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PROJECT Al'TlIOP.I~:\TION 

Name of Country: El Salvador 

Name of Proji'~ct: Ag!·ario.n Reform Crp.cit 

Number of fJroject: 519-02G3 

Loan ~ur.Jber: 519-T-G28 

L Pursuant to Sf-ction 103 of the Fo~.:;;g-n :\ssistD.r.~e :\.:!t Clf 1961, as a.mer.de:j~ I 
hereby authorize the Agr<il'ian Reform Credit project 101' El Salvador (the '·Ccc~er2.tin; 
Country") involving plJ.nned obliptions of not to exceed ~~ine ~.Iillion Five EUf1·::r-2C 
Thousand United Sto.t2S DollB.r3 (S9,51~O,OOO) in !O!l.'1 [ur.:::s ("Loan") u:1d Five :-1ur.':re,~ 
Thousand United States Dollars ($500.000) in gTant fun:::s ('~Grant!l) over a one-Y2:.lr 
perioo from datc of uuthorization, subject to the a\'ail.~'.:!;i:y of func5 in acccr'~>r.ce 
with the A.I.D. OYB/o.llotment precess, to help in finan<::i:,; foreign currency e.nd !·)cal 
currency costs for the project • 

. 2. The proj'2ct ("Proj'2ct") I'lill increase the availabU:~y of credit for be:1eL~:s.:,ies 
of the Sal\'2core.<!n Ag:·C'..rian Rdo,;n !:!nG h::l:::> to st:'e:l;ti;<::l :;-:2 c&~8b:lity of t~.! :':2~":::,) 
de FOr:1ento .-\:1Top2CU3.rio (BF.-\)· to proviGe for tr.e speciGJ c:eclit requi!'cITIenG ['_ri.~ir.,; 
from the Agrarian Refor~. 

3. The Project A~reements, which may be negotiated ~nd executed by tr.e cfficer 
to whom such authority is delegated in accorc:::.r.cc 'Nitn "~ •• !.['. re;u13. tio:-':s Ilne D2;'.?;3.­
tions of Autho~ity~ .sh8.ll b<? SL!~ject to the folio','lir.g esscil:i<l: terr.lS ar.d COVCldr:tS 2!".d 
major con-jitions, together with such ot:-:s-!' ter~s and cs::ci:ions JS "'...I.D. ma~· ci2~:n 
appropria.te: 

a. Interest Rate IlIld Terms of RC::1:-'!";;ne:1t (L8ln) 

The Coope!'atin~ Country shall rc~ay the LO;,tn to ,-\.l.D. in U.S. Dollars :'"!~hi:1 
twent,--five (23) ve3.:-s from 'he catc of fi~st CisJu:-~er.:e!1t of the Loan. i.ic;L':::i::~ 
a gra~e period oi" not to e-,~ced ten 00\ y~3.rs. T~e Co"pe!,Q~i"1r; Coui::ry '::,.d 
pay to A.I.D in U.S. DoUJr3 i::(c,est fr::gr: the ~c t~ of first c:shurse;:; ,:n~ 0;' 

the Loan at the ro.te of (il t"::o ~crce::t (2"0) per !: .. J::1 durin; t:-'e first t::1 (:Oi 
years, and (ii) three pc-reent (3') f)er ~r.r:tJm ll-.' '::fter, on the 0'..!t5tU~:':!~; 
disbursed bc.!a.lce of the Loan Ul1d on 111y cue e, t!Il;>aid interest <,cc:";..:eG 
thereon. 

b. Source and Ori7in or" Gooes and Services (to.1n' 

Goods and services, except [or OCE.1n shi~ping, f;n::!.~ced by A.I.D. under the 
LOllil sh8.11 have their source and ori;-in in count':c.5 that arc members of the 
Central Amcric.1n Common ;,:arket or in countries i~,!::Jded in ,\.I.D. Geog!'l:)~iic 
Code 941, except .'lS A.I.D. may ot!lcr',vise ac;rce :;;; IVritin~. Ocean ~hi:'ll~il!~ 
financed by .:\.l.D. l'ncier thc Loan shall, exccpt ~ ': .. 1.0. may otherwis,:: ;:!;.~e 



In writing, be fin:.Jn~ed only on fl~;; \'C':3CJ.s of U:e Ul~itcd States or of ccu;1t"it.'s 
that arc membcr."S of tile CentL'.lJ. :\rneric'!lr. Co:-;!mOrl ~,;ark(!t. 

Good~ 8J1d services, e:i.Ct:!pt tor OCC2.n 'si:i::?irl';, ii::~r.ecd uy :\.I.D. t!!":ccr tnt' 
Grant shall have t/,cir SOl1rce'!.nd C:-i;!'l in t::e L':,i,ed Stlt~s ~!1d cOU:-:::-:C5 t:~-=. 
are mer:lor::'S of tI~~ Ccntr:l.l. :\;.;c:-;;:ar: CC::-::710n :.:f.:-!.;:e!, EXC'2:;Jt i.S .\.I.u. r:-;~:; 
otherwise G(,ree ir, "';['itir,;. O~'2!~, S'lir.)pi.':; fir:':.'lC'2G :'y AJ.D. linGer t:-:e G:-:l1t 
s!l.111 , e~;cc?t l:i .\.:.Q. r;:.:y ot~e:- ,':;;;~ z.~;:-e~ i:l ·,';riti,,;. be fin::,j,ced oi:ly Cil :tz:'; 
vessels of the United States. 

d. Reimbursement of Ex~:;ns",s 

Upon complillfl~e with tr.e relev9.r.t CondWc[,s F'rececent to D!3~urse~ent ~y the 
Cooperutil!5" Country, :\oLD. r.l2.y C;sbu~5e 10,::"11 IU;,:S .l.S reimb'-"!'sement r'c:' cost.:; 
of credit, and Grant fLinds as :-E:iTIb:J:-se:T:~:.1t for costs of ~-=:.!!lr:ic::!I ?..ssist·!~.ce 
and other elig-i:>le costs, provided that ev:c'2:1c'2 is Iu:'nisl1ec to .--\.I.D. (:1 :c::"! 
and SU0st:lnCe satisfactory to A .. I.D. thar s;;ch ccst.s were ir.cufred s;.;~s.::(..:;;.;ent 
to tht:: Project Authorization d3.te. 

e.' Conditions Precedent to Di3J'.lr32",e"'.~ (!..c·;';:) 

Prior to any di.3burser:12nt, or :r.e is.3\.;:.;-,~-= of s~~C:f:2 cOf7lr.:iti:ie!1t ::c~~""7;'::':i:s 
under the ?:-oj<::!ct Loc.n .-\;:-ccm!:nt to fii'.-'l!"'~~ crcc~t :':::' the 81.:'., tr,e Coc:-:.::'~J:~; 
Country shall cause B:?A to f\,ll"n3h to A.!.D., in iM!Tl .. :.ild substan~e sat:s:',.cto:-y 
to A.I.D.: 

(1) Evidcn~e that 11 Sp~~icl Cco?e:-:;.tiv-= :~.sscCi1t!Oil Lin~ of C:'2cit has 
been legally es tablishe:d,,'! hi cl1 C..l;l ';)'3 'JS ec! for: 

(a) Crop productic!'1 credit ':-eYO!'1C tr.at '.';hi~h is avail1!ble r':-Ci7l 
other. institutioncl lE:nders, 

(b) ~.Iedium and lonz-term i:we.:::;t:71ent requirements, 

(2) A Descri;:>ticn of r.o',', tl:::! S;::>:.:!::.:l CC8;-c:'2.~ive .\s';::lchtlon Ll~~ of (>~cit 
wUl work, ir:cluGing interAst r:::te ~:'.: tt?:·~S ~'j b.~ Il~?i:t.j, ap;,iication ~r0ec~..::'~s. 
and relation.3hi;> ;:0 othcr sources c:' cr;;c:t. 

f. Condition Prr;ccnNlt to Di"'~ll:-~cm!'nt of Lc~~ Funds for th~ S;"c!jl 
CooDcrative ,.I,.s":::.!iJticll Lin~ or C,C:~';it , 

Prior to any disblJrseme!'1t, or issuar.ce of s~~cifi(' commitment documents ,!~der 
the Projec~ Loan A;;rccmcnt to fir.:1i,ce c:'ccit r'c~ th~ OF .-1., th~ CQQ,;~r""'.!:-~ 
Country shall C.:luse the BF.-\ to st,;oi71it to A.l.D. J' :"in!ln'!iai pl.1Il su~,l:r.:!'i:::ir.s 

http:finr-I.ce
http:sistr.ce
http:reimburseme.nt
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tile tot.11 credit recuirc:-re:1t.; for c~ch 1:"ci~~Ja, ir.~LlGir.·; the! nrnCTlt l') '"'.' 
financed throu,:h tI. S~ccirJ c.:o?~~rntive ;-\SSOCiHiJ:1 Li;:e of C:'r..Clt ':"r~dl~ 
oL"1cr inst:tution.:11 sources, for \';hkil the cr.-\. is r(<;~I.:.)ti!'l; iJ:c di.":)Ur:5C!Td':i1~ 0: 
A.r.D. funds. 

g. SDcciJ.l Cov("nants 

The Cooperating Cou~try '5~1[111 co\'cnant th'lt, u.'11~s a\.I.D. t)thcr~\'i~~ ·:gre~.s i~ 

writing, it will: 

Clearances: 

(I) Make D. cnp!tal cont:"i:)utio:1 of at le.'i~t 33.5 r.1ili:on ecu:v~L:-I: i~ 
clJloncs for t~e BF:\':;; ~::>c2i:'.1 CCc,;C2:'D.tivc .·\.'ssoc:ation Li:18 -:.t C;::::it 
during the life of the Prcject. 

(2) ~lake l1\'ailab!e D.~e::'J::: te c!'c;J ;;:,odi..:~tio:1 crecit to tr.e .-\.g:-1:'i2..:1 
Reform Sector through the b.J.n~<i::;; s:,'5:er:1. 

(3) Cause t~c SF.\ to (;0Vef1D.nt to hold :);>~~ the S?e(!i9.1 Cc,:;::~:,.::ti\.'-= 
Association Line of Crecit f'C:, a mir.i:.Jur.1 J~' ",·:;ve:1 ye.::.:-s e.na tJ :-::t·~:,:: 
all renows as co.pital to the .1fcrc!.lctionej S::eciaI Li:;e. 

( -1) C a u 5 8 the B F.-\.. .1 t the : i 'TI e t ~ .' ~ :\. I. !). l.""':! t r. c C C :; ;J "r-1 t: ~::;- :.:. c: 
muwally agree in ',·iritir.g- t-.:: trc~G :5 r.o ;:::-.:;-''::' a n;::cd fer L""--= 3: :_': ': 
Line, to CI)V2r.:J.nt to con::'::-l~e ell :-.~i~c·· . .o ·~·::r.".::,<::~d by t~,2 .~;-~:.::~. 
CJop~rative i\ssociation Lir,~ c,;' C;'E;jli:. Ie;' :~3;.~ '.i1 ~ne L?X:; nC:'7.dl !';,,::.::': 

farmer and agra.!'ian reio:-m credit ;.: ... "~:-a:r.s. 

(5) Ensur·:; that the BF.-\. is §;'iven J.t lE2.st -"-:;-';:1: p:-io:'it:: ',.;he:: ;,e~l::-::e~1ts 
of Coo~~rati'.'e As.ooci:::.tion ~:::E.::") irQ:-:, U-.e e::;~:-:;c:,ciaI (rr.:xe-j) O::';.~3 2..i1': 

the BF.-\ are due. 

( -
I f 

/ 

Acting A5.5i.st'-1.1t :\d::ll:·.:st!';::.~:: 

Bureau for Latin ,\r::~!'ic~ 

ar:d the Caribbe9.I1 

. I 8.::J.:c 
'..-I 

LACICE~::.!:\rr.old:~\h- date q L> 
LAC/DR:CPe.9.s!cy: .'~, daLe .... ,' .:..,;. 

LAC/DR:~.ILll'own: ~ date ~ {1.S ... 
""'-'f/ 
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See attached. 

B. Reo:tliieJ ldations 

1. tEAID/El Salva:Xlr rae i llileuds autbJrj.za:tioo of a $9,500,000 
Developnent Loan an:1 $500,000 Developnent GJ:ant fot· an Agrarian Refcmn 
Credit Project. 'lhe loan sl'x:ruld be repaid tx> AID in Unita3. States Iklilars 
within twenty-five years fran the date of fjIst loan disbursanent, incl.1..Ii:1l¥j 
a grace Feriod of wt to exceed ten years, em that thP. rate of interest 
be 2' dlIri.n; the grace period am 3 % thereafter. 

2. Also, because of flerlous re5C1I.It'Ce c:nnstraints in El Sal vader 
am the need to increase the avai..l.ability of agricultural. crec:!it lm:nediate­
ly while crops are still bein:] planteCl, USAlD./El SalvaOOr reo:mrerrls that 
it be authorized to reinbn:se the! G)ES for e!ligible expenditures :::ran 
June 1, 1980 rather than f:ran the! date of tile Project Au~rization. 

c. Bo~/Grantee 

'n1e Borrower will be til.e Governrren.t of El Salvador. 'lbe Central 
Rese:::"e Bank (BCR) of El Sal vacklr will use the AID <bUar loan to make a 
local cu:rrency capital c:nntribution to the lIgricul tural Devel.opnent Bank 
(BFA). The major :iItplerenting agencies will be the BFA an:l thE- Salvadoran 

Aqrarian Transfornation Institute (IS'L\). 

D. Project Suma.ry 

'ttle project, alt;h:)ugh it has been designed in great part to ~ 
sp:nl to an imnediate requ.iIanent for agricultural credit in the re« 
agrarian refonn sector, has langeI' te:an institutional abj1actives as well. 
It<<; purpose is to ioc:rease l::oth the availability of c.:red:i.t to the agrarian 
reform sector an:1 the capacity of the lIgriC'.ll tural. :evel.rJPIei!t Bank (BFA) 
to provide such credit. '!be projL'ct was originally proFosed as part of 
the Agzarian Pefonn Sect:LJr - Pl1a5(~ I PID. lk:lwever, because of the need 
fc ,," ad:li tiona! c.red.' t reoources imrediately, the credit cnuPJtalt was 
acx:elerated and made into a separate project. CclnplanE'!l'ltary assist:.anoo to 
the fle\.J agrarian refOIlt\ sector, perhaps incl\Xling additional crecii.t furX!s, 
will be p:.:ovided ci1rough the F,grari.3Il Pefoz:m Sector I Project which will 
be sul:mitteCl to Wash.ingt:an in July, 1.980. 

'Jbere ',7:P. two major activities in tl1:iE credit project: (1) es­
tabl:ishrre1t a':ld operation of a Speci.al Q:q:erative AsSCX'iatian Line of 
Credit, an:1 (2) technical. assistance for organi2ati'Jtl of a new credit 
system to rreet the needs of the agrarian refcmn sectx:lr. '!he 5reci a 1 Li.."le 
of Credit will be capitalized initially at $13 millian - $9,500,000 of 
AID J:Ievel.oI:lrent loan funJs an:1 $ 3, 500,000 fran the GOES. Credit fran 
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.,a BFA line will be used to a:Ner needs above and beyax1 rxmnal Central 
0i!ll'1k crop produet.1a1 lines of credit. '1hese are needs that, prior to 
e:xptoptiation, would have been net by the fomer ptq:;erty owner out of 
his ~ capital resources. ~ new cooperative ass::x:1at1Dns and 
their InEIltlers Cb not have these resources. M::lre specifically, the 
Special Credit Line will be used for i.nc:r:anental crop proc:"lu::tian credit 
(Le., al:xJve limits ~ under Central Bank lines); nedium arx1 lon; 
tel:m fam m.ir~tenance am equi.pnent needs; arx1 general fann administrative 
am ~ capital requiranents not c:x::1"JerE!d by other soorc;es of credit. 
Farm finan::ia1 arrl credit planE Wl.ll be prepared for all of the ~­
nate.ly 250 or so properties intervened ciurl.r¥J 1980. 'Ihese plans will out­
line total credit re:;ru.iranents and will serve as the basis for fOIIli':ll 
aR'lica.t.ions to open crop prOOuct.i.on lines of cre:u.t in the a:mnercial 
banks a."rl special requiranents lines in the BFA. 

'llie project also inclOOes $500,000 of Developte'lt Grant funds 
far technical. assistance relatin] to fann and f.i.nancial pl.anning for the 
cex>perati ves and to the o..."'"gi3Ilizatian of a credi. t systan W'h.ich meets the 
unique dEma.n:is of the neN CXx:>pe.rative associations. 'Ihl.s te::hnical 
assistance will include 0..0 long-teIm contract oonsultants for ~ years 
each - one Farm and Credit ManagE!Te1t Specialist and one Bank Managerent 
Sp=>cjaJ ist - and fourteen nonths of si"xJrt-temI technical assistance in 
such areas as accounting, infODTation managarent, systsns analysis, fann 
planni..~, c:re:ii.t supervision, etc. 

L"l smtnary, AID and roES funds will be used as follows (0005): 

A.LD. OOF.S 

Loan Grant 

1. SpEcial Line of CrOOit 

capital ContrWution. • 9,500 

2. Insti tuticn Buildin:.t 
Technical Assistance. • 

E. Project Issues 

9,500 

.500 

500 

3,500 

3,500 

'1lle DAEI: review of the Agrarian tefam Sector - Phase I PlD 
raised several issues relevant to this Agrarian Refcmn Credit Project. 
'!he first of these, questions relating to l'XJW the c:amt:eS'lX) enterprises 
are organi7.ed and !Dol they will operate, are disrusserl in the Institu­
tional arx1 Social Analyses. '1lle secx:md major issue ra..isa::1 durin3 PID 
review, the deman:l for credit, is di scussaJ in the Eb::JrXJn:i.c Analysis 
Section. In brief, the dat'iaI'¥l durin; agricultural year 1980/81 for 
speci a J agrarian refcmn credi. t requiranents wtUch caIlIDt be net through 
exi.stin; financial~, is a~te.ly $26.6 million, $13 mill1m 
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of which will be provided tmmediately through this project. Thirdly. 
~ID/w expressed concern about the capability of various institutions 
in the agricultural sector to support the new agrarian reform benefi­
ciaries. The Institutional and Financial Analyses discus~ the BFA in 
some detail and de20nstrate that it can play the role envisioned for it. 

F. Conditions. Covenants, and Waivers 

Other than standa~d conditions and covenants. the Mission 
recommends that the Project Authorization include the following: 

1. Condition Precedent to First Disbursemert of Loan Funds 

Prior to any disbursement .•• the Cooperating Country shall 
cause the Executing Agency (Banco de Fomento Agropecuario) 
to furniRh ••• to AID (a) evidence that a Sp~cial Cooperative 
Association Line of Credit. which can be used for (i) crop 
production credit beyond that whic~ is available from other 
institutional lenders, (ii) medium and long-term investment 
requ.irements, and (iii) hacienda administrative expenses, 
has been legally establish~d; and (b) a de~cription of how 
the Special Cooperat1.ve Association line of credit will work, 
including interest rate and terms to be applied. a?plication 
procedures, and relationship to other sources of credit. 

2. Condition Precedent to risbursement of Loan Funds for the 
SEecial Cooperative Association Line of Credit 

Prior to any disbursement of AID loan funJs ... the Cooperating 
Country shall cause the Banco de Fomento Agropecuario to 
submit to AID a financial plan summarizin~ the total credit 
requirements to each hacienda. iilcluding the amount to be 
financed through the Special Cooperative Association Line 
and all other institutional sources, for which the BFA is 
requesting the disbursement of AID funds. 

3. Special Covenants 

a. The Cooperating Country shall covenant to make a capital 
contribution of at least $3.5 million equivalent in co­
lones for the Banco de Fomento Agropecuario's Special 
Cooperative Association Line of Credit during the life 
of the Proj ect. 

b. The Cooperating Country shall covenant to make available 
adequate cro~ production credit to the Agrarian Reform 
Sector through t~e banking system. 

c. The Cooperating Co~ntry shall cause the Banco de Famento 
Agropecuario to covenant to hold open the Special Co­
operative Association Line of Credit for a minimum of seven 
years and to return all reflows as capital to the afore­
mentioned Special Line. 
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d. The ~'"B.ting Collntry shall cause the Banco de Fanento 
~cuario, at such time that AID and. Cooperating 
Co~ m.rt:ually agree in writing that there is no 
long!r a need for the Special Line, to covenant to 
contrililte all refla.lS generated by the Special C0-
operative Association Line of Credit for use in the 
BFA's normal small f~ a.grerian reform credit 
pr'OgreJIlS. 

e. The Cooperating Country shall covenant to ensure that 
the Banco de Fanento Agropecuario 'is given at least 
equal priority when repayments of Cooperative Associa­
tion loans fran the CClI~ (mixed) banks and the 
BFA are due. 

I. Waivers 

'!he Mission is request.1nq one source and origin wa.i~ am 
an increase in its cxmt:z:act.in;1 authority. 

a. Increase in Mission Contracting Aut:lx:lrity 

'!be Mission has been rerlelegatod autbJrity to enter into 
cx>ntracts which do rot exceed $100,000. ~,as 
explained in Section V of this Project Paper, there is 
an urgent need to procure technical assistance services 
for the BFA as quickly as IX>Ssible. Unfortunately, 
neither the BFA oor the OOES has the capability to neve 
quickly in execut.ing a c:cntract. 'lherefare, AID has 
deteJ::mined that ~ AID con~ is the ITDst ap­
propriate mechanism to use under these ciro.mstanoes. 
In order to further expedite C011Ltacting procedures, 
AID is explorin] the possibility of us~ a qualified 
8 (a) fi..m. it is expected that AID will enter into an 
insti tutional cx>ntract to oover the cx>sts of boo long­
t.enn cr:Nisors for boo years each am several sh::lrt-tem 
cx>nsultants at, an es-.:imated CDst of $450,000. In the 
interest of expediting the proc:urenent of technical 
assistance and ensurirg that these urgent services are 
provided when ITDst needed (Le., by July 1980), the 
Mission requests that its cx>ntracting autOOrity be .in­
creased to $450,00 for this project, or that the Regional 
contracting c':ficer be all~ to se!"'Ve as the author­
ized tu:J representative and sign the contract in question. 

b. Source and Origin Waiver 

The project includes $50,000 of Grant funds for addi"tional 
short-"te..-rm technical assistance in such areas as a.grerian 
reform credit, accounting, info:rnE.tion management, farm- aile! 
f:i.nan:i.a.l planning; sys"terrs analysis, and credit m3Iiageinent. 
In Idemuyms technical assistance sourceS, the Mission 
and- GOEs -will lOOk for cori5Ui tan"ts experienced m, the 
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intricacies uf agrarian refonn credit. It is highly 
pr'Obable that many of the best qualified, mst relevant, 
and mst readily available short-term expects will be 
found in latin America, particularly Central America. 
The Proj ect Aut:horization therefore penni. ts the use of 
grant funds to procure goods and services :frum. the U.S~ 
and member countries of the Central Arrerican Cannon 
Market. If experts fran other Code 941 countries are 
required, the Missicn will process source and orl.gln 
waivers as appropriate. 
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II. ~ 

A. Political arrl. Econcmic Framer.«:lrk 

1. Political Envirarmmt 

On o::tober 15, 1979, a new refOJ:IIH!lirxled civiliarr-military 
junta took control in El Salvador. Alt:holJ;Jh there hare been char¥]es in 
its canrosition, the Junta Revolucionaria de Gobierno (JR;) rem'ins a 
progressive am "centrist" goverment which is tryin; to carry O'lt fun:la­
mental e:::onanic refollIlS at the same time that it asserts its authority 
am tries to achieve sate level of danestic tJ:arxauili ty • 

'lhe e:::cnan.ic prcx:Jram of the revolutionary~, as 
anoounced at its inception in o=tober 1979, is to "adept rooasures that 
lead to an equitable distribltion of the national wealth, increasing at 
the same time in a:x::eleratOO fashion the national prcduct." Major eco­
n:::mic measures taken thus fal.- by the Gove:rrInent have inclu:led nationaliza­
tion of the private ~ systan an::l of exports of majar agricultural 
pn:ducts. The cornerstone of the GoverI"llreT"'t I s policy is, however, agrari­
an refcmn - i.e., the re:listribltion of large hacien::la properties to the 
cw:rently laIrlless and the transfer: of property rights to small famers 
of lan:i they arC? presently renting. SUccessful implementation or at least 
srccessful initirltion of the agrarian refarm is also the rrost .in'portant 
sing: ! factor in legitimizing the current gove:rI:lI'lelt. Conversely, a 
fa11'lI'e to linplement the agrarian refarm may well lea.:t to a rrcre radical 
political future - either right or left. 

2. Econanic Erwiromle!lt 

All of these refOIlllS are being intrcxfno:rl in an extranely 
difficult ea::lnanic enviromlent, sere of ·Nhich is due to traditional or 
systanic pt"oblans and sane to new problans which have arisen durin; the 
past year. The traditional causes of ecarx:m:i.c stress have been a~ent 
far a number of years. These includP. a rapidly ~ pop.lla.tion rela­
tive to a small land base, a lan:i ownership p;\ttern under' which rrost lan:i 
was held by a few, insufficient in:iustrial developnent to relieve the 
pressure of popllation growth on the land, continued expatriation of the 
country I s wealth by a relatively snail elite, am high levels of un- 3IXi 
l.Irlderatpl.oym;>nt. The country IS ecorx:m:i.c prablGllS have c:x..mpc::!llld during 
the past year as political violence an::l tuntoil have increased.. The re­
sult has J:een declini.DJ private investment and prcduction, capital flight 
.:mel declining foreign ~e reserves, declini.DJ revenues and in::reasing 
!;Ublic sector deficits, a near susp:msion of priwte sector construction, 
~ shortages of consumer and investment gocds, and rapidly increasing 
unenployment. 

In cold econanic terms, GOP declined by 1.5% in 1979, am 
the Government is estimati.n; a decline in 1980 of at least 5%. '!be decline 
will be distributOO anon.; all sectors, with the greatest jmpact expected in 
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the agriculture, oonst:ructic:n, mamJ.factur1n;, and ccmtetee sectors. 
'lbere are no official data al unemployment, although it is estimated, 
for exanple, that at least 29% of the lalx:lr force previously enpl.oyed 
in large am roodi~sized manufacturin:f f:1rms reve lost their jabs duriJ'¥1 
the past year. Bulget deficits am inflaticn are also increasin]. 'lbe 
consuner I%'ice ~ ~ by 12% in 1977, 13% in 1978, arx1 15% in 
1979, and during the first quarter of 1980, it reachai an annual rate of 
22%. Given the significant <DES b.rlget deficit which is exp:cted in 
198C- sane ¢355 million ($142 million) or 10 t.:lm:!s the 1979 level -
as \IWell as exchange controls, decli.ni.ng :i.mp:lrts and producticn, infla~ 
tionary pressures will undoubtedly continue to IlDllIlt. 

Bayaoo these prablans of deteriCJrating production, in­
creasing un- and urrlerenployroont, arrl acceleratin:J inflation, the G0vern­
ment of El Sal vadClt" is faci~ severe ba.lan:::e of payments pr.-essures. USAID 
);It"ojectians of the 1980 am 1981 balance of payments are detailed in Annex 
II.C. They assume reduced exports in l:x:>th years primarily because of 
reduced planting am/or care which may occur in both the refonned arx1 non­
refatmerl sectors. As~~ decreases in E!XIXlI'ts arx1 real :imp:lrts in both 
years, the Mission projects balance of payments deficits of sane $220 
million in l:x:>th 1980 ancl 1981. 

If deficits of this rragnitude occur, the roES will face 
tl«> major alternatives: t::> apply far a.ddi."tioml IMF cra:iits (secorD arx1 
third tranches) which would likely involve difficult restrictions or c0n­

ditions that :irope:le .irrplemmtation of the varioos refonns, or to sell or 
borrow further against its gold stock. (The ens has already borr'cMed 
$90 million against approxIDiately one-third of its gold stock.) Neither 
is a CCll;>letely satisfactory option, arrl it is pr-obable that the <DES 
will face a serious fClt"eign exc:h.an3"e crisis next year. 

B. StrLrture of Agricultural Sectcr Befm."e !!grarian Re£0l:m 

1. Land arx1 People 

Approximately 1,4.50,000 hectares (70%) of El Salvador's 
total land area of 2,098,000 hectares is in farms •. Of the farmlarx1 al:x:llt 
662,000 hectares are in crops, 553, 000 in pastures, arx1 the balance in 
ncuntains, woods, arx1 other uses. Except for urban land, non-faDTI land 
iE pr:irr.ari1y nrnmtainous, sane of which is forested. 

The national FOPllation is approximately 4,500,000 of 
which al:x:llt 2, 700,000 ~e (60%) are rural. Thus the available fcum 
larXI. (even allow:ing that scme marginal larx1 might be brou;ht into faIms) 
is apprax.imately two-thirds of a hectare per rural inhabitant. In teJ:ms 
of crop land, there is less than a gua.-ter hectare per rural inhabitant. 

The c::JWnership of this limite:i lard has been highly concen­
trated in the harxls of a sw.l.l mrnber of proprietors. The Gc:IverrIIe."'1t, 
far example, estiIrates that the approxlmate1y 2,500 rolding over 100 
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hiiCtares which are to be expropt:iai:ed durin] the agrarian refcmn ~ 
DIre than 600,000 hectares ar apprax:1mately 40% of the £am area. of the 
camtry. Data also sh:M a strong CCII:'relation between farm size ani 
ownership. 

TABLE I 

!and Ownership as a Function of Fant\ Size 

Size of Holding (has.) Percentage of Fann Units 
~letely~ 

less than 2.0 24.9 

2.0 to 4.9 53.2 

OVer 5.0 79.5 

All fa.nns 39.9 

SOORCE: Derived fran 1971 Agricultural Census 

The roost recent agricultural census (1971) verifies the 
highly ~ lan4 distriOOtion systan. As of -that date, 7:'.7% of the 
nation's fanns COIler~ 10.4% of farm area were snaller than 2.0 hectares, 
and 86. 7% smaller than 5. 0 hectares. On the other em of the spa:Lt 1.In, 
the 1,941 fanns at that date which were largE:.~ than 100 hec'i.:ares (0.7% 
of all farms) covered 28.2% of all fanns larrls. Small size, IOClreover, 
is ccmpoorrled by the predaninance of tenure faz:ms other than sinple 
ownership, especially am:mg sraller fams (see Table 1). Land rental 
was the IIOst calilon non--a-mership tenure fOl:It\ in 1971. Colonia, a 
systan under which large land CM:lerS pex:mit faIIlI workers livirg on the 
land to grc:M what is usually a small subsistence plot in E!XCharY:/e for 
services an:::i/ar a share of the crop, was stil:L an :iInp::>rtance tenure fom 
in 1971 ( 6 .3% of fanns), but less :iJnp:lrtantarlt ; than in the past. ~I 

SiIrple renting, alone, or in canbinatioo with an owned plot, 
was in 1971 the IIOst cx::nm:::m tenure fom for faIITIS smaller than 5.0 hectares. 
Maxitralrn rents c:.re regulated by decree an:1 the conditions of lease by law.2/ 
A MaJ:ch, 1978 decree, far example, fixed rents for Class II an:l III larrl -
at $86,1Ha. for eight m:mth' s use, rice land rent average arot11'rl $71/Ha. 
Rental rate;:; were m::>st recently adjusted by Decree 44 which lowered rental 
costs and established other a:mditions o:::msideri:'d necessary as a pre;l.u:1e 
to urrler taking agrarian refOIIn. 

y 

In the 1961 Census, Colonia \tas the tenure fonn far 24.6% of fams. 
Other fanns such as free use and siITple rental have ~ent1y increased 
at the expense of Cblonia. 
The provisions of that law rP.qUire, for exanple, that a written th.1::ee­
year autanatically renewabld lease be execute:l. '!be l.a:.1r ill widely igrx:red. 
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2. !kXman1c Use of the !.and 

Coffee is by far the major agricultural crop of El Salvador 
and the size of the coffee crop and its Price on the international narket. 
are the priIx:ipal deteIm.inants of gross and net agricultural:f..ooane.. As 
sbJwn in Table 2, coffee aocxnJnted for 65% of gioss agricultural sector 
pr:od1.ction in 1977 and 55% in 1978. This waS ~ on awroximauuy 
10% of the country's £aIm lands. 

Basic grains (naiZe, sorghun, rice) and l:eans account £01" 
use of ~re between 25% and 30% of the land in £aIms 3/, rut for only 
14% of the value of prod\l::t. M:>st :faJ::rIers, including pracB.ca.uy all th?SS 
constituting part of the rural p:>Or, have s:Jte baslc grain crops. Su;ar 
cane and cotton cover 3% of the land and produce 14% of the gross prixmcti' 
llvestock accounts for 38% of ~ famJand (natural and ~ pastw:e) 
and 8% of the gross prod\l::t. 

TABLE 2 

Gross Agricultural Sec~ Prochx::tion 

(Millions of Colones -- CUrre.,t Prices) 

I--' 

-1 973 1 9 7 4 1 975 1 9 7 6 (r) 

AGRICULTURE . . 711,908 776,862 782,165 1,335,918 

1. Coffee • " . " 358,177 423,092 286,949 899,909 
2. Cotton · . . 83,187 92,565 101,177 124,1ll 
3. Maize · . . . 80,679 65,134 93,556 64,071 
4. Beans · · . . . 24,194 23,064 21,809 26,080 
5. Rice · · . . . 9,788 11,495 29,104 12,513 
6. Sorghun · . · . 39,746 21,381 48,069 26,471 
7" Sugar Cane · . 35,420 46,952 101,854 82,328 
8. BrcMn SUgar · . 2,642 1,980 2,222 4,888 
9 • 'Ibbacro · . . . 3,548 3,884 5,016 7,144 

10. Cotton Seed · . 18,455 24,145 31,581 27,756 
11.Hene:;{uen. · . . 2,075 3,777 3,898 4,008 
12. Kenai · . . . 1,881 1,653 3,924 3,338 
13. 0thP.r (1) · . . 51,116 52,740 53,006 53,301 

CATl'LE . . . · . 111,640 116,703 130,085 159,272 

Sn.VICULTORE • · . 24,109 26,821 31,045 31,390 

FISHERIES •• · . 24,948 24,630 27,176 31,259 

APIOJLTURE · . . 3,723 2,989 2,731 4,490 

AVIaJLTtlRE · . . 46,084 50,996 54,965 52,080 

TOTAL 992,411 999,002 1028,167 1,614,409 

(r) revised figures - (p) provisional figures 
(i) includes fruits and vegetables, IlIJts and others. 

1 9 7 7(r) 1 9 7 8(p) 

2,053,395 1,804,721 

1,50S,974 1,157,275 
155,289 153,532 
110,077 173,252 
25,148 40,133 
16,980 30,157 
48,700 46,492 
85,356 87,183 
1,562 5,175 
8,001 10,368 

31,390 34,905 
3,149 4,477 
4,136 5,159 

53,633 56,613 

157,740 167,371 

32,854 32,500 

29,447 31,252 

3,556 4,300 

53,019 65,988 

2,330,011 2,106,132 

3/ Duplication J.:~ting ftan two or rore plantings and association of cne or DDre 
- crops nakes it difficult to calculate a precise and naaningful percentage in 

basic grains. 

