
the Mission Director, we confined recommendations on personnel in
 
the draft repcrt to only three items, as follows:
 

Recommendation #17:
 

(a) One of the positions slated for elimination to get down
 
to the FY 1979 ceiling was that of General Development Officer.
 
This officer is responsible for a wide range of activities which
 
do not neatly fit elsewhere, including relations with PVOs and the
 
Peace Corps and positive promotion of human rights. The USAiD
 
needs to analyze if it can step up programming with U.S. and
 
indigenous PVOs and initiate positive human rights activiities
 
while, at the same time, eliminating this position.
 

(b) Given the large and growing portfolio ir health,
 
population and nutrition, the USAiD should consider if one additional
 
direct-hire or contract American is needed in this division, beyond
 
the three positions envisioned at the time of the OAS team's visit.
 

(c) The USAID should give consideration to merging the Capital
 
Development Office and the Program Office. While efficiency and
 
effectiveness arguments in favor of such a merger are discussed
 
later in this report, appointment of a senior person to head the
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combined office would probably also make it possible to reduce
 
the total U.S. direct-hire complement from four to three positions.
 

(Ithas been decided sirce these recommendations were written,
 
that the position of the General Development Officer will be retained
 
and that population, health, nutrition staffing will be strengthened.
 
On item (c), USAID and LAC agree that merging the Capital

Development Office and Program Office makes sense in theory but
 
believe it could be counter-production in practice.) Whi.°
 
recognizing the risks, we believe that the growing trend in AID
 
to merge loan and grant operations merits a parallel initiative
 
by AID/W to merge operations overseas.
 

Documentation 

At the time of the OAS field visit, USAID/El Salvador has been
 
saddled by AID/W over the previous three or four years with
 
extremely heavy documentation requirements. The Health Sector
 
Assessment had still not been submitted to Washington after nearly
 
three years of effort and involvement of over 20 consultants. The
 
Agriculture Sector Assessment, while done with less delay and
 
anguish, was undertaken like the Health Assessment without
 
collaboration of the Government of El Salvador. The Education
 
Sector Analysis, on the other hand, was a joint undertaking. But
 
it had required four years of effort, expenditures estimated at
 
over $1 million, and was still not completed. Added to these
 
burdens, the Mission was in the final throes of preparing a
 
Population Strategy Paper, requested by AID/W more than year
a 

earlier.
 

Further, tne Mission was regularly asked to prepare Interim Reports
 
on conditionally approved PIDs before being allowed .oproceed

with preparation of the Project Paper. It appeared that the Latin
 
American Bureau was substituting -he Interim Repot -or the ?ro:jact

Review Paper, the former middle step in AID's project deve ocmEnz
 
systei which the Administrator eliminated last year in an effort
 
to speed up and simplify the process.
 

Recommendation #18:
 

Where sector studies are needed - and we are not convinced that 
they are necessarily preferable to good analyses done in a Project
Paper jointly developed with the host government with appropriate 
AID/W participation - then we think the Agency needs to develop 
a less time ana energy-consuming mechanism. No such study should 
be imposed unless the appropriate Regional Office Director, or his 
or her superiors, has determined that it is needed and has high 
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priority, after considering other documentation requirements
 
confronting the USAID.
 

Recommendation 19:
 

Since the interim Report appears to constitute an abrogation of
 
the ,m2 isrators decision to eliminate the PRP, tne interim
 
Report reeuirement should generally be dropped except when a
 
projec: is unusually complex. The need to carefully analyze and
 
resolve issues in moving from approval of a PID to submission of
 
a PP car be handled by active participation of qualified Washington
 
TDY staff in preparation of the PP documentation.
 




