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name of Country: El Salvador
Name of Project: Agrarian Reform Support /Technical Assistanc
Number of Project: 519-0259

L Pursuan. « woecuoun 531 of the Foreign Assistance Act of 1961, as amended, I
hereby authorize the Agrarian Reform Support project for El Salvador (the "Cooperating
Country") involving planned obligations of not to exceed Seven Hundred Fifty Thousand
United States Dollars ($750,000) in grant funds over a two and one half year period
irom date of authorization, subject to the availability of funds in accordance with the
A.LD. OYB/allotment prdeess, to help in financing foreign exchange and local currency
costs for the project.

2. The project ("Project™ consists of technical assistance to support the Government
of El Salvader in implementation of an Agrarian Reform Program and the Expanded
GOES-A.I.D. Development Assistance Program.

3. The Project Agreement, which may be negotiated and exccuted by the Officer
to whom such euthority is delegated in accordance with A.L.D. regulations and Delega-
tions of Authority, shall be subject to the following essential terms and covenants and
major conditions, together with such other terms and conditions as A.L.D. may deem
appropriate,

B Source and Origin of Goods and Services

Goods and services, except for ocean shipping, financed by A.LD. under the
Project shall have their source and origin in the U.S. or countries that are
members of the Central American- Common Market, except as A.L.D. may
otherwise agree in wri.ing. Ocean shipping financed by A.L.D. under the Project
shall, except as A.L.LD. may otherwise agree in writing, be financed only on flag
vessels of the United States.

b. Reimbursement of Expenses

Upon compliance with the relevant Conditions Precedent to Disbursement by the
Cooperating Country, A.I.D. may disburse Project funds as reimbursement for
costs of technical assistance, training and other eligible costs, provided that
evidence that such costs were incurred subsequent to March 27, 1980 is furnished
to A.LLD. in form and substance satisfactory to A.LD.



2=

c. Condition Precedent to First Disbursement

Prior to any disbursement, or the issuance of any commitment documents unde
the Project Agreement, the Cooperating Country shall furnish to A.L.D., in forn
and substance satisfactory to A.LD., an implementation plan for the use of the
initial $200,000 of technical assistance.

d. Condition Precedent to Disbursement for Technical Assistunce ror twne
Expanded GOES-A.L.D. Development Assistance Program

Prior to any disbursement, or the issuance of any commitment doctments under
the Project Agreement to finance technical assistance in support of the Expanded
GOES-A.L.D. Development Assistance Program, the Cooperating Country shall
submit to A.LD., in form and substance satisfactory to A.L.D., an implementation
olan for the required technical assistance,

e, Waiver

Competition for the procurement of technical assistance for the Agrarian Reform
Program of the Project is hereby waived and a single-source ccntract may be
negotiated with the Instituto Interamericano de Ciencias Agricoles (OCA) in an
amount not to exceed $200,000.
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I. SUMMARY AND RECO!MENDATIONS

A. Recommendation

USAID/El Salvador recommends authorization of a $4 million
Economic Support Fund grant: $3,250,000 non-project (program)
assistance for Agrarian Reform Support, and $750,000 of project
assistance for Technical Assistance Support.

B. Grantee

The Grantee will be the Government of El Salvador (GOES).
The coordinating agency for the Agrarian Reform Support Program
will be the Ministry of Agriculture (MAG), and the main implement-
ing agencies the Salvadoran Institute for Agrarian Transformation
(ISTA) and the Agriculture Development Bank (BFA). The coordi-
nating agencies for the Technical Assistance Support Project will
be the MAG and the Ministry of Planning (MinPlan).

C. Program Objectives and Assistance Summary

On October 15, 1979 a new reform~-minded coalition govern-
ment took control in El1 Salvador. Although there have been changes
in the five-member civilian-military Junta and the Cabinet, the
Government remains progressive and is continuing to promote subs-
tantial political and economic reforms. On March 6, 1980 the
Government announced the centerpiece of its reform package --
Decree 153, "The Basic Law of Agrarian Reform”", which establishes
the basis for a major redistribution of landholdings and restruc-
turing of the agricultural sector in favor of thousands of tenants
and landless campesinos. The first phase of the reform dealing
with holdings larger than 500 hectares has begun. The ESF program/
project assistance package is intended to support the Government's
efforts *o implement the new agrarian reform law.