-
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'lhese figm:es sug;est that ~e are Wlys to 1q;rove land 
use in El Salvador in order to expand plCduct.ioo, rm:al EIIIl?kyment, am 
:Lncanes. It is est:1matai that there are sane 140 ,000 h':.~ of good 
til1able lani f'DII either unutilized cr rnaxginally uti] i<:.....l for pasture. 
'll'lere is also mx:h l.ani teo steep far efficient produ."::ti.al of armual 
crops (~ sane is used far t..han) t:ha t 'tOOUlL'1 be better suited far 
coffee am other tree crops. There are also C7~t.i.es to lnl>1.UV8 
the use of l.ani thrcngh irrigation an::l other.lan::i lIrqrCM.'!lleIlt programs. 
!and refcmn, therefore, will involve I!Dre than t:.aki.n:J over existin:J 
pm:i1X:ti.on; it will be an opportunity to intensify the use of lani, j .. "l­
crease the national pt'oduct, an::l in:xmas for Stall farmers, and expand 
employment opfXlrtuni ties. 

3. Effe::ts of Pr~ RefOlItl Ian:i Pa.tterns 

Limite::l access to l.an:i, srraU £ann sizes, insecure an::l 
costly tenure, and pxlI' l.ani quality have btaen important factors in 
~ the country's 2.1 million rural p:lCr in poverty. For example: 

Stall fanns canoot .;bsab available :f2lITli.ly labr.Ir. The USAID/El 
Salvador Agricultural Sector Assessment p:>ints rut that high stru::­
t:ural (and not only seasonal) lal::x:lr underutilizatian cccurs on 
famlS snaller than 10 has. ani that the snaller fanns are, the 
greater the UIrlerut1lization. Ac:x:ordin;J to an II£) study cite::l in 
the USAID Assessnent, El Salvcrlar has the highest rural lab::lr un­
der utilization in Iatin 1Imerica, 47%. 

Inse=ure tenure am l.ani renting are obstacles to capitalizing the 
small fann. Although peDnaIleI1t and specialty crops offer a Im.1Ch 
higher' retm:n pe:r hecta l':e than do thi~ traditional basic grains, 
the larger investment generally 1nvolve:l in establ.ishin:1 then canl'X)t 

be justified if tenure is inse:ure, even if a small prcducer cculd 
afford to ~ lan:l rut of producticm an an already small fann 
until pennanent C':I'OpS generate in::a.re. 

Nt:merals a'ttanpts in extend credit, tech.n.ical assistarce, or public 
servia-s to a larg~ rercentage of farms have been frustrate1 by 
3IIall farm siz\~ or tenure relatiOO'ships. Serv1c~ l.aJ:l;Jer farms 
with services l'elate::l to prcdu::t1on is generally instibJticnally 
rrore CX)st-effe::tive than servic~ SIalier ones. Tenancy may also 
p:lSe prablans. For example, on nr.m,y of the large hacieOOa..s in El 
Sal"Jador which }:-.'ave resident tenants, public SEmT1ces SUCh as 
electricity, p:>'table water, sdxx:>ls, am clinics have not been 
exten:led. On nest, because of the concentratioo of large tenant 
populations, these services ccW.d have been p:-ovjda:i in a cost­
effective manner. Yet because their provision was seen as the ': 
~ibility of the patr6n, the Gc:'1verIJtent did not pt'ovlde dlEm. 
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c. 'Dle Salvadoran qarian Refatm 

1. Pre-19BO Efforts 

'!be (;overlltelt of El Salva:kr has l.aJ.3' been aware of lam 
term:e as a social a.n:l political .. issue. A>:l agrarian refa:m agerx::y was 
estahlisnea if. 193~! in the afte'anath of a large-scale canpesino revol~ 
wOOse S1.lpfI['e.c;ion resulted in a veIY large rn.Jnber C'f cartpesino deaths. 
'nle agE'.n=y has si,'lce gone through several c:han]es of rane, arganizat.1c:nal 
structure, aOO operational methcrls. The present arganization, created on 
June 6, 1975 is called the Salvadorcn Institute of Agrarian Transformation 
(ISTA). ~'s general abject.:f.ves aLe to raise the .social am econanic 
level of the sr.all f?.I1!Er thraJgh the plDV'ision of lard, technical assist­
ance, credit am other benefits as lfoJell as to increase agricultural prc:duc­
tian am prcxll.J:tivi ty in general. USAID/ES attarpt.ed in the rai dd 1 e 1970' s 
to develop c:l project to support t..'1e newly created ISrA in its lard acquisi­
tion and settlarent program. ISTA's predecessors had aCXjUirf!ll 67,711 
hectares of land, 80% of which was adju:iicated to 10, 'i00 fa:.u.i.li.es over a 
pet'iod of 43 years. In 1976 when ISTA annou:oca:l that it pla.nna:i to exp7:O­
priate scm~ 56,000 Has. of gocd lznd in the Usulll~ area, resistan::e de­
veloperl ard the <DES leqislature curta:Ued ISTA's lega.l expr0p7:iati.:m p..::Mets 
for the p:oja:t. AID ,at that PJi.'1t stoppe>rl. actively "p.1Shi.~" an a~.rian 
refcmn pn:gram but continued to be alert to p:)5sible fcmns of SlIpFClrtin3 a 
refann Effort. ISTA, on the other harrl, cont.:'Jm.ed to acquire properI.:ies 
through voluntary sales arrl by JUne of 1979 i'e had acquired r.erly 14,250 
has. Fran 1932 throu~h June of 1979 ISrA arrl it's pra3eceDsar· ,~gerY.:ies 
had acquired 82, .165 has. of laI'ld of which 61,550 has. was distributed to 
14,563 beneficiaries. 

2. The 1980 Agrarian Refcmn 

a. ~cope of Refaon 

On lJ'JarCh 6, 1980, Decree 153, the Basic law of Agrarian 
Refann (AnneX II.A.1) \laS issued arxl subse:;1:uently rrc.dified by Decree 222 in 
May, 1980. This la'N declares the :fuIDarnental social ~ of land am 
of the =ef0IIIl, aOO provides for expropriation with cx:npmsation of all fal:m 
land owned by irrlividuals or l~ bodies in exce.c;s of established !.and 
oolc:iin; cel..l.in;s -either 100 or 150 hectares dependin:J utX".a1 land classifi­
cations. This law was supplanented by Decree 154 Wtich autixlrized Phase I 
of the refOIIIl and expropriation of all properties m:Jre thtm 500 hectares. 
This was followed on AJ;ril 28, 1980 by Der-ree 207 (Land-to-the-Tiller) 
which exp:-opriated virtually all cultivated l.anl oot ~ked directly by 
the owner: and provided far property rights to the cw:rent renter~tivatcr. 

'!be program has been designed in three phases which do 
not necessarily follow one arl'Jther sequentially: Phase I calls for ~o­
pr'iation of all faJ:ms IllJre than 500 hectares ~ Phase II calls far exproptia­
tion of all fcmns tetween 100 or 151"\ hectares and 500 bs=tares; and Phase 
III calls for transfer of lan:i ownership to the tiller/renter. 'Ibis ~ 
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IXehll!!nsiV'e pLCl9Ldill cad en plates t!Ccpfuptiatial of (a) 626,000 hectares of 
l.a:rge l.ar¥!OOl.diI¥3s (Phases I am II) to be operated by peasant associa­
tions/ooq.et'atives and (b) ~tely 175,000-250,000 hectares of l.arrl 
l10i fanned under: wrials rental or share-a:OPPin3 ~ts (Phase III) • 
Because of ~ ow.-rlap between the Phase I and U estates and the tenant 
faxms am the rights of reserve (100-150 hectares) which hacierDa ~ 
will eventually be able to cl.a:im, the total area to be involved in the 
agrarian refOI.:"n \I.·ill drop to s::rne 550,000 to 650,000 hectares or !DIE 
35%-45% of the ':UlIltl:y's cu:rTent fam land. 

VaIyiDJ Jd.njs am qua1i ties of lam will pass to the 
canpes.iJx:>s, ranginJ fran the IIDSt highly deve~oped am pro:luctive to the 
IIl)St marginal. It i.au incluie a significant pIoportion of the aJUIltry' s 
agri=.ll'b.ual expc::rts - e.g., based 00 data fran the first 144 PLOpeLties 
intervened, the ~TJriated first t:hase lands are projected to contain 
ara.tOO 16% of the ooffee hectarage, 35% of cotton, 28% of cane, 43% of rice, 
15% of COD'l, 6% of sarghun, am 8\ of bean. FollClWln:J Phase n, the reform 
se::tcr will becare by far the major SUJaI" am cottan producer. The Lam-to­
the-Tiller pICX3'Iam will prima"Cily involve lands currently producin;r basic 
fcxx3. grains, al~ it is expecterl that the transfer of ownership will 
brin; alxrut c:hanges of land use over time - _ e. g . , to higher 
value crop which require a la-rger i.nvestrnent and a l.cn;er P'iy-off pericx1. 

b. Phase I 

The expropriation of Phase I hacierrlas larger than 
500 hectares began imnediately after the issua.n::e c5rl'i3cr'ees 153 am 154 
on March 6, 1.980. Three hundre::!. an:J seventy-six prq:e:ties owne:i by 244 
lanllords coveri.n:J an estiIrateJ 224, 000 hectares 'NeI"e initially identified 
for expropriation by the first of May, the beCJinni.rl3' of the new agricultural 
year am the planned em of the Phase I interventions.4/ Field am office 
staffs of CENrA (Agricultural EXtension an:J P.esearch Iiisti1:Utioo), varic:us 
directorates of the Mi."list:ry of h;;riculture (~), an:J pratDters fran the 
camuru.ty Devel.opnent Organization (DIDFXT» -were detailed to ISTA for the 
initial intervention, ird.\Jd:in] expropriatioo of 1and in the name of ISTA 
c:."1d subsequent fOll!lation of carnpesiIx> asscx::iations. By the enl of April, 
IS'm. had intervene:l 251 haciendas (230,645 hectares); it is estinated ~l1a't 
approximately 12 additic.llal hacierrlas greater than 500 hectares will te 
exptoptiated durin:J Phase U. ISTA has organiZErl CCJC:Jperative agricultural 
associations, pl:'imarily cc:ItiX>seJ of the oolooos am paid l.ab:lrers who ~ 
00 the hacierXias, and has provided. interim management and tedmical assist­
ance. In IIDSt cases, exis~ managers have been ~ by the ~­
tive or a new IIan::lger(s) identified by ISTA. ISTA inte!Xis, as soan as pos­
sible, to witl'm'aw fran its direct inVolvarent, and total respc:llSibility 
for managenent will be placeJ on the j\mtas directivas of the new cxx;,pera­
tive associations. ISTA estimates that ~teIy 62,000 fanilies 
(372,000 people) are already benefi~ fran Phase I of the refom as 
residents on the intervened hacierrlas and prospective menDers of the c0-

operative associations. 

g 1)Jrin:J the ex:proptiation process, it was d.isooYered that the 376 figure was 
an overest:iIration - i.e., that becanse of defective cadaster maps, it 
CClmted as two or Jtm'e properties a m.m:er of haciendas which are inter­
sected by roads or rivers. 
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catpensation to fermer owners will be pIlid basa:. on 
the aver:aqf! values decl...arEd by the l.ardx>lder in his ~op::r ty tax decla­
rations for 1976 ~ 1977 or, if he failed to declare value th.rouJ;h a 
IZ'cx::e5S of negotiation with Th'T.A. CMners of ~es over 500 hectares 
will be paid solely with agrarian refam r.eam. lSee AJ"'.r.ex II.A.3 for a 
translation of Decree 220 which desc..d..bes l::ond teDns and the t=mPQses for 
which they can be used.) 0Wner£ also have the rIght to retain larrl equiva­
lent to the land ooldinj ce:i.l.in; - 100 or 150 hectares dependilxJ up:m 
classification - althcugh this right nust be exercised within CI1e year. 
'Ihis right is also subject to forfeiture if the a,.mer attanpts to subvert 
the agrarian refoJ::m law by danagi.n:J or decapitalizing land am other fam 
assets. 

c. Phase II 

This Iilase will not begin this planti.n:J season. It 
will involve the acquisition of an addi tianal 1, 500-2,000 faDtlS ooveri.n:J 
an estimateJ 346,000 hectares. One major d:iffere.r}Ce between it and Phase I 
will be in carpmsation - the fOIrner CMne.r will receive cash for livestock 
and ilnprovenents, 25% cash for land, and 75% agrarian refarm OOrxls for la.-rl. 
'!be OOES rE!CCY;I1ized that the lCXjistic and institutional problans it is 
goin3" to face in implE!l'eI'lting Phase II are goi.n:1 to be far nore serioos 
than it facec..~ in Phase I - arrl that its capabilities were strainErl to 
their limit duri.n:1 Phase I which involved one-seventh the mrnber of hacien­
das. :rnq:,l~tation of Phase II may, therefore, have to be substantially 
different than Phase I. Al tha.lgh precise nunbers are I.lI'lknown it is expecta:1 
that at least 60,000-70,000 families '" .. ill directly benefit fran Phase II. 

d. Phase III 

The land-to-the-Tiller Program was anrnmced CIl April 28, 
1980, at which t:ine Decr-ee 207 p:rovidal fOT. the iIme:li.ate transfer of title 
of rented land to !STA and of proprietal.y rights for up to seven he::tares 
to the renter-cultivator. As presently perceived, fonnal title on all of 
these lands will eventually be transferred to the i.n::lividual renter-cultivators 
who will pay for the l.arrls over a 30 year peric:rl. 0Jri.n:J these 3G years, 
they will be unable to sell the land ~ed under Decree 207. IIT;llarent..in; 
regulations have mt yet been fOIJ'l'D.l.l.ated for Decree 207, and it is oot even 
clear which OOES institution will have primary iIrq::lenentatiun resp::nsibili ty 
- !STA, the Corporaci6n Financiera de Tierras Agr::.1'colas (aFINTA), or SCIre 

other organization. There is also sate confusion al:x::ut whiCh fanns are af­
fected, alt:hJu3h it appea:r:'S that the law applies to all sizes of farms, 
except p)Ssihly those which have already been intervenOO un::ler Decree 154. 
It is estimated that sane 150,000 tenant families will beneti t directly 
fran this Decree. 

Cotpensati.c"n"l for IIDSt landlords will be rrore generous 
than unJer either Phase I or II - i.e., owners of less than 100 hectares 
of land expropriated un:ler Decree 207 will be paid 50% in cash am 50% in 
l:xJnds. '1mse with larger exploitations will be paid aco::n:di.ng to Decree 153. 
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All rents frail the lard received by the owner dur1D] the current year 
w1ll be deducted fran this carp=usat.:icll. 

D. Q:g?1emer1ta;y AID am other IbrX:lr Assistance 

1. A.I.D. 

Because of its ~ in helping to 1I;;lrc:m. the wel.l­
bein;l of the rural ?XJI' am in legitimizing am. strengthening the capabili­
ties of the governnent to institute fundateltal socio-ecarx:mi(:: refaImS, the 
AID Mission attaches the highest priority to ~ the a;rgrian refam 
in El Salvador. This priority will be exatplified primarily t:h.rolJ;h a 
proposed 1Igl.arian RefClJIl Sector ProgrCltl which will follow-on sOClrtly after 
this Agrarian Refcmn Credit Project. The SEctor Program will begin in late 
Py BO am. carry t:h.rolJ;h several fiscal years. It will draw ~ a var~_ety 
of AID resources - Developnent Assistance, E'.c:nl anic ~; F'llrl:ls (ESF), 
am PIr480 - in stJttXJrt of the Go\Tennent IS agr lrian refann pro;;ram. It 
will help to finarx::e operatiooal ~ costs am. credit needs, as ~.ell as 
l.cJD]er-teIm requirerents for insti tutio.nal deve.loprent, tr.ain.in;, research 
am extension, Pl.ann.i.n3', am. evaluation. Althcogh levels have oot yet been 
deteImined, the Mission is anticipating c:crnb.ined resaJI'oe levels of sate 
$50 rnillion per year during the t:eriod 1981-82. SUp{:x:xrt for the agrarian 
refom se=t:ar will continue after 1982, rut at a la...er lL'"Ilel. 

Besides its major Agrarian Refann sector Program, a I1lm1ber 
of on-goinJ or :inTninent Mission ~~ will be=! used in the sh:Jrt-t.eDn 
to SUFP=>rt the agrarian refonn am. this credit project in partio..ll.ar. These 
include: 

an ESF transfa- of $750,000 to the Agria.1lture Developrent 
Bank (BFA) to provide capital which it will lem for crop 
~ in the refacn sector; 

..:. $3 million Title I pttX3Latl for which the local currency 
procee:ls of wheat sales will be used to fi.nance agrarian 
refOIIn credit needs; 

a $ 9.5 millioo Small Producer loan which will provide capital 
to ~ am. l"EIf'1Xl<EDrro for rel.er\1i.n; to in:lividna1s 
am cooperatives. Sate will be used for non-basi.c grain 
BI!1L'icultural credit. Many of the snall faIl't1erS participating 
or potentially participatin;; in this tro;JrCml will be refcmn 
beneficiaries • 

an ESF transfer of $2.5 In.i 11 ion to MtlG-ISTA to help defrCl'j 
the ~ationa1 costs of the Phase I i.."lterventians: 

an OPG of $1 rojJ lion to the 1m:!ri.cc.n Institute far Free 
Labor Devel.opnent (AIl'U) to ~t Unioo camunal Salvado­
rena (tX:S) agrarian refcxcn activ1tes, e.g., legal assistance, 
carrpesioo tra:ini.D:J, am calIp!Sino arganizat:ioo; 
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a technical ass1stance gran,,: of $250,000 to supp:rt saDe 
of the refotm's .i1'llDBd1.i...te planni.rrJ am CJl:'I?'&'lizatiooal 
needs. Already financed ~ this grant are slxlrt-t.em 
TA fran IICA for agrarian law, canp!Siro argaru.zatiC:..l1, 
plant . ..in3, insitutianal organization, CCIl1peSiro t::r:a:Ln:in;1, 
and canpesin:1 ellterprise managE:ment: an:l 

a Marginal Co"m..l11:i ty ~t loan which irx:ludes $8 
million for c:x:mrunity infrastr.lct:l.rre :iItprovements, acme 
of which will be used an the new refOIlTl haciendas, and 
$ 2 million for the BFA's small enl:.erp:' ise credit line. 

2 • Other DclrY:1rs 

Neither of t.he major t\"Q dcrxJrs to El Salvador - the Inter­
america::'l Developnent Baf!Jc (Im) and the International Bank for P.ecanstJ:u(..­
tion anj Dev~t ("[BID) - has finn plans to assist the ClJES in the 
Jlgraria., Refonn Sector. Both, ~er, do rea:x;nize the :impartance of 
agrarian refonn and the neOO fo.; significant external assist.ano<=. As a 
first step, the !DB u .~...ed to send a Mission tc El Salvador, in P'lI"t: 
to de.finL: its possible future SllpFCrt to the I"efonn Gector. In addition, 
the rm is ra"iewing its existi.n:3' portfolio to deteIInine the extent to 
\llhich un::3isbursoo fwrls can be usoo to SlIpfXJrt the refonn, either directly 
or indirectly. The IID6t Likely 6:urlidates are the Cattle Developoont/ArUlnal 
Health Loan (undisb.lrsed balance of $16.3 million as of 3/31/80), the Rural 
lbads Developrent Loan (urxJ.i..sWrsaj l:::alance of $4.5 million as of 3/31/80), 
the Northwe~t Rural Dt..'Vclopnent L()(ID (urxiisblrsaj balance of $12. 7 million 
as of 3/31/80), arrl the Agriculture Credit !Dan (undi.sl:J.lrsoo bahmC€ of 
$2.3 million 3S of 3/31/80). In adiition, the !DB aptJrovej a $16.5 million 
A:Jricult:u....~ Credit L:lan tD the BFA which has ret yet been aLltiDrizErl or 
signe:i because of delays J.n the :IIl3' s fifth replenishment. The BFA has 
also rot yet ~t- Corx:1itions Precedent for this loan; therefore, there may 
b~ sate delay evrm af ter fun:jg bec::me available. 

'!he AID Mission am AIDjWashington have been in close ror.tact 
with the !BID and II.B regarding external assistance neeis for the Jlgrarian 
~.fcmn Prcx3ram. Eff'Jrts will be ma:le to max..imize their participation, as 
well as to .ensure that there is close c::oorctinatian arrong all of the major 
pceential donors to the agrarian refOIIn. 
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A S~lEllE!nta1 Fep:lrt sul:mi tted to AID;'\iash:inqt:oo folJ.owjng 
review of the Mission IS Agrarian Re.fom Sector-Phase I PID describes the 
major constraints to suxessful inl>lmentatir.'Tl of the Q)verr.ment I s agra­
rian refom p!ogt:ant 'Ihese constraints fall ll.lto several categories -
pl.anning and p!ccedllral weaknesses, institutional weaknesses, and :in­
adequate f1nancial res:mrces. '!he first of these, planninq and pr0-
cedural weaknesses, is due in gI'1::at part to the speed at whidl the refom 
was initiated. 'llle GoveI:nment began with far fran perfect infoIlnatian on 
pxoperties, tenancy arrar.~ts, and even probable beneficiaries. In 
p:irt because of this iIrperfe=t infonration base, inplatenting regulations 
have oot yet been issued, al t:h:uJh they are being drafted and sh:mld 
teo:Ee public in early June of this year. S:::Jwever, even after these re­
gulations are decreed, procedures relatin; to such issues as titling, 
clalming of reserve lands, c::atpen.satian, managerrent of cx:operative asscr 
ciatio:m, etc. will still need to be detailed. Beyooo these planninq and 
procedural problems, the Cbvernment IILlSt strengthen its institutiDnal ca­
pacity to ItDVe forward with the refoDn. Fbr exanple, roth W\G and ISTA 
resources were fully occupied and stra:i.ned to the limit during Phase I 
which involved the expropriation of only 251 hacieOOas. 'Ib proceed with 
Phase II, ISTA will nee:::i a&ii tiDnal resources - e. g., besides staff 
:increases, it will n..<::!Erl many ncre than the 27 vehicles it was able to 
assign to Phase I :iIIplE!TE!ltation. Further CXII1?licating all of these proD­
lE!llS is the ~tl s inada:;uate financial base. As described in 
Section II.A.2, the country I s eo:m:mic situation has been deteriDrating 
throu;mut the past year. With produ=tion falling, inflation increasin;, 
and foreign exchange reserves dI:'owing to crisis levels, it will be ex­
trately difficult to proceed with a ~ive agrarian reform unless 
there is also substantial external assi.stance. 

All. of these constraints will be described in greater detail in 
the Mission' 5 lJtXXIUinq Agrarian Reform Sector I Project Paper which will 
look at the broad re:;IUirements of the Sal vaOOran agrarian refODn and lay 
out a strategy for long-taIIn AID supp::lrt. Ho'.tlever, in the interim, there 
is one cru::ial constraint to inplF.!Ientatian of the C'.grari.an refom progLaUt 
which canrx:>t be ignored or delayed until autb::lrization of the Sector I 
Project - that is, agricultural credit. As described in ncre detail in 
Section TV. B., Phase I has int:roch%::ed new credit requiraIelts which canrot 
be dealt with thl~ existing camercial bank or BFA lines of credit. 
The expropriatcrl estates have thus far deal t with this need t:l'u:ou;h an 
interim systan under which ISTA opens an acrount in the BFA for each es­
tate in the nane elf "ISTA-Hacienda x. n By agrE!El!elt between thI! BFA and 
ISrA, the latter hoUi been allowed to overdraw this a.co::runt to finance the 
wxk plans of the haciendas, incluiing salaries and the oosts of s::me in­
puts. By the end of ?-By 1980, ~te1y ¢30 millioo ($12 m1] Jim) had 
been provided t:l1rou:lh this overdraft IreChan1sm. 
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'!be G:M:tli1i!!ilt reoognizes that this interim mechani.an is in­
adequate and that a peLDIU.eut credit DeCban:i.sm will have to be developed 
to meet the specjal requiranents of the cooperative associations/refcmn 
haciendas. 'lhis project will help the (DES to develop su::h a mechanism, 
and therefore s:imul tana::rusly help to uaintain roth E!Iploynent am pro­
ductial on tJ::e expropriated haci.erdas at the highest possible levels. 
In ~"1Cial. t:eIms, this need is essentially for credit to replace ~­
ing capital foJ:nerly SUWlied by individual. CM'lierS. In hl.mm and insti­
tiona.l teIms, it im.u1ves organizing an effective credit systan that will 
~ quickly and efficier.cl.y to the nee.1s of the expropriated estates. 

'!be danand for such credit in Phase I alone has been e.sti.nated 
at $26.6 million. As the Agrarian RefODIl Sec.tor I Project is designed, 
additional credit ~E!IeIlts for Phases I an..1 Il will be assessai. If 
dee!ned necessary, the Sector I Pro~a:::t may incll.'de as mJCh as $5-10 mil lion 
nora for credit. Special requil."E!IeIltS for Phase III (Iand-to-the-Tiller) 
will also be assessed am reoources inr..luJed in the Sector Project, if 
neede:i. It is, hJwever, 00ped that ta; bulk of this "Iand-to-the-Ti.l.ler" 
credit will be provideC. throu;h existing BFA lines of cred.it and tbat ex­
ternal assistarx::e needs wi.ll re net by the IDS - e. g., in pc:lrt through 
its approved rut rot yet auth:>rized $16.5 million Agricult.-ura1 Credit 
I.oan. 

B. Project Description 

1. Goal and Purp?se 

AltmU3'h this Agrarian Refonn Credit Project has been de­
signed in great part to respmd to an iImeiiate requirement for agri­
cultural cre:lit in the refonn sector, it also haD larger tfo..on institu­
tional objectives. Its purp::>se therefore is to increase 00th the avail­
ability of credit to the agrarian re.fCIm sector and the capacity of the 
Agricultural Developtelt Bank (BFA) to provide such credit. By the em 
of this tw::> year Project, we wi.ll expect the foll.c::Mlng cor..:!itions to 
have been achieved: 

- a ~jal Cooperative Association Line of Credit of 
at least $13 InjJ 1 jon will be operating within the BFA 
serving the needs of Pha!.e I and II ha.ci.erdas; 

- the BFA \\rL.l have insti tutiona.:ized a IIUl. ti -p.n:p::>se 
faJ:m and financial. p~ system awlicable for ali 
oooperatJ.vely owned enterprises e:KPLopriated in Phase 
I and II of the re.f()Im~ 

- the BFA "dll have an expanded out...-.oeach capabiUty to 
help 5er'Te specjal needs of the ag:ra..-ian refom sector; 
and 



- 18-

- the CXJOperative usx:iations en haciendas expropriated 
in Phase I will be preparing their CWl farm finanr.ial 
plans, with ass1st:anCe fl:an ISTA and Bn, and sut:mitting 
them to the am and CHQlelc:ial banks as credit requests. 

By 'lIeet..inJ the 1mned.iate need for credit resources and ~. 
institut:1Dnal1zing a o:ed1t system which takes into aooount the special 
requireDelts of the e::propri.ated hacierdas, this Project will help to 
maintain agricultural productioo on the Phase I alii n properties. We 
will expect achievenent of the sul>-gcal - DBint9nance of agricultural 
prodn::tion and earnings - to be indicated by the fo~ conditiOns: 

- agricu1 t:ural. pro&rtion on int:el:Ve11ed fal:ms will have 
been maintained; 

- eKFOrt eaming on inteIvened faDllS wiD. be at least 
equal to a\>erage levels durin; the five years prior to 
intervention; .m:l 

- the intervened faIJnS/coo~tive associations will be 
financially oound. 

. By helping to naintain production and earning capacity, 
this project will aloo oontribute to the Mission I s 1.Jroader program goal 
of 1Dprovj.ng the ec:xm:mic and sx:jaJ \ot'ell-teing of the poor in El Salvador. 

2. ~ed Project Dascription 

There will be tv.o project cullfxments: (a) establistlrent 
and operation of a SpecjaJ Cooperative Association Line of Credit -
$9,500,000 of AID Development Loan funds and $3,500,000 of GOES capital 
oounterpart; and (b) technical ass.Let.an:::e £or organization of a credit 
systan to II£et the needs of t:ht: :i:""doIIn sector - $500,000 of AID ~op­
nent Grant funds. 

a. Spedal Cooferative Association Line of Creclit 

(1) 2\m:n.mt and Uses of Line of Credit. '!be total 
aucunt required for the spea:ar rJ..ne of tredit fOr OJoperative Assxiations 
for agricultural year 1980/81 is ¢66.6 million, or $26.6 million, a snail 
azrount of which has already been net thro\x3h interim finanCial procedures 
developed by the G:JE:S. (See Section rY.B. for a IIm'e detailed ~..script.1Dn 
of hJw the dararxl was detenn:i.ned). nus Agrarian Ieform Credit Project 
will provide a first t:rarx:he of capital to the hJriculture DevelOJ;l!EIlt 
Bank (Em) to CX1I1er iImediate ~ts. 'l1le first tranc:he will be 
~2.5 million ($U million): S9,500,000 of which will CUIe fran AlD and 
$3.5 million fran GJES. AdditiOnal resources for tl'wa Special I..ine my be 
1nclWed in Agrarian Refom Sector I Project Paper. 

The :funct:ian of the Q:XJperative AsSX:latian Line 
of Credit is to neet a new and w:gent &mm:1 for credit fran the cxqler-
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atives organized an the 25: estates expropriat:ec'i in 1980 under t-.he l.a.OO 
refol:m ptCXjram. '!be need is for credit beyond that provided tbrt."U]h the 
mllllill lines of annual crop product:i.al credit (e.g., for ooffee, ~:ugar 
cane, ootton, etc.) SUR>1ied by tre bank:f.zx] system. (see Annex II.E. 3 
for a descript10n of these lines of credit). MJst of this need, prior 
to expIop:ciation, \Olld have been net by the fonrer owner of the property 
out of his own \oi,1Ot'king capital resources - resources that the associations 
and their netiJers ~. 

M:lre specifically, credit may be granted and 
utilized under the Q:operative Association Sr~!cjal Line of Credit for the 
fol.lowing puq:oses: 

(a) atXlitional credit for arum:il crop prod\x:tion 
expenses to the extent that the crtmt provided under the ooz:nal crop lines 
of credit established by the Central Bank Cbes oot fully oover S\X:h pr0-
duction expenses; 

(b) faJJn maintenance and developnent needs, in­
cluding replacerrent and repair of equiptent, p.lrchase of cattle, planting 
or replacerrent of coffee trees, :inpr:oveIent and naintenance of ag:ro­
industrial facilities S\£h as ooffee processin;J and sugar refining; and 

(c) general faJ:Jn administrative expenses not 
CDVered by annual crop production loans. . 

The Special Line will be used only by cooperative 
associations in the agrarian refol:m sector. The BFA \tolll naintain the 
Line for ;.1 min.iIrun of seven years for the uses described atove. '!be longer 
run intent, ~ver, will be to develop a systan in which such a special 
line will be unnecessary. The BFA will therefore operate the Specjal Li.".e 
of Credit by nakinq loans directly to o:>operative associations or by dis­
coount:tng loans issued by cx:mrercial. tanks; sjmjJarly, the o::mnercial 
banks will be able to discount Brn. loans. 'Ibis flexibility is intended 
to nake it possible to E!\IOlve toward a syste:n whereby a CXlOperative as­
&lCiation will be able to ck> all of its banking with a single institution 
rather than depend upon a cx:mrercial bank for 00J:Jtal annual production 
credit and the Brn. for special credit. At the t.iIIe tmt a special line 
of credit is 00 longer r~, the roll-over funds generated throu;h 
this loan will be utilized by the BFA in its noonal small fanner develop­
nent and agrarian refOllll leniing programs. 

(2) Credit Procedllres. The systan of providing credit 
to expropriated estates throiijh ISTA overdrafts was discx:lntinued on May 
31, 1980 and a regularized credit systen initiated. The overdraft systsn 
will be replaced by an integrated credit system which deals with the crop 
production and &-pecial credit needs of the new cx::q:erati~ associations. 
HOwever, before the new system can be fully operational, the CXXJpera.tive 
associations have to carplete registration procedures and receive their 
official "personer!a juridi.ca". All legal barriers to this were overc:xme 
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with ann:JUrlCEI'Ielt of Dacree 221, and the process sOOuld be c:x:mp1eted 
within a m::mth. As an interlm nmsure, the Central Bank has open£d a 
ta'PJ%'iUY line of credit ("anticipo") to meet imnediate crop production 
am spe=1a1 credit reguirements. '!be procedures used in sett:inq up the 
hacienda. 8.CXX)unts \lI'¥3er this ~ credit line will be in the acme 
as described below for this project, and all cooperc!ltive associations 
w1ll co-sign the loan aw11cations. As ooon as "personerla jur!dica" is 
forna] ly received, the crop product:i.Dn lines of credit will be trans­
fened to the cx:mterCial banks wOO have traditionally served these ha­
ciendas, and the \¥Orkinq capital and rrediun and 1ong-teDn equl.J:Il8lt and 
naintenance lines to the Spe::1al Line of c:re:lit for Q:x)perative Asso­
ciations. CIloe these ao:xrunts are transferred to the Special Line, AID 
will reiniJm:'se the :ern. for el1¢ble draw d:lwns .made .. after June· 1, 1980. 

as follows: 
M:lre specifically, the Spe::1al Line will operate 

(a) Financial Pldns. Each oooperative association 
on an expropriated estate is preparing, in collaJ::oration with ISTA and 
the BFA, a plan of production and financing for the 1980/81 agricultural 
year. As of the end of May, 160 plans had been prepared. These plans 
inc1me needs for ooDtal crop produ=tion credit and for special. credit. 
rming 1980/81, the plans will be relatively sinp1e because of t:ine lim­
itations-. '!he pro.:..edure will l:ec:ate rrore refined begi.nniIv;J with agri­
cultural year 1981/82 as the IIOre sophisticated fazm planning and credit 
delivery systans cxmtet;>lated in the t:echn1cal. assistance o:tlpJIJent of 
this project are developed and :inplarented. 

(~l1cations for Credit. The financing plans 
will be the basis for ~ applications whiCh ~e sul:mitt.ed by the 
caD1?9Sin::> assoc.jations and ~ by !STA, as the guarantor, and BFAI 
as the lerx3er. There will be bt:> credit ClR'licatiOns: one for oonral 
c:rq> annual product:i.Dn credit, and one for special credit. In m:>st 
cases the BFA will refer the :foJ:ner to the c:xmnercial bank that would 
rx>Imally finance the hacienda (e.g. the bank that financed the fol::ner 
owner). The cc:mrercial bank will be infoz:m:!d of the action taken by 
nrn. and will be requested to con:fiDn to BFA its accept:ance of the ap­
plication for noma! crop credit. The bt:> banks will exchange inf0r­
mation, and may provide correspondent bank services as necessary or de­
sirable to facilitate QFerations and control. S:in111:tane::rus1y, the BFA 
will open a line of credit for the "special credit". In exceptianal 
circumstances, the :ern. will open lx>th lines of credit. 