The specific objectives of the S4 million grant are the following:
() To provide tangible evidence of the U.S. commitment in support of
peaceful socioceconomic refcrm in E1 Salvador;

{b) To provide a portion of the financial resources necessary to
implement the first phase of the agrarian reform process; and

(c).To provide technical assistance for the pPlanning and implemen-
tation of the initial agrarian reform efforts; for the planning of
Fhe larger and longer term agrarian reform program; and for the
implementation of the expanded FY 80 AID Economic Assistance
program to El Salvador.



The AID grant will take two forms: Counterpart
generated from the $3,250,000 of non-project assistance will
be used to finance institutional support and production credit
costs; and $750,000 in project assistance funds will be used
to finance identified technical assistance requirements.

Because of the need to respond quickly to an urgent
requirement for assistance in implementing an agrarian reform
program and the country's increasingly serious foreign exchange
and domestic resource position, AID has determined that non-
project (or program) assistance is the most apgropriate AID
mechanism to assure timely support for the implementation oI the

agrarian reform law.



However, in order to simplify foreign exchange payments and

to ensurxe that all technical assistance requirements are met

on a timely basis, AID has determined that the technical assist-
ance is best financed through normal project mechanisms.

D. Conditions and Covenants

Two Grant Agreements will be signed: one covering the
$3,250,000 of non-project assistance and one covering the
$750,000 of project assistance.

1. Agrarian Reform Support -- $3,250,000

a.

The Grant Agreement will specify one Condition
Precedent to initial disbursement: that the
GOES furnish to AID a statement of the name or
names of the person(s) holding or acting in the
office of the Grantee, and a specimen signature
of each person named in such statement.

The Grant Agreement will include a covenant re-
guiring the BFA to use reflows of credit funds
provided under this grant for future lending to
the agrarian reform sector.

In addition, the Grant Agreement will include
provisions relating to: (a) the performance of
agreed cooperating country undertakings; (Db)

the amount, nature and agreed timing of the
assistance to be obligated; (c) the use to be
made of generated local currencies; (d) standard
obligation procedures; and (e) the deposit of
local currency into special program-related
accounts in El Salvador.

2, Technical Assistance Support -- $750,000

a.

The Grant Agreement will include two Conditions
Precedent to initial disbursement:

(i) Same as above regarding Grantee representa-
tive; and
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(11) That the GOES in consultation with AID,
furnish to AID an implementation plan for
initial technical assistance requirements.

E. Waivers

Because of the nature of the technical assistance requested and
the preference for experts with practical experience in implementing
agrarian and other reform programs, the Mission expects much of thes
assistance to come from local and Central American sources. The authori-
zation therefore includes a provision allowing for the procurement of
technical assistance from the host country and countries which are members
of the Central American Common Market.

The Interamerican Institute for Agricultural Sciences (Instituto Intera-
mericano de Ciencias Agricolas - IICA), based in Costa Rica, has been
identified as one of the institutions to provide technical assistance.

A waiver for sole source procurernent of technical and professional services
from IICA is included in the Authorization. In accordance with Section 12Ci4c¢
of Handbook 1, Supplement B, the waiver is justified because IICA has a
unique capability by reason of its experience and specialized personnei,
who are recognized as predominant experts in agrarian reform. IICA con-
sultants are familiar with the agrarian reform problems of E1 Salvador and
have developed the necessary contacts for timely and effective delivery

of services. Also, the Project is being implemented under emergency con-
ditions. A requirement of competitive procurement would result in Project
delay and would impair the GOES' ability to implement its Agrarian Reiorm
Program.

In addition, because of the GOES' urgent need for technical assistance in
initiating its agrarian reform program, it arranged for consultants fren
IICA to visit El1 Salvador as early as March 27, 1280. Thus, the Project
Authorization includes a provision for reimbursement for eligible techrnical
assistance expenditures incurred from that date (March 27, 1980).