Each cooperative association will open a current 
acx::ount in :ern. (and/or in the CXilUe:rcial bank) tl'lrotl;h which all receipts 
and paynents of the association (other than petty cash) m.lSt be DBde. 
This is of key :iIrp::>rt::anoe for purp:>ses of cxmtrol and assuring repayment 
of loans. . 
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. (c) Ac2ninistration of NorIral Crop Production Credit. 
'n1e CXXJperative associations Will use roIitliil prQdu::tion credit in the 
sane way as other agricultural 00r.r0wers. That is to say, they will draw 
dJwn on the loan for each crop accx:>rding to the aIIOunts allowed for each 
stage in the proc:luct::i. ')Il process. 

(d) Administration of Special Credit. The Special 
Line of Credit granted by BFA to each association will be administeJ':ed 
with oonsiderable flexibility. It nay be drawn upon at arry tiIre for faJ:m 
produ::t.ion or prodl.rtion inprova:rents set forth. in writing and approved 
by the ISTA representative. The harvest or other source of incx:me fran 
which repayrrent will be nade rrust be specified in the written request to 
draw cX::Mn funds. This will allow the association to resp:md to emergen­
cies and changes in fcmn plans and needs witoout having to renegotiate 
the cr'edit. When reqai.red, an association can apply for an i.ncrerrent to 
j.ts creai t line. 

The BFA will oomaly grant (~t for arr:t pur­
p:>se approved. by the ISTA representative that is related to the fcmn's nan­
agement and proc:luct::i.on. Credit will OOIItallybe granted for arry t-eriod up 
to the expected tirre of sale of the harvest fran which the association 
agrees to repay tr..s loan. In the case of capital developrent loans, the 
B..li7\ shall establish a paynent sche::lule with r:axinu.In teJ::Ins of five years. 

'(3} Interest Rates UOOer Special Line of Credit. IDans 
under the Spe:::ial Line of Credit will bear a ui'iifonn interest rate. A 
final decision on the interest rate will be made by the Junta M:metaria 
when the Lina is established. Under ro cirClmlSta.ncF.! will it be less than 
13%. The iIrportance of a 13% floor is to ensure that the Special Line 
Cbes oot have a lower rate than the oonnal. crop prOOoc' ton lines and that 
its resources are retained for the special requirarents of the associa­
tions. Interest paynents to the EF7\. will be attrib.Ited as follows: 

- 10% for covering adm:in.L:.-trative oosts in the Em, 
including institutionalization of the fam fi­
nancial plan aM supervised credit functions 
anticipated under this project~ 

- 3% for creation of a reserve fund for bad debts. 

To the extent that interest earnings are rot required for these purp:>ses, 
they will be used for further capita) jzation of the Special L.'ne. 

b. Technical Assistance 

AID will contribute $500,000 of r:eve1.opnent Grant funds 
to finance technical assistance relating to (1) fann and finarr:ial plan­
ning for the cooperative associations, and. (2) the organization of a 
credit systan to serve cooperative associations. 'l\o.1o 10D;-teDn advisors 
will be financed for ~ years each; in addition, funds are allocated £or 
approx:iIrately 14 person rronths of sh:>r't-tel::m assistance. Ad:titional 
technical assistance nay be provided througt. the fo1l.ow-on lIgrarian Reo-

http:forth.in
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fo1:m Sector I Project. 

(1) Fal:m =r. The C"bjective of this activity is to 
make a first step t:.oWa?:d oping and lJlSt.itutionalizing a system of 
farm planning in the CXlOperative associations. 'Itle BF.A will take the 
lead because of the iIrp:>rtance of such plans in pr~1ng financial plans 
and cre.:tit awlicativns. It is expected, ~, that tec::lmical pe.rSD~ 
of ISTA an:l MAG will also be associated, as CLfpl:opdate in developing and 
inl>lsrenting fam planning techniques in the respective expropriated ha­
cie:rdas. 

At the outset, the f.mn p.uns wi.U be rel 'y 
siIrple and oriented primaril y to the a:minq crop year. T'rl..s is L ic­
ularly true with respect to the 1980/81 plans for the Phase I hacieOOas 
and for the init.i.a.l years of the Phase II haciendas. Ti1ese earl.y plans 
will enphasize maint:enarx:e of production. '!be intent, h'JWlever, is to ~rk 
toward ncre s::>phisticated plans wn.ich :i.rx::ltrle nulq::-year objectives such 
as the nore interu;ive use of expropriated lands and the generation of jn­
creased E!11ploymellt and higher ina:tte levels for the beneficiary families. 
These plans nay call for changes in cropping patterns, planting of peIII1a­
nent crops, increases in land Cll:'ea under cultivation, acquisition or 
c:xmstruction of facilities, or whatever nay be approprj,ate to maximize 
long-teJ:m returns. 

'I1lls .projoct will finance one long-tel:m Fal:m and 
Credit ManagE!teIlt Advisor (2 years) and app:roximately six person nonths of 
sl'x:>rt-teIIn consultants. Initially, the advisor will c:xmcentrate his/her 
attention on upgrading the Bank's capability to deliver a service to the 
associations. Over time, great:er attention will be given to the associa­
tions thansel. ves - i. e., to helping then develop plans for t.hansel. ves. 
Sh:>rt-teJ:m oonsul tants will be provided in such areas as fcmn pl.a.nning, 
aco:>unting, and data and infOInation nanagement, in part to det:eImine if a 
umifcilI:m ·a.co:Alnti?g/data managerrent,.~ could be used for the ·coopP.rative 
assx:iat.ions. . . 

(2) grganization of a Credit Systen to Serve Q::operative 
Associations. 'llle objective of thiS activity is to deVelop ar. effective 
long nm solution to the fi..nan::ing of the new ca:rrpesin:J o::x;,perative as­
sociations. A major aspect of the wrk will be to assist the am in nodi­
fylng an:l :im;?roving its own ~ in dea.lin; with the pror...sion of 
credit to the- associations. 'lhl.s will take into acoount such natt.ers as 
internal bank organization at the central office, regional an:l agency 
levels: loan application and processing ~: cre.:tit h-upervision: 
loan collections and the handling of delf.n:Iuent loans: and the relation­
ship of BFA lending programs to activities of ISTA, w.G, c:x:rmercial banks, 
etc. 

Par-...icular attention will be given to the relation­
ship between BFA and. the CXltlterCial banks, and l'X7trl in the sb:n:t-run they 
slxmld ~rk together (or divide the work and risks) in serving the oooper-
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tive associations, am lor in the lang-run, a systan can be designed in 
which a single f:lDancial institut.i.aIi can harrlle all the financial needs 
of a particular association. 

'!be Project will finance one lonq-teIm Bank Manage­
ment Advi.scn' (2 years) to the BFA and approximately eight person ucntbs ·of 
sb%t-teIm assistance in such areas as data management, systens analysis, 
accounting and fann credit nanaganent. 

In order to protect aga:inst agro-chemical/ environ­
IIe1tal abuses, partiCularly on haciendas which include cotton prOOuction, 
special short term technical assistance jn pesticide m:magenent and 
environmental protection will also be provided to the BFA. At least one 
IIOI1th of short tenn technical assistance will be financed under this 
project; an additional rronth will be provided by the Regional Pest 
Management Ex:;>ert who is based at ROCAP. These consultants will help 
the BFA to initiate proced1:::es to minimize the J."isks inherent jn 
pesticide custribution and use. The consultants will c.lso help to do 
an envl.ronrrr>...ntal assessment of pesticide use on Phase I haciendas as 
part of the project. 
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IV. PROJECT ANALYSES 

A. Financial Analysis 

1. Financial Plan and Summary 

The overall financial plan for AID Development 
Loan and Development Grant funds and the GOES counterpart 
is presented below: 

Financial Plan 
In US$OOO 

Use of Funds AIDLDL AIDLDG GOES TOTAL 

AID/GOES Special 
Credit Fund 9,500 3,500 13,000 

Technical Assistance 500 500 

TOTAL 9,500 500 3,500 13,500 -
The total Project funding is US$13.5 Million of 

which US$9.5 Million in AID Development Loan funds and US 
, $3.5 Million of counterpart will be used to establish an AID/ 

GOES Special Credit Fund within the Ban~o de Fomento Agricola 
(BFA) to ~eet the immediate financing needs of the newly 
organized Campesino Cooperative Associations, and US$500,000 
in AID Develo~ill~nt Grant funds for technical assistance. The 
fund will be used to provide credit, lines to the Associations 
for crop production not financed by commercial banks, medium 
and long term financing needs for capital improvements and 
for working capital. 

2. Special Credit Fund 

The 1980/81 agricultural year credit needs identi­
fied above as elig'ilJle for Project Financing are approximately 
US$26.6 Million. The $13 Million in this Project is initial 
capitalization of this Fund. Additional funds may be added 
in the upcoming Agrarian Reform Sector I Project. The financ­
ing for production requirements are expected to be repaid in 
12 months. The medium and long te=m financing for capital im­
provements is expected to be repaid over a period of 3 years 
and in some cases in 5 years. There will be some decapitali­
zation of the fund to the extent that some loans will have a 
payback period longer than one year. No cash flow analysiS is 
presented since the purpose of this Special Fund is to provide 
the immediate finanCing needs of the Cooperative Associations. 
In the long-run, it is expected that such a Special Fund will 
not be required and that the funds generated through this 
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project will be used for the BFA's normal small farmer and 
reform sector lending. 

3. BFA Financial Statement Analysis 

The BFA is the GOES institution under the Minis­
try of Agriculture and Livestock charged with providing agri­
cultural development credit throughout El Salvador. It is 
funded principally by the Cen~=al Reserve Bank as well as 
deposits from other autonomo~s government institutions. 

The balance sheets and income statements for BFA 
for the period 1975 through 1979 are shown in Tables IV, V, 
and VI, Annex II E. 

An analysis of these statements shows that the 
loan portfolio has grown from $39.6 Million to $97.0 Million, 
an average of $11.5 Million per year. 

The consolidated net income appears low for the 
volume of operations, however the high profits from the Bank­
ing Division are offset against losses of the Development 
Division. The balance sheet shows a steady growth of reserves 
and Special funds from $7.3 Million in 1975 to $15.6 Million 
in 1979. 

Prior year adjustments for expense and income are 
for purchases end overtime salaries that were paid in one 
c;.lendar year but were actually chargeable to the prior year 
Qccounts and for commissions due one calendar year but actual­
ly received the following year. 

4. Interest Repayments 

Interest rate payments for the Special Fund will 
be at least 13%, and probably 15%. The interest payment will 
be used as follows: 10% for BFA administrative expenses and 3%-
5% for a bad debt r~serve. 

The Comparative Summary of the BFA presented in 
this Section shows that the BFA's administrative expenses as 
a percentage of the loan portfolio were 5.5%, 7.5%, 7.6%, 7.1% 
and 5.7% in calendar years 1975 through 1979 respectively. 
The BFA will provide an additional 44 technicians in branch 
offices throughout El Salvador at an estimated cost of $275,000 
per year for salary alone. The Mission believes the 10% pro­
vided for administrative expenses is reasonable. 
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s. Technlcal Assistance 

Approximately 4 person years (estimated at 
$400,000) of long term technical assistance will be provided 
in the areas of Banking Administration and Farm and Credit 
Management. This e.ssistance will be contracted by AID be­
cause of the immediate need for the assistance. The Mission is 
requesting authority to allow the Mission Director to enter 
into an institutional contract of approximately $400,000 with 
an 8(a) firm. 

The remaining $100,000 will be used for appro­
ximately 14 person months of short term technical assistance 
for the institutional strengthening of the BFA. 

6. Projected Expenditures by Fiscal Year 

It i~ expected that the drawdowns of the Special 
FUnd will begin ~ediately after authorization of the project. 
As discussed in the Disbursement Procedures, AID will advance 
up to $5.0 Million, but actual disbursements will be based on 
the drawdowns on the credit lines established. 

The Projected Expenditures by Fiscal Year are 
~resented in Table II, Annex II E. Expenditures ocurring ih 
FY ,30 are estimated at nearly 50% of the AID and GOES funding; mst 
of the remammg expenditure-s-Will-ocCiIr-iii-N 81, with a SIIall techr.ical 
-assi~;tance reSidual in IT 82. 

Technical Assistance will be expended over FY 80, 
FY 81 and FY 82, with the long term technical assistance 
begini.ng in August of 1980 and ending in August of 1982 and 
two person months of short term technical assistance starting 
in August 1980 with the remaining twelve person months ocur­
ring in FY 81. 

Local currency costs of the long term technical 
assista~nce will be funded from the Project but not included 
in the contracts, thus sa~~ng overhead charges on quarters 
allowances, local travel and shipment of household effects. 
It is est~ated that local currency costs will amount to 
$120,000. 

7. Disbursement Procedures 

The farm credit analyses prepared by ISTA and 
BFA will provide the necessary information on the total 
credit requirements for each farm, which include the tra­
ditional ~'nual production credit requirements to be f~nanc-
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ed by ~'mmercial banks and those types of credit eligible 
under t.le Proj ect, 1. e. additional production credit not 
financed by the commercial banks, working capital require­
ments and equipment purchases. 

The BFA will prepare and submit to AID as a con­
dition precedent to first disbursement of funds a financial 
plan showing in summary the total credit requirements for 
each farm, the amount of commercial bank financing and the 
amount to be financed through the Special Fund. A project­
ed drawdown schedule will be included in the plan. 

Based on the financial plan, an advance of funds 
will be made equal to expected hacienda clra.w::iowns over the first 90 
days. It is expected t:nat-thIS rray be as JID...lch as--SS.O-m-jJTjon. 

This advance will be in U.S. dollars deposited 
intc the Central Reserve Bank account in the Federal Reserve 
Bank of New York. Within 10 days of notificaticn of the de­
posit in New York, the Central Reserve Bank will make a de­
posit for the total local currency equivalent of the dollar 
transaction to the SpeCial Fund in BFA at the highest ex­
change rate not unlawful in EI Salvador. A special covenant 
with the Central Reserve Bank will be made to cover this 
procedure. 

BFA will present to AID on a monthly basis a re­
imbursement request showing the amount of drawdowns against 
the lines of credit financ~d by the Special Fund. These 
requests will be processed and local currency checks will be 
deposited to the Special Fund keeping the balance at no more 
than $5.0 Million. When the reimbursement request reach 
$5.0 Million the remaj l'ing $5.0 Million will be processed 
as "no pay" vouchers a~ld used to reduce the ou~standing ad­
vance. 
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B. Ec:xm:m1c Analysis 

1. The Res:Jurce Gap 

In this time of civic unrest when production am cpvern­
ment iname are fa.ll.in1, the gap is rapidly wida'ling between resources 
r..aeded aril resoorces available to exprop..""iate land, to assist campesi­
J'X)S in fa..tmi.n:J tbeir new larxls am in maint.ainir~ p::uduction 1evP..l!i am 
to cQl\.ensate famer owners. Nowhere is U1is m::lre evident than in the 
case of crerli t. 

Between JaI1UCIY 1979 a~ January 1980, the ~sits of 
cc:mterCial banks fell, while 1erv1i.n;J vo1une'~ in::reast~. The increaSl~ 
1el'lf::tin;] was facili tata:J by a 120% increase in credit provided by the 
Central Bank. The BFA is faciD;J particular difficulti.es, in large 
part because rruch of its pJrtfolio is imrobilized as o.'lrJeI'S of expr0-

priated estates expect the bank to be paid out of pI'OC'.eeds of cx::rrpensa­
tion far the expropriata:J lan::i. Meanwhile, it is sina.1l taneous1y t:ryi.rq 
to expand its snail farmer loan program am to maet essential neais of 
the estates expropriata:J U1'rler larrl refonn. 'Ibis credit is rON ~ 
supplied by the only quick source there is - the Central Bank. 'lbere 
are, or course, limitations on h:Jw much crerlit can be supplied this 
\16y am h:Jw large a deficit the <XJES can run before El Salvador is 
caU3'ht up in a spil:al :Jf inflation am devaluation. 

Additionally the foreign. ~e p::>sition of the oountry 
is very tight. There appears to be en::mqh fureign ~e to finance 
agriculbJral inputs in 1980. ~,neeis jn 1981 canrot be provida:l 
out of foreign ex~e earnings with:>ut drastic ratior..:in] of jnp:>rts. 
This would in turn inflict even further dama.ge on the already saggiD;J 
agriculture, industry, tourism, constrnction and service sectors. Even 
urrler existi.n; circumstances, fC>:::eign mlWliers of agricultural inplts 
are prepared to ship at best only on the basis of oollection on deliwo.ty. 

In order to ItDV'e ahead with its refC'Ill'I pragIan, the (DES 

rrust secure addi tion.:U resources. '!his $ 9.5 million loan fer agricul­
tural credit will make a snail rut useful c::ontribltion to the resource 
gap by provi.diI~ s:Ire credit where it is rrcst urgently neederl (BFA), as 
well as eas~ scmewhat the tight foreign ~e sitllation. 

2. Agricultural Credit DE!narrl for the Re.fonn SectOl: 

a. First Phase 1980 - Fanns of IIDre than 5CX:l hectares. 'nle 
necessities of credit financ~ for the current agriCUltilial year tMaY 
19~April 1981) for expropriated faz:ms of ItDre than 5CX:l hectaren hiM! 
been calculated at ~12 million ($124. 8 million). '!his figure is based 
00 an expropriata:J total of 230, 645 hectares (341,514 manzanas), and an 
area planta:J in crops of 127,374 hectares (184, 600 manzanas). credit 
needs have been calculata:J at the levels necessary to maintain pre CCf%Cp 

pr1ation production levels. 
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'l'L.3 .t::lmated total c::red1t requ1ranent does rot 1nc1me provision for 
any ~ far the lam or far arrt w:xrk dale prior to the time the 
est:1mIltes were made (alnlt May 1) • 

'nle $124.8 mil lion requ.irel for the expropriated haciendas 
is very substantial, CI.l:DlIlt.l.n] to 32.7' of the est:imat:e:l t952.1 
mil liem ($380. 8 mi 111 on) of agr1cul tural credit provided by Salvadoran 
credit 1nst1 t:utia1s in 1979. 

A suxmary of the credit requi.ranents l:7j crop or p.lI1X)se 
is presented in Table I. 

The $124.8 millioo estimated credit neal for agricultural 
year 1980/81 for Phase I of the Agrarian Refonu can be distrihlt:e:l l:7j 
pr:1ncipal ~ as follows: 

Annual production credit (up to 90% 
of production oosts, obtai.nabl.e 
fran ooIlDal lines of production 
credit provided by the Central 
Bank an::! other institutions) 

Annual production credit (balance of 
10% ooDnal1y rot obtainable fran 
financial institutions). 

Mediun and l.or¥3" teDn expenses urgently 
needed to keep the fams operatin; 
rationally 

General expenses of the fams 

TOTAL 

245.4 

27.3 

30.3 

9.0 

~12.0 

$ Million 
U.S $1.912.50 

98.2 

10.9 

12.1 

3.6 

$124.8 

The oooperative associations operat.i.n; the large estates 
expropriated under Phase I will be able, in the sare way as any other 
producer, to secure oonnal production credit. '!his will be provided 
ua.inly through 0 lIiIet cia! banks and BFA ?JrSUallt to lines of credit 
of "t:l;e Central Bank. (See Annex n.B.3 for descriptions of tl .... .3e lines) 
It appears, b:Jwever, that these ooIlDal lines of product.i.on credit w1ll 
cover cmly 90% of rxmnal oosts of production, exclusive of rent ar 
other payltetlt for the lam and of interest on the loan. '1b1s is because 
there is a set CIIDUIlt a.llowed per crop per manzana; therefore, this type 
of credit cantXJt take into accx::mlt individual diffe.tetces of o:Jsts 
fran fam to faIIll. In sane cases, it will be adequate; in ot.hprs rot. 
'!be lmp:lrtant point is that prior to expropriation, at least scme part 

http:1.=02.50
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of anmal crop expenses oould be paid by private owners oot of their 
paraxial. resources. They did not need lCX)t f1nancinJ because they had 
other resources. '!be CXXJperative associations and their math!rs are 
in a different p:>sition; they be;J.in operat..iD;J witbJut the former owner's 
barJc alXnmt am witb:Jut any liIoOI'k.i.n; capital re!Klll1rOeS of their own. 
'!be estima.~ total requirement for this SlWlemental production credit 
is $10.9 mi 1 Jian durinJ 1980/8l. 

Al t:bJu]h the BFA arxi other institutions have a certain artDW'lt 
ava i 1 able to make rte:tiun am l..an:J teDn loans, a good deal of this is 
currently frozen by the slow rate of rea::Ner'J on loans 'Nhich has arisen 
because of the econanic oon:ti tions in the COUIltl:y. Borrowers will oot 
make pa}'mE!nt, for e:K2II¥?le, on mac:h:in&y that has been or s.::xm will be 
eKpLopd.a~. ~ly, it ~d be difficult for the new oooperative 
associations to look to the rxmnal resoorces of the banki..n:.:1 bystem for 
:imned:i.ate medium am 1c::n:;-teJ:m credit neels. These medi~teon neels 
are of several types - first, to replace or repair ~ carried 
off or left in unusable con:lition by the fm:rner owners; SE!COJ'Xlly, to 
enter .into faD'll iIrprovanent progrdITIS already in process that nee::1 to be 
continued; arxi thirdly, to begin replant.in3' sane crops -i.~. coffee 
am SU3'ar cane. The est.l.IMted requirement for these kin:ls of mediun am 
l.on3"-teJ:m credit is $12.1 million. 

With respect to general faD'll expenses, n:ost of the expropria­
ted estates have management arxi other overhead expenses to pay, al.oD; 
with basic maintenance of the estate's infrastructure. On large estates 
it is oonnal am inevit3b1e that there will be these am other expenses 
that are n:Jt attril::utab1e to a particular crop arxi therefore not o::Nered 
by crop lines of credit. Again, these are the ki.rrls of expenses that the 
f.:-~ owner paid out of his ~k.i.n; capital. The new peasant associa­
tions am their members 00 mt have this res:rurcei. The estimated re:;tUi­
ranent for these ~k.i.n; capital requirements is $3.6 million. 

This project is geared particularly to tb:>se needs which can­
oot be met by traditional crop producticn line of credit - i. e., the 
$26.6 million for incremental crop credit, nell.un am longer teIm invest­
ment neels, am the general w:::>rJci.n; capital requirements of the new faImS. 

b. Tentative Projection of Credit Neeis to 1983. It is 
difficult to project satisfactorily at this tiIre needs beyorrl this agri­
cultural year. lbwever, the fo1~..n;J preliminary estimates give a 
general idea of 00w needs will. be grow:i.n;: 
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Tentative Project1on of credit Need for 
AgriCUltural Sector Of E1 sarViCbr 

(In m1]] 1008 of 1979 colons for 1979; :in mi] lions of 1980 oolons for 
1980 am subsequent years) 

SUb-sectar 1979 1900 1981 1982 1983 

Slnal.l. am. medi.lITI sizErl 234.8 258 320 400 SCX> 
famers 

Phase I Ie.Ecmned Sector 312 394 454 454 

Phase II IefcmnEd Se::tcr 104 264 454 

Others 717.3 382 437 392 280 

TOTAL 952.1 952 1255 1510 1688 

These figures are based on relatively conservative assmptions. 
They CDJ'lS.ider the limit:in;1 factor to be the ability to minister am 
absorb credit rather thail nee&; as det:e."lILina:l technically by opt:im..Jn 
quantities of inputs for fam production am developnent. In specific 
teIms, the fol.l.owin:.J asstlIptions were made: 

Small anj medium-sized fazmers inc1u:1es eventual tan:i to the 
'tiller beneficiaries am 1erd1.n; to am throogh service CXlOp­
eratives arrl pre-1980 production cooperatives. It is assuned 
that their credit needs will increase in real teIms by 25% 
per annum, a cx:nservative asS\.ltption since fewer than one­
fifth of such fa.IIterS n::JW receive credit.fran official soorces. 

For Phase I sector, proJecticms asSlIDe 50% increase in two 
years over 1980 level of 1Z312 mil J iOO. Inc:rea.se pdma.ri.ly 
for faJ:Il1 ~ts, especially IIDre intensive use of land 

For Phase II se=tor, projection inc1u:1es Phase I haci~LS 
oot taken over in 1980. It ~ expropriation of Phase 
II hacierroas over three year period, am. that total hectarage 
is about the same as expropriated:'.jn Phase I(after ~ 
reseIveS am Larrl to the 'hller transfers). Per hectare 
credit raquirments are based on same nee:ls as for Phase Ie 

Decline in 1980 for "others" is because many of these bxl:owers 
were owners of hacien:3as IXJW expropriated. Also, there has 
been SCIre recbrerl demazrj, by owners ~ to be eJlpLopria­
ted in Phase n. 
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TAmE I 

CREDl'l' Im.~ FOR AGRIalLTURAL YEAR 1980/81 

IN FAlM.) mER 500 ~ EXJ?Ia'RI.Nl.'E 

Coffee .!I 
Cotton 

S~ar Cane y 
Maize 

Sorghun 

Rice 

Beans 

Ve;etab1es 

Fruit 

Reforestation 

Farm Impro\1ements 

Other Crops 

1tqricul ture Machinery 

cattle 

WJrk Animals 

Other Animals 

Forage am Pasture 

Miscellaneous 

JIqro-IrdustIy 

General Farm Expenses 

TOTAL 

WIER 'mE 1\GRARI},N ~ 

Area in 
Manzanas 

34,cxx> 

4O,cxx> 

2O,cxx> 

4O,cxx> 

11,600 

8,400 

6,400 

600 

1,cxx> 

200 

12,cxx> 

11,400 

184,6CX> 

Cre:ti t Needs 
per Manzana 

2,625 

2,274 

1,169 

826 

334 

1,234 

698 

1,398 

985 
1,810 

775 

324 

89,250 

90,960 

23,380 

33,040 

3,874 

10,366 

4,467 

839 

985 
362 

1,725 

9,300 

2,399 

18,228 

433 

4,CXX> 

3,694 

666 
5,cxx> 

9,CXX> 

311,968 

.!I Incl1X3es financing' for coffee in prcducti.on am new plan~ 

y It is est:iIrated that 28% of the area is first year cane and 72% is two 
or I'ICre years. Final'lcin;J includes trarlsIXlrt am other expenses fcmrer1y 
financed by SU3'ar refineries. 

soma: Projections basel CI'l data for 132 expropriated faDIB gathered by 
Ism. 
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c. Instit::ut:.onal Analysis 

1. BancD de Funento Ag;opecuario (1ft) 

a. Backgroun:l 

'!be BanCX> de Fanento AgIofECI'L3rio (Agricultural De­
vel.opnent Bank) was created in 1973 far the principal pl1l"!X)Se of provid.:1J'Y:J 
credit, especially mediun and loog teI:m, to small am medium-sized famers 
with limited resources. The law established three divisions of the bank, 
each with separate capital and account.in:.J: 

(1) Banlc:ily Division. '!his division provides loans 
an the same basis as a cxmnercia1 bank to clients with assets of m:Jre than 
~OO, 000 ($40,000). Moreover, it receives defX>sits and perfOl:ms other 
cannercial banking operat.ions. 

(2) Division of Econanic and Social Developnent. '1b1s 
division provides loans to small am rrroiun-sized fa:r:ners. 

(3) Fiduciary Division. '!his division administers 
trust funds. 

Data on the ~'s financial positir.m. are in:luied in 
the Financial Analysis Section of this Paper.. H:::lwever, in S\JIIIIatY, 
the volune of Credit :fran the BFA has ~ rapidly: for example, the 
value of new loans increased :fran $29.6 million in 1975 to $83.2 million 
in 1979. In 1980, the Bank was projecting a lerrling p:t:oglam of $101 million 
- 54% of which was to be financed fran Central Bank resources, 37% fran 
BFA resources, am 9% fran extemaJ. resources. Both sides of this projec­
tion have been altere::1 Significantly since agrarian refom be:Jan. First, 
the BFA's own resources are going to be III1rl1. less than expected. '!bey had 
been based on a 40% recovery rate on the t:Ortfolio, a sat.is:factory rate 
oonsi.del:'in;J that half of the pxtfolio is medil.UG to l.on3'-t:eIm. 'lhis 40% 
rate has not, h::Iwever, been achieved. During the first four ncnths of 1980, 
rec:overies were a third lower than during the same period in 1979. This is 
in part due to instability folJ.owjng initiation of the refonn, ilx:llX1ing a 
view by owners of sane haciendas that have been or will be expropriated that 
the nest advantage:ms way to discharge their debt \roOUld be for ISTA to pay 
it off as part of the cullpensation for expropriated p:t:opeIty. In addition, 
external resources have been less than expected, particularly because of 
delays in authorization of the !DB's $16.5 million lIgricu1tural Credit !Dan. 
S:fItul.taneous with this reduction in resources is the increased danand for 
credit fran the Phase I hacierxlas - incl\.llin; the need for $26.8 of special 
credit repiranents. 

b. Institutional ca;:acity of BFA 

The BFA has craated a counay-wide netw:lrk of banking 
agencies am warelDuses faT. sale of agricultural inplts. Presently, there 
axe 28 age!lCies (inclu:i:ing the central office) arxl 44 warelDuses. Fcm' new 
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regialal offi~s were recently created. '!be objectives of this reg:lcn­
allzation are: (1) to create administrative instnments needed to c0-
ordinate on a reg1onal. basis with the Ministl:y of Agriculture, Agrarian 
Refcmn AIJerc'i arrl other agencies of the State, especially on P'03LautS 
relatiD;J to land refOIID.i (2) to mke credit operations ncre timely am 
useful, to zeduce costs of opezations, and to provide assistance to 
agencies in their administrative problems;CI'rl(31 to nake better use of 
htmm am other resources. 

During 1979, BFA had 962 anployees of which 352 were 
nliCklle leV"'..l. arxl professional. '!he nuniJer has increased satevhat each 
year, the total in 19n having been 865. Its prof~si.anal staff includes 
192 credit agents. AnDng these are agents specialized in varia.lS crops 
and in principal PL03LdllS of the Bank. '!bey operate in the agencies, 
offering tec::hnical assistance and participat.in:3 in the Bank' s cxmmi ttees 
of credit to pass on applications re:lating to their specializations. 
UrXier regionalizat.ia1, sane agents will be attached to I.egional. offices 
in order to make better use of this resource. 

The BFA is taking 1:\\0 steps tr.> speed up credit opera­
tions. One is the regionalization of operations, and the other is to in­
crease field office authority in appro"rl.ng loans. It is currently prq;x:lsed 
that agencies be alloWed to at;:prOVe loans up to ¢25,OOO and :r":!gional offices 
up to ¢7S,OPO. Previously anything over (Z15,OOO has had to be sent to the 
centzal office. 

c. Analysis of BFA's capabilities arxl Constraints. 

Analysis of data on Ern, coupled with discussions with 
its offiCials, indicates that BFA's effectiveness has been better than in 
other similar banks in Cent:al. America. Its staff has rana.ined basically 
intact since the Ck:tober change in goveznment. '!be main prd:>lans created 
by govetlllle:utal change, and ncre particularly by land refom., have been: 
(1) slowness in :reoJVeLY of loans as they fall due, a situatial which will 
probably persist until land refOIID. CUlifECisatian paynents be;in to be made, 
and (2) the necessity to serve the new and grow:i.n; agrarian ref'Ol':m sub­
sector. 'Ihe first factor :iImobilizes a significant part of its resources, 
and the secx:md danands resources it does rot have. '!his situation is 
further aggravated by inflation and rising costs of ~ (ferti 1 j zer 
alone up 25% ever last year), which require the average size of loans to 
be in:reased each year in order to ~ the sane volume of activity as 
in the precE!dirq year. 

'!he tarporazy solutioo to the need for credit funds is 
for the Central Bank to provide the Ern with credit. 'lbere JIUSt, lx::Jwever, 
be sane influx of ext:erT.al. financial assistance as the Celtral Bank cannot 
eKpaIXi credit irrlefinitely witlnlt stinulatin:J serious inflational:y pre5SUIeS. 
'!be greatest need for foreign assi.stance is to the Develo};l1Blt Division of 
the Bank, which needs further capitalization. '!his is the Division which 
JII.lst bear the 00rden of support to the expropriated estates umer agrarian 
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mfcmu, as \\1el..l as expansial of c:red1t to small fanners (iIK:l~ of 
course Decree 207 beneficiaries) • 

While the Bank has valuable experience in dealing with 
l!dli(esiro groups, it has never had :inlpJsed utXX' it a ptogLdlU of the sm­
denness am dimensions of servin:] the credit needs of a sweeping agrarian 
refcmn. Accxlrdingly its IIOst critical need for techn:i.cal assistance is 
for expert.i.se in the design of a ~ive pl:txjLatll that will e:nable 
it, in a::mjtmction with the CXlLllercial banks, to meet agrarian refOLlIl 
needs effectively while at the sane time avoiding serious erosion cf 
creti.t funds through unwise loans. SUch a progLdlll needs to be well in­
te;rated with the program of ISTA to implant in the expropriated e.c:;tates 
effective systans of fca.:an planning that include the resp:msible use of 
credit. 

2. O?operative Associations 

On the expmpriClted ~--t:ates, ISTA is organizing the canpe­
sims into associations called Asociaciones Cooperativas de P.roducci6n 
Aq.ropecuaria (Coot:erative Agricultural Associations) • 

A new Decree, N:l. 221, of May 9, 1980, creates a Departa­
mento de Asociaciones Aq.ropecuarias (Department of ~cul tural Associa­
tions) within the Ministry of AgricultuLe to prarote, organize, officially 
recognize and grant legal status to the asoociations. The decree pem:its 
an association to obtain legal status iIrrLaliate1y up:>n its organization 
following intervention of an hacienda. I.egal personality pe:rmits the 
Association to contract for credit. Decree 221 further states that the 
aval (guarantee) of ISTA will be used for the obligations of the associa­
tions. 

Decree N::>. 221 does not inclu:le specific requir~leIlts as to 
the organization of an association. It does provide "bat within ninety 
days of registration an association nust ampt statutes to be at:tJrOved by 
the Depa...4::rLent of Agricultural Associations. A"ItCdel statute" to be used 
in drafting statutes for the associations has been in circulation sin-:-: 
befo: issuance of the decree. It is unl.:iJrel.y that major cl1an;es will be 
nade in this IIDdel. 

The associations resanbl.e o:lOperatives, h.:rt: have distinct 
features. Like a o:lOperative the ul tiIIate autiDri. ty is the General AsSE!li:>ly 
of all~. '!here is a Board of Directors in:::luding President, Vi.c::e­
President, Secretary and Treasurer; there is also a "Jtmta Fiscalizadora" 
(watchdog ccmn.ittee aver finances and administration). Only adults over 
21 \tb:) are larXUess or have less than suffkient land to SUJ:POrt their 
families can bea::me rrenbers. 

ISTA will initially fOLIIl the groups. In this capaci~, it 
will help to detel:mille the Ill.lrIi:ler of IIlEIIIberS, acquisition of lands, am 
other natters relating to the agrarian refOLm process. Manbers will pay 
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the pm:chase pd.ce of l1nd adj\XUcated under the &;I1arl.an zefol:m am :repay 
all loans. 'Ihey will also be called \Jp)n to exploit the lar.d efficiently 
in c:x;z:tfonnity w:Lth \IoOrk plans agreed up::m between ISTA am the association. 

In addit..i.cm to \to'Ork:in;, lDEI1'iJers will make capital contril:u­
ti.alS, t:b::ujl the ItDdel statute cDes oot specify the cmounts. Me!li::ers are 
paid far theu wxk. Profits (utilidw3es netas) are first to be applied 
to the le:1al rf!SeI'Ve and to funjs for social develoftlEllt and fl"'jT capitaliza­
tion of the asBOCiation. '1t1e bc..1anoe is to be distril::uted to nerbers in 
accmdanoe with their capital rontribltions. 

'nle statutes provide that the Board of Directors nay hil:e 
a zranager and other administrative persannel am &..oteImine their duties 
and remmeratian. '!he nanager will be required to execute the resolutions 
and inst:ructic.ms of the General Assanbly and Board of Directors as well as 
sulmit plans to the Board. . 

The ItDdel represents an obvious cultpJ:auise between the 
desires of the State on the one hand to guide agrarian reioIIn and on the 
other hand to create peasant groups capable of administering their own 
affairs. Cooperative p.Jrists will be disenchanted with the role reserved 
to ISTA. On the other hand, it is reasonable that in sane fcmn the bene­
ficiaries of land reform engage to exploit the land in a manner consistent 
with the scx:ial am. econ:::.mic objectiVEd for which the refOIItl was intended.. 
'!he statute does give very substantial power to the carnp:si.rx:>s, incllJdiD;J 
the right to select their own manager rather than the obligation to accept 
one appointl:d by the State. 

Observations in the field suggest that a:o~tive associa­
tions are teing successfully organized. The past experience of ISTA in 
organizing groups und.er earlier ~h snaller land refODIl programs has 
no doubt facilitated this process. However, there appears to be &:lIe 

variance a!~ to whether the association is fonned exclusively of residents 
and peIllal'lI:mt workers of the exptoptiated estate or whether others are in­
cluded. Reepi.n:J the nenbe.rship small, of rourse, reduces the l'lllIIDer of 
beneficiazies and IIEanS that many workers, espec:iall y those wb:> perfOIIn 
slDrt-teIIll seasonal tasks, will CX~"'ltinue to loiOrk solely for wages as before. 
'!be only difference is that the new pat:I61 is the association. On the 
other hand, enlarging mE!l'bership beyond the nu:nber for which considerable 
work can be provided =an result in increasing lal::or oosts at unec:xm::mic 
levels. 'nus is turn can lead to excessive 00rr0wl.nJ to neet l..aOOr oosts 
and to an. il'lability to repay loans because costs exceed the value of 
producticll'l. 

The IIDSt :i.np:lrtant need of the agrarian refunn ptogzdltl with 
respect to the new associations is to organize as efficiently as J:X)SSible 
a system of assistance to them in the plaming and nanagem:mt of the ex­
propdate1 estates. SUch plann:iD;1 and rranaga:IEnt initially have to be 
directed primrily to the naintenance of annual prochJ::t.ion levels. B:JweI7er , 
if the full benefits of agrarian refa:m are to be achieved, it IlllSt be 
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shifted at an early date towaJ:d develOfllSllt of the estates in such a 
way as to intensify use of th:! land ani to expand prcduct:ion and auploy­
ment oaoorbmit1es. Further, since the new associatials IIIlSt begin with­
out ~ capital, it is especially :iJrportant that this assistance take 
into p!lrt.icular acxxrunt the necessity of plan..c; that can seIVe as an ef­
fective basis far awlications for credit and the generatia1 of 'NOrldD] 
capital ~ profitable operations. '!be t.echn.ical assistance a:mp:ment 
of this project has been designed to provide expert assistance in these 
areas. 

D. Technical Analysis 

'lbere are three najor tecmuca.l considerations relating to 
this ~ t . ~gram: (1 r: the av~ili ty of agricul tura1 :4lputs, ~(2) __ 
the availability of technical expertise, am (3) the seasonabili ty of 
Cfudi~ reg,~ts. 

1. ~cultural Inputs 

a. FertilizE~. 

. In a "IlOIll:al" year, El Salvador \olOUld requ.i...."'"e apprad-
nately 395,000 nettic tons of f.ertilizer: approximately 150,000 netric: 
tons of c.'':ItTplcte mi:xes' and the balcwce of anonium sulfate or urea. Of ti:.e· 
total, ~:n:ox:inately 160,000 netric tans is ooJ:l!lally userl on ooffee. 
IDok:in; at, the nomal pattern of fertilizer use, the vast majority (79%) 
is used ChJ:l.~i.!lg' April, May and June; this is follCMed by 16 % in July, 
Au3USt, ane.1. Septanber. The residual uses are in March and October. 
In other IlD','lths, there is l1Ol:ll'aliy 00 use of fertilizer. 

In 1979, fertilizer use dropped sanewhat to around 
300,000 IIEtri,c tons; in 1980, the darand is expected to fall further as a 
result of the follCMing factors: (1) current retail fertilizer prices are 
alxmt 25% higher than in 1979;Y (2) there i.e: oonsiderable unCert;.ajnty 
over the speed of agrarian ref aIm expropriations, ar.d sane owners of hacien­
das in the 100,-500 hectare range have little interest in na.intain:in;1 fal::m 
productivity; (3) ooffee gJ:OWerS are traditionally sensitive al:out cha.r¥]es 
in rrarketing, cmd may be exceptionally canserva.tive fol.l.ow:i.n;1 na1:ionali.zcr 
tion of coffee \~rt marketing. and (4) the general unrest in the country 
has caused sate famers to reduce planting. 

Given these fac1:l.Jrs, the best available estimate of 
fertilizer use ftl%" 1980 is 270,000 metric tens, at an ~te total 
oost of $50 million. 

g Average BFA retail prices of amrcni\ZD. sulfate are al:x:Alt $15.60 per 
100 :Kg.; of 20-00-0, alxlut $25.40; arXl of 16-20-0, al:xJut $23.40. 
---.. ----. --. ----_. -- .. _-- ------- --- - -----
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Projected Fert1lizp..r Use, 1980/81 

Area (MIulZanas) Requ.1rement in Metric Tons. 

Cotton 
Sl.¥3ar cane 
Mai2e 
Coffee 
other Crops 

90,000 
40,000 

330,000 
65,000 

TOTALS 

AnIIaU.\D SUlfate 

Or Urea 

27,000 
10,000 
66,000 
64,000 
23,000 

190,000 

18,000 
6,000 

33,000 
14,000 
9,000 

80,000 

As of the em of April, fertilizer supplies (incl'l.Xting 
quantities sold earlier in April and supplies in the pipel.ine which arrived 
in El Salvador in early May) uere a~tely 249,400 nettie tons. 'lbis 
was broken down as follows: 

JIlmDnium SUlfate Mixes TOTAL 
Or Urea 

in metric tons 

BFa ••• . . . . . •• 102,000 63,000 165,000 

Fedecredi to. • • . 9,000 7,000 16,000 

Private SUppliers ••• 35,000 33,400 68,400 

TOTALS 146,000 103,400 249,400 

'1hl.s quantity will be ads;Iuate a' least tl'u:otJgh Jl.me 
when 79% of the annual fertilizer ~t willlEve been applied. 
'!he ED.. has recently Ol:dered an aO:tit:ional -40,000 metric tons of sulfatF.s 
which are expected to be delivered in El Salvador during July. 

With the help of private suppliers, w.G, and ISm, 
the BFA is cxmtinually assessm; the sut:PJ,y of am demand far fertilizers. 
If in the next two \tleeks, it is dete1:mined that supplies will not be 
ai'Jquate to meet the July-Sept:sri:ler requiratents, tb! BFA will neve to place 
m>.re orders. It is anticipated that the Central Bank will provide the 
11I!Cessary foreign exchange, altlx:nJ;h the tight foreignexchange situation 
i~'l the OOIJIltry will stretch local financ:iD:3' capacities. 
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b. Agricultural Chanicals 

MaldIrun agzo-chemical requiraDents in a n::n:mal. year 
have been est:iDIated as follows: 

~-:1tities Cost (US$) 

Pesticjdes: 
Liquid 3,715,000 liters $ 22,290,000 
Solid 4,159,000 Kg. 2£079£500 

24,369,500 

Herhicjdes: 
Liquid 703,574 liters $ 3,799,278 
Solid 57,000 Kg. 420£170 

4,219,448 

FulYJicides : 
Liquid 7,000 $ 76,020 
Solid 40,000 232,329 

308,349 

GRAND TOT A L. . . . . . . . .$ 28,897,297 

For many of the sane reasons listed earlier for 
fertilizer daman:i, these estimates are sane 40% higher than likely re­
quirEments this year. The Mission has therefore revisErl this estimate 
for agm-chemicals danan:'l. to the equivalent of sane $20 million. '!be 
cycle of agro-chanica1 uses varies by tyFe: the use of pesticides, the 
major inp:>rted chenica1, lags al:x:Jut three ncnths beh:i.rrl the use of 
fertilizer; herbicide use follows closely the pattern of fertilizer use; 
arrl flDJici.des are usa1 throughout the year, altlx:rugh with a peak in 
Februal:y. 

The data en agro-chanica1 supplies are in::aIplete, 
altlDlgh it is estilr .. i.:E!d that they are IX) rrcre than 25% of armual require­
ments. Hemicide stocks are considerable, am. as in the case of fertilizers, 
the ~ feels that there is artple tine to :increase inpJrts if needed. '!be 
sane IDlds true for fungicides which have been in ade:;Iuate supply thus far. 
The only substantial change in the fungicide situatiCl"l will be if the CDES' s 
cuffee rust carrpa.ign is rapidly exp.:mjed. '!be pesticide situation is less 
clear, although this is in part because of the later t.:iIteframe in which it 
is neede:l. '!he BFA oonethe.less anticipates ID delays in procurm; pesticides 
as r:oeeded. 

2. TechnicalEXPertiSe 
- -- - ---- - - ------"- -- ----- --

Technical expertise in natters of agricu1 tura1 production 
is available to the Reform Sector fran four quarters. First, there is 
the I'eSident farm management staff which is generally conversant with 
the production techniques historically practiced an the hacienda, e.g. 
corpping p=!-tterns, input ',lSe, traditional pathological prohlens etc. 
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About 90\ of the managtMlellt staff of the exptopL'iated properties has 
~portedly I"eIIIained in place and so prc.wides continuity in decisialS of 
roth fann managenent anti technology applica.ticns. Secxlnd, extensiem and 
sped a' j zed technical staff fran vari:>l..u:; directorates of the Ministry of 
Agriculture totUch were St~a1ded to ISTA have been assigned to virtually 
all of the oooperative asSOCiatialS. Thus Coffee Institute ~ 
persCl'lnel have been assigned to ooffee fineas, livestock technicians to 
cattle hacierrlas, etc. A ~ion of these technic.ians are expected to 
continue in these assigrmel'lts throughout this agricultural production 
year. Third, th:>se returnitlg to CENTA (research and extension), D3RNR 
(natural resources di.rectore.'.te), rx;G ( livestock directorate:), etc. will 
be available to perfcmn thei:.,:" tradi. ticnal extension ftmctions. This will 
not be a new ftmction for them as they served gruup farming mterprises 
associated with ISTA in the yt'!aI'S prior to this latest generation of 
refarns. What is different is the magnitude of the task. Finally, BFA 
has its own relatively large Si:aff of extension personnel (agrcn::mistand 
credit managers) who asS1.lI'e sane level of essential technical assistance 
required to canplement and effec.~ively utilize credit res01.lr'CeS being 
In3.de available to the Refonn Sector. To date, the FI.:form Sector has 
clearly been given preferencial treat:IIe1t with respect to access to both 
credit an::i technical assistance. While understandable and even necessary 
in the shrt run, the task will be one of expanding and inl>roving extension 
services so that both the reformed and non-reformed sectors are adequately 
served. 

3. Seasonality Clf Credit Requiranents 

Agricultural credit requirements are seasanal, with slightly 
DDre than half of the nonnal demarx:1 falling within the five IIDnth period 
fran June 1 to October 31. During this period, 54% of all ~ioll.tural 
credit is provided - by crop, this is l::troken down as 47% of coffee credit, 
69% for cotton, 37% for Hvestock, am 45% for others. '!his is slDwn in 
greater detail in Armex II.B.2. 

E. Social I :lal.ysis 

The Mission has done a major sutdy of the sociD--l=olitical environ­
De'lt within which the agrarian refann is tak:i.ng place. '!be rest.uts of this 
analysis will be presenterl in detail in the J..grarian Refcmn Sector I Project 
Paper. 'Ibe follc:Ming is therefore only a syI'll')p5is of major p:>ints relatin] . 
to the expropriation of haciendas greater than 500 hectares, the Ol.-ganiza­
tion of cantJeSioos an these haciemas, am the provision of credit c.nl other 
agricultural inplts. 

M:lst of the Phase I haciendas were inbuveued an or sOOrtiy ,'.iter 
March 6, the date the Agrarian ~ went into e'f£ect. ISTA personnel 
were acc:atp:mied by other agricultural technician\; am Salvadol:a.n AImy 
troops in all interventions. Taken as a \Vbole, the haciendas were entered 
peacefully, without violece or dis:IefECt. for the r:lghts of tlE people llvl.nq 
em the estate,!;. 

http:return.ng
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DJIIadiately after intervention, the pBJple living on the estates 
were gathered together arr:l the :reason for the intervention explained to 
than. '!be basic design of the Ieform was outlined:a oonsejo d.irectivo 
CCIlS1.st.:in] of president, vice-president, secretary, treasurer, an:! vocales 
was elected 00 the 5p:)t: am a a;x,perative was fcmned. Ism representatives 
made it clear that they wanted to naintain as nu::h oontinuity as IX>ssible 
;1n the faI:m:iIxJ operation. '!be new cx:x:Jperative IllEIUbers were given an ~ 
p::>rtun.ity to choose which administrative staff \to1OUld stay am which loIOuld 
go: in IIOSt cases, they have stayed. 

'nlree IIDnths have passed s~ the first :fams were intervened, 
am while there are many differences in the oourse taken by each estate, 
several general CXlBtSlts I.."".an be made. '!he ISTA b:!chnicians am p:!Ople on 
the intervened fams appe3l"' to be getting aJ.on:J well. Cooperative leaders 
and nenbers speak highly of the technicians, am many of the technicUms 

havebea::rce stroD3'ly ccmni.tted to the people of the haciendas they ~. 
'!bey have l::e::x::tte allies in tht.~ battle to keep the hacierrlas furrtio~ as 
SIOOthly as p::!ssilile, includinJ prying loose credit and agricultural :inp:.Its 
fran tr.e ISrA,IBF7\ bureaucracy. This was even evidenced in the May ISTA 
strike in which a rn.tnber of the technician dmands related to better 
GovernnEnt services for the newly fonred hacienda oooperatives. 

'!he haciendas taken during Phase I differ widely in size, tech­
rological SOIiUstication, and a:xnplexityof intel:nal organization. In 
order to give a flavor of this variety, several examples are presented 
below. 

Hacienda A: lJ::>cated on the flat coastal strip in the easte:r'l 
en:!. of the country, it covers appraxiIra.tely 750 nanzanas, nest of ~Hch 
is dedicated to cotton production or forested. '!he fazm is l:ein:J assisted 
by one Ism technician wID lives about cn~half h:::rur away in too depart::neltal 
capital. '!he fonner adm:ini.stratar has been retained: he lives rm the hacien­
da. '!be hacienda enterprise n:M has 50 Itsubers, all of \oohan aI.,-" ex~lcn:>s 
living in a ragged line of shacks ~ alOD3' one en:!. of the 11'i'1perty. 
'!be administrator is oot a nenber of the enterprise: he is r:. salaried 
E!Iployee. '!he leaders of the ~tive were selected fr..m artt:n3' the 
~looos. 

The ITII3T.tlers of the a:;x:,perative have rot yet taken an active role 
in de::isions relating to credit, nanagE!teIlt of the :faJ:ms, or their own 
role in the enterprise. The ISTA technician has thus far run th.in;Js with 
the aid of the administrator. The ex-colonos are basically continuing as 
before - as wage l.al:xlrers wh:J feel that their salaries are teo low ('/:7.57 
per day, incl~ ncney for focx1). '!he technician told thEm that all 
crops on the fam \rtUUld be v;orked collectively, incluJing basic grains. 
'!be ex-colooos have spoken about trying to loIOrk individual plots (milpas) 
for com, EeanS, etc., but have rot yet nentioned this to the technician. 

The foJ::nEr owner had taken the fam' s tractor, so they are 
presently renting one. They have sane fertilizer stored, rut need IrJ:Jre. 

'lbey haw rot ~ received any insti~ credit: (~~_~ ~9!. 
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Hacienda B: Located in one of the nest FOliticized regions of 
the exnmtry, it covers approx:imately 900 manzanas, nest of which is used 
for ootton, oorn, and cattle. '!be hacienda was pJOrly maintained and un­
sopusticated organizationally, ani there were f&l salaried E!T1p1oyees and 
ro ncre than a handfull of ooloros. Therefore, nest of the 145 new nenbers 
have cane fran outside the estate. The fOll'Der acinUlistrator has been kept 
al, and the sane CX)()]?eIative leadership foonerl durin] inteJ:vention has re­
mained. The ~ident and vi~pre:sident ~ small faz:rcers and wage 
eaJ:nerS before they took their FOsitions. 

'!hey will fazm collectively because the ISTA technicians have 
told than to do so. '!'hey are skeptical about this, but will give ita 
try: they "-OUl.d prefer irilividual plots for basic grains. During the 
Mission's visit (May 13), only 28 rren were ~rking for wages. 'nlere were 
ro seeds or fertilizer yet, so there was little to do. There was also 
limited ISTA rronev for salaries. The ISTA technicians are tI:ying to 
correct these prablens: they are w:::>rking to obtain credit, fertilizer, 
and seed. Thus far, they have made all of the inp:lrtant decisions in 
loose conjunction with the cooperative leaders. As on other fazms, 
the other nenbers of the cooperative are rot participating actively. 

Hacienda C: Located in a fertile area stretching out along 
rolling plains and up the side cf a ncuntain, it covers 3, 000 has., 
IiDst of which is used for coffee and sugar cane. The hacierrla is a::rnplex 
arx:l ITDdern, and includes a sugar I!I.ill, coffee prcx:essing plant, administa­
tive offices, ~lZ'k slDps, apartrrents for anplO'jees, and a plush house for 
the old patrone. 3ehind these is asma11 village with generally well made 
irnJses for the peIl'tE.I"leI1t E!tlployees and a few colones. Beyond are several 
colooo settlerents scattered about the property. Their h:mes are generally 
00vels. 

A.l.nnst all of the 100 pe.DnaI'lel1t E!tlployees - incluiing adminis­
trators, clerks, ~k l:osses, rrechanics, carpenters, and guards - have 
retained, along with 50D-600 families of colooos. The cooperative leader­
ship is made up of E!tlployees who have stayed at their old positions. The 
ex-colonos do not figure i.'1 the decision-rcaking, altiDugh an a few oa:a­
sions they have been gathered together for talks by the ISTA technicians, 
praroters, and cooperative leaders. (The visit was nade May ~l) • 

Credit is a problem, as on all ISTA fru::ms, rut the labor routine 
appears to be noving sntXlthly. In fact, it a~s as if the colones had 
merely changed one patroro for aoother. Their principal c:x:IYPlaint concerned 
the low wages they eazn (just over 7 colones per day), as oppJse1 to the 
9 colones they had heard was being given an a nearby hacierxla. 

The above sumnary descriptions of several haciendas iIxticate a 
n\lt'ber of fundaIrental social issues which r.ust be face:l if the agrarian 
refOIIn is going to achieve its originally stated socio-ecmx::rnic objectives. 
First and foremJst is the relatively rniror role being played by the ex­
coloms, who have traditionally been one of the nest sul:rn.issive, passive, 
an! \lIX)xganl.zed groups in El Sal Vcrlor • They still vi&l themselves as 
CXlloms, arx:l find it difficult to voice their opinions and to th:i.nk of 
taking an active role in cooperative managenent. 
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'lhis is at least in part due to the fact that in many cases the 
hacienda~ thensel ves have changed very Ii ttle. To keep production fran 
falterin;, the ISTA technicias have attatpt:.ed to make a feN changes as 
possible in the administrative and lator structure of the b.cienda enter­
prises. 'lbey have tried to retain as rna.'1y of the fonreI' rranagarent and 
service anployees as p:>ssible. 'Ihe colones are being dispatched on lal::or 
assigrmants aroun£l the fanns rore or less as had been Cbne in the past. 
'!be sarre hacienda hierarchy, the sanE rules and restrictions, arrl the sane 
systan of salaries (for anployees) em daily wages (for oolooos) have been 
kept in place with feN m:xlifications. All of this was wise, and even neces-
5ar./, to preserve continuity in th·~ fann operation and to avoid disastrous 
disruption of the production cycle. At the sarre tine, lv.Yever, rraintenance 
of the traditional structure - especially on the larger fanns - has left 
rost of the agricultural laborers with the feeling that aside fran a change 
in patronos, their p:>si tion wi thin the structure of the hacienda has in 
fact rerained substantially the sarre. 

AnJther :furrlamental problem is collective vs. irrlividual 
fanning, at least for subsistance food grair.s. Traditionally, oolooos 
am srrall f~ generally hav-e sl"own overwhelming preference for their 
own irrlividual plots of basic subsistence crops. They have seldan, if 
ever, attanpted group farm:ing with these crops. On the haciendas, oolonos 
have always striven to lay t..'1eir hands on whatever larrl they oould, hOWIENer 
small, to supplenent wages ,and other .benefits with food crops. The primary 
reason for this preference is security: if their cash in::are is temp:Jrarily 
cut off, at least they will have sarething on their fazm plots to keep than 
fran cx:nplete ruin and starvation. This is an especially irop:lrtant oonsidera­
tion at the present t:ilre, for the hacienda rranbers are acutely uncertain 
arout the oourse events will take over the a::rning nonths. If the hacienda 
enterprises are not 5UCcessfuli if credit and inputs do oot arrive on 
schedule and planting is disrupteji if violence intensifies in rural areas: 
if th.? refOIJIl fails, ... at least they will be able to salvage sanething 
fran their individual plots. 

'!here are cases in which the ISTA technicians have said that all 
WJrk Im.lSt be Cbne oollectively and the traditional pattern of milpas has 
been discouraged. However, given the strong desire of Salvadoran canpesin:ls 
for at least srrall irrlividually oontrolled plots, further consideration 
must be given to the ena:mragenent of mil@ to cx:nplarent and oo-ex.ist 
within the oooperatively-operated haciendas. Failure to allow for indivi&lal­
ly for need milpa plots is thus a matter of sane concern although it doer, 
oot apparently represent a widespread pattern characteristic of the rrajority 
of the enterprises. 

Each of these factors will be ronitored during project :ilriJlarenta­
tiom and, as part of the Mission's broader lIqrarian Refonn Program, efforts 
will be ITade to ensure that the rights of the ex-oolonos am other nenbers 
of the neM oooperative associations are maximized. This will be d::me 
through a variety of legal assistance, c~i.ro training, c:x::mtUlI".1ty and 
c:xx>perative developtent, and agricultural activities. 
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A. }bst CDuntry Arrangements 

'ltJe U::lan and Grant Agrement will be s1gne1 by the CDES Ministers 
of Pl.ann..i.B] and Agriculture and AID. U::lan resa.1I'OeS and the mst ca.mtry 
counterpart ccntrihltion will be allocated fran the Central Bank directly 
to the BFA for capitalization of the Special Cooperative Ass:x:iation Line 
of Credit. The General Manager of BFA will have primary project nanage­
ment resp:msibility for the G.JES. Day-~ iIrq?lementation resp::ms1b;i.­
l1ty will be within the Developtelt Division of BFA. 

B. AID Arrangements 

Project management resp:msibility will rest with the Rural. neve­
lotm:mt Office. This Office will be assisted as needed by the capital 
Developrent, Program, Manage:nent, ana. Controller's Offices. 

1. Disbursement Procedures 

As detailed in Section rv.A., AID will disburse its loan funds 
against needs identified in the fann financial plans prepared by BFA and 
ISTA. It is expected that all of these plans will have been prepared 
by October 1980 and that all AID -loan funds will have been dra¥.down 
within 15 ItCnths. 

2. Procurement and leI Procedures 

AID procedures outlined in Handbook 1, SUpplement B, Chapter 
19 (InteDned1ate Credit Institutions) will be follov.eJ.. It is expected 
that the loan will be used aln'ost exclusively for local cx::>st financing. 
This will 1ncltXle p:rocuranent of iIrp:>rted shelf it.erts. Eligible sources 
will be Code 941 countries, arrl to a limiteci extent oon-c:ode 941 Free 
World Countries. (See Handbook 1, SUpplement B, Chapter 19.A.3c for 
details for limitations and procedures.) The BFAJwith USAID assistance, 
will l:e reSfX)nsible for ensuring that AID procurE!lelt regul.c_tions are 
observed. 

AID Developrent Grant funds will be used exclusively for the 
procurE!lelt of technical assistance. It is expected that ItCst of the 
teclmical assistance will cane fran lh1ited States s::>urces. Fi::Iwever, in 
order to ca~italize on experience wit.'1i.ii Latin America in the general 
area of agrarian refonn credit, and to ensure that the teclmical assis­
tance provided will be adequate to aclu.eve project objectives, t.~ 
Mission may wish to procure sane services fran Code 941 sOUr'Ces. If 
this is the case, the Mission will process so~e and origin waivers as 
appropriate. 

'!he Mission is Pl.anni.n3" to enter into d:iIect cx::>ntracts f~ 
the required teclmical assistance. The najor reason for a direct, rat.."'ler 
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than mst a::runay, cxmtract is one of t:fming. Witb:rot the oPJ;Ortunity 
for advanced planning or preparation, tlle BFA has been given n".sp:>nsi­
bility for neetin:3" a substantial part of the new agrarian refOl::m sector's 
credit requi.rements. It has thus far restX>rxled to this arergency in an 
ad hoc basis. li:Jwever, as it noves to a IiOre rational systsn of credit 
to "8ie refoIJn sector - i.e., oorrnal lines of credit rather ti1aIl oveI­

drafts of ISTA accxrunts - it r.eeds axternal technical assistance. This 
requ.iranent needs to be met quickly, ?referably by rniL-SJI'!l'ier 1980. 
The OOES and BFA cb lot have the capacity to nove this quickly in execu­
ting a oontract. Therefore, using the critE:ria outlined. in Handb:lok 1, 
Suwlanent B, Chapter 3.A on Ch:dce of Procurement Entity, tIle Mission 
Director has dete.Imined that the required services rrDJSt be "integrated 
in a timely fashion into the project structure" and that a direct AID 
cxmtract is the IIDst appropriate rre:hanisn to use. The Mission will 
attanpt to use a qualified 8 (a) finn in order to expedite oontractinq. 

3. Project I-t:mitoring 

The Mission wiJ.l h::>ld quarterly project revif?ll neetings with 
the BFA. Prior to these neetings, t.;1E; BFA will provide the Mission with 
a financial staterrent of drav.OOwns on the Special Line of Credit. This 
quarterly rep:>rt will also discuss rrore generally progress in project 
irr;>lementation, a.::; ~l as ~jg pro:'le:ns. 

C. Implementation Schedule 

Target rate 

l. Project Authorization by 6 - 17 - 80 
2. Project Agresrent Signed by6-20 - 80 
3. Initial Conditions Precedent Met by 7 - 1 - 80 
4. First Advance of AID funis by 7 - 8 - 00 
5. w~-teIJn TA Consultants Arrive by 8 - 1 - 80 
6. First M:mthly Reimbursanent ~t 

fran BFA by 8 - 8 - 80 
7. First Project Evaluation by9-30 - 81 
8. w~-teIJn TA Consultants Leave by 8 - 1 - 82 
9. Final Evaluation by9-30 - 82 

10. Project Activity Ccrnpletion rate by9-30 - 82 

D. Evaluation Plan 

Evaluation of this project will be integrated into evaluations of 
the A8rarian RefOIID Sector I Project which is expected to begin by Au;Ust 
1980. These evaluations of AID's ~rt for Agrarian RefOl::m cre:tit will 
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be cble at tw:) levels - to ncnitor project inplanentation against 
previously set targets and objectives and to assess lon;er-teJ:m project 
1Dpact. In the foIItm', the Mission will examine su:::h factors as (a} 
the rate at which fa.tm financial plans are being prepared and the 
quality of these plans: (b) the degree to which cooperative associations 
are participating in the preparation of financial plans and credit ap­
plications: (c) the uses of the credit: (d) the repayrrent of loans: and 
(e) the degree to which the carnpesino associations are having tCI rely on 
the Special Line and/or are increasingly able to draw 1J{X)n traditional 
a:mnercial bank credit. 

'!be longer teIm inpact evaluation will be an i .. '1tegra! part of the 
Agrarian RefOlJIl Sector Project. It will look at such broad questions 
as the viability of the OJOperative associations and refonn haciendas: 
the iIIpact of agrarian refonn on errployrrent and incc:rres; the identifica­
tion of beneficiaries; and the inpact of the refonn on aqricu1 tural 
production. SaTe of the data of this evaluation will a::rce fran an ex­
pected census of refonn beneficiaries. Also, the QJven1mant and Mission 
will use results fran the AID-financed Rural Profile Survey. 
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A. GOES Decrees on Agrarian Reform 

l. Decree 153 

2. Decree 207 

3. Decree 220 

4. Decree 221 

s. Decree 222 

B. Salvadoran Credit System 

1. Overview 

2. Agricultural Credit in 1979 

3. Central Bank Lines of Crop Production Credit 

C. ECOOlomic Tables 

D. Financial Tables 



LOGIC'AL FRAMEWORK 

,. 
I . 

tWmATIVE INDICA'f()R; MEANS OF VERIFICATIOO ASSlH'TIG6 

PKlGIWt OOAL 

'lb iRprove the socio--eocJO:lnic well-bein! 1. Increased Incares Survey and special studies for all G:lal- l. PoUtical instabiUty 
of the poor in El Salvadx level indicators 00es IDt make it p:lS81ble 

2. tncreased fhplo~t for Govt. to provide nee-
e6Bary 6endoes. 

l.- Increased J\coess to essential. 2. Govt. remains <X:IIIIlitted 
services. to inproving well-being of 

(XXlr. 
4. IDproved Living Olnditioos l. EIxln. and balance of pay-

Dents crises avoided 

SlIHDAL 
, 

'lb _intain agricultural production and 1. Agricultural production on inter- 1. HAG and ISTA reports l. Violence in the country 
eamings in the agrarian refoIID sector. vaned faona is at least at pre- subsides. 

refonn lewIs. 
2. Sufficient domestic and 

2. Export earnings fran intervened 2. ISTA, BFA and BCR reports external resources made 
fanna will be at least equal to available for refon.. 
average levels during 5 years .priOl 
to refoDll •. 3. New nationalized export 

. 
Intervened fanna/oooperative as- l. ISTA, BFA, and Cl:>-op reoords 

marketing systan Wlrks 
l. effectively. 

soc1ations will be financially 
SOlDi. 4. Adequate agricultural 

i.n(:uts made available to 
reform sector. 

li 
...... H 

0>-
I-t) 



LOGICAL FRAMEWORK 

. 
I . 

PlJU'(l;E SPS : 
I 

'lb increase roth the availab~lity of l. Special Ccoperative Association 1. BFA rea>rds l. 11Iplanenting Agrarian As 

credit to the agrarian refoIlD sector Line of Credit of at least $13 regulations finalized a:l 

and the capacity of the ~ to prJ- million will be operating within that 1np181J!11tation of pr0-

vide such credit. the BFA and servil!9 needs of gram can proceed. 

fora' 

Phase I and II hacietdas. 

2. BFA has institut1ona1i?ed muli- 2. ~ reoords and observation ~. Adequate IIliU'lilgE.'IIt of ha-
PiCpJ5e fann and financial tJ1an- c1endas is retained 
ning system awUcahle fur all 
{lhase I and II fanns. 

3. BFA will have ar, mcpaOOed out- l. BFA reoords and ObseIvation 3. CalplBJlel1tary Annual Crop 
r .... --Ch capability to help ueet production credit DBde 
spec~l needs of the agrarian available as needed. 
refonn sector. 

4. <ixlperaUve associations frun 4. Project reoords 
Phase I preparing their own fann 
plans wit.p assistance fran ISl'A 
and BFA .. Clfld sul:r.Utting them as 
credit requests. 

0Ul'I'U1'S 

1. FaPII and financial plans - Phase 1. 251 preliminary plans for agric. 1. BFA , ISTA records 1. AID ii ae; fWlds available 
I haciendas. year 1980/81 and detailed plans on tine1y basis 

for all intervened haciendas 
greater than 500 hectares is-. ~ 
1981/82. 

2. Special Lines of Credit - Phase I 2. 251 for agric. year 1980/81 and 2. ~ recoEds 2. 'n\ alIltractDrS avai.lable 
Mcierdas. for all Phase I haciendas' in --

1981/82. ~. 

~I 



LOGICAL FRAHEWORK 

3. Plans, special Lines for ftoase 3. EstabUstud as needed once Phase I 3. BFA reamls 
II haciendas. begins 

4. Revised credit Mechanism for 
Phase I and II reform benefici­
aries. 

AID 

Capital Line of credit 'for Special 
Technical Assistance 

<JEj 

-capital for Special Line of credit 

4. Begins with estabUstrrent ofSpecia 
Line in June 19BOi aontinl.¥lUS 
theroofter. 

$ 9,500,000 (DL) 
500,000 (00) 

$10,000,000 

$ 3,5Ou,000 

3. Mequate aES staff avail­
able. 

w 
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5enol' Olarles J. Stoc1anan 
Director 
Agenda para el Desarrollo Intemacional 
PRESENI'E. 

Estimado senor Stockman: 

ANNEX 1.B 

San Salvador 
5 de Jtmio de 1980 

~~ es grato dirigirme a ~t~d, con el objeto de hacer de su digno 
conocimiento que desde principios de abril del corriente ano, funciona 
rios del Banco de romento Agropecuario, del Ministerio de Planificacion, 
del Instituto Salvadorefio de Transformaci6n Agraria y del Ministerio -
de Agricultura y Ganaderia, han estado trabajando estrechamente con -­
funcicmarios de AID para identificar las necesidades credi ticias mas -
urgentes del nuevo sector agrario refonnado. 

Como resultadO del trabajo se ha formulado un proyecto de e33.75 
mL.lones ($13.5 millones de d6lares), para el cual solicitamos al org,! 
nisrno que usted dignamente representa, un prestamo por e23.75 millones 
de colones ($9.5 millones de d6lares), para ccntribuir a la capitaliza 
cion (~ una linea especial de credito para las Asociaciones Cooperati~ 
vas AlSI"Opecuarias a traves del Banco de Fornento Agropecuario y a la -­
YE'Z solicitamos un donativo de AID por e1.25 millones de Colones ($500 
mil diSlares), para el financiarniento de asistencia tecnica al BFA. El 
Gobierno de El Salvador por su parte contribuiri. con e 8.75 millones -
de colones ($3.5 millones de d6lares) como contrapartida para esta li­
nea df~ credi to al sector refonnado. 