II. BACKGROUND AND PROBLEMS TO BE ADDRESSED

A. Overvicw

On October 15, 1979 a new coalition governmcnt took
control in El Salvador. This government is hcaded by a five
member Junta. Its basic thrust is progressive, and it is proposing
substantial political, social, and economic reforms. The Junta's
major long-term aims are to increase national production, employ-
ment, and income within a more equitable policy framework; provide
basic goods and services to the entire population; and more
egquitably distribute developmental resources and socio~-econcnic
.opportunities. In the short-term, it is focussing on the immediate
ways in which (1) economic activity can be reactivated and employ-
ment stimulated, (2) the basic food and health needs of the poor
can be met, and (5) agrarian and other reforms can be implemented.

: The long-term viability of this government is, however,
still fragile. There is increasing pressure from both the left
and the right, as reflected by frequent demonstrations and marches
and sporadic violence. This has resulted in a substantial recduc-
tion in economic activity. Nonetheless, the new government has
started to put its programs into effect. TFor example, in order

- to ensure that cxport earnings return to the country, the export
of cotton, sugar, coffee, and seca products has been nationalized;
in order to ensurc the broader availability of commercial credit,
the banking system has been nationalized; and in order to improve
the distribution of land, the government has just entered into a
comprehensive agrarian reform program. In addition, the Junta
revised the previous governmecnt's 1980 Bucdget and shifted expendi-
tures away from capital-intensive infrastructure investment toward
activities which will more directly benefit the poor, and raised
minimum wages for a variety of un- and semi-skilled jobs.

Although the government is ccmmitted to these fundamental
xeforms and to the creation of a more equitable society, it faces
a number of major obstacles: it must reactivate the economy and
provide new jobs quickly at the same time that it comes to grips
with growing forcign and demestic resource constraints. Although



responsibility for handling these problems must remain with
the GOES, there is an important support role to be played by
AID and other international doncrs.

Recognizing this, AID began in December of 1979 to
negotiate an expanded $50 million FY 80 Economic Assistance
Program with the Government of El Salvador. This expanded
program has been designed to respond to some of the country's
urgent requirements -~ initiation of reforms, revitalization of
the economy, generation of employment, and provision of basic
infrastructure and services to the poor. 1Its major elements
are a Marginal Community Improvement Project ($5.9 million DA
and 85 million HG in FY 80), a Small Producer Development Project
($5.5 million DA in FY 80), a Public Sector Employment Project
($10.0 million DA in FY 80), a PL-480 Title II Program ($4.8
million), and a PL-480 Title I Program ($3 million).

Beyond providing urgently needed financial resources
to the Government of El1 Salvador, this combined program/project
will provide support for one additional and essential element of
the AID Mission's expanded FY 80 program -- agrarian reform.
Implementation of this crucial reform is just beginning. There
are, needless to say, many difficulties in initiating such a sub-
stantial reform. While U.S. assistance cannot ensure success,
we believe that it can ease some of the early implementation
problems and increase the likelihood of a successful agrarian
reform program.



B, Economic Situation

1. Summary

Fl Salvador's economy is heavily dependent upon
three traditional agricultural exports -- coffee, cotton and
sugar -~ and a protected manufacturing sector which is geared
toward the Central American Common Market. Although there has been

poor majority and a relatively small number of very
wealthy families. El Salvador's growth record was relatively
good through 1977. Over 1970-77, El Salvador's real GDP in-
creased at an average annual rate of 5.2%. In 1978, the
growth rate declined to 4.4% while in 1979, growth was a
negative 1.5%. The decline in 1979 was largely induced by
political instapility, e.g., kidnappings, take-overs of fac-
tories, bombings, and terrorism. As a result, economic ac-
tivity and emgloyment have declined significantly, and there
has been a general detericration in the country's foreign
exchange and domestic resource positions. The outlook for
1980 is for a 5 to 10% decline in real GDP, for an overall
balance of payments deficit of $160 to $200 million and for

a fiscal deficilL of $140 to $206 million.l/ While there are
no reliable statistics on unemployment, it is known to be
substantial and to have risen considerably in recent months,—/
particularly in the areas of manufacturing and construction,
as a result of the large number of factory closings and the
practical cessation of construction activity in the private
sector.

1/The lower figure is the government s official projection;
the higher one is a projection by ROCAP's Economic Advisor,
taking into account the possible impact on expenditures of
the government's emergency program and the decline in gov-
ernment revenues associated with the projected drop in the
GDP, See Tables 1 through 4 in Annex II.

2/We have estimated open unemployment at at least 15% of the
labor force, and underemployment at another 35 to 40 per
cent.



2. Economic Growth

El Salvador's real GDP grew at an average an-
nual rate of 5.2% over 1970-77. That rate declined to 4.4%
in 1978 and to a negative 1.5% in 1979. Value added by
manufacturing industry increased (in real terms) at an
average annual rate of 5.7% between 1974 and 1978, while value
added in agriculture increased very sluggishly -- at an
average annual rate of only 1.6% over this period. On the
other hand, construction, finance and utility services gruw
at relatively high rates during this period.

Growth came to a sudden halt in 1979. In spite
of excellent weather which allowed for a 2% expansion in real
agricultural output and r~cord coffee exports, preliminary
astimates show that GDP in 1979 declined by at least 1.5%
(cee Table 1). This was primarily due to political uncer-
tainty and terrorism which triggered a sharp decline in pri-
vate investment (by about 30%), only a small part of which
was compensated for by increased public investment. The
industrial, construction, commercial, and services sectors
all suffered decreases. The downturn in the economv is
likely to be significantly greater in 1980. Tr= Central
Bank conservatively projects a real GDP decline of 5% in
1980. There is a strong possibility that it might be con-
siderably higher owing to the collapse of private investment
and the sharp dro~ in manufacturing production induced by

fear, intimif-t’ ad wilitant labor action (factory take-
overs, threats . : ... r>nt and labor demands for increases
in wages and frin . w2, .cs that are inconsistent with

profitable operat. - ‘.

El Salvador's GDP per capita is second to the
lowest in the CA region: $550 (in 1977) compared with $410
for Honduras, $790 for Guatemala, $830 for Nicaragua, and
$1240 for Costa Rica.l/

1/Source: The World Bank, World Development Report 1979,
August 1979, Table 1, page 126.



3. Financial Resources

High coffee prices in 1976-77 improved the coun-
try's overall balance of paymentsand fiscal positions. At
the end of 1977, net international reserves were $206 mil-
lion, equal to approximately 2 1/2 months of imports. Alsoc
during 1977, the Central Government's budget (on current
operations) was in surplus, as the total tax burden increased
from 12.4% of GDP in 1975 to 16.6% in 1977. During 1978,
both the balance of payments and fiscal situations began to
deteriorate. During 1979, the pace of deterioration accel-
erated, and projections indicate that it will worsen during
1980. The balance of payments and fiscal situation are
examined separately below.

a. The Balance of Pavments

As coffee prices fell during 1978, the Sal-
vadoran Coffee Company withheld sales, speculating on a rise
later in the year. By August 1978, foreign exchange reserves
fell to $104 million, equal to 1.2 months of imports. Al-
though coffee sales were resumed in September 1978, the bal-
ance of payments in 1978 showed a current account deficit of
$243 million -- a huge deficit when compared to an average
deficit of approximately $40 million during the previous
eight vears. This $243 million deficit was covered by a
substantial increase in the inflow of external capital, i.e.
some $270 million vs. an average of $90 million over 1974-77.
This included some long-term capital, but most was short-
term credit in the form of borrowing against coffee stocks
in Europe. The Government also borrowed $20 million from the
Central American Stabilization Fund. The net result of this
substantial capital inflow was a $29 million increase in
foreign exchange reserves during 1978, reaching a total of
$234 million, or 2 1/2 months of imports, by the end of 1978.

A significant deterioration in the overall
balance of payments position of El Salvador occurred in 1979



on account of the considerable amount of capital flight that
occurred in that year. The country's position on current
account acutally improved substantially during the year as

a result of the sharp increase in coffee prices. The deficit
on current accounts declined from $243 million in 1978

to $5.6 million in 1979 (see Table 2; Annex II). However,

this substantial improvement was more than offset by the exodus
of capital. The movement of private capital changed from a +
$159 million in 1978 to an estimated minus $176 million in 197¢
a turn-arcund of $335 million. As a result, the movement in
the country's international reserves changed from a $29 millior
in 1978 to a minus $108 million in 1979 (Table 2, Annex II).