Esperamos contar con su decidido apoyo y colaboracion en la tarea 
que nos hemos impuesto, y aprovecho esta oporttDlidad para reiterarle -
las rrruestras de mi mas distinguddo aprecio y consideracion. 

151% 
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ANNEX I.e 

5e(1) - COUNTRY CHECr.LIST 

.Listed below are. f1rst. statutory cr1ter1a applicable generally to FAA funds. and then criteria 
applicable to individual fund sources: Oevelopnlcnt Asistance'and Economic Support Fund. 

A. ~RAL CRITERIA FOR COUNTRY ELIGIBILITY 

1. FAA Sec. 116. Can it be demonstrated that 
contemplated assistance will directly benefit 
the needy? If not, has the Depar~ent of 
State detennined that this goven,ment has 
engaged in a consistent pattern of gross 
violations of internationally recognized 

,hllJ!iln rights? 

2. FAA Sec. 481. Has it becn detennined that 
the government of recipient country has failed 
to td.e ade~uate steps to prevent narcotics 
drugs end other controlled substances (as 
defi nEd by the CCIT!prehens i ve Drug Abuse 
Prevention and Control Act of 1970) produced 
or processed, in whole or in part. in such 
country, or trans~ortej through such country. 
from being sold illc.gdlly ~i1thifl the juris­
d1ction of such country to U.S. Gov~rn~ent 
personnel or their dependents. or from 
~tering the United States unlawfully? 

3. ,FAA Sec. 620(b). If assistance is to 
a govern~ent, has the Secretary of State 
determined that it is not controlled by the 
international Communist movement? 

4. FM Sec. 62Q{£l. If asshtance is to 
gover"",ent. is the government liable as 
debtor or unconditional guarantor on any 
,debt to a U.S. citizen for goods or serv'ces 
furnished or ordered where (a) such citizen 
has exhausted available legal remedies and 
(b) debt is not denied or contested b~ such 
government? 

S. FAA S~C". 620 e ,. If assistanr:e is to 
a govcr::1en, as It lncluding gove "I',lent 
agencies or subdivisions) tLKen any action 
~hich has the effect of nationalizing. 
expropriating, or otherwise seizing owner­
ship or control of property of U.S. citizens 
or~entities beneficially owned by them with­
out taking step~ to discharge its obligations 
toward such citizens or entities1 

Project will benefit the 
country's needy poor. 

El· Salvador takes adequate 
steps to prev~t narcotic 
traffic. 

Yes. 

No, as far as is known. 

No. 



7. FAA Sec. 620(i). Is recipient country 
in I~y 1nvolved in (a) subversion of. or 
.i11tary aggression against, the United States 
or Iny country recei .. in:j U.S. asshtance. or 
(b) the planning of such subversion or 
aggression? 

8. 'FAA SPot. 620 (j). lias the country pennitted. 
or failed to take adequate measures to prevent, 
the damage or destruction. by mob action. of 
U.S. property? 

9. FAA Se~. 620(1). I f the _ country has fa';. '(f 
to insh tdeTfi~li'ivestrne:1t guaranty program 
for th-e specific risks of expropriaticn, incon­
vertibility or confiscation, has the AID 
Administrator within the past year considered 
denying assistance to such government for this 

, reason? 

10. FAA SEC. 620(0); Fishermen's Protective 
&.2!.. Iso.1,_ a~ l"''2,i(lTr,~t:!c. !l. Ir country 
has seized, or ;:.:;lcsed al'.}' I-~nalty or $anction 
aga1nst, a~~ ~.S. fishing activities in 
international w'aters; 

I. has any deduction required by the 
Fishermen's Protective Act been made? 

b. has complete denial of assistance 
been considered by AID Administrator? 

11. FAA Sec. 620; tv 79 Apc. Act,S!c. ~03. 
(a) Is the gJverr.~ent of the recipient country 
in default for ~ore than 6 ~onths on interest 
or principal of any AID loanto the country? 
(b) Is country in default exceeding one year 
on interest or principal on U.S. loan under 
program for which App. Act appropriates 
funds? 

12. ~c. 620(s}. If contemplated 
Issist~nce is deve!ol~ent lo~n or from 
Econor:lic SI.:;JPOI·t F:J"d, has the f,dministrator 
taken into account the percentage of the 
coun try's budget ft'h ; ch is for mi Ii tary 
expenditures, the amount of foreign exchange 
spent on military equipment and the 

AID HA';DDOOIt 3. App 5C ( 1 ) 

NO. 

NO~ 

NO. 
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El S~vadQ~ baa instituted the 
I:nve~tDlent Gua:ranty Program 

E1.Salvador ,has not seized or 
~posed penalty against any u.s. 
fishing activities in internatio­
nal waters. 

NO. 

Yes. 9.2 percent of the current 
natiQn~ budget is assigned for 
1Ililitary expenses. Of this amount 
$10,000,000 is to be expended on 
-military equipment. The GOES has 
not purchased '.sophisticated weapons. 



. 
A.12. 

IIOUftt spent for the purchise of sophisticated 
~I~S systems? (An affi~tfye a"s~er may 
refer to the record of thp. annual -Takfn9 Into 
Consideration- C".eno: ·Ye~.,os reported tn 
InnUil rr~crt on i~pler.entltfo~ of Sec. 6~O(s).­
This r~rt Is prepar~ at time of approval by 
the Aalinistrator (If th~ OperatiC'nal Yel!r eudget 
Ind Cln te the basis for an affirmative ans~~r 
during tt.e fiscal yel!r unless significant changes 
in circ~stances occur.) . 

13. FA~ SftC. F?O(t}. H~s the country seycred 
diplcc~tic relatlons with the United States? 
r f so, t:!\'e they been resu."'led and he! ve r,N 
bilateral assistance agree~ents been ne90tiated 
.nd enter~~ into since such resu~tion? 

14. F~A ~ec. E20(u). Whl!t Is the parr.ent status 
of the c::.:::ry·s U.N. obligat1cns? I~ tl':e c::untry 
fs fn arrE!rs. ~iere slOch arrearages tolken ir:to 
accc;:.mt toy tho:! AID .·,C::Jinistrator in c:!'!tenr:ining 
the current AID Operat10nal Year ~ud~~t? 

15. F~.l. ~!c. E20A, FY 79 ,.~~: E07. Has 
the coun~~1 granteo sanctulry Trcq pru~ec~ticn to 
any indi vi d~a 1 or 9rouil ~,-h i Ch has co.~:1i tted an 
act of ir.ternational terrori~~? 

. 16. F'f..A S<:c. 666. Do~s the COU'lt",] o~j~ct, on 
basfsofrace;r:engicn, natioM; ol'ig~n or 
sex, to t~e prese~ce of any officer or ~~loyee 
of the l!.S. there to carry :'Jt eccna:;i c 
dcvelc;~~r.t pro;ra~ ~n:~r F~~~ 

17. FM Sec. 669, 670. Has the country, after 
August 3. 1977, delivered 01' received nuclear 

enrict-.:"ent or renrocessinQ eoui;;-!!!1t. ~/lterials. 
01' tech~ology, without specified trru~gcc.c~ts or 
safegu~rds? Has it ~~to~at~d a r.uc1ear device 
aft~r A~;~st 3, lS;1, a1thcugh ~ot a gnuclear­
weapon St~te" under the ncnproliferation treaty? 

B. FUNDII;G C~ITE?IA FOR COI:r:T?Y ELTGI~ll TTY 

1. Develc~ent As!ist~nce Country Criteria 

a. F;A Sec. 1~2(hl(~1. Have criteria been 
establisr.~d I!n~ tHen into accour.t to assess 
comrni~ent progress of country in effec~ivcly 
1nyohi,:: tt,e I=cor in devclo;llllt'nt, on such 
indexes ~s: (1) increase in agric~ltural 
productivity thrC~9h ~~al1-fJ~ labor intensive 
agriculture. (2) reduced infJnt ~ortllity. 
(3) control of population 9rc~/th, (4) equality 
of fnccr.e distributicn, (5) rcd~ction of 
unemployment. and (6) increased lfteracy? 

NO. 

"lU.'C ' .... , .. 
i. 
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r·.\II- •• ..J 

Prom information available to 
this Mission, El Salvador is 
ueeting its U.N. obligations. 

NO, 

NO. 

NO~ 

El Salvador is committed to involve 
the poor in the development process 
br carrying out ~everal~rojects 
to address their needs in thE agri­
cultural (this project for example) 
health, nutrition, housing employ­
ment and other aectors. 
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b. F~ ~ec. ,n4(d ,. If appropriate. is 
this ten o!':'~nt Inc udll:g Sahel) activity designed 
to build aotivation (or smaller families through 
IOdificaticn o( ccon~ic .nd soci.l ccnditions 
'"Pportive of the ue~ire (or l.rge far.Jilfes in­
progra.s such .5 education 1n and out of school. 
nutrit1on. disease control. ~~ternal and child 
health services. agricultural pro~uction. rurai 
d.~~lJpt.~nt. an~ a~sistance to ur~an poor? 

l. £cllnOl'l1 C Suorort Fund Country Cri terh 

!. FAA Sec. 5029. Has the country en'laged NO. 
in I consisttnt plttcrn of gross violations of 
fnternationally ruco:;nfzed Inr.::an rights? 

b. Ff..4 S('C. 53J(b). Will ass~!:tance under NfA 
the Southern Alrlca prc;ram be proyided to 
I~u.'.':~ique. ~n~oia. ializania. or Za--:bia? If so •. 
has President cetermin~d (and reported to the 
Cor.sress) t~at such as~i~tar.ce will further U.S. 
forei9n policy interests? 

c. fAA Sec. 609. If co::r.:od1ties are to be NfA 
granted so t:at sale proc~e~~ will accrue to the 
recipient country. h)ve S~~c1al Account (counter-
part) arrang~ents oeen rr4de? 

d. FY 79 A,:'J. Act.S~::. 113. \.1111 assiS~'1n::e BfA 
be provic,,::! icr t::e laJ~6sC!oi~aicin? directly the 
efforts of the coverr.~ent of suc~ c~~ntrv to 
repr!ss the le~i~i~Jte ri9htS of the pcp~1ation 
of such coun~ry contrary to the Universal 
Declaration of H~n Rights? 

e. F~6, S!!c. 6209. WIll security su~porting NfA 
assistanc! te Turni~ned to Argentina after 
Sept~ber 30. 19787 
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5C(2) - PROJEa OfECIClIST 

Listed below are statutory criteri~ applicable generally to projects with FAA funds and project 
criteria applicable to individual fund sources: Development Assistance (with a subcategory for 
criteria applie&ble only to loans); and Economic Support Fund. 

ClOSS REFERENCES: IS CourlTp.y OiECKlIST UP TO DATE? 
HAS STAlluARO ITEM CHECKlIST BEEtt REVIEWED fOR THIS PROOUm 

A. GEP:ERAl CRITERIA FOR PROJEa 

1. fY 79 APi. Act Un~~~~~redi FAA Sec~ '653 (b); 
Sec. 634A. a) Uescr1De how Cor.~itt~es on 
~pro~riations of Senate and House have been or 
will be notified co~cerning the project;. 
(b) is assistar.ce within (Operational Year 
Budget) country or international or9!nization 
allocation reported to Congress (or not more 
than $1 million over that figure)? 

2. FAA Sec. 6l'~a6(1). Prior to obligation 
in excess of $10 • 60, will there ~e (a) engi­
neering, financial, ~nd othf.r plans necessary 
to carry o~t the assis:an:e and (b) a reasonably 
firm estimate of the cost to the U.S. of the 
ISsistance? 

3. FAA Sec. 611 (a)(2). If further le9is1ativ~ 
action is required \11 tf":in recipient country, 
what is basis for reasonable expec!ation that 
such action will be co~pleted in ti~e to permit 
.orderly accomplishment of purpose of the 
assistance? . 

4. FAA Sec. 611 (bl; FY 79 Aco. ~ct Sec. 101. 
If for water or wtter-re1ated ltno resource 
conslructio", has proiect II\tt the standtrds 
and criteria as per the Principles and Standards 
for Planning Water and Related Land Resources 
dated October 25. 19731 

5. FAA S~. 611 p. If project is capital 
assistance e.g., construc~ion), and all 
U.S. assistance for it ~ill exceed Sl million. 
has Mission Director rertified and Regional 
Assistant Ad~inistrator taken into consideration 
the country's capability effectively to maintain 
Ind utilize the project? 

6. FAA Sec. 209. Is project susceptible af 
execution as part of regional or multilateral 
p,~ject7 If so why is p~oject not so executed? 
Infonr~tion and conclusion ~hether ~ssistance 
will encourage regional development progrAms. 

M advice pf Program change 
ha& been forwarded to the 
Congress •. The Project is 
wi thin the on. 

~S. 

N/A 

N/A 

N/A 

NO. 
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7. FAA S~. 601(aJ' Information 4nd conclusions 
.ther projrct wi 1 encour-a~e efforts of th~ 
countr,y to: (a) increase the fl~w of int~rnltionll 
trad.i (b) foster prh'lt(' initiative ancl co:::petf­
tlon; (c) encourar,e d.!velop:·~nt and use of 
cooperAtives, credit unions, and savin~s and loan 
associations: Cd) discoura~~ monorolistic practices: 
(e) improve technical efficiency of industry, agri­
culture and commerce; and (f) strengthen free 
llbor unions. 

8, FAA SlIC. 601(h}. Information and ccnc1usion 
on how proJcct will encourage U.S. private trade 
and investment abroad and cncour!ge private U.S. 
particip~tion in foreign assistance progr~ms 
(including use of private tra~e channels and the 
services of U.S. private entcrprise). 

9. FAA Sec. 612(b)j Sec. 635(~. De5cri~e steps 
taken ~ assurl: that, tl' the "axir.lum e):tent possi­
ble, the country is contributing local currencies 
to meet the cost of contractual and other services. 
and foreign currencies ~ed by the U.S. ~re 
utilized to meet the cost of contractual ~r.d 
other services. 

10. FPA Sec. 612(d). Does the U.S. own excess 
foreign curren:y "rthe c(l:/ntry and, if so, ~Ihat 
arrangements have been mace for its release? 

11. FAA Sec. ('Ol(e). Will the project utilize 
competitivc 5cle:~ion proceriures for the awarding 
of contracts, exc~pt where applicable procurement 
rules allow othen'lise? 

12. FY 79 A::>p. ~r.t Sec. EOB. If assistance is 
for the prO.:l:Jctlcm of any CC!:';:lodity for export, 
is the cOlTT.lodity 1 ikely to be in surplus on ~Iorld 
markets at the time the resulting productive 
capacity beco~es operative, and is such assistance 
li~ely to cause substantial injury to U.S. 
producers of the same, similar, or competing 
carmodfty1 

B. FUNDII:G CRJTnI A FOR PROJECT 

1. Development Assistance Project Criteria 

a. FAA Sec..J.QZ.lb) i 111 i 113; ?lli. 
Extent to ~lhlCI1 actH'i ty wI t I rare, tectively 
involve the poor in develop~p.nt, by extending 
access to econu~y at local lcvel, increasing 
labor- fntcns he product ion and the uSe of 
appropriate technolooy, spread~ng investm~nt 
out from citirs to small to~ns and rural areas.· 
and insuring wide participation of the poor in 
the beneffts of ~cvelopmcnt on a susta;n~ 

AID HANDBOOIC 3. App 5C(2) 

The project will foster private 
5~itiative, directly encourage 
development and use of Agricultu­
ral Cooperatives, increase the 
flOw of international trade and 
improve the efficiency of agri­
culture and Commerce. 

The project will not directly 
affect U.S. private trade and 
investment. 

The host country is providing 
counterpart contribution to the 
project in local currency. No 
U.S. owned foreign currencies 
are av~ilable for utilization in 
this project. 

NO. 

YEs. 

NO. 

This project is designed to benefit 
the rural poor by providing them 
with the credit necessary to invest 
in and improve their agricultural 
lands. 

http:forei.gn
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AlDMANDeOOIl 3. App se(Z) 3:3Z 

1.1.1. 

basis. using the Ipproprilte U.S. institutions; 
(b) help develop cooperatives. especially by tech­
nicil Issistlnc~, to a~sist rural and urban po~r to 
help themtllves t~~rd better life, and othervise 
",ourage"t!l'!IIOcratic privltr lnet local 90vermental 
institutions, (c) supp'ort the sclf-help efforts of 
developing countries; (d) promote the participat10n of 
~n in the nationll economies of developing countries 
Ind the i~prcvement of women's status, Ind (e) utilize 
Ind encourage regional cooperltion by developing 
countries? 

. b. FAA ~ec. 103, 103A. 104, 105, 106
f 

107. 
Is Issistance being m~ae available: {Inc ude only 
applicable p3ragrnph which corresponds to source 
of funds used. If ~ore than one fund source is . 
used for project, include relevant paragraph for 
each fund source.} 

(1) [103] for agriculture, rural development 
or nutrition, if so, extent to which activity is. 
specifically designed to increase productivity and 
incerne of rural peor, [lOlA] if for agricultural 
research, is full account taken of needs of small 
fanners, 

(2) [104] for population planning under sec. 
l04(b) or h~~lth under sec. 104(c); if so, extent 
to ~Ihich activity er.:j)hasizes low-cost, integrated 
delivcry systems for health, nutrition and family 
planning for the poorest peo~le, with particular 
Ittention to the needs of mothers and young 
Children. using parar.:edical and auxiliary medical 
personnel, clinics and health posts. commercial 
distribution systems and other modes of community 
research. 

(3) (105] for education, public admini-. 
stration, or h~an resources develoj)ment; if so, 
extent to which activity strer.cthens r.onformal 
educati~n. r.~Kes fonnal education wore relevant, 
especially for rural f~~ilies and urban poor, or 
strengthens manage~ent c4pability of institutions 
enabling the poor to pa~ticipate in development; 

(4) (106) for technical assistance. energy, 
research, reconstruction, and selected develo~ent 
problems, if 50, ~~tent activity is: 

(i) technical cooperation anc develop­
ment, especially with U.S. private and voluntary. 
or regional and international development, 
organizations; 

(ti) to help alleviate energy problems; 

(iii) research fnto. and evaluation of. 
economic development processes and techniques; 

{1v) reconstructio~ after natural or 
manmade d1saster; 

Page 7 9f 12 
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Credit will be made available 
to directly increase producti­
vity and income of the rural poor. 
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(y) for specfal development problem. 
and to enlble proper utilization of earlier U.S. 
1nfrlstructure. etc •• assistance; 

(vi) for p~gr~s of urban deveiopmeDt. 
tspecially small labor-intensive ente~rises • 
.. rketfng systens. and financial or other insti­
tutions to help urban poor participate in economic 
and social development. 

c. [107J Is appropriate effort placed on 
of appropria te techno 1 ogy1 

d. FAA Sec. ',O(a). ~lill the recipient 
country provide at least 25: of the costs of the 
program. project. or activity with respect to 
which the assistance is to be furnished (or has 
the latter cost-sharing requir~nt been waived 
for a -relatively 1~4st-developed· country)? 

. e. fAA Sec. 110(b). '11111 g~ant capital 
assistance be disbursed for project over more 
than 3 years? If so, has justification satis­
factory to the Con~ress been ~ade, and efforts 
for other finanCing, or is the recipient country 
-relatfvely lea~t developed"? 

f. f.M...Sec .. 2f11(h). Describe extent to 
which program recog;,izes thp. particular needs. 
desires. and car~citip.s of the p~ople of the 
country; utilizes the country's ir.~ellectual 
resources to encourage institutional development; 

. and supports civil education an~ training in 
skills required for effective participation i~ 
governmental and political processes· essential· 
to self-government. 

g. fAA Sec. 122(b). Does the activity 
give reasonabie premise of contributir.g to the 
development of ecoroomic resources, or to the 
increase or productive caoacities and self· 
sustaining economic growth? 

z. Development Assistance Project Criteria 
(loans Only) 

a. FAA Sec. 122(b). Information and 
conclusion on capacIty of the country to repay 
the loan. including reasonlbleness of 
repayment prospects 

b. FAA Sec. 620(d). If assistance fs for' 
~ny productive enterprise which will compete in 
the U.S. with U.S. enterpris~. is there an 
.gre~ent by the recipient country to prevent 
export to the U.S. of more than 20: of the 
enterprise's annual production during the lffe 
of the 10an1 

A'~HA"DIOOI( ·3. App 5C(2) 

YEs. 
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YES. During the implementation 
period of the loan, the host 
country will contribute an esti­
mated 26% of the project cost. 

NO. 

By improving the economic ~oadit;ons 
of the rural poor, the proJect W1ll 
contribute directly to the people's 
ability to pa~ticipate in the econo­
mic and political processes and will 
encourage development of private and 
governmental institutions. 

YES. 

E1 Salvador has the financial capa­
city to repay the loan; The terms 
of the AID loan .are reasonable ~ 
legal under the laws of the U.S. 
and host country 

N/A 



I AlD~~OOOOIC '3. ~pp 5C(Z) 

3. Project Criteria Solely for Economic 
SUpport Fund 

I. FAA Sec. 531{tl. Will this'ssistance . 
support prc"'~te economlC or politic!l stability? 
To the extent possible, does it reflect the 
policy directions of section 102? 

b. fAA Sec. 533. Will assistance under 
this chapter be us~d for military, or 
paramilitary activlties? 

RIA 

RIA 

June 7~ 1979 15C(2)-5 
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5C(3) - STANDARD ITEM CHECKLIST 

Listed below are statutory items which normally will be covered routinely in those provisions 
of .n .ssistance agreement dealing with its implementation, or covered in the agreement by 
imposing limits on certain uses of funds. 

These items are arranged under the general headings of ~A) Procurement. (B) Construction, and 
(C) Other Restrictions. 

A. Procurement 

1. FAA Sec. 602. Are there arrangements to 
permit U.S. small business to participate 
equitably in the furnishing of goods and 
services financed? 

2. FAA Sec. 604(a). Will all commodity 
procurement flnan~ed be from the U.S. except 
as otherwise determined by the President or 
under delegation from him? 

3. FAA Sec. 604(d). If the cooperating 
country discriminates against U.S. marine 
insurance companies, will agreement require 
that marine insurance be placed in the 
United States on commodities financed? 

4. FAA Sec. 604(e). If offshore procurement 
of agrlcultural commodity' or. product is to be 
financed, is there provision against such pro­
curement when the domestic price of such 
commodity is less than parity? 

5. FAA Sec. 608(a). Will U.S. Government 
excess personal property be utilized wherever 
practicable in lieu of the procurement of new 
items? 

6. FAA Sec. 603. (a) CJmpliance with require­
ment ln sectlon 901(b) of the Merchant Marine 
Act of 1936, as amended. that at least 50 per 
centum of the gross tennage of commodities 
(computed separately for dry bulk carriers, 
d~ cargo liners, and tankers) financed shall 
be transported on privately owned U.S.-flag 
commercial vessels to the extent that such 
vessels are available at fail' and reasonable 
rates. 

7. FAA Sec. 621. If technical assistancp. is 
financed, wlll such assistance be furnished to 
the fullest extent p~acticable as goods and 
professional and other services from private 
enterprise on a contract basis? If the 

YES. Standard procurement regula­
tions, procedures and good com­
mercial practices will be followed 
under the project. 

YES. 

·YES. 

N/A 

YES. 

YES. 

YES. 
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A.7. 

flci1ities of other Federal agencies will be 
utilized, Irt they paritcularly suitable, not 
ca.petitive with private enterprise, and mad. 
Iv.ilabl. without undue interference with 
doilies t it progrUls? 

8. International Air Transport. Fair 
_ .tidve Pract',~e5 Act. 1974. If air 
transportatlon 0 persons or property is 
financed on grant basis, will provision be 
~de that U.S.-flag carriers will be utilized 
to the extent such service is available? 

9. FY 79 Apr. Act Sec. 105. Does the contract 
for procurement contaln a provision authorizing 
the termination of such contract for the 
convenience of the United States? 

8. Construction 

1. FAA Sec. 601(d). If a capital (e.g., 
constructlon) proJect. are engineering and 
professional services of U.S. firms and their 
affiliates to be used to the maximum extent 
consistent with the national interest? 

2. FAA Sec. 611(c). If contracts for 
construction are to be financed. will they be 
let on a comp!titive basis to maximum extent 
practIcable? 

3. FAA Sec. 620(k). tf for' construction of 
productive r~terprise, will aggregate value 
,of assistance to be furnhhed by the United 
States not exceed $100 million? 

C. Other Restrictions 

1. FAA Sec. 122 (el. If development loan, is 
interest .ate at least 2: per annum during 
grace period and at least 3% per annum 
therea fter? 

2.' FAA Sec. 3Q1(d). If fund is established 
solely by u.s. contributions and administered 
by an international organization, does 
~ptroller General have audit rights? 

3. FAA Sec. 620(h). Do arrangements preclude 
promoting or assisting the foriegn aid projects 
or activities of Communist-bloc countries •. 

'contrary to the best fnterests of the 
United States? 

4. FAA Sec. 636(t). Is financing not pennitted 
to be used, without waiver, for purchase, long­
tenn lease, or exchange of motor vehicle 
manufactured outside the United States, or 
guaranty of such transaction? 

AID HANDIOOK 3. App 5C (3) 

YES. 

N/A. ' 

N/A 

N/A 

YES. 

YES. 

YES. 

YES. 
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c. 
5. W111 arrangements preclude use of financing: 

I. FAA Sec. 104(f). To pay for performance of 
abortions or to motivate or coerce persons to 
prlctice abortions, to pay for perfor~nce of 
1nvoluntary sterilization, or to coerce or 
provide financial incentive to any person to 
undergo sterili~ation? 

b. FAA Sec. 620(9). To compensat~ owners 
for expropriated nationalized property? 

c. FAA Sec. 660. To finance police training 
or other law enforcement as~istance. except for 
narcotics programs? 

d. FAA Sec. 662. For CIA activities? 

e. FY 79 Ap? Act Sec. 104. To pay pension~. 
etc •• for milltary personnel? 

f. FY 79 Ap? Act Sec; 106. To pay U.N. 
assessments 1 

g. n 79 A~. Act Sec. 107. To carry out 
provisions of F sectlons 209(d) and 25l(h)? 

. (Transfer of FAA funds to multilateral 
organizations for lending.) 

h. FY 79 App. Act Sec. 112. To finance the 
export of nuclear equipment, fuel, or technology 
or to train foreign nations in nuclear fields? 

1. FY 79 App. Act Sec. 601. To be used for 
publicity on propaganda purposes within United 
States not authorized by the Congress? 

'''.CHV' DAVI 

N/A 

YES. 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 

N/A 
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Name of Country: 

Name of Project: 

Number of Project: 

El Sal va.dor 

ANNEX I.D. 
Page 1 of 3 

Agrarian RefOlll\ Credit 

519-0263 

1. Pursuant to Section 103 of the Farei-3Il Assistance Act of 1961, as 
CIIe1'lded1 I hereby auth:n-ize the .Agrarian Fefcmn Credit Project for El Sal­
valor (The "Cooperating Country") involving planned obligations of oot to 
e:xceed Nine Million Five Hun:ired Tl'xmsand United States rnliars ($9,500,000) 
in loan :fuOOs and Five Hundred 'lllou.sam Unital States Ibllars ($500,000) 
in grant funds, subject to the availability of funds in accordance with 
the A.LD. OYB/allot:Irent process to help b financing foreign exchange 
anj local currency c.osts for the project. 

2. '!be Project ("Project") \<.-.ill increase the availability of credit for 
~eficiarieR of the Salvadoran Agrarian Refcmn and help to strengthen the 
capability of tile Bancc Oe Faoonto 1\gropecuario (Agriculture Developn:nt 
Bank) to provide for the special credit requi.raIEnts arising fI:an the 
Agrarian RefODll. 

3. !be Project Agreem:nts which may be negotiated and executed by the 
officer to whan such authority is delegated in acrordance wit.:. '.I.D. re­
gulations and Delegations of Authority shall be subject to t~ following 
essential terms anj covenants and major conditions, together with such 
other terms and a:mciitions as A.I.!). may dean afPIoptiate: 

a. Int:rest and Tel:ms of Repi'iymi,nt 

'!be Cooperating Countr') shall repay tha Loan to A.I.D. in u.S. D:>llars 
within twenty-five (25) years fran the date of first disbursanent of 
the IDan, incltrling a grace period of not to exceed ten (10) years. 
'!be Cooperating Countl:y shall pay to A.IoD. in u.S. Ibllars interest 
fran the date of first disbursanent of the I.Dan at the rate of (i) 
1:\..0 ~Cdlt (2%) per annun during the first ten (10) years, and (ii) 
three percent (3%) per annun therF.sfte:r, on the outstanding disbursed 
balance of the I.Dan and on any due and unpaid interest acc:rued thereon. 

b. 30ucce and Origin of Gcods and Services (Loru.) 

Go:xls and Services, except for oceID shiRJing, financed by A.LD. under 
the IDan, shall have their source and origin in the countri2S that are 
members of the Central American Ccmn::ln Market or i!l oountries i..nc1.uded 
in A.I.D. GeograJ;:hic Code 941, except as A.IoD. mar otheJ:wise agree 
in writing. Ocean shipping financed by A.LD. under the I.oan shall, 
except C&.5 A.I.D. my otherwise agree in writing, be financed only on 
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flag vessels of the Uni te:i States or of oountries that are neri::lers 
of the Central American camon Market. 

Coo Source and Origin of G:x::Jds and Services (Grant) 

Goods and services, except: for ocean shipping, f:inanced by A.I.D. 
tmder the Grant shall have their source and origin in the United. 
St,ates and countries that are members of the Central American Cannon 
Market, except as A. I. D. may otherwise agree in writing. Oce.3l1 shipping 
finanQ;Q by A,I.D •. under_the- Grant.sha.ll1J-exc~t-as A-oI-.D.mayuther=­
wise agree in writing, be financed only on flag vessles of the United 
States. 

(3) Ocean shiWln; finanr.ed by A.LD. t.mder the Grant shall, 
except as A.LD. may otherwise agree in writing, be financed 
only an flag vessels of the Unites States. 

d. Re.imburSE!lEIlt o£ Exp=nses 

~n canpliance. ' .. "ith me relevant Conditions Precedent to Di$b.lrSEmant 
by the Cooperating Country, A.LD. nay d.i.shJrse loan funds as reirn- . 
bursarent for costs of credit, and Grant fuI:ds as reimbursement for 
costs of technical assistance and other eligible costs, provided that 
evidence t.~t such costs were incurred subsequent to June 1, 1980 is 
furnished to A.LD. in form and substance satisfactoI}" to A.I.D. 

e. Conditirm Precedent to Initial Disbursanent (IDan) 

1. Prier to any d:i.sbursatelt, or the is5UaI1ce of specific carmitment 
doctJrents under the !.Dan Project AgreetEnt to finance credit for the 
Ban(:o de .E'atento ~io (BFA), the Cooperating Country shall 
cau:;e the Executir.g Agency (Banco de Fanento ~pecuari.o) to furnish 
to l~.LD., in fOIlt'l and substance satisfacotry to A.LD. evidence that 
a Special Cooperative Association Line of Credit, which can be used 
for (a)' crop production credit beyond that which is Z".>ai1able fran 
other institutional lenders, (b) ne:tium and long-teJ:ln investltent re­
qu.irerents, and (c) hacieIrla adm:i.ni.strativc expenses, has h:!en legally 
est.ablisred. 

f. Coniition Precedent to Disl::m'sEment of !Dan nmds for the Special 
Cooperative Association Line of Credit 

1. Prior to any d.isblrst:lnent, or issuance of specific cc:mnit:ment 
doct.me1ts urXler the Wan Project },greaxent to finance a-edit for the 
Bcmc:o de FatEnto Agropecuari.o, the CooFEl:C!ting Counb:y shall cause 
the Banc:o de Farento 1Ig:ropecUa:r1O to sul:mit to A.I.D. a financial plan 
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sarmarizinq the total. credit requiranents for each hacienda, 
:1ncl.ud:iJ'lcj the I arcount -to· be financed. through the- Special 
Cooperative Association L1lle and all other institutional sources, 
far which the BFA is requesting the disbursEment of A.I.D. :f'urrls. 

q. S?!:i a 1 Covenants 

(1) '111e Coop:ratin:J Country shall oovenant ot nake a capital 
cx:mtrib.Jtion of at least $3.5 million equivalent in CXllanes for 
the Banm de Farento Agrop:!ctJa=io' s Special Cooperative Associa­
tion Line of Credit during the life of the Project. 

(2) The Coo~tinq Country shall cause the Banco de Farento 
Agropecua.rio to oovenant to mld open the SF£Cial Cooperative 
Association Line of Credit for a mi.nimJm of seven years and 
to rebJm all refl.c:Jws as capital to the aforementione 1 Special 
Line. 

(3) The Cooperating Country shall cause the Banco de Parento 
Aq.ropecuario to CXlvenant to contribute all reflows generated by 
The Special Cooperative AssvciC"tion Line of Credit for use in 
the BFA's noI!llal small fanrer .;;u:~~ agrarian refonn credit progotams, 
at the tiIre that A.I.D. and the Cooperating Country ImItually 
agree in writing that there is no longer a need for the Special 
L1lle. : 

(4) '!he Coo~ting Country shall covenant to ensure that the 
Banco de Farento Agropecuario is given at least equal priority 
when repayments of Cooperative Association loans from the cx:::m­
mercia! (rnixerl) banks and the BFA are due. 

Assistant Administrator 
Bureau for Latin Anerica and 

the carll:lbean 
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INITIAL ENVIRONMENTAL EXAMINTA'IION 

I. Basic 'Project Data 

Project Location: 

Project Title: 

Funding: 

Life of Project: 

lEE Prepared by: 

Threshold Decision 

II. Description of the Project 

Tha rural areas of the Republic of El 
Salvador 

Agrarian Reform Credit 

FY 80: Grant $ 500 ,000 
Loan $9,500,000 

18 months 

C. R. Gavidia, Gen. Eng. and Enviromnental 
Coordinator/Carol Peasley 

Negative Environmental Decision 

The purpose of the project is to increase the availability of and 
the capacity of the Agriculture Development Bank (BFA) to provide 
credit to the Agrarian Reform Sector. 

This proje~t has been designed to respond to an immediate short­
term requirement for additional credit for the approximately 250 haciendas 
(230,000 hectares) which were expropriated in Phase I of El Salvador's 
recently decreed Agrarian Reform Program. Some 80% of their credit needs 
will be met through Central Bank lines of credit to the commercial 
banking system. The remainde1:' will be provided by the Agriculture 
Development Bank (BFA). This project wil', provide the additional resources 
the BFA needs to meet this new demand. 

The proposed project will have both grant-funded elements and 1030-
funded elements. Loan funding will be used to finance credjt that is 
closely related to the production process and for which disbursement can 
take place in a twelve to eighteen-month period. Grant funding will be 
used to finance technical assistance and which will require expenditures 
beyond December of 1981. 