Net foreign exchange reserves are estimated
to have behaved as follows:

{In Millions of U.S. Dollars)

December 31, 1977 $205.7

December 31, 1978 234 .4
December 31, 1979 134.6
February 28, 1980 40 to 60

A further substantial deterioration in the
reserve position occurred during the first three weeks of
March. The level cf international reserves fell tc $5-10 million range as of
March 15, and recovered aniy slightly to the $10-20 million range
as of one week latsr. Authorities are seriously concerned, and
have taken steps to bolster their reserves by borrowing $90
million against part of their gold stock pledged as collateral and
by applying_to the IMI for compensatory financing. We understand
that submission for a stand-by is also being considered.

In addltion, although the Central Eank expects
coffee sales to pick up in the coming months, the Mission expects
no substantial relief until mid-198C. While earnings from El Salvador
1979/80 coffee exports (estimated at roughly $ 500 million) will increase
the supply of foreign exchanges (once inflow begins to normalize)
to a point of equalibrium with an admlnlstratlvely reduced demand;
actual demand for foreign exchange will continue to outrun supply i.e.
the basic dlsequ1llbr1um will ‘persist until business and consumer
confidence is restored. If confidence within the Agro-industrial

sector is not restored, soon, the resulting shortfall from tradi-
tional exports coming in next year could generate even greater
foreign exchange deficit in 1981.



The outlook for 1980, and 1981 is for a
further deterioration of El Salvador's balance of payments
position. The balance of payments deficit is projected to
increase from $141 million in 1979 to $188 million in 1980
and to $231 million in 1981 (Table 2). Reasons for this
pessimistic forecast include the impact of violence and
civil strife on cotton, sugar and coffee production; the
reduction in manufacturing production because of factory
closings; and the possible downturn in same agricultural produc-
tion during the first year or two of the Agrarian Reform
Program.

In summary, the country is facing serious
balance-of-payments difficulties. Imports cannot be reduced
without further adversely affecting production and living
standards, and exports are highly dependent upon the govern-
ment's ability to control violence in both the rural and
urban areas. Coffee, cotton and sugar exports may be af-
fected by continuing violence and labor problems as well as
possibly by problems associated with the land reform program.
Coffee rust may further contribute to the decline in foreign
exchange earnings in 1981 and following years unless effective
measures are adopted immediately to check the spread of the
disease. The government will probably be able to prevent
further capital flight through tight foreign exchange controls,
but it will not be able to do much about the determination of
foreign banks to reduce their exposure. Thus, the outlook 1is
grim. El Salvador's foreign exchange reserves may even reach
crisis proportions in 1981 unless the authorities are able
to restore order and guarantee security, regain the confidence
of the private sector by convincing it that it will have a
continuing and important role to play in the country's
economy, and secure substantial assistance from abroad on
concessionary terms.

b. Fiscal Operations of the Central Government

The historical pattern for the Central
Government's fiscal operations is for a surplus on current
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operations (excess of current revenues over current expendi-
tures), and a deficit in the overall budget. This comes
about because the Central Government's capital budget ex-
ceeds the surplus on current account. This excess must be
covered by borrowing. The pattern over the past few vyears
is as follows:

Central Government: Savings cn Current Account,
Overall Deficit and Financing
(In millions of U.S. Dollars)

Saving on Financing
Current Overall External Internal
JAccount Deficit Loans  : Loans
Average over
1973-76 50 43 22%* 24%*
1977 190 12 21 - 8
1978 98 39 39 -
1979 146 14 28 -14
1980 68 142 58 4

*Does not add exactly to overall deficit because of changes
in cash balance.

Saving on current account averaged $50 million
over 1973-76 while the overall budget deficit averaged $43
million over that period. ©Sharp increases in savings on
current account were registered in 1976, 1977 and 1979,
with corresponding declines in the overall budget deficit,
mostly as a result of substantial increases in coffee prices
which resulted in even larger increases in current govern-
ment revenues. The government derives a substantial portion
of its revenues from the coffee export tax which is gradu-
ated so that the rate of the tax increases with price. As a
result, a change in the price of coffee gives rise to a
multiple change in government tax collections.
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The economic crisis that the coun-
try is presently traversing is not reflected in the 1979 cen-

tral government accounts. Coffee prices were very favorable
last year, while the political disturbances had a serious
impact on economic activity only in the latter part of the
year. Thus, the overall deficit was only $14 million, 87%
below the level that had been projected by the government in
its 1979 budget.l

The situation is quite different with respect
to the budget outlook for 1980. According to government pro-
jections, the deficit for the current year will be 355 mil-
lion (US5142 million) or ten times the size of the deficit of
1979 and 3.6 times the deficit of 9782/ In our view, the
government's 1980 projection is still conservative since the
current revenue projection does not appear to make adequate
allowance for impact on tax collections of the depression
that is already underway and is almost certain to get worse
as the year progresses. Secondly, while the capital budget
provides for some increase over the 1979 level (124 million
or USS$50 million)g/this figure is not adequate to accommodate
an emergency public investment program designed to counter-
act the sharp decline in private investment spending. Third,
the government's commitments in the area of socio-economic
reforms, particularly in the area of agrarian reform, will
require additional public expenditures that are likely to in-
crease at a pace that far exceeds the government's ability to
generate additional domestic resources. Thus, the overall
deficit in 1980 may well be even larger than that projected
by the government.

With respect to financing of the 1980 deficit,
only some $58 million (@144 million) were assured at the time

1/The government had projected an overall budget deficit of
@275 million ($110 million). As a result of the increase
in the coffee price, the actual deficit was only ¢35 mil-
lion ($14 million -- see Table 3 in Annex II).

2/See Table 3.in Annex II.
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the 1980 budget was prepared. This leaves $84 million (@211
million) to be supplied internally, and an even larger
amount if, as is likely, the deficit exceeds the amount pro-
jected. Thus, the government's fiscal deficit, if largely
internally financed (as currently glanned), must be expected
to add to inflationary pressures.—/

&. Unemplovment

There are no reliable statistics on open unem-
ployment in El Salvador. The most recent estimates available
refer only to underemployment in 1978. These data, reproduced
in Table 5, show an overall underemployment rate of 37%. Note
that underemployment is particularly high in agriculture, manu-
facturing industry, and services. The situation has deterio-
rated considerably in 1979. Open unemployment in the con-
struction industry was recently estimated at 60% of the avail-
able labor force in that industry.2

The Salvadoran Association of Industries (ASI)
estimated on January 21, 1980, that in recent weeks, the
closing of factories left an additional 7,000 workers with-
out jobs which, in addition to the 8,200 left unemployed by
the closing of 20 enterprises in previous months, raises to
15,200 the number of workers that lost their jobs in the
manufacturing sector. This constitutes between 25 and 28
per cent of the labor force employed in the manufacturing
sector. Factory closings in February and March are expected
to have raised this rate further.

The employment situation in El1 Salvador is fur-
ther complicated by considerable variation in the seasonal
demand for labor and the high degree of self-employment,
especially in the informal service sector which is charac-
terized by low productivity. Agricultural employment is

1/For details regarding the central government's fiscal
situation, see Tables 3 and 4 in Annex IT.

2/0n the basis of a sample survey undertaken by Gustavo
Leiva's team working in the Social Progress Indicators
in E1 Salvador
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highly seasonal, with the period of lowest employment being
batween February and April. This seasonality affects
nearly all workers in agriculture which make up about 40% of
the labor force.

In sum: it is estimated that 35 to 40% of the
labor force is underemployed. Open unemployment may be con-
servatively estimated at at least 15%. Thus, at least 50% of
the labor force may be considered as being either un~ or under-
employed. As the security situation forces further depression

of economic activity, the already grave unemployment situation
will further worsen.
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C. Agrarian Reform

1. The Land Tenure Pattern and its Consequences.

Land tenure has been the basic determinant of the
dimensions for both growth and equity in the agricultural sector.
The highly skewed distribution of land is apparent in Table 6,
Annex II; according to the 1971 Agricultural Census there were
less than 2,000 farms of 100 hectares or more which accounted
for almost 40% of all agricultural lands. Land ownership patterns
were even more concentrated. At the other end of the spectrum,
almost 200,000 farms (over 70% of all farms) were less than 2
hectares in size and cumulatively commanded only about 10% of all
farm lands. The size of the holdings pattern has been further ex-
acerbated by tenurial patterns; 45% of all farm units were operated
without any form of proprietary rights. The vast majority of those
with insecure usufruct rights were concentrated among the smallest
farm units - those under 2 hectares (See Annex II.7). Thus 56%
of all farms under 2 hectares were operated by non-owners, and
this percentage decreases rapidly as farm size increases so that
only 6% of 10 to 20 hectare farms were operated by non-owners.