III •• Impact Identification and Evaluation ' 

The vast majority of project re30urces will 'be used for production 
and working-capital credit. on the recently expropriated haciendas. This 
credit will be used to support existing agricultural production patterns 
much of which is in traditional exports such as coffee, sugar cane, and 
cotton. Little change in land use is expected as a result of credit 
provided under this project. 
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In the II'" .cer run. agrarian reform may well lead to substantial 
changes in land use pat~erns. ~ny of these long-term changes will be 
beneficial -- e.g •• by providing legal land titles to some 150.000 
small farmers who are currently renting lands. the GOES will be pro~~ding 
an important incentive for improved practices and investment in soil 
conservation. To guard against possible negative imp~cts. the Mission will 
draw upon e1pertise and resources from its Small Farmer Natural Resources 
Y~~gement Project which is taking initial steps in strengthening GOES 
capacities to implement small farmer soil and water management programs. 
Also. in designing a follow-on project (FY 81 or FY 82) ~Q the Small Farmer 
Natural Resource Management Project. the Mission and GOES will look at the 
special requirements which may have arisen as a result of the Agrarian 
Reform Program. 

The Ministry of Agriculture and Livestock (MAG) will be playing an 
important support role in the project. It has had considerable experience 
throughout the region in evaluating the environmental considerations of 
various agricultural production patterns and practices. It will review 
and evaluate trie environmental implications of the Agrarian Reform Program. 
Also. on-site inspections will take place, and BFA extension agents/credit 
supervisors will be instructed to ensure that environmental disturbances 
are kept to a minimum. Guidelines will be prepared to permit project manage­
ment to evaluate any land-use changes and/or the possible environmental im­
pact of investments. Particular attention will be given to cotton pro­
ducing haciendas which have in the past been indiscriminant in their use 
of agricultural chemicals. Special short-term technical assistance will be 
provided to the BFA' to help it improve its policies with r~gard to agro­
c~mical use. One month of TA will be financed from this project; an addi­
tional month will be provided by the Regional Pest Management Specialist. 

Impact Areas and Sub-Areas 

A. Land Use 

1. Changing the character of the land through: 

~. Increasing the population 
b. Extracting natural resources 
c. Land clearing • • • • • 
d. Changing soil capacity 

2. Altering natural defenses • • 
3. Foreclosing important uses 
4. Jeopardizing man or his works • 

Impact Identification 
and Evaluation 

L 
L 
L 
M 

L 
N 
N 
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B. Water Quality 

1. 
2. 
3. 

Physical state of water ••••••••••••••••••• 
Chemical and biological·stat ............. . 
Ecological balance •••••••••••••••••••••••• 

C. Atmospheric 

l. 
2. 
3. 

Air additives ••••••••••••••••••••••••••••• 
Air pollution •••••••••.••••••••••••••••••• 
Noise pollution ••••••••••••••••••••••••••• 

D. Natural Resources 

1. 
2. 

Diversion, altered use of water ••••••••••• 
Irreversible, inefficient commicments ••••• 

E. Cultural 

l. 
2. 

Altering physical symbols ••••••••••••••••• 
Dilution of cultural traditions ••••••••••• 

F. Socioeconomic 

l. 
2. 
3. 

Changes in economic/employment patterns ••• 
Changes in population ••••• r ••••••••••••••• 
Changes in cultural patte~ •••••••••••••• 

G. Health 

1. 
2. 

Changing a natural environment •••••••••••• 
Eliminating an ecosystem element ••••••••• : 

H. General 

1. 
2. 
3. 

International impacts ••••••••••••••••••••• 
Controversial impacts ••••••••••••••••••••• 
Larger program impacts •••••••••••••••••••• 

IV.. Recommendation for Threshold Decision 
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N 
N 
N 

N 
N 
N 

L 
N 

N 
N 

M 
L 
N 

N 
H 

N 
N 
N 

USAID/El Salvador finds that this project. is not a major action 
which will have a significant environmental impact. A negative determina-
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tiOD is, thuafore, recOllllllaUded. 
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8 J. Stockman 
USAID Mission Direc r 
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INCOMING SAN SALVADOR 
uNCLASSIFIED 

;;:.U8JtCr: t.L .-:iALVADOR J.iURARIA" Rc.FuHl'1 PILI 

J. TH,- Luu:.C Ri:.Vli.wc..u AliV APPHuVI:.D THt. .:iUBJc.cr PliJ Ol~ ~jA'x' 6, 
198~. HUWt.Vc..R, Bc.CAU:i1:. OF cu"Ct.RI.::j RAI!:iELJ UVER (I;) IH2-
PLJ)'~ Ir.cuI'lPLc.TE. Ut..;)CkIPTIUI. IJF iHt. UVt.RALL AllRAHIAl1 R'::FURN 
PHULiRAI'" (B) THi RE.LAT IUI.::iHIP 8c.TWic.l, IHE CAI'IPc..)II.u OIN .. C.[l 
E.I,Tt.HPHI.ic.. Ai,LI LAl'lU lu THL TlLLr.:H COI'IPUI,t.I',1'::i AI'V ec) THI:.: 
PkOpu,::,c.LJ AID ve..VC.LOPI'It.liT STRATt.GY Ii~ THE ~i::CTUH, Hi.:. 
/Yll.,j::dOl~ l~ Rt:QUe..:iTE.U Tu PHr.PARe. A .::)UPPLt.I'll:.i,fi-lL RiPURI (';;;FD 
PlllOH To PP .::iUUI'dSJIUlh THI.::i Kc.puRT !:)MUUU.J BE BRle.F A .. u II 
CA,i 8e. .::iUB,'dTTc.LI Tu AlUI'"jwIIHUUfA hIS.:dul, Re.PRe.,::,t.I,THTIVe.. 
Tlie. Ht.PUHI .:iHuULLJ PRuVIui:. THi FuLLu;NII.Li I,.FI."HI'IATIU,., ALL OF 
'-'hICH wILL FuR 1'1 b,.j~I.j FuR B{~C){uJWUI,JJ AldJ ::iTtlAfi.GY .::iECflu,. 
UF e.Vc.;lT u",L PI1UJc.Cf PnP&:.H: 

eM) f\c.FuHI'I PkULiH'::'I'I. The. Rt.PUKI ::;!-iuULv CLe.nRLY uC:.;;CRIdi IHe. 
l1UViH .. I'Ie.i,T';) TuTAL AlJRi-1RIA" Ri::FuRI'1 PRULiRHI'1 A:,u t.LdlE.,'I.::i OF 
c';kL:" il c.rl..'R 1'1 CUI'IPU"t:I.T. PU,::,.-:iI8Lc. LIld(Alll::S OR UVt.HLhP.j 
8t.l\Iic.l:.!' THi:. CUi'jPU,iC.I;T,::, SHUULD B'c. LJL:iGU:.j.;)c.U fr .. L 3c.1.e.FICl~RI&:.~ 
FuR e.ACH CuI',PU"c.IH .::iHUULLI ae.: IJe.I,l'lFlELJ, Tu EXTi .. T PU~SIdLE 
~R ;jHOULD II~CLUL)c. H BHIt:F Llt.~CHIPlIUI' OF PRUllH~.:l,J Tu lJAle. I .. 
II'IPLe.I'Ie.,ITATIU" uF AlikARIAI1 Ri:.FuRl'l PHUllR14i'l, 

(0) -- -- - - UJPLult.I.T AT I U I, CU i,'::'! R ,11 II T.;). I-lFlt.H De.,::, CH I Shli 
TuTAL A'.Ji{).;RIAIi Rc.FUHI" PHUliRAI'I, LHe. HEpurn SrluULU .:iUL'II'IMRIZ:: 
1"1/,JuH CUI • .:iThAII.T.J fa ,JUCCc.~~FUL II',PLe.l'It. .. TAfIu,l uF iHe.. 
Ht.Fufli'i. udJc.Cr I Vi:. uF IHI.;) AI,ALY.:iI.:;; 'NlLL Be. Tu IVc.,;TIFY 
1'lAJOH BuTTLe.llt.CK,J AIIU AHE.h.-:i \.JF PHIOKITY FuR ;:.Iu ASSIoJiAI.Cl:.. 
ALTlIUULJH e.IIPHI\';)!'::' .::iHUULlJ B::. Ul, FI"A .. CIAL Rt.l:JUIRc.I'Ic. .. T.::i -­
l:..LJ., CHi:.Dlf, LA,,[; ACQUI.:lITlUi~, /'II,Ll uPt.HtirI(.lj CuSi.:i --
1'l!.:i.jIu, • .::iHuULD AL;ju CUI • .:iILle.k PIWt3MHLt. Pii1;JUi,I.e.L Ai,j) It.~.dI­
L uTlO",.,L Cu,.,-;ra~'\ri,r.::i. Ii. e.XAI'l!ldl.Li FII,AI.CIAL Re.CUIRt.!',t.I,fS 
UF Rt.FuRI'I, 1 II.::).;jI 0 I. :;jHulJLLJ AL.:iU LOUK AT (jUe.~ CAPACITY Tu 
I'Jc..d He.(JUIHc.L'iC.I,T.;) AIILI LI Kc.L Y liAP.::i Tu Be: CUVEHc.D BY Aiv klli..iI 
OR uT Ht.ft ~U l,uR ,::, uPpuRT • 

(C)AID Ue.Vt:.LJP"Ie."T ~THAIc.liY. Cu,~Cc.R:, WA~ l:.XPR;:..:i.::ie.D THAf 
AIIJ HE.-:iOIJRC",.:i be. PRuVIUc.LJ I .. A "IA"ld:.k THAT WILL CUI,lRIJUT-
LO ::;UCCi.:S:.i OF THt. c.f'iTIRc. PHUuRAi'1 R,..iHc.R THrll' FuCU.:;,L~li 0,, __ ----_ 
IL',IJ IV ILl U"L C(Jt'IPU 1,l:.I1L:i WHI CH ~d(jHI ot: SU~~~:;C~L",~~ I Hu U\J .. H 

...... "",-;:,IFIED 

http:CU'jPui.r4
http:PtiUjr.Cl
http:67RATL.GY
http:DjLVL.LOPv'In.Lf


(JV~kALL PkUljRA,', F'L(JUI.iJc.R..i. 1.. uc.itLIMj WITH THI:..; CU,jC.t:.H"I 
rl1i:. Ht.PUHf ::iHUULV Dl.jCu,:),J TH.t:. l'd.J.;,dOI,'::j ;;;TRATt::uY Fun 
A~.:d;,r It,\.I THe. R.t:.F'URi'l, II~CLUuI r.U l'II,j,jIUI~ PLAt.J F'uR Thl:. 
IVII'i..vIATe. Te.HI'1 A::i '~t:LL A.::i THe. LUl>lJ-nU,.. THe. FlJCUJ OF' 
..iTHATe.u'l' ::iT~Te.I'I.t:.IIT ;jHUULLJ Be. Ut~ kt..LATIUI,~HIP OF' AILJ IIIPUI.::; 
TO 1"HJuR CU ilSfR Al "T ;j/8Urr L.t:.ljECKS HIPe.U r IjU ~UCCc.:::i .;iF'UL 
I~IPLt.I'IC.\.T AT lUl'I uF' UVe.RALL ~l.iRARI~I/ REFURi'i PIIU\.JRAI'I. BR'It:F' 
Lc..)C,dPI lOI~;j uF PHuPU.:ie.D ACIIVITIE..:::i ~HuULD AL.:::iU St; PR.t:.::iE .. I.t:.D 
ALu,Jl.i WITH A RMTIUhALI:. FUR THEIR .:ie.Lt.CIIUt~. III PI-\RTICULAR, 
r:~ HuLl:. UF AIFLLJ A~U UC~ ~huULu at. UI::iCU.:::i~E.U, A::i WiLL A.:::i 
PO~.:ilbL£ ACf LVII Il:.';:; If,VULV Iiilj UIHe.ri PVuS AI''I1.i UPEHAT lIou 
Cl1i(.Pe.~II'u JRGA.dZAl IUI~.::i. Iu IHt.. e.Xli.:"T puS.slbLI:., Lliwl(Aue.;;i 
Bi:.T"'ie.rl HCTIVITle.~ ,jHOULLJ So:. ~1t..ljTIUI,iJ) AI.V t:.JTHiAIe.t) cu;;iT::i 
::iHOULLJ Be. uI~CU::i~e.u. 

2. THe. FULLuillII,li GUIUA,iCt.. IS PHUVlue.LJ Tu A.:i.::iISI lHt.. 
I1I.J::iLUI. Ii~ PHLPARIMi THe. PP: 

(fl) CA1'IP::.::iIl"u uW"e.u e.I'IT£HPkr.je.~. THe. ue.TAILED I..JC.,;;,CHIP-' 
IluH UF CAI',Pe.::il{,U t..loTi:.RPRI.::it.::i Il~ !He. PP .:.>huUUJ u~AL WITH 
IHi. FULLowr;~(j KIIILJ.:i LJF QUe..srIUI~::i. Tu THe. l:.XTb,T PU.:l::iIBLi:., 
r;,FOHI'jAT Iu.~ ,;jHUULD be: PRuVLUe.u Ul~ e.XPt..Rlt:rjCt.. Tu uATe. I,. 
ALJDIT ro,J TO ue.sCnIPT lUI,::; uF HuW Hilllu.) ARt. .sUPPU::iiu TO WURK 
ACCURuII~u Tu VN<llJU~ IJe.Ckc.l:.;;;. WHAT l;;i THe: URuAI.IZATlul,AL 
.:iTRLJc;TlJIiE uF THE t.i,Ti::RPRI~.:.::; A"L; }iulN ARe. THe.'I' Tu Bi l'IAI.-
Auc.IJ? hu',aJ ~ILL THe. C14I',Pe.;jI"u,:; PARTICIPATE. II~ THe: OPEHATIUI • .:::i 
AI.D Pf(UFrr~ lJF THe. e.1.Tt:.HPKI~c.':)7 ~HAT Uf~"e.H':;HIP RluHT::i WILL 
Trie. CAi'IPe.~It.U::i HJ.;VC: II. THe. t.1.Te.H?H{~e.::i 14'.U WHAT Lt.LJAL 
;;''I'.:;,Tt.I',.J WILL Be. .Je.T UP FuH TRAI,::iFe.HkII,G ':;UCH RL\,jhT.J7 ''';HAf 
I::i I.:iIA'.:i RuLE. II~ i'IA!',AGILil,j 1 He. iIHe.RPRI::ii:::.:J A.,[J r.. PRuVIuIl'\.J 
le.CH,dCI1L H~oJI':;U\i'Ct.. 111,LJ IHAIl~Illl.i7 Hu l"; ilJILL CRe.LJII Be. 

PhOVlue.u Tu THo:. e.l,rRe.P/"d..:ie.~ AI,LJ Hu'w I,;;, THE I"Te.kisT 
CH1-1i11.J!:.U 0" THe.IR LOA,,':; Kt..r"UI,uc.LJ Iu IHe.I',7 '1Il}!;;T H,P~CT UII 
LABun HS..JUHPT lUI, Ahe.iHe. e.,,!e.rt?HI~t:~ t.XP.:.(;Tt.D Tu H/Wd 
III PhhT lCULkH, Mte. THt..'I' e.XPe.CTt..LJ l'u Ha~lJR!j ::iluldFICA,/I 
i',UI'IBEk':; uF [He. Lhl'lL;Li~.:i PUUR? IF ;;;u, ;..JILL l'he. t:l.Tt.R-
PR I..il:.~' PHe.~t.I;T F~kl'd 1~1,j i'e.CHIoULUli Ii:.;;i AI1L;/uR CRUP PATL:.RI,;;i 
Be. ALI L:.tte.LJ7 HuW WILL IHi I "tuRI'IAl IU" ue.Ve.LuPe.U U,~ut.R THt.. 
AukHRIAI. Re.FuR,', PL~I"dllli AltO t..VALUATIUh ACTIVITY Be. 
i.iI..J..lc.l',II,AIe.u ~T THe. CAl'IPC..)Il.U Li:.Vt:.L AI,O Bt. Ir;CuRPCJRATiD 
hT U 1::i~ r e.HPH I oJe. '1 ';Vi::~ Hie." I ui:.CI;;; Iu h ~7 

(s> Lk"lJ Tu THe. IJLLl:..tt. kLTHuUGH IH!:. U"'I,iJ Iu THE TILLER 
C(JI',Pu"i:.1.1 15' l,jIe.IiUe.LJ Iu de. ::ie.LF-e.Xt:.CUrIllu, r.,PUT.i uF 
Te.(;Ht.ICAL A;j;:;iI.:j[JlIICt.., THAILdl.li, 1'll-Irti\iTII"u AS.::iI~TA:.CE. AI'U 
(;fkVII WILL Bt:. nt.QUIRt.v. fHe. PP o,)'t!uULU 1Je.::iCRI8t.. THe.~t.. 
r.,PlIT Re.~ULHC:i'Ic. .. r.:i AI,J.) HU I"; THt:.Y WILL Be. PRuVILJdJ, r.,CLUL;Ilju 
lhe. HCJLe..:i J4IFLI..i, AI.u THe. VAHIUU::i uue.5 HIPLE.Mt..I,TI,,\.J AI.lt..,',Clt..S 

I,tJ ILL PLAY Ii; PROVIlJIi,Lj 1 Ht..i'l. FI''IALLY, IHt.. HlliHl'5 uF tHE. 
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:'lC.LASSIFIE~ 
UNCLAS FINAL SECT rON OF ~2 STA IE 1c:::74a2/~2 

A ICAC 

DISCUSS 10 N. 

(C) FHi~NC 'i'L REQUIREMENTS. THE PP SHOULD EXPAND UPON 
THE FINANCIAL DISCUSSHON INCLUDED IN THE SR. THE ASSU~? 
TIOtlS UPON WHICH FUNDHJG ESTIMATES ,..,F[ ~t,SED SHOULD aE 
FULLY DESCRI3ED. IN PARTICULAR, ASS·Ji'lPTIONS O!J THE 
PROJECTED INCREASE IN DEMAND FOR CREDIT SHouLc Bl EXAMI~ED 
THE FINtJICIAL RESOURCE'~ OF THE GOES AS \NELL AS THE SOU~CES 
OF SUCH F INMJC It,G SHOULD BE IC'ENT IF lED. THE POTENT JP·L 
FOR OBTAINHtJ FINAtJCING FRO:1 ItlTEHNATIONAL SOURCES O~){U< 
THAI: AID ShJULD BE EXPLORED. 

CD) CA:1PESINO ORG(..t~IZAdONS. CURRENTLY, THE !lISSION IS 
PROPCSI~lG TO \NORK \I. ITH THE UCS AND Tt,: CA;>1PESINO Gf\OUPS 
ORGANIZE[· ~ROur;D THE ENTERPRISES. DURING PP DEVELOPMUJT 
THE MISSION SHOULD EXAMINE ThE VEASIBILITY OF UTILIZING 
OTHER CA~NSI~JOIGRASS ROOTS GROLIPS ItJ THE flLfORf1 EFFORT 
IN ADD IT ION TO THE AFO:\E~lENT IONED GAOUI) 

(E) TlUdNING. THE PID PROPOSES f\ rHREE PHASEC 1i-. .;ItaNG 
PROGRAM WHICH DEVOTES CONSIDERA3LE RESOUHCES Fr~ TRAINING 
PUBLIC SECTOR EMPLOYEES. DURING THE HHEtJSIVE ?EVIEW THE 
MISSION SHOULD RE-EXM1HIE THE RATIONALE FOR DEVOTlr:G 
SCARCE TRAINING RESOURCES TO THESE rr;TERIM PUBLIC SECTOr< 
MAN~GERS. AL52 I DURING UJTENSIIJF. R£VIJ::'1i THE MISSION SHOULD 

EX~,Mlt~E THE CAMPESWO TRAINIt;G ACTIVITY TO If'.iSUFiE THAT 
SUFFICIENT FOLLOW-UP TRAINING IS PROVIDED TO E~UIP THE 
CA:'lPES HJO 5 FOR T HE: In ~IE'.v LEADERSH I P RCLJ. S • THE CA r:-. CITY 
OF CENCAP SHOULD BE EXA~INED TO INSURE THAT IT CAN CA~RY 
OUT THE TRAI~lNG ACTIVITY. IN PARTICULAR, THE QUALITY OF 
CE~JCAP'S PERSON~JEL WHO CARRY OUT THE TnAINING Ir~ THE FIELD 
SHCULD BE EXAMHIED TO INSU?£ THAT THEY UllOERSTMW THE 
CA:'lPfSINOS AND CMJ RELATE TO THEIR P~06LU1S. IN AD[;ITIO~J 
THE FEASIBILITY OF UTILIZING OTHER PUbLIC OR PRIVATE 
SECTOR U:STITUTION THAT COt'.?LEMEtJT THE SKILLS OF CEt~CA TO 
C~,RRY OIJT SOME OF THE TRAINING SHe ULD BE CO~JSICEH[D. 
FHIALLY, IT \liAS Su::JGESTED THAT TRAINU1G PRCGRM1S OF THE 
NATIC~}AL TRAHJI~KJ SERVICE (SENA) IN COL011BIA AND THE 
NATIONAL TRAINING AND RESEARCH CENTER FOR AGRAHIAN kEFOhM 
(CENCIHA) IN PERU BE EXv/OINED AS POSSIBLE i':ODELS FOR THE 
PROPOSEr. TRAINING PROGRAM. 

(r> GOES H~STITUIIONAL STi<UCTURE. THE GOES kECErnLY 
ANNOUNCED THE SECOND AGRARIA~J REFORM CO~lPONENT, ThE LMID 
TO THE T ILLER PROGRAM. YET, MANY OF THE GOES HJSTITUTIONS 
ASSOCIATED WITH AGRICULTURE CEVELOPMENT AHE ALREADY 
S~VERfLY STRAINED DEALING WITH THE FIRST COMPCNENT AND 
ACTIVITIES UNDER THE GOVERNMENT'S ACCELERATED I~PACT PLAN 
(AlP). THE PP SHOULD EXMlINE THE INSTITUTION~L CAPACITY 
OF THE GOES VS THE DH1MJDS THAT WILL SE PLACh. ON IT AS A 
RESULT OF THE REFORM SECTOR PROGRAMS AND THE ALP. SI~CE 
SUCCESSFUL HiPLEMENTAT ION OF THE REFORN WILL F:ECUIi'E A 
WELL COORDINATED EFFORT ON THE PART OF THE AGRICULTU~[ 
INSTITUTIONS, THE PP SHOULD ALSO EXA~INE HOW SUCH 
COORD HJAT ION W ILL BE ACHIEVED. UN C LA S5 I FI ED 
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(G) PROJECT PROCUREMENT. THE ,~JISSION SHOULD CLOSELY 
REVIE~ ITS PLANNED REQUESTS FOR BLANKET PHOCUKE~ENT 
WAIVL~S. WAIVERS SHOULD 8E REQUESTED FOR ONLY THOSE 
ITE~S THAT ARE ESSENTIAL TO THE RAPID IMPLEMENTATION OF 
THE PROJECT. SEH/COM IS WILLING TO ASSIST THE ~ISSION IN 
DEFINING ITS REQUIRHIENTS • 

.3. IN ORLiER TO ASSIST MISSION IN PREPARING NECESSAitY 
AGRARIAN REFORM PROJECT DOCur'JENTATION, AID/W WILL ATTEMPT 
TO ?ROV IDE ANY At\J AS MUCH TOY ASSISTANCE AS MISSION 
REQUIRES. PER CCNVERSATIONS WITH CHAIJ, FIRST TDY TEMI 
OF SCAFF BRO~N, SHERPER, SCHOUTEN, AND PEASLEY WILL 
ARRIVE O/A t'IAY 18 TO ASSIST ',tIITH SR AND PP. ETAS WILL BE 
SENT BY SEPTEL. PLEASE ADVISE ANY '~DITIONAL REQUIHEMENTS. 
CHR ISTO PHER . 
BT 
JJ 7Jj R? 



WHEREAS: 

'mE BASIC fNl OF AGRARIAN REFORM (DEX:REF.: 153) 

Il!X:REE N;). 153 

The Revolutionary Junta of Govermnent 

ANNEX II .A.1 
~age 1 of 10 

I. In accordance with item III of the Emergency Program contained 
in the Anred Forces Proclamation of October 15, 1979, it was established 
that "measures \\OUld be taken for equitable distribution of the national 
wealth, at the sane tirre increasing the national gross prodoct," and, 
to this aim, an inst:runent \',Ould be created to establif'h a solid basis 
for the irnplenentation of an agrarian refonn, thus ensu:-ing the right to 
private property within a c:c:mnunal frane..ork; 

II. The present law for the establisl1!rent of the Salvadoran Insti­
tute of Agrarian Refonn does not satisfy the danands of the destitute 
najority of the p::>pulation of this country, their situation being the re­
sult of a single privileged class, contrary to the objectives of real eco­
nanic, social and p::>litical developnent; 

III. It is necessary to establish a new econanic and socia]. order in 
accordance with principles of social justice and the revolutionary ideology 
adopted by the new Goven1rrent, in order to give an objective resp:mse to 
the demand..c; of the Salvadoran people, thereby rejecting t.f'!2 prevailing 
interests of the minority; 

N. IE:ree No. 43 of the Revclutionary Junta of Gove>.rmnent, dated 
December 7, 1979, published in the Official Gazette No. 228, Volume 265, 
of the sarre date, established the necessary basis for the prarotion of a 
p::>licy of change within the land tenure system, forbidding the transfer­
ence or partition of rural ~ldings, it is necessary to issue the 
legal provisions to irnplatent such p::>licy; 

'lliERER)RE : 

By virtue of the auth:>ri1;y conferred (up:>n the Q:)verning Junta) by 
Decree No. 1 of October 15, 1979, published in the Official Gazzete No. 191, 
of the sane date, and having heard the considered opinion of the Suprene 
Court of Justice, 

The following 
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Article 1. Private property within a cx:mm.mal framework is lJereby 
ac:koowledged and guaranteed. 

La.ndl'x:Ildings within the limits established by this law carply with. 
the socul. or o:mnunal concept, in addition to having the following char­
acteristics : 

A) Land is exploited directly by its owner; 

B) Exploitation of said land guarantees the minimum productivity 
levels, in acrordance with national percentages for the crop 
under exploitation; . 

C) Exploitation of such land is carried out in accor~ with the 
GJvernm;nt's agricultural developnent plans i 

D} Land, water and other renewable natural reoources are protected 
and handled appropriately; and 

E) Lator an¢l social secu-:ity.laws are c:orrplied with. 

Provisions inclucled in B, C, and D of the present clause shall be go­
verr?ed by a special statute or regulations. 

Article 2. For the PlJI'lXlse of this law, agrarian refoDn shall be 
understood to rrean the transfoIl'!'ation of the country's agrarian structure 
and the incorporation of the rural population into the econanic, social 
and p:>litical developnent of th~ nation throU]h the substitution of the 
latifundia systan by a nore just systan inclu:ting property or land and 
the exploitation of landhol~, based on an equitable distribution of 
land, an adequate credit systan, and c:x::rrprehensive assistance to the 
producers in order that land becane the basis of ecoranic stability for 
the peasant, as the basis of his greater well-being and guarantee of his 
freeda:n and dignity. . 

CHAP1'ER 2 

EFFECI' ON r..n.NIEOLDINGS AND 01'HER PROPERTY' 

Article 3. The Agrarian refODn shall be applied througmut the entire 
national t.erritory, witmut regard to crop, location, productivity, land 
tenure systan, quality of &:lil, or any other variable; therefore, all land 
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used for agricultural, livestock or for£....try exploitation shall be af­
fected by this law, with the exceptions and limitations established by the 
law itself. 

Article 4. land affected by the present law is understood to be any 
property within the national territory Celonging to one or rcore individ­
uals, estates, or associations exceeding CNE HUNDRED HECI'ARES for land 
within classifications I, II, III and IV; and CNE HUNDRED AND FIFTY 
HECTARES for land within classifications V, VI and VII. These classifi­
cations constitute the right to land ownership res~.:ved for landholders. 

With:lut prejudice to provisions in clause one of the present ar­
ticle, landholdings which do not exceed the limit.< .. prescribed by law shall 
be affected if their owners do not c:x:mply with provisions as established 
in article one of this law, or slDuld they cause danage to renewable na­
tural resources or to the land itself, which are neCessary and i.."ld.ispen­
sable for their exploitation. 

Land s'f-..rictly reserved for forestry explOitation shall be subject 
to provisions within the Law for Fbrestry ExplOitation (Ley Fbrestal) 

It is presuned under the law that each individual nanber of an 
association (or corpJration) shall be entii:led to land tenure in pr0-
portion to the number of shares owned within said association or cor­
poration. 

If an individual holds titles to land, l:oth indeperrlently and as 
a rranber of an association or corporation, property belonging to him 
independently shall be affected with priority to that pe":taining to him 
as a :renber of an associat:ion. 

Article 6. The location of land, and equivalency according to soil 
classification, in connection with owners' rights shall be detel:mlned by 
the Salvaooran Agrarian Refonn Institute (ISTA). 

Such rights ~"hall be deteJ::m.ined on an equitable basis in order to 
allow an effective ex;)loitation of the land by l~lders or owners. 

Article 7. The c;o"renment nay increase the landholders' right::; by 
20 per cent if at the tine of acquisition of such land (by the State) it 
is established that r..ne owners have maintained or increased produ::tivity, 
or have ot..ierwise irrptoved their property on or aftel:' the date when this 
law becorres effective. 

~ any eveut, in order (for landholders) to be entitled to such 
ri'Jhts, evidence of OOIIl?liance with lal:or and sociz~ security laws llllSt 
Ot..! presented. 

Article 8. Any landh:>lder or owner may continue exploitation of his 
property until said property is expropriat:ed or acquirerl by the State. 
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Article 9. The State: shall acquire land and oL~ property t:hrotr:Jh 
art;{ legal. rrearlS established i1' law, especially throu;h the purchase am. 
expropriation uf sam2. 

Article 1C. Once the State has decided to acquire a piece of land or 
ot:har property, the ISTA shdll ootify the landh::llder or owner personally, 
at his place cr residence, if k:rxJwn. Othe.t:wise, a single annotm.eerrelt 
published in the Official Gazette, and 0..0 announcerrents published in boo 
of the local r-.wspapers of major circulation shall suffice. 

The la'1dh:Jlder or owner nust notify the ISrA officers, in writing 
of his willingness to sell the pz:operty, within eight days (excepting Sa­
turdays, Sund.::i.}:'s and oolidays) after being ootified (by ISTA), or publi­
cation of the .mn::n.m:;arent in the Official Gazette, as the case nay be, 
indicating an adress to receive ootifications. 

The IS'L'" shall notify owners or la.ndh.Jlders, in wri.ting, regarding 
date and tilre t.c appear for the signing of the title deed. 

If said owner or landhJlder stxJuld not a~ on the date and 
time indicated, (IST;1_) will proceed to expropriate the land or property 
in question. 

Article 11. Expropriation procedures shall be conducted in accordance 
with the law. In the event of expropriation, a d::'c1..ment shall be drawn 
up, and (ISTA) shall take fXJssession of the land or property in question 
even before fonnal transfer of sane has been rrade. 

Once ISTA h3.s taken p::lssession of the land or property, the land­
oolder or owner, or his legal representative, shall appear before ISTP. L....., 
sign the expropriation CbCl.l!TEnt. A Cbct..m:mt containing the descrif,JLicn Ol~ 
the land or proper.._y shall be attached to the expropriation Cbct..m:mt. 
This description will be provided by the Ministry of Agriculture and will 
oonstitute a title deed. This deed shall be used to record the (ex­
propriation of the) land or property in question in the Real Estate Pee­
ords Office (Oficina de Registro de la Propiedad Ra1z). This office rrust 
register the title deed, even th::)Ugh the description may oot coincide with 
the title, provided the property and the owner are the correct ones. 

The owner or landhJlder, or his legal representative, nust sign 
the deed referred to al::ove at the rrai.n offices of ISTA 00 later than eight 
\\Orting days after the last ootification in 0..0 local newspapers of major 
circulati.on. 

In the expropriation Cbcurrent and title deed on behalf of !STA, 
the registration n1..lf!i:::ler and ledger in which it was recorded shall be 
in±i.cated. The right to indamification shall also be recorded. 
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If the owner, l.andh::llder, or his. legal representative sOOuld oot 
awear to receive this :i.ndamification, :rS'm shall dep)sit it in the 
Agricultural r:evel.q:ment Bank (Ba"lOO de Fc:rrEnto Agropecuario), to the 
order of the owner or landholder and payment for such ~ shall be 
oonsidered as actually having l::een mde. 

Article U. If the land or property expropriata:i or crops derived 
there:fran smuld be rrortgaged, the am:mnt of the i.ndamification or cx:m­
pensation shall be dep::>sited in any banking institution in the country, 
at the ordt=r of the agrarian judge, in order that he may pay creditors 
in order of preference, delivering the balance to the landb:>lder of the 
expropriated property. 

In the event that the aIr01.U1t deposited smuld rot be sufficient 
to pay legal debts, the agrarian judge shall order that paynv:mts be pr0-
rated anong all creditors. 

0IAPl'ER 4 

EVAUJATICN AND PAYi-1ENT 

Article 13. Value or cx.:lItpel1Sation of all landa'1d other property 
acquired (by the State) shall be paid partly in cash .an:J partly in 
agrarian refonn l:xJnds. This arrount shall be Jetennined on the basis of 
the percentage declared by landh:>lder or owner in his property tax dec:­
laration for (calendar) years 1976 and 1977. 

If a larl(Jh:~lder or owner shall have failed to declare his pr0-
perty value for the years indicated arove, he shall state the estimated 
value of his property at the tine when he indicates his wL.lingness to 
sell. 

ISrA shall pass a resolution at the next !'ooeting of the Board of 
Directors, expressing its agreemmt or disa~t with the estimated 
property value. In the event of disagreerent, ISI'A shall make a oounter­
prop::>sa! to which the land or property mlder ItU.lSt reply within three 
w::>rking days after being ootified. If he smuld reject the oounter­
prop::>sal, expropriation proceedings will De carried out and :indemifica­
tion will be set on the basis of the prq:erty value as deter:rn.ined therein. 

If the landb:>lder or property owner smuld fail to appear, the 
anount of indamification or cx:mpensa.tion shall be set by !STA, taking 
into aco:ocnt the percentage value of similar land or property within the 
sane area. 

Article 14. Land and other property acquired in acx::ordance with this 
law shall be paid for or ~ted as follows: 



AlRX II.A.l 
Page 6 of 10 

1) In the case of exmtract of purchase-and-sale, up to 500 
hectares: 25 percent in-cash and 75 percent in agrarian refol:m 00nds. 

2) In the case of property exceeding 500 hectares, or when such 
property has been expropriated: 100 perrent paid in agrarian refol:m 
bonds. 

3) In the cases rte1.tioned in clause tw:> of l..rticle 4 of this law: 
25 percent in cash and the balance in agrarian refonn bonds. These ronda 
Will be subject to st=eC:i.al regulations regarding tenns and interest. 

VCilue of livestock and ilrprovarents as m=ntioned in Article 7 for 
landOOldings or property under 500 hectares shall be paid in cash. 