Land utilization in El1 Salvador is a direct function
of the land tenure pattern. Land holding patterns are highly skewed
with the best lands concentrated in the hands of large owners who
account for most of the production of high value export commodities-
coffee, cotton, sugar cane and livestock/meat. Small farmers, rel-
egated tomarginal agricultural lands, constitute the traditional
sector producing about two-thirds of the basic grains (corn, beans,
sorghum and rice). Increasing population pressure coupled with
this tenure pattern has resulted in shrinking farm size as small
farms are further subdivided and pasture, forest and wood lands are
steadily incorporated into basic grains production despite severe
limitations of this land. (See Annex II, Tables 6 and 8 for details
of these trends.) Deforestation, erosion and an advancing state
of environmental degradation have been the result.

The land tenure and utilization patterns described
above have resulted in a gross misallocation of resources in the
agricultural sector. Land, the scarce resource, has been under-
utilized. while labor has been rendered redundant by national land
use patterns. As shown by estimates of returns to labor for the
landed and landless, poverty and income distribution have been ex-
acerbated by land holding patterns which have excluded 40% of the
rural poor population from access to land in any form. Small owner-
operators' return to their labor averages at least twice as much
as for landless laborers.

Efficiency in the land use is inversely proportional
to size of holdings. Small farmers cultivate virtually all their
arable land and dedicate twice as much of their total farm lands
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to crops as do large farmers. Large farmsutilize their lands much
less intensively, holding most of the country's pasture lands.

The land tenure system has forced the smallest farmers
to be hignly dependent on off-farm employment as an important source
of supplementary income. For farmers under two hectares it is es=-
timated that 23% of the family farm labor force is employed off the
farm. Under-utilization of the rural labor force historically has
averaged almost 50%.

In summary, there is great potential to improve land
utilization rates, production and employment through land reform.

2. Agrarian Refcrm Law: Decrees 153 and 154

Decree 153, the Basic Law of Agrarian Reform, was pro=-
claimed March 6, 1980. It provides for expropriation with compensa-
tion of all farm lands owned by individuals or legal entities in
excess of established land holding ceilings. These ceilings are
a function of the potential productivity of the land; 100 hectares
of good agricultural lands or 150 hectares of poorer lands are the
maximum size legal holdings that are allowed.l/ Owners affected by
the reform have the right to retain land equivalent to the land
holding ceiling although this right can not be exercised for one
year, a measure intended to provide time to carry out this process
in an orderly fashion. The retention right is subject to forfeiture
should the owner seek to' subvert the agrarian reform law by damaging
or decapitalizing land and other farm assets.

Tenants, share-croppers, "colonos"2/, paid workers or
campesinc land owners with insufficient land to meet their basic
needs constitute the universe of eligible beneficiaries. Preference
is to be given to those who live on or near the affected farms or
who have worked on them for at least one year. These beneficiaries
are to jointly own, operate and work their newly acquired lands
upon being organized into agricultural production cooperatives or
.similar group farming entities.

Revenue generated by these group farming ventures will
be used to defray production costs, meet the costs of basic family
needs and make land payments, in that order of priority. ISTA (The
Salvadorean Institute of Agricultural Transformation} is charged
with much of the responsibility for carrying out this land reform.

1/ Standard US Soil Conservation Service soil type classifications
are employed; 100 hectares of lands with class I-IV soils or
150 hectares of lands with class V=-VIII soils constitute the
land holding ceiling.