Capl.tal liabilities for duly proven i.nvest:m:mts on an agricultural 
or livestock 0Fel:ation shall be absorbed by the State under the 5aIIE con­
ditions as t.~se under the contract. 

Article 15. There will be three types of Agrarian Pefonn Bonds: 
Series A B, and C, which shall be regulated by a special law. '1his law 
shall es::;ablish the te.rms, interest rates, benefits and other conditions. 

Article 16. P~centage paym:nt of agrarian refonn ronds shall be as 
follows: 

(A) In the case of efficiently cultivated. land, payment shall be 
nade through Type A ronds; 

(B) In the case of leLlsed land, tenanted fanns or other indirect 
fontS of land exploitation, CCIITp:I1Siltion shall be nade through Type B 
ronds; 

(C) In the case of idle land or inefficiently ::ultivated land, 
payrrent shall be rrade through Type C tx:mds ~ 

(D) In the case of land leased witmut a contract registered at 
the Ministry of Agriculture, payrrent shaa be nade through Type C ronda; 

(E) In trose cases nentioned in Article 14 - clause 3 of the 
present law - payrrent shall be made thr:lt.¥Jh Type A !:ends, with a spa:ial 
five-year tenn of redatptior. cJ.nd; 

(F) In the cases included in clause ~ of Article 4 of the present 
law, indamification or ~tion shall be made through Type C 00nds, 
after deduct.ing the arrount corresp::>nding to damages, and in addition to 
any criminal liability therein. 
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Article 17. <Alce ISTA has acquired property title of the land and 
other real. estate property, a provisional administrative office shall be 
established in order to guarantee the following: 

(A) Agrarian Refom objectives 

(B) Continuity of pn>dt.J::tion and productivity; and 

(C) care and naintenance of larrl property acquired. 

Whenever there are pending hal.-vests or the cultivation of a new 
crop has been initiated, the provisional administration shall guarantee 
the harvesting "CO the owner or the lea~oolder, provided they continue 
the productive process. 'Ih= ISTA provisional aaninistration shall be in 
effect until all land (aquired by the State) has been allocated to the 
peasants. 

0fAPI'ER 6 

ALI.CCATICN OF I.l\ND AND CJI'HER PIDPERl"l 

Article 18. uu-d and other real estate aCXJUi.red (by the State) shall 
be allocated to agricultural CO"Jperatives, r:easant ccrrr.unity associations 
and other organizations of agricultural v.orkers registered in the Minis­
try of Agriculture. 

Land and other real property thus acquired shall be administered 
as a jOint venture of the goven'lI'CImt and su::h c:L'ganizations. 

The joint venture systen to which tlti s article refers shall be in 
effect until the ne.1 larldh:>lders Mve acquired m. necessary skills; not­
withstanding this, there will always be anple ccordination be~ the 
Stab:! and the new l.ancbwners, to achieve national planning objectives. 

Article 19. Allocation of land shall be carried out taking into ac­
count a dynamic concept which will include property size and quality of 
the soil in relation to pIOduct.ivity and i.ncx:rre. 

Article 20. Incare derived fran the exploitation of land and propez:ty 
allotted to the peasants shall be applied ao::ording to the follcwing pri­
orities: 

(A) Defrayal of production costs; 

(B) FUlfil1rrent of basic needs of family units within agricul­
tural organizations; 
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(C) Pa}'!Del'lt referred to in Article 30 of this law. 

Surplus funds shill be subject to special t.rea1:l'rent in order 
to obtain an ~table dist.rib.ltion of same within a given area in ac­
c:::lOl:"dar¥= with national ecorany interests, striving to achieve the fol-
10Winq: 

(A) Crea~'.on of a reas:mable margin of savings for all peasants 
in a given area~ 

(B) revelop!EIlt of scx::ial benefits for the cClil:runity~ and 

(C) reveloptelt of other types of prodt.x:tive projects. 

Article n. Organizatil.')ns referred to in Article 18 of this law shall 
be <XIl1?rised exclusively of peasants whJ Cb oot own any land, whether ~y 
are paid w:::>rkers, lease-rolde:rs, secondary lease-h:llder~, or tenant fann­
ers ("aparceristas" or "rolooos"). Peasar.ts wtD own land rut the size of 
which is oot eoough to fulfill their basic needs shall also be entitled to 
IIenbership in said agricultural organizations. 

General allot::nent rules and priorities as well a.3 sele::tion crite­
ria shall be regulated by special legislation. 

Article 22. Regulations regarding CXX)rdination, training, ptatotion, 
credit, te:hnical assistance and other actions aimed at ccr.prehensive de­
veloprent of the agrarian reform process, as well as an enlargerent of 
the minifundia sector in order to increase productivity and achieve in­
tegration of productive asscciations, shall be regulated by other laws. 

aIAPI'ER 7 

GENERAL PRJVISICNS 

Article 23. The Executive Branch, together with the cabine (Q:msejo 
de Ministros) shall define the national agrarian FOliey. 

The Ministrj of Agriculture, in CCX)rdination with other public 
sector institutions in the agricultural field, shall be re5FOnsihle for 
intllemmting this FOlicy in order to prarote the agrarian refonn process. 

ISTA shall be resp::lnsible for t.hP. iJTplarentation of ~ process 
provided it does oot act contrary to this law. 

Article 24. A Council shall be established to advise the Ministry of 
Agriculture regarding agrarian reform. This Cotn:il shall be fontE<! by: 

(A) The M.inistry of Planning and Coordination for Econcmic and 
Social revelopnent and the Ministries of Labor, Defense, 
Treasury, and Eoornny: 
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(B) A representative of each of the following ii1stitutions: 
the Sal vad:lran Central Reserve Bank and the Agricu1 tural 
Prorotion Bank (Banoo de Fc.trento Agropecuario) : 

(C) Four meni::;ers representing the organizations oovered by 
this law. 

ArtiCle' 25. Special Rules and Regulations shall re issued, no later 
than 90 days after this law t:ec:arese£fecti-.tE', for the division of the 
country zones and the ilrplerentation of the agrarian refonn. 

Notwithstanding the al::ove, acquisition of rural land and/or pr0-
perty shall be inplerrented i.rmroiately for (.st:ltes whJse size will be 
indicated in a Special Decree, and (the State) shall take FOssession of 
sanE in the manner established Ll Article 11. 

Prticle 26. Transference of property withi."1 the prerent irrigat.ion 
and drainage zones shall be subject to the laws throu:;h which they were 
established. (This caluse sent by su.bsP-quent wl-id) 

Article 27. LandhJlders or owners of land and/or property wh:>se 
acreage, taken either canbinad or separately, cbes not exceed the limits­
established by this law nay sell or ITDrtgaged their property wit:h:Jut other 
limitations tffin thJse establish.::!d by ow-:- legislation, provided a ~rn 
statarent is rrade before a notary public at the mJIl'E'lt of signing of the 
title deed and that the overall size of rural lane and/or propE:!.rt.y cbes 
not exceed the lirni ts established by law. 'Ibe notary public shall indi­
ca te this fact in a S\<.Orn sta terrent. 

Land or real estate whic..~ d:Jes not e.xceed these limits nay be sold, 
provided transfer is made to an agricultural association as described in 
Article 18, belonging to the State and previously decentralized for the 
developtelt of a plan regarding rousing, industry and services, duly 
auth:lr1zed by ISTA. Fbwever, land:Jwners may ITDrtgage property, either as 
a wtDle or in part, to obtain supervised credit for the dP-velo~t of 
agro-industrial production or the i.rrprovenent of their property. 

Any sale made in v:' 'Jlation of this provision shall be void, and 
the State may take possession of all rural property belonging to the 
violator. 

Article 28. Present l.a.ndhJlders or real estate owners wh::lse property 
exceeds the limits established in Art.1cle 4 of the present law are 1..1Mer 
obligation to maintain their livestock at the present level in order to 
keep their prodlctive units intact. 

Article 29. This provision shall not apply to land arxVor real estate 
or other property belonging to duly registered agricultural c:coperatives 
and peasant o::mrun.i ty organiZations. 
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Article 30. '!be beneficiaries of l.aro. am other property cml/or ~ 
and services shall pay ISTA an am::runt of rrcney that: will be awlie1 \ JWard 
paying the agrarian refonn debt. 

ISTA shall oot awly these funds to any other enis. 

Article 31. U'ltil S'lX".h tiIre as the Agrarian Courts are established, 
all matters pertaining to the agrarian refonn process shall 1:e handled by 
the Civil Courts. 

Article 32. All actions, proceedings a.rx! dx:l.JtEnts relative to the 
a.gra.rian refonn process are hereby exenpted fran payrrent of any and all 
taxes. 

Article 33. The agrarian refonn process is hereby declared to 1:e a 
public utility or social program. 

Article 34. ThP- provisions of tlUs law are hereby declared to be of 
public nature. 

Article 35. Executive L'ecree No. 24 dated .March 20, 1975, published 
in the Official G:lzette No. 35, velure 246, of March 21, 1975, is rereby 
nullified. 

Decree No. 43 of Decanber 7, 1979, published in the Official 
Gazette No. 223, VOlUTe 265, of the sarre date, is hereby nullified. 

Provisions rontained in the Legislation for the Establishment of 
the Salvad:lran Institute of Agrarian RefOl:ltl are hereby declared null am. 
void inrofar as they violate the present law. Other laws, regulations or 
decrees rontrar y to the present law are also m:.l.lified. 

Article 36. The landh:::>ldar' s right (or reservation) rerognized through 
the present law shall be exercised by said l.a.ndb:Jlder or a.mer concerning 
property affected by the (agrarian reform) law one year after ISTA has 
taken possession of said property. 

Article 37. The present law shall beo:rte effective eight days after 
its publication in the Official Gazette. 

SIQJED Kr 'IRE PRESIW1I'IAL PAL\CE, San Salvad:Jr, on M3.rch 6, 1980. 

(Signed by) 

Col. Adolfo Arnoloo Maj an::> Ranes 

Q:lI. JaiIte Abdul. Qlt.i~ 

Dr. Jose Antonio M:>rales Erlich 

Dr. Jose Ram:ln Avalos Navarrete 

Inq. a:tavio Orellana Sol.i.i 
Minister of lv:;ricul. ture a.rx! 
Lives t:oc::k 



UNOfFICIAL TRANSLATION 

DECREE No. 207 

ANNEX II.A.2 
Page 1 of 5 

LAW FOR THE EXPROPRIATION AND TRANSFER OF LAND TO THE TILLER 

THE REVOLUTIONARY JUNTA OF GOVERNMENT, 

WHEREAS: 

I. I n accordance wi th the Bas i c Law of the Agrari an Reform, f t 
is hereby recognized and guaranteed that private agricultural land­
holdings are complying with their inherent so(ial function when­
ever they are directly exploited by their owners. 

II. In accordance with Article 4, clause 2 of the abL.ve mentioned 
law, landholdings which do not comply with t1eir inherent social 
function may be affected by the Agrarian Reform, even if they ~o 
not exceed the allowed I imits of tenan~y or reserve rights. 

I II. As a continuation of the comprehensive agrarian refo~m pr0cess 
already initiated. it is convenient to enforce the necessary measures 
for the swift eradication of unfair systems of indirect expluitation, 
which impose upon the actual tillers the obligation t~ pay. ~ither in 
cash or in goods for the right to exploit the land in order to create 
the conditions for these tillers to acquire ownership wf the land 
they farm. through the State. 

THEREFORE, by virtue of legislative powers conferred by Decreee No.1 
of October 15. 1979. and based on Decrees No. 114 (February A, 1980) 
and No. 153 (March 5, 1980). 

THE FOLLOWING IS DECREED: 

LAW FOR THE EXPROPRIATION AND TRANSFER OF AGRICULTURAL LANDS TO THE 
TILLERS: 

Article 1. The purpose of this law is that the State acquire land-
holdings which are not being directly exploited by their owners, in 
order to assign them to the persons mentioned herein, who from now 
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on shall have preferential rights to acquire said landh~ldings 
and become their rightful owners. 

Therefore, landholdings or portionJ of same--approprlate for agri­
cultural exploitation and regardless of their size--which at the 
present time are being exploited by simple lessees or by persons 
holding lease contracts \~ith an option-to-purchase clause, share­
croppers, contract pur=hasers with ownership rights over the pro­
pe:ty, or other persons who work the land directly--through pay­
ment either in cash or in goods--are hereby expropriated. 

Article 2. The expropriation of landholdings or portions of 
same mentioned in the preceding article, is hereby lawfully decreed 
on behalf of the Salvadoran Institute of Agrarian Transformation 
(ISTA). 

Landholdings or portions of same expropriated in accordance with 
this law, shall be assigned thro~gh ISTA to le~sees, sharecroppers 
and other persons referred to in Article 2 of this law, in com­
pliance with provisions contained in the same law and of internal 
regulations as may be establ ished. 

However, in the event that a lessee, sharecropper or contract 
purcha~er should cultivate an entire property or land plot ~xceed­
ing one hundred hectares, expropriation as established in Clause 1 
shal I not apply. Therefore, its exploitation shall not be dltered 
in any manner whatsoever until the landholding or land plot has 
been acquired by ISTA, in accordance with the Agrarian Reform Basic 
Law. 

Arti~le 3. Beneficiaries wno, in accordance with this law, have 
been a:signed land plots by ISTA, shall be entitled to own a 
maximum of seven hectares (approximately 10 "manzanas"). 

When expropriated landholdilOgs or land plots exceed seven hectares, 
the excess land shall continue to be ISTAl s property, who should 
respect the rights of th~ lessee or other person working the land 
during the current agricultural year, and assign it to other be­
neficiaries after the end of the harvest season. This seven hec­
tare limit shall not be applied to persons holding a lease contract 
with an option-to-purchase clause, or to contract purchaser with 
ownership rights who has acquired such property or land plot 
through a legal instrumer.t, before the present law became effective. 

The time limit establ ished hereby shall not be applicable to agri­
cultural cooperatives, communal peasant associations, or other 
organizations of agricultural workers registered at the Ministry 
of Agriculture and Livestock (MAG). 
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Arti~le 4. For purposes of the present law. landholdings or land 
plots held under a simple lease or other types of indirect exploi­
tation.shall be understood to be affected whenever their contracts 
or leases are still in effect. or when their due date has been 
extended by law. 

The above shall also apply to verbal or written contracts. even 
though no money may have been paid, and regardless of the amount 
of money involved. 

Article 5. Landholders and owners of land plots of less than one 
hundred hectares, expro~riated in accordance with this law, shall 
have the right to be paid fifty percent of the land value in cash, 
in accordance with a special law regulatins bonds which shall be 
enacted in the future. 

Landholders and owners or expropriated land in excess of one hun­
dred hectares, shall receive payment according to provisions in 
the Agrarian Reform Basic Law. 

In any event, the amount of such compensation shall be established 
on the basis of the property value stated by their owners in their 
tax reports for the years 1976 and 1977. 

Should the landholder or owner of expr~priated land have failed to 
report such property for th~ periods indicated in the preceding 
paragraph, expropriation shal l be implemented as indicated in Ar­
ticle 13 of the Agrarian Reform Basic Law. 

Any payment already received by a landholder or property owner for 
land-leases shall be deducted froM the price of the property to be 
paid by ISTA. 

Article 6. The amount to be paid by the beneficiaries of land­
holdings or land plots assigned to them shall be equal to the 
amount of the comp~nsa~ion that the State has paid for their ex­
propriation. Such amounts must be paid in cash, in regular pay­
ments not to exceed a term of 30 years, including interest. The 
type of product under cultivation, as well as harvest collection 
time shall be taken into account when setting repayment terms. 

However, the beneficiaries can make payments in advance or full 
payment in cash. In th i s case, I STA may deduct up to one th i rd 
of the total value, in accordance with the special regulations. 

Article 7. Until such time as ISTA has set the value of a prop­
erty cr land plot, benefi~iaries will pay ISTA an amount equiv­
alent to that set for land leases in Decree No. 44. 
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Provisions as stated above shall not be applicable if the be~e­
flciaries have already made future payments on account to the land­
holder or owner of an ~xpropriated property. 

In the same manner, any amount paid by the beneficiaries to their 
fonner lendlords shall be deducted from payments to be made to 
ISTA, in accordance with Article 6 of the present law. 

Article 8. Beneficiaries of expropriated land shall abide by the 
foliowing rules, I imitations and prohibitions: 

a) The may not lease, or in any form permit indirect ex­
ploitation of land affected by this law; 

b) The allocation of landholdings or land plots to bene­
ficiaries shall be entailed in benefit of the family unit for a 
period of thirty years. The family unit clause shall be effective, 
even if the beneficiary should pay for the land in full before the 
thirty year period expires. 

During that time, landholdings or land plots assigned to a family 
unit may not be transferred or mortgaged. However, transfer may 
be effected in the event of the death of the beneficiary, and 
property may be mortgaged as collateral for agricultural loans 
granted by credit institutions. 

c) Beneficiaries must pay for their land as established in 
Article 6. Should a beneficiary fail to make payment without a 
valid reason fo" a period of one year or more, the land shall be 
repossessed by (STA, to be redistributed to ether beneficiaries. 
The same provision will ~pply to beneficiaries who abandon their 
land; to tho~e who violate provisions contai~~d in a) above, and 
to those who do not comply with thp. social function prOVISion as 
described in Article 1 of the Agrarian Reform Basic Law. 

Article 9. In order to receive title, persons include in any 
of the cases described in Caluse 2 of Article 1 of the present 
law, and who wish to take advantage of the benefits that it con­
fers, should contact ISTA express their desire to acquire the 
land or plot which they are cultivating, or the establ ished 
maximums, provide information regarding the type of land involved 
and its location, landholder's name, the tenure arrangement un~er 
which they work the land, and any other pertinent information to 
clearly establish their identity and the legal situation involved. 
The identity and other details about the appl icant must be ascer­
tained by any available legitimate means. 

In order to implement the above described procedure-- and after 
the present law has become effective--ISTA will publish announce­
ments in the Official Gazette and in two newspapers with large 
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national circulation, inviting interested persons who meet the 
established requirements to state their :n,ention or willingness 
to become owners of landholdings or land ~lotS. Their intention 
must b~ stated within one year after the last publication of said 
announcement. One year after the last day of publication of these 
announce~~nts, the benefits of t~e present law shall expire. 

Until such time as their intention (as referred to in this Ar­
ticle) is stated, ISTA must respect the rights of persons men­
tioned in Article 2 of the present law, regarding landholdings 
or I~nd plots. 

Article 10. The procedure to identify and legalize the transfer 
or expropriated land on behalf of ISTA shall be in so far as ap­
pi icable, that established ?y Article 11 of the Agrarian Reform 
Basic Law, without the need in this instance of either previous 
occupation of expropriated land or the public announcement re­
ferred to in Article 11 of the Agrarian Reform Basic Law. 

Article 11. The Ministry of Agriculture and Livestock (HAG) shall 
issue special reg~lations for the implementation of this law, no 
more than thirty days after said law becomes effective. 

Articl~ 12. This law shall become effective eight days after its 
publication in the Official Gazette. 

GIVEN AT CASA PRESIDENCIAL, San Salvador, on the twenty-eight day 
of April of the y~ar nineteen-hundred and eighty. 

(s i gned) 

Col. Adolfo Arnoldo Majano 

Col. Jaime Abdul Gutierrez 

Dr. Jose Antonio Morales Erlich 

Dr. Jose RamOn Avalos Navarrete 

Ing. Octavio Orellana SolTs 
Minister of Agriculture 



PRESS RELEASE: DECREE 220 

ANNEX II.A.3 
Page 1 of 3 

SPID:AL LAW FUR THE ISSUANCE OF '!HE AGRARIAN REFeR-! BCN:S 

The President's Office of Infonnation yesterday afternoon issued the 
follClWi.n3" press release: 

The H.ellolutionaxy Junta of Governrrent, through Decree No. 220 has 
{:Ut into effect the SfeCial Law for the Issuance .Jf the Agrarian RefOlJtl 
Bonds, payable in national currency, which will be iEsuecl by ISTA and 
will be used to pay for the lam. and other assets acquired by the State 
for t'.1e execution of the mentioned ~onn. 

In accordance wi ti. above decree, Agrarian Reform Bonds will be issued 
for the sum of One Thousan:1 Six HlU1dred Million Colones, (ftl,600,000,OOO.OO) 

The aJ:ove mentioned l::onds wi U be issued in three categories: 
Series "A", S&ies "B", and Series "C"; they will bear a 5% annual 

interest and will 00 redeared in the follCMinq tenns: 20 years for Series 
"A", 25 years for Series "B", and 30 years for Series "C". 

It should be noticed that in the Series "A" Bonds, sane Preferential 
Bonds will be issued, with the special tenn of redemption of 5 years, for 
payment of cattle, machinery and infra-structures, paying 7% annual interest. 

The borrls will constitute direct obligation of the Salvadorean Agrarian 
Transfonnation Institute, arrl will have the subsidiary and unlimited guaran­
tee of the State. This such guarantee includes the due and p.mctual payment 
of the capital am any other reSFOnsibilities that may be derived form the 
issuance, service, anort1zation, or reciemption of the l::onds. 

In accoroa.""1ce with the issued Law, the bonds will be utilized exclu­
sively for the payment of the cost of lands and other assets acquired for 
the execution of the process of the Agrarian Reform am should be accepted 
at their naninal value; nevertheless, ISTA can place its l::orrls in the 
financial market or in official autonarous insti1:'ltions, for up to 90% 
of their noninal value, in order to obtain the necessary financing re­
sources to cancel the cash p:ut of the land am other assets stip.llated 
in the Basic Law of the Agrarian Reform. 

The bJrrls, according to the Law decree::!. by the Junta will have the 
following benefits: 

http:41,600,000,000.00
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a) '!he capital am interests will be exanpt: fran paynent of 
stalIp, succession am donation taxes. 

b) They will be accepted for 90% of their naninal value as guarantee 
far the payment of CUstans arrl Consular duties, of direct taxes and a:rrJ 
other taxe.cI, payable to the State or the Mllnicipalities; am will be also 
accepted for their naninal value as guarantee in any case in which by order 
of the Law or of Judicial or Administrative authorities, are required to 
yield bail. 

c) The expired interest col.lIX>ns will be accepted by the Goverrment 
at their IXII1inal value, for the payment of all kinds of taxes, tax rates 
am fiscal contribltions. 

d) They should be aCCE:pta:i at their naninal value in ~yrrent of 
succession and donation taxes, even t:h:Jugh their tenn has rot c:x:me due. 

The lxlnds so acquired will be maintained in effect and the Government 
will have the right to retain than until they are due and negotiate than 
on the financial rra:rket when neeC. be. 

e) The Government may invest its awn furrls or the funds of others 
in its control, in the acquisition of the al:xJve rrentioned lxlms with the 
~ expressed in the last Clause of the previous paragraph d) . 

f) The state entuprises and official autonarous institutions will 
be able to acquire these Borris, being able to retain than until they cc:m:! 

due, use than to obtain advance payments or sell than when considered 
convenient. 

g) The Central Reserve &mk. of EI Salvador, acco~ to its Organic 
Law is authorized to buy or acquire, keep, arrl sell the arove rre.ntioned 
l:oOOs, either at their naninal value or at the market value. 

h) The Agrarian RefODtl Bonds may be accepted as guarantee to obtain 
financi.rx;J frcrn the official financial institutions for inJustrial, aqro­
:i.nd:ustrial and agro-chanical activities, arx::. rural hoosi.rx;J activities in 
social the interest, up to the percentage of its ncminal value approved 
by the M:metary Junta. 

i) In the event that the holder of the lxlnds sells than at a higher 
pr:i.ce than thei= naninal value and invests the product of the sale in new 
basic w.llfare proo.ucing or strategic enterprises for the e::orx:rnic devel~ 
ment, approved by the Executive Power in the Branch of PI~ and Coor­
dination of the Econcrnic am. Social Developannt of the Ministry of Finance, 
the holder will be exanp:fJ:an capital incane taxes carresp::nding to the 
cm:runt destined to such activities; 
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j) When the Scr.d holders desire to invest in the establistment 
afcrparticipatian in the enterprises referred to in clause h) of this 
article, wtUchpralDtes the plblic sector, the M:>netary Board will es­
tablish the f:i.na.ocin:] mechanism to insure the liquidity of the same. 
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THE REVOLUTIONARY JUNTA OF GOVERNMENT 

CONSIDERING: 

I - That the Basic Agrarian Refonn Law establishes as marn 
assignees of the acquired lands the Cooperatrve Associatrons, 
Communal F«nner Associations and other groups directly 
involved with agrarian activities; 

II - That the same Basic Law has given the Miilistry of Agriculture 
the power to develop and coordinate agrarian reform polrcy 
that the Executrve Power in the Council of Mrnisters will 
enforce; 

III - That the General Cooperative Law, itls Regulation and the 
Law Creating the Salvadoran Institute of Cooperative Development 
mandates that this latter organization will be empowered to 
confer official recognition upon inscription to and give legal 
status to, among others, the Agrari~n and Fishing Production 
Cooperative Associations, inoperant procedure for an agrarian 
cooperative system, directed to Uive impetus to the Agrarian 
Reform process, with well defined characteristics; 

IV - That it is imperative to facilitate the promotion, formation 
and declaration of legal status - with the rapidity that the 
Agrarian Reform process req~ires - to the largest number of 
fanner groups possible which are now organizing cooperatively 
on all the intervened properties, and also on those properties 
that in the future might be acquired for the continuation of 
the process, and on those cooperatives which form within the 
unaffected sector, among smal I and medium sized farmers that 
wish to organize themselves cooperative y to obtain the benefits 
of this Law: 

THEREFORE, 

Using the legal faculties granted by Decree No.1 of October 
15, 1979, publ ished in the Official Newspaper No. 191, Volume 265 of 
the same date, 

DECREES: 

the following 
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Art. 1. The creation of the Department of AgrarIan AssocIations 
as a SubordInate Agency of the MInIstry of Agriculture, tnat will be 
in ~harge of the promotion, organization ana official recognition and 
declaration of legal status of the Cooperative AssocIations of AgrarIan 
and Fishing Production, and other similar asso~iations that develop 
activItIes technically considered as agrarian. 

Art. 2. The organIzed farmer groups on the existing expropl"i.ated 
properties and 0.\ other propertIes that in the future might be acquired 
in conformity with the Basic Agrarian Reform Law, will obtain their 
legal status as associations by virtue of the presentment of the cons­
titutional act drawn at each occupied property, with the ISTA and MAG 
Delegates ' intervention. 

Art. 3. The MAGIs Agrarian Associations Department will open 
a RegIster in which will be inscribed the constitutional act referred_to 
in the previous article, based on which, legal status will be granted, 
by virtue of Executive Decree, in the F~eld of Agriculture and Live­
stock. 

Art. 4. For the granting of production credits and verification 
of legal status, the certification of the act to which the previous 
article refers, extended by t~p Department's chief, will be sufficient, 
and the indorsement of ISTA will be accepted to be responsible in a 
subsidiary manner for the obi igations of the Cooperatives. 

Art. 5. For the Regist~r and granting of legal status to other 
agrarian worker groups organized in different cooperative systems, 
federations or "de far.to" associations that still lack legal recognition, 
it will be sufficient that they present to the MAGIs Agrarian Asso~iatlons 
Department the Statutes and Certifications of Acts of the General Assembly, 
in which the groups repr~sentatives have been elected. 

If thp federation of groups to which reference is made in 
the previous arti~le assemble several pre-cooperatives, each group must 
be inscribed separately, for the purpose of giving each one it's own 
legal status under,the same procedure accounted for in Art. 3 of this Law, 
and will ~njoy the same benefits in the g~ ring of production credits. 

Art. 6. All other legal disposltic;os :hat contradict this Law 
are derogated. 

TRANSITORY 

Art. 7. The Agrarian and FIshing Cooperative Associations already 
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InscrIbed with the Salvadoran Institute of Cooperative Development. 
as well as the Communal Farmer Assoclatrons to which the Law creating 
ISTA refers. register with the HAG's Department of Agrarian Assocla­
tiOh~ for that purpose shall submit to it all pertinent documentation. 
and the HAG shall recognize the legal status requested. by Executive 
Decree that encompass all of them. requisite by which they will be 
legally inscribed. by consequence of the Basic Agrarian Reform Law. 

Art. 8. During the time that the General Agrarian Reform Law 
is in force, the Department of Agrarian Association~ created by 
Article I of this Law, will be enforced in that which is applicable, 
ald does not contradict the Basic Agrarian Refotm Law, by the Cooperative 
Associations General Law and by the precepts of the Salvadoran Institute 
of Cooperative Development Creation Law, issued on November 25, 1969, 
by means of the General Assembly's Decrees number 559 and 560, respecti­
vely, published in the Official Newspaper number 229, volume 225, of 
December 9 of the same year, especially in that which refers to attribu­
tions, activities to be executed, inspectiun and vigilance of the 
a£-arian associations to which this Decree refers: 

Art. 9. The HAG is authorized to integrate an Agrarian Associations 
Administration Council with the Ministry's personnel and representatives 
from other organizations involved in the Agrarian Reform process. 

Art. 10. The Agrarian Cooperative Associations, ninety days after 
their inscription, will be obi iged to elaborate their stc.tutes, 
which shall be approved by the Department of Agrarian Associations and 
these will be ruled by the Cooperative Association's General Law, in 
those cases which do not contradict tne Basic Agrarian Reform Law. 

Art. 11. The present Decree will be in force eight days after 
it's publ ication in the Official Newspaper. 

GIVEN AT THE PRESIDENTIAL PALACE: San Salvador, Hay 9, 1980. 

Signed by all five members of the Junta and the Minister of 
Ag r i cu I ture. 
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NeD1ENl'S oro '!HE BASIC LAW OF ~ ~ (IJtXjQ 153) 

For the infornaticn of the interested parties, the followirJ:.:J are 
the aDelx3ments am. additions prarulgate:i: 

(Art. 1) to Alt. 3., the folla..rin:j clauses are added: 

"'lllis law will aLc:;o affect cattle, machinery and equipnent pennanently 
l.ocate:i in the intervened property, which have been used directly for the 
rmmal and efficient developrent of the prcxiuctive lNOrks of this unit. 

Exception is r:ade on the machinery an:l cquiprent which is tEmfx:>rarily 
lcx:ate:i an the interve.nerl property, ymrh belongs to a third party, and 
which provides this type of seasonal service to '.:he fanrers of the region. 

For the verification of the facts established in the previous article, 
ISTA is authorized to obtain all the evidence a:msidered necessary. 

Let it be urrlerstcx:x:i that the machinery anj equiprent belOI'¥3 to the 
owners of the affected land, if one or rrore of the associates of the legal 
entity witi.ch provide the service of t11t:! machinery an:l equiprent are the 
sarre irrlividuals who receive it." 

(Art. 2) Clause No. 3 of Article 14 is arrended as follows: 

"3) The cattle, the fi.xerl and rrovable property referred to in 
Article 3 of this Law, 25% in cash arrl the rest in Agrarian Reform bonds. 
These borrls will have preferential treatlneI1t in relation to the teIms and 
interests. " 

(Art. 3) Add Clause No. 4 to Article 14, as follONS: 

"4) 'Ib:Jse fDced pro[:Ert.ies which constitute an in:1ustrial, agricultural 
and livestock. canplex, such as sugar mIls, coffee processia; plants, 
sIaught:eroouses, milk processinj plants and others, will be paid with 
Serial A borrls." 

(Art. 4) Clause 5 of Art. 11 is am:nd.ed as follows: 

"If the o..;ner, holder or legal representatives are rot present when 
the minutes are si<JTlfrl on the teIln indicata:l in Clause 3 of this Article, 
a foot:rx:>te will be added to the minutes which irrlicates these circunst:.ar¥:es 
am registration of the corresporrli.n: titles will proceed. '!he minutes 
and the footnote referred to in this Article will be authorized by a re­
presentative of ISTA." 



(Art. 5) ArtiCle 36 is amen:ied as follows: 
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"The right of reservatial rec:ogn1zed in this Law, will be exexcised 
by the affected l.aOO-owner within the year folJ.owirJ3 the intervention of 
the property. 

If he 00es rot make use of this right within the teJ:m indicated in 
the previous clause, it is un:Ierstcx:d he waives the right to it." 
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SALVADORAN CREDIT SYSTEM -- OVERVIEW 

I. Institutions which Form the System 

Before nationalization, the financial system was comprised of thr~e 
groups of institutions: cOITITIercial banks, other private financial insti­
tutions, and public sector institutions. In their credit activities, these 
institutions use various lines of credit authorized annually by the Central 
Bank, their own capital and reserve resources, external loans, and deposits 
from the g~neral publ ic. 

The National ization Law (Decree 158) created a mixed system in which 
the Government wil I hold no less than 51% of the shares of each institution 
national ized. 1/ According to Decree 159, all of the affected institutions 
were interven;d immediately, and the Central Bank named managers for each. 
The reasons given in Decree 158 fo; the national ization were as follows: 

that the share capital of these institutions was only a 
smal I part of the total resources which they manaqe, partic­
ularly considering private savings deposits. 

that the credit ~as authorized to a smal I number of peoplej and 

that savings should instead be oriented to improving the 
general welfare. 

Nationalization of these financial institutions gives the Government 
authority tc channel more directly their resources toward priority sectors 
of the economy. The fol lowing major institutions are relevant to agri­
cultural financing: 

Commercia! Banks (mixed) 

1. Banco Agricola Comercial 

2. Banco Cap ita I i zador 

3. Banco de Comercio 

4. Banco de Credito Popular 

Employees of the institution will be offered 20% of the shares and the 
rest of the private sector the remaining 29%, with pr~ference given 
to the previous owners. No single person can hold more than 1% of the 
shares or own shares of more than one bank. 



s. Banco Cuscat I ~n 

6. Banco de Desarro 110 e 'nvers.6n 

7. Banco F I nanci ero 

8. Bdnco Internacional 

9. Banco Mercant i I 

10. Banco Salvadorei'lo 

Other Financial Institutions (mixed) 

I. Financiera Salvadorei'la 
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2. Federacion de Cooperativas de Ahorro y Credito (FEDECACES) 

Publ ic Sector 

I. Banco de Fomento Agropecuarlo 

2. Fondo de Firanciamiento " GarantTa para la Pequei'la Empresa 

(FIGAPE) 

3. Federacion de Cajas de Credito (FEDECCREDITC) 

~. Instituto Salvadorei'lo de Fomento Industrial (INSAFI) 

S. Instituto Nacional del Cafe (INCAFE) -- Formerly Compai'lia 

Salvadorena del Cafe 

6. Banco Hipotecario -- Although the GOES does not own all 
shares, it controls the Bank and it was not affected by 
na tiona I i za t ion. 

II. Resources of the Financial System 

From the point of view of major resources which will be channeled into 
the agricultural sector, the major effect of the nationalization has been 
on the commercial banks. As of January 31, 1980, total assets of the com­
mercial banking sector reached f3,IOI mi II ion (SI.2 bill ion) of which only 
f165.4 mill ion ($66 million) or 5.3% was capital and reserves. This relation­
ship of assets to capital has been ~bout the same since 1974 and does not 
reflect any recent changes. 



ASlets and LfaDilfties of the Commercial Banks 

Assets Januar:t 12Z2 Januar:t 1980 

($ mi Is) % ($ mi Is) l 
Cash $144.4 13.2 $156.2 12.6 

Loan & Investments 780.6 71.5 910.8 73.4 

Other 167.5 ~ 173.4 14.0 

$1,092.5 100.0 $1,240.4 100.0 

LI ab 11 it I es and Capital 

Deposits $ 715.6 65.5 $ 677.4 54.6 

BCR Credit 123.9 11.4 271.2 21.9 

Other 191. 3 ....!hl. 225.7 18.2 

TOTAL Li ab iii ties $1,030.8 $1, :]4.3 

Capital (. Reserves 61.Z --2.:.i 66.2 5.3 

TOTAL Liabilities 
and Capital $1,092.5 100.0 $1,240.5 100.0 
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It should be noted that from January 1979 to January 1980, tne 
volume of deposits declined by about 9%, whereas the volume of loans and 
investments increased by 12%. The ability of the commercial banks to 
maintain and expand their credit resulted from an increase of 119% in 
their credit from the Central Bank. 

The portfolio of loans as of January 1980 amounted to '2,181.5 
million {$872.6 million} of which tl,504.4 million ($601.7 million) or 
69%, were from the banks ' resources and the balance from the Central Bank. 

The distribution of assets by bank is shown in the follo~lng table 
as of December 1979: 
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Bank r mr Is. $ mils. Percent -
Banco Hipotecario 871. 7 348.7 30.4 

Banco Agricola Comercial 410.9 164.4 14.3 

Banco Sa I vadorei'lo 35S.5 143.4 12.5 

Banco de Comercio 321.7 12S.7 11.2 

Banco Cuscatlan 310. I 124.0 10.S 

Banco de Credito Popular 253.2 101.3 9.2 

Banco Cap ita I i zador ~02.S St.1 7.1 

Ganco Internacional 66.9 26.S 2.3 

B~nco F i nand ador 43.6 17.4 1.5 

Banco Hercantil 19.5 7.S 0.7 

n-AL Assets 2,863.9 1,153.6 100.0 

None of the commercial bank3 can rival the BFA in number of agencies 
throughout the country. Some, I ike the Banco Salvadoreno, do have offices 
in each of the ten departments of the country. however. 
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As of October 1979 nearly 24% of the pjrtfolio of the o::tmerC1al 
bmks and 2" of loans granted in the calendar year 1979 were for the 
agricultural sector: 

BalaJ"lCE! Oct. 1979 !Dans Granted 1979 
lJ:lan Sector 

MillJ.OnS Pe..."'"Cent Millions Percent of OJlones of OJlones 

Agriculture - Total 458.0 23.8 636.5 27.3 

Regular (368.3) (563.5) 
Refinaoced (89. 7) (73.0) 

Manufacturing 345.5 17.9 32~.1 14.1 

OJnstruction 277.6 14.4 155.8 6.7 

Cl'::xttterce 668.3 34.7 1000.9 43.0 

other 177.7 9.2 207.3 8.9 

Totals 1927.1 100.0 2329.6 100.0 

During 1979, the banks financed 404.8 million colones, or 72% of 
their agricultural sector credit through the lines of credit provided 
by the Central Bank for financing coffee and other export crops. 

UJoking at the broader financial systsn, the total vol1.1lle of credit 
provided to the agricultural sector in 1979 by Salvadoran financial 
institutioru; ....as approximately 952 million colones ($380.8 million). 
This estimate is based on the credit provided by the cx:mrercial banks, 
financial institutions, and lending of the BFA. This figure, }):)wever, 
has sane sh:Jrtcanings. There is duplication l::etween the artDunts 
financed by the OCR for the BFA and for "ot.'1er financial institutions". 
On the other hand, arrounts financed by institutions other than the ccm­
rrercial banks and BFA fran resources o~ than th:>se provided by OCR 
are oot included. 'Ihese ~ factors rou:rhly offset each other. 

It sh:::)uld also l::e tome in mind that the credit ext:eOOed for agri­
culture was of three types (a) produ::tion credit; (b) nm.iun and long 
t.eDn credit in SCIre cases classified as related to specific crops and 
in other cases oot, and (c) credit for marketing, incll.ldin:r eJCtX)rt sale. 
Thus the total credi t given for certain crops (e. g., cotton) exceeds 
the value of the crop as mre than one type of credit ~ given in .sub­
stantial cmcunts. Further, the data cD rot in:lu3e very substantial 
credit obtained fran foreign banks with respect to coffee and other 
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exports 1 the anDunts of such credit secured are oot known. 

For the year 1979, the estiIrated volure of credit for the agri­
cultural sector arrcuntErl to 45% of the Gross D:::ttestic Produ::t generated 
by that sector, which was 2,106 million colones. The aco::npmying table 
sh:Iws agricultural credit autix:lrized .in 19i9 according to crop or other 
purpose. It will be note:! that exp:>rt crops received al:x:>ut 6'i% of the 
credit. Basic grains received 16%, other crops 4%, livestoc.. ... 6%, and 
all other uses 9%. Other uses included land purchase and ~t, 
fishing, forestry, and certain agro-industry. The financing of export 
crops is particularly stressed by the Central Bank because of their :im­
p:>rtance to foreign exchange. 

There are ootable differences between the a::mrercial banks and the 
other institutions with respect to the catpJsitir.:n of the loans auth:>r­
ized. The ccmnercial banks c:nncentrated 87% of the..ir loans on extXJrt 
crops, while BFA and other institutions provided only 34% of their agri­
cultural lending to export crops and gave considerable nore attention to 
basic grains , livestock, and other purposes. 

In contrast to the ccmrercial banks, BFA (together with FEIJEX:'CREDrro, 
a SlTa11 Govenmmt-owned agricultural credit federation with a volurre of 
one-sixth that of BFA) made 39% of their loans for basic grains against 
only 25% for e:"'FOrt crops. In addition, 90% of the loans they granted 
were 10,000 c:nlones and I::.elow. This reflects the concentration of 
attention given by BFA (an1 FEDECCREDI'ID) to srmll and rrediun-sized 
prodt.x:ers. 

The BFA has provided credit not only to individual producers but 
also to c:noperatives and joint liability groups. The follClYling slnws 
loans granted by BFA in In9 by type of l::orrower: 

~. of Am::n.mt Families 
Type of Borrower 

UJans 
(Millions % Benefited % 
of (blones) 

Group Credit: 6,484 50.0 24 29,638 54 -- - -
Q:operatives 509 30.8 13,671 
Joint Liability Grollt- 51/ 5,877 11.0 14,811 
Agrarian RefoDll GLuup~'- 98 8.2 1,201 

IndividualsY 36,452 158.0 76 25,239 46 -- - -
Totals 42,936 208.0 100 54,922 100 

Y Prior to r:ecree 153 

2/ Incluiing a few partnerships, stock cx:mpan.ies, etc. 



Purp:>se of IDan 

Elqx:>rt Crops 

Coffee 

Cotton 

Sl¥]ar Cane 

Basic Grains 

Other hJric. Products 

Livestock 

Other Uses 

'1Ul'AL 

CREDIT AUlli)RIZED 'IO 'lliE AGRIaJLTURAL SECroR OF EL SALVAOOR 

('.\LENI:lf\R YEAR 1979 

(Millions of (blares) 

Granted by 
Granted by Other Financial Granted 
G:mrercial Institutions by 'lbtal 

Banks w/Central Bank B. F. A. 
Financing 

(489.6) (82.2) (50.9) (622.7) 

288.9 42.8 9.1 340.8 

175.9 36.7 38.3 250.9 

24.8 2.7 3.5 31.0 

19.2 55.7 81.1 156.0 -- -- -- --
31.5 1.8 4.1 37.4 -- .- - --
11.0 16.3 27.8 55.1 -- -- -- --
12.2 32.2 36.5 80.9 -- -- -- --

563.5 188.2 200.4 952.1Y 

Y Rlt including refinancing, the total nay be overestimated by alxlut 50 million oolones. 

Percent 

(65) 

16 -
4 -
6 -
9 -

100 

w 
I 



AGlUCllL'l'URAL CREDIT ProvIDED BY 
~ BANKS 'It) PRIVATE ~R 

C1lMI.1LATIVE PER:ENr1IGES BY rcmiS 
AGRICUL'J.'URAL YEAR 1978-79 

M:lnth Total 
Coffee Cotton 
Only Only 

May 1978 16.3 13.7 21.8 

June 35.9 31.6 47.9 

July 48.2 40.4 67.0 

August 56.4 45.0 78.0 

Septanber 64.8 54.4 86.1 

October 70.5 6i.O 90.7 

NoIJanber 74.7 64.2 9j.o 

Decanber 80.9 72.4 95.4 

January 1979 85.0 77.1 97.3 

Feb. 88.0 80.0 98.1 

March 92.6 89.0 98.4 

April 100.0 100.0 100.0 

Livestock 
Only 

21. 7 

28.4 

34.7 

45.5 

56.6 

58.6 

66.6 

79.6 

81.9 

92.2 

96.2 

100.0 
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All 
others 

10.7 

23.8 

32.0 

43.3 

49.4 

55.6 

64.8 

72.8" 

78.3 

85.6 

88.3 

100.0 

Source: Derived fran data of Central Reserve Bank of El Salvador. 
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CENl'PAL BANK (OCR) CX>P PK>rucTICN LINES OF CREDIT 

(q1cultu Jal Year 1980/81) 

'!'he follClWir:g examples illustrate six lines of credit opened by the 
Central Bank far lIgricultural year 1980/91. 

I. BEANS (Frijol de Sa:ano) 

A. Alrnlnt: !Zl05 million far all basic grains (beans, maize, am r;;'ce) 

B. InteJ::med.iate Institutions: Carmercial E:mks 

c. JI.llowable Financing: Up to ¢l,141 ($456,40j per manzana {0.7 has.> 
D. Drawla.ms: First 3 nonths: 80% 

After third ncnth: 20% 
(Fun::1s not dIa"...m:1oNn in first peria:l can be 
drawndown subsequently) • 

E. Life of Credit Line: Until MaJCh 31, 1981 

F. Interest Rates: Fran OCR to IO: 6% 
Fran ICI tel User: 8% 

II. MAIZE 

A. AIrount: ¢lOS million for all Basic Grains 

B. Intermediate Institutions: Ccmrercial Banks 

c. Allowable Financing: ¢ 574 ($229.60) per manzana 

D. Dr~: First 3 nonths: 75% 
After 3rd roonth: 25% 

E. Life of Credit Line: Until March 31, 1981 

F. Interest Rates: Fran BCR to ICI: 6% 
Fran leI to User: 8% 

III. RICE 

A. Am::unt: ¢105 million far all Basic Grains 

B. Intennedi.ate Institutions: catmercial Banks 
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c. Allarlable F1nan..'ir!l= 1Zl,701 ($680.40) per manzana 

D. DraWowns: First 3 m::mths: 70% 
After 3m IIDI1th: 30% 

E. Life of Credit Line: Until March 31, 1981 

F. Interest Rates: Fran OCR to ICI: 6% 
Fran ICI to User: 8% 

CNE YEAR PIANI'ATICNS 1979/80 

A. InteIIneiiate Instl tutions: Carmercial Banks 

B. Allc:wilile F:i.nan:i=~ Up to ¢1,198 ($479.20) per manzana 

C. Draw:IOWI'lS: Beginning in October, accordi.I'¥J to the followin;J 
distribution: 

lJp to 83% fran October 1979 to January 1980 
Up to 17% fran Fe!:::D:uaIy to October 1980 

D. Life of Q:'edit Line: Until April 30, 1981 

E. Interest Rates: Fran BCR to ICI: 1% 

F. 

G. 

H. 

I. 

J. 

Fran ICI to User: 13% 

PIANrATICNS WITH 2 OR l-DRE YEARS 

Allowable Financing: Up to !l574 ($229.60) 

Dr~: Up to 53% frc::rn April to May 1980 
Up to 43% fran June to October 1980 

Life of the Credit Line: Until April 30, 1981 

Interest Rates: Fran OCR to ICI: U% 
Fran ICI to User: 13% 

Special ~enents: a) The total aITOlr.t of lOOney canir¥;1 fran the 
(For the'aV1osU

) "avio" an:l other sources should be enough 
to cover the cost of praiuction. 

b) Ccmnercial Banks should check the COIrect , 
use of the lOOney. It is necessary to do this 
first before awrovin3' the credit, an:l the 
secom time, at the em of the plantin;1 
periai. 
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c) BCR will discam.t finance docl:ments as 
follows: 

1) Up to 100% of credits to producers 
lD'ltil 100 rnanzanas; 

2) Up to 50% of credits to pra:lucers 
with IOOre than 100 manzanas. 

A. l'im:lUnt: Up to ~50 millicn ($60 million) 

B. Inte.Imediate Institutions: Ccmnercial Banks, Savi.n;}s am Loans, 
am. the National Coffee Institute 

c. Allaoable Fi.l'laocin]: Up to nso ($60) per "quintal oro" acc:ordin3" 
to an average of the best three harvests 
during the faSt five years. 

D. ~: 1. CUltivation 

a. Labor - up to ¢22 per quintal oro bet\r.leen 
J~-May 1980: up to ¢11 additional per 
quintal oro in Jun~uly 1980; am up to 
¢9.5 additional per quintal oro between 
Allgust-october 1980. 

b. Inp.lts - up to ¢17 per guintal oro, di~ 
in any period. 

2. Harves~ 

Up to ¢90 per quintal oro fl:tm the point harvestina' 
begins. 

E. Life of Credit Line: Until April 30, 1981 

F. Interest Rates: 

Credi t to Producer 

ProdUcerS up to 1,500 qq. oro 
ProduceISof 1,500-2,500 qq. oro 
PrcdlJCeIS of 2,500-5,000 qq. oro 
Producezs of 5,000 + qq. oro 

OCR to lCI 

11.0% 
12.5% 
15.0% 

Lil:m+1/4 

lCI to User 

13.0% 
14.0% 
16.0% 

+1. 75% 



BCR to 
Credit to Co-ops ICI 
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ICI to Co-op to 
Co-op Msltler 

Producers up to 1,500 qq. oro 11.0% 12.0% 13.0% 
~~s of 1,500-2,500 qq. oro 11.5% 13.0% 14.0% 
Producers of 2,500-5,000 qq. oro 14.0% 15.0% 16.0% 
Producers of 5,000+ CR. oro Li.borl-1/4 +0.75~ +1.0~ 

G. Special Requiranents: a) The ICIs should give the infannation of 
the coffee prcrlucers (name, planted area, 
location, coffee pro:iuction am fi.nar¥:in; 
received for 1979/80 crop year, specifyin; 
the soorce and the aroount of credit received) 

b) Credit applications should be approved for 
ICls before they are sent to OCR in order 
to be qualifioo. 

c) Credit applications should be sul:nl:.tted 
before July 31, 1980. 

d) The financing for the coffee producers 
a:A.1l.d be rootlCoo if, on the base of f inarx::e 
information, it is establishoo tl-..3.t they 
are econanically liquid; or in the case of 
associations, if they had capital reducti.on 
during the last year in their patriIrony or 
in the payrrents to the s..~eholders without 
any justification. 

A. AmJunt: Up to jl150 million ($60 million) 

B. InteImediate Institutions: Cottrercial Banks 

C. Allowilile Fi.nar¥:in]: Up to jl56 per "quintal rema" 

D. Dra\>rlowns: The lCIs could draw:iONn the line until February 28, 1981, 
as foll~: 
Fran Apr il: Up to jl28 per quintal rama for inputs am 

jl6 for agricultural \toOrks. 

Fran July: Up to jlS per quintal rema for agricultural 
\toOrks am aerial irrigation services. 

Fran Septanber: Up to jl20 per quintal rama for aerial 
irrigation services, agricultural ~rks, 
harvest arrl tra.n.5J;X>rtation. 
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E. Life of CrErlit L:ille: until March 31, 1981 

F. Interest Rate: OCR to ICI 

Producers up to 100 manzanas 10% 
Producers 100 + manzanas 11% 

ICI to Users 

12% 
13% 

G. Special Re:pi.ren'ents: Besides information un the p:incipal char~­
teristics on the operation, it is necessary 
to irclude the follc::JWiIx3: 

a) Infornation al::out the nunber of rnanzanas to 
be plant:erl, spe::i£yin3' if the land is rent:erl. 
In this case, show the contract and its value. 

b) Infonoation on the average yield of the plot, 
or the estimate of the leI 00 yields. 

c) Pootostatic copy of the irrevocable payment 
letter to the Salvadorean Cotton Cooperative 
in favor of the lCI. 

d) The prooucer should send to BCR 00 later than 
July 31, 1980, through lCI the ~ statanent 
speci£y~ the total of manzanas actually 
plant:erl. 

e) The relance sheet arrl other relat:erl Wornation 
of the oorrONer. 
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TABLE 1 

EL SALVAOOR 

BAI.Nl:E OF PAYMENl'S 

(In Million of U.S. lXI11ars) 

1978 1979 1980 1981 - (Projection) (Projection) 

1. Exports (ros) 845.8 1118.4 980 843 

COffee 432.9 695.6 608.h1 510 1/ 
COtton 99.0 92.8 n Y 50 y 
Sugar 18.9 26.0 28 Y 31 11 
Shrinp 10.6 12.0 12 12 

Other 
40 !I 40 !I (to outsidf1 CJICM) 53.2 52.0 

'lb c.ru:J.1 231.2 240.0 220 !I 200 Y 

2. ~rts (CIF) -1030.5 -1040.0 -1040 Y -lC40 Y 
3. SeIvices - Net -109.8 -140 -180 Y -180 §J 

4. Transfers - Net 51.4 56 55 Y 55 ~ 

5. CUrrent AcC'c>lmts 
Balance -243.1 -5.6 -185 -322 

6. capital Total (net) 206.6 -135.7 -42 100 

Private 159.2 -i75.7 -2122! -30 Y 
Official, long-teIm 47.4 40.0 80 Y 80 V 
Banking Sector Nan-

90 10/ 50 1Q/ carpensatory 

7. 'lbtal Overall Balance -36.5 -141.3 -227 -222 

8. Financed by 
38 12/ ~tory IDans 65.0 33.2 

Declined in International 
108.1 13/ 189 13/ Reserves 28.6 
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11 (l)ffee for 1980 

1978/79 crop 
cany over fIan 

prior years 

2.8 mill ion quintales 

1.0 

'lUl'AL 3. 8 mi 11100 quintales 

Estimated price $160 per quintal 

For 1981 

Projection is for 3.0 million quintales at an avet"Qge price of 
$170 per quintal. A 15% reduction (below oornal) was assuned 
owing to reih:ed aw1ication of fertilizer and less care, as well 
as the cyclical decline in output eJ<peCted in 1981. 

Y Cotton: The 1981 projection is based on a reduction in plantings 
diliing 1980, in part because of SCIIE uncertainty resulting frc::rn 
rural violence and the sh:Jrt tenn effects of the Phase I inter­
ventions. 

y The 1981 projection assures 1. 7 million quintales (1/3 below oonral) 
at $18 per quintal. '!he hight:r price cc:rrpensates for the reduced 
vo11.1re. 

Y M:>stly nanufacturing E!XtX)rts: For 1980, Central Bank estiIrate. 
For 1981, manufactures are r>rojected to be low or to decline further 
because of basic econ:rnic instability. 

~ In 1980, iJ'tl:orts are projected (by the Central Bank) at the sarre 
level as jn 1978-79 in current cbll.J.rS. This allows for al:out 10% 
armual decline jn real tenns, in line with the contracting GOP. 

21 Central Bank estiIrate. 

Y Private capital flow for 1980 ...as estiIrated as follows in accord­
ance with Central Bank data: 

0Utstandi.nq Indebtedness of private 
Coffee ~~rters (as of r:ec. 31, 79) 

Outsta.nding Indebtedness of (l)ffee 
Instito..!te as of r:ec. 31, 79 
(direct loans and advances) 

Total D3bt outstanding with Coffee 
P1ed;ed as OJllateral 

$ 45.0 

197.0 

242.0 mill ian 



A. AsSlJDed Debt Repa}'D!!nt in 1980 

Private Extorters Debt 
Debt Repaid by OJffee Institute 

TOtal Repayment 

(~ 1t)lled OVer) 

B. Assured capital wi tirlrawal, net 

(Including reduction :in foreign 
bank expJsure) 

Total Capital Wi tWrawal 

CA + B) 
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$ 45.0 
152.0 

197.0 

(45.0) 

15.0 

212.0 

A much lower private capital outflow is projected for 1981 as 
it assumed that nest of the advanoeq secured against prior-year 
ooffee crops were repaid in 1980, and that tight cxmtrol nake 
capital exp::>rt very difficult. Still, allowance lTIJSt be rrade 
for sare repaynents and for capital outflow as foreign barXs 
may oontinue to reduce their ex;;:osure. 

Serre $134 million in long-tenn project assistance has alre~ 
been oontracted and is available for disb.lrsarent in 1980. In 
addition, serre $20 million could be obtained fur t\...o larger 
projects: a hydroelectric plant and a national road CUildir.g 
project. Because of delays in irrp1E!IeIlt.l..!'lg nest externally 
financed projects, a~ inflows will be less than t:.he aITCtmt 
available. 

Ttese are loans and credits fran abroad that are :i..nCependent of 
the countIy's balance of paynents difficulties, i.e., they ~d 
have been obtained even in the absence of the balance of pay­
rrent problem. 

'!bey are cntp)sed of the following in 1980: 

Special Drawing Rights eM') 

Venezuelan Inves1::ltent Fund 

!Dans being currently ~tiated 
by the Banco de Fanento Agropecuario 

$ 6.0 million 

14.0 

with Catmercial Banks and the IIB 7.0 

http:implement.ng


Loans fran the Central American Bank 
for Ecorx:mic Integration ($20 million 
for bJusing and $10 million for coffee 
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ru-~ control) 30.0 

lMF 'l'nlst Fund (<})ld sales by IMF) 24.5 

Mvance dep:>sit with Central Bank of IIB 
loan to Power o:np:my (CEL) 9.0 

Total N:m-O:rnpensatory InflOW' fran 
Banking Sector in 1980 90.5 

W By asSl.Jtt't.ion. '!here are no data for 1981. 

U/ n~toryn loans are a::rrq;:osed of the following: 

SOtlR:E: 

Stand-by fran IMP, First 'l"ran:::re 

IJ;)an fran Central Alrerican M:metary 
Stabilization F\md 

13.9 

23.9 

$ 37.8 

Residual (the "decline in inte.nlational resetVeS n 

plus n~tory loans" are equal to the overall 
balance of payrrents deficit on line 7). 
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Gross Domestic Product 
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(In Millions of Constant 1962 Colones) 

1978 1979.l./ 
CZ 0/ CZ % 10 

Agricu1tl're 827.7 10.2 845.3 2.1 

Mining 3.3 -11. 5 3.4 3.0 

Manufacturing Industry (,78. 1 2 .2 640.2 -5.6 

Construction 166.9 6.2 150.2 -10.0 

Electricity and ",Tater 94.8 8.0 101. 0 6.1 

Transport 218.1 3.8 210.1 -0.9 

COl"':'nerce 817.9 2.4 778.5 -4.8 

F i:1u r.:::e 109.5 7.8 115.5 5.5 

Housing (Rents) 122.5 3.5 125.8 2 .7 

Public Administration 2 g9.2 3.8 318.0 6.3 

Pe:-sonal Servi:::es 264.3 3.0 255.5 -3.3 

G:JP 3 .602 . 3 4.8% 3.549.5 -1.5 

j,/Estimated by :-lbistry of P1a:1ning 

Source: Central Bank and Ministry of Planning 



Table 3 

• 
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SU~1MARY OF FISCAL SITUATION OF CENTRAL GOVERNMENT 
1978-19 89 

(IN Millions of Colones) 

Current Revenues 

Current Expend~tures 

Surplus on Current Account 

Capital Expenditures . 
Dire~t Investments 

Transfers 

Other 

Amortiz"a.tion of Public 
Debt 

Total Expenc:tures (~et 
of ~~crtizdtions) 

Overall Deficit (-) 

Financing 

External 

Internal (and chauge in 
Cash Balance) 

·Actual 
1977 

1181.8 

706.3 

475.5 

506.3 

406.0 

100.3 

29.3 

1212.6 

- 30.8 

52.0 

21.2 

Actual 
1978 

1027.0 

782.8 

244.2 

341. 8 

119.4 

123.0) . 
r 

99.4 \ 

33.0 

1124.6 

- ~7.6 

96,i 

.9 

Estimated 
Actual 

1979 

1214.8. 

850.0 

364.8 

400.0 

250.0 

150.0 

40.0 

1250.0 

- 35.2 

70.8 

35.6 

Budget 
1980 

1292.8 

1123.0 

169.8 

524.4 

j26.4 

124.1 

73.9 

?8.7 

1647.4 

-354.6 

143.7 

210.9 

Source: Central Bank. Figures for 1~7S are ~re1~minary estimates. 
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EL' S]',L'JADOR: B'REAKDm·m OF CURRENT 
REVENUES A~ID EXPE!-lbITURES, 1978-80 

(In Millions of Colones) 

Current Revenuc~, 
~Tota1 

Tax Revenues 

Direct Taxcs 

Income 
Physica 1 Asset::: 
. ("Patrir.1onio") 
Property Tr~ns[crs 

EX(1ort:; 
li'lports 
Con !:iu:npt ion 
Other Taxes 

Ne -T~x R8venues 

Curr~nt Expcnditure~, 

Toti:'ll 

Sa1aric~ 

Other 
Current Transfers 
Expend5t~~c= with 

Fund!; Carried 
Over fro:r. Pr ior 
Years 

·.1/rlctua1 
.1/Ectimtltcd 
.1IDudgeted 

1978 

JCRoV/ 

972 

2E?.§. 

202 

62 
22 

68.1 

244 
l!:i7 
170 
115 

55 

]~) .. 

4~01' 

93 
2 ~,5 

1979 1980 -
1/.1sV 12931/ --==- = 
J160 12 3~~ 

ZJlQ 312 

195 219 

62 C9 
23 24 

B.llil 923 

391 415 
1

0
17 171 

1'10 19/'t 
122 143 

.2.2 27 

8~0 1112 
:.:..:..;.:.',:, ==~ 

635 
210 
267 

Source: Prclimin3ry esti~ate5 by Central ~ank 

. - - - , 
. Per._Ccnt_ 
Increase 

1979/80 
'X. 

6.4 

6.3 

11.4 

12 .3 

11.3 
4.3 

4.8 

6.1 
-3.4 
2.1 

17.2 

3.6 

30.8 

54.5 
125.8 

4.7 



TABLE 5 
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lNCRFASES m THE cx:NSt.H:R PRICE INDEX 

1975 - MARCH 1980 

1975/76 7.1% 

1976/77 11.8% 

1977/78 13.3% 

D:!C. 78 - Dec. 79* 14.8% 

Dec. 79 - March 80 
at annual rate* 22.3% 

* Based on a new price index that could not be linked to the 

index for prior year. 

SOtmCE: Estadistica y Censos 
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ANNEX II.D 

FINANCIAL TABLES 

Summary Cost Estimate Foreign 
Exchange and Local Currency 

Projected Exp 
Fiscal Year 

".ures by 

Comparative Summary Banco de 
Fomento Agropecuario 

Banco de Fomento Agropecuario 
Consolidated Income 'Statements 
1975 through 1979 

Banco de Fomento Agropecuar1o 
Consolidated Balance Sheets 
1975 - 1979 

Banco de Fomento Agropecuario 
Balance Sheet 1979 



TABLE I 

SUMMARY COST ESTIMATE 

FOREIGN EXCHANGE AND LOCAL CURRENCY 

US$OOO 

AID HOST COUNTRY 
Source 

Development Loan Funded 

Special Credit Line 

Development Grant Funded 

Technical Assistance 

Contingency and 
Inflation 

TOTAL 

FX LC FX LC 

9,500 3,500 

380 120 -0-

-0- -0- -0-

380 9,620 3,500 
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TOTAL 
FX LC 

13,000 

500 

-0-

13,500 



Component 

Special Credit Fund 

Technical Assistance 

TOTAL 

TABLE II 

PROJECTED EXPENDITURES BY FISCAL YEAR 

In US$OOO 

FY 80 FY 81 FY 82 
AID GOES AID GOES AID GOES 

5,000 1,000 4,500 2,500 

47 286 167 

1,000 4,786 167 -0-= = = 

TOTAL 
AID GOES 

9,500 3,500 

500 

10,000 



Loan Portfolio 

Net Income 

BCR loans 

Foreign loans 

Income Banking Div. 

Income Development Div. 

Administrative Expenses 

Reserve & Special Fund 

TABLE III 

COMPARATIVE SUMMARY 

BANCO DE FOHENTO AGROPECUARIO 

(In Millions of u.s. Dollars) 

1975 1976 1977 

39.6 40.0 52.3 

0.3 0.1 0.4 

20.1 19.3 22.4 

0.7 1.5 6.6 

0.63 1.00 6.93 

(0.35) (0.86) (1.52) 

2.2 3.0 4.0 

7.3 7.5 7.6 

Fercent of Administrative 
Expenses to Loan Portfolio 5.5% 7.S% 7.6% 

ANNEX n.D 
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1978 l22.2. 
65.8 97.0 

0.02 0.04 

23.2 38.7 

9.6 16.4 

1.06 0.58 

(1. 04) (0.54) 

4.7 5.5 

12.8 15.6 

7.1% 5.7% 



INCONE 

Financial Operations 
Administrative Services 
Other Income 
Prior Year Adjustme~;s 

TOTAL INCOME 

EXPENSES 

Financial Expenses 
Administration 
Sales Expenses 
Other Expenses 
Prior \~ar Adjustments 

TOTAL EXPENSES 

PROFIT (LOSS) 

Profit as 8 percent of total income 

TABLE IV 

BANCO DE FOMENTO AGROPECUARIO 
CONSOLIDATED INCOME STATEMENTS 

JANUARY 1 THROUGH DECEMBER 31 

In U.S. $ Equivalent 

1975 1976 

2,866,768 2,959,239 
689,130 1,106,829 

3,982 14,710 
25,870 13,988 

3,585,750 4,094,766 

934,344 516,618 
2.252,262 3,063,437 

ll2,387 329,153 
1,362 
9,382 49,099 

3,309,737 3,958,307 

276.013 136,459 

7.6 3.3 

1977 1978 1979 

4,185,748 4,744.935 6,970.893 
2,068,262 1.483.815 2,253.033 

737 49,236 6.047 
87,669 411,550 117.129 

6,342,416 6.689.536 9,347,102 

1,415,731 1,118.183 2,996.765 
3,984,331 4,715,409 5,562.842 

415,627 492,607 642.236 
15,459 19.989 

120,751 326,836 84.378 

5,936,440 6,668,494 9.306,210 

405,976 21,042 40,892 

6.4 0.3 0.4 

l~ 
(/'I 

o~ ...,. 
t:1 

CD 
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1975 1976 1977 1978 ill! 
LIABILITIES & CAPITAL 

Customers De~osits 1,360,000 3,597,857 8,504,624 18,796,057 
Bonds 276,800 1,936,000 1,936,000 2,047,760 2, 112,680 

Loans from Central Bank 20,125,468 19,364,112 22,454,605 23,192,956 38,705,558 

Loans from Foreisn Source 711,786 1,500,000 6,610,452 9,661,738 16,430,597 

Other Liabilities 2,079,088 1,125,289 4,366,374 6,051,288 6,503,443 

Trusts 5,274,263 3,741,538 2,770,199 2,222,056 2,624,886 

S~ecial Develo~ment Fund 5,214,672 5,323,201 5,394,076 10,545,919 15,069,227 

Capital 16,612,272 18,202,166 20,233,996 20,319,782 20,325,042 

Reserves 2,082,798 2,178,528 2,193,645 2,283,216 555,787 

Retained Earninss 276,013 136,459 405,976 21,042 40.892 

TOTAL LIABILITIES AND CAPITAL 52,653,160 54,867,293 69,963,180 84,850,381 121.164.169 



ASSETS 

Cash 
FOreign Exchange 
Stocks & Bonds 
Loans Receivable 

Personal 
Collateral 
Mortgage 
Other 

Less: Reserve for Bad Debts 

Furniture & Equipment 
Less: Depreciation 

Real Estate 

Other Assets 
Accounts Receivable 
Miscellaneous Debts 
Marketable Securities 
Deferred Charges 
Transitory 
Cattle 

Trusts 

TOTAL ASSETS 

TABLE V 

BANCO DE FOMENTO AGROPECUARIO 
CONSOLIDATED BALANCE SHEETS 

As of December 31 

In U.S. $ Equivalent 

1975 1976 

4,317,442 7.351.312 
28.596 28.032 

4 4 

82,365 746.817 
27,645,898 24,552,030 

9,349,697 11,419,075 
3,025,132 3,268.518 

(481,186) 

1,076,843 1,106,697 
(189,834) 

19,351 40,445 

1,082.855 1,338,602 
185.359 133,341 

1.117.729 744,356 
81.994 123,831 
36,572 272,614 

80 80 

5,274,263 3,741,539 

52,653,160 54.867,293 

1977 1978 1979 

4.021.672 3,515,936 3,168,190 
2,428,206 739.118 118,191 

4 4 4 

1,700,689 4,201.310 4,841,741 
27.921,702 34,621,304 49,243.110 
15,429,552 21,988,508 38,774,936 
7.218,288 5,032 ,445 4,li5,614 

1.075.672 1.195,606 1.210,935 

585.878 585.878 1,862,265 

2,381,934 3,166.372 5.305,857 
1,914,565 3,202.038 8.471.282 
1,956,287 3,671,333 414.558 

167,878 172 ,104 283,842 
390,574 536,369 668.758 

80 

2.770,199 2.222,056 2,624.886 

69,963,180 84,850,381 121,164.169 

i~ 
....., 

oP 
1-iJ. 

t:) 
CD 



t 
TABLE VI 

BANCO DE FOMENTO AGROPECUARIO BALANCE SHEE'!' 

as of December 31, 1979 

ASSETS 

Current Assets 

Loans & Discounts 

Real Estate & Tangible 
Property 

Other 

Property in Trust 

TOTAL 

Liabilities and Capital 

Current and Time Deposits 

Savings Deposits 

Bonds 

Loans and Discounts 
(Central Bank) 

Loans and Interest due 
Foreign Institutions 

Other Liabilities 

Trust Funds 

Fund of Economic and 
Social Development 

Total Liabilities 

C~pital and Reserves 

D i vis ion s 

Banking Development Trust 
(Millions of U.S. Dollarsr---

2.2 

41.8 

1.8 

11. 6 

57.4 

12.8 

5.9 

2.1 

11.8 

3.4 

36.0 

21.4 

1.1 

55.2 

1.2 

3.5 

61.0 

26.8 

16.4 

3.1 

15.1 

61.4 

(0.4) 

2.6 

2.6 

2.6 

2.6 

Total Liabilities and Capital 57.4 61.0 2.6 
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Total 

3.3 

97.0 

3.0 

15.1 

2.6 

121. 0 

1:£.8 

5.9 

2.1 

38.6 

16.4 

6.5 

2.6 

15.1 

100.0 

21.0 

121.0 