3/ A traditional patron-client relationship in which the colono works
on the landlord's property in exchange for the right to live on
the hacienda and use a small piece of land - usually less than

2 hectares, to produce basic foods. Cash payments may alsc be
used to pay for services rendered.
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Compensation to land owners surrendering land is to be
made in cash and bonds. The largest land owners (500 hectares
and above) are to receive all compensation in the form of long
term bonds, whereas smaller owners are eligible to receive 25% of
their compensation in cash. Property tax declarations for 1976
and 1977 are to serve as the basis for establishing land values.
Compensation for personal property will take the form of special
5-year term bonds. Implementing regulations will govern the terms
and conditions of three different types of bonds. Remuneration will
be a function of historical land use and tenurial patterns. For fur-
ther details, see the English translation of the law appearing in
Annex III.

As a free standing implementing law, Decree 154 sets
forth both the scope and mechanism for initiating this agrarian
reform process in accordance with Decree 153. At this initial
stage, only owners with lands in excess of 500 hectares are affected.
Properties are to be intervened, inventoried and expropriated by MAG
with the assistance of the Ministry of Defense. Decree 154 was pro-
claimed at the same time that the Basic Agrarian Reform Law was announcec

3. Status of Implementation

In announcing agrarian reform on March 6, the Junta
Revolucionaria de Gobierno (JRG) explained that 244 landlords owning
376 properties comprised of 224,000 hectares would be affectet this
year. This first stage includes only holdings in excess of &
hectares as specified in Decree 154, In the first 3 weeks of .uae
reform about half of the properties have been intervened and expro-
priated, equivalent to 150,000 hectaes. Thus about 10% of total
farm lands have already been affected and this will reach 15% in
the course of this first stage, according to the JRG. Private state-
ments by Government officials suggest that pragmatism will dictate
the rate at which the reform is extended downward towards the land
holding ceilings of 100 to 150 hectares. Ultimately half or more
of all farmsmay well be absorbed into the "reformed sector".

The demand for resources - financial, material and
human - for implementing the reform is enormous and immediate. The
GOES estimates that about 30% of the 224,000 hectares to be ex-
propriated this year will be dedicated to crops, excluding livestoc..
and foresty. Credit requirements for this "reformed sector" are
estimated to be $35,000,000. Fertilizer is an important component
of this credit. The Agricultural Development BAnk (BFA) has ordered
150,000 metric tons of fertilizer, about double its normal volume,
in order to serve a greatly expanded clientele consisting of the
production cooperatives crganized on the large expropriated poperties.

Field and office staffs of CENTA (Agricultural Extension
and Research Institution), various directorates of MAG and of course
ISTA have been fully mobilized to carry out the initial phase of
intervention, including the expropriation of land and subsquent
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organization of campesinos into cooperatives or quasi-cooperatives.
Consequently there is almost no staff currently available to per-
form normal extension, planning and administrative functions which
are vitally needed to support both the reformed sector and tradi-
tional clientele. Although this situation will ease slightly as
the process of expropriation is completed, staff and transportation
facilities will continue to be stretched extreémely thin.

ITI. AGRARIAN REFORM SUPPORT ($3,250,000)

A. Justification

Implementation of a comprehensive agrarian reform program
is going to be extremely expensive. Initial cost estimates for
Phase I -~ 224,000 hectares, or 15% of the country's total farm
lands and roughly half of the total lands which may be intervened
under the Agrarian Reform Law ~- suggest that total costs are
likely to exceed the Government's ability to mobilize domestic re-
sources. This, of course, comes at a time when the GOES is already
facing serious economic problems, including growing balance of
payment and fiscal deficits. External resources are therefore
essential if Phase I of the Agrarian Reform Program is going to
have any chance of success.

External assistance is also required as quickly as possible.
As stated earlier, the GOES has already intervened on nearly half
of the 376 fincas identified for take-over in Phase I. Now it must
support these interventions, both in terms of Ministry of Agriculture
ISTA, and CENTA extension and agrarian reform support services and
Agriculture Development Bank (BFA) production credit and inputs.
Credit funds are particularly crucial as they must be available in
adequate amounts during April and May when basic grains planting
begins.

The timely provision of inputs and services and early
success of the program are viewed as essential. As stated in a
1976 AID-financed evaluation of small farmer organizations in
Honduras: 1/

"... agrarian reform requires a different timing of
responses by AID than, say, the kind of institution
building program involved in the BNF (National Develop-
ment Bank) small farmer credit program. With a BNF-type
program the institution has considerable time to grow
with AID support and assistance. It can even afford the
luxury of having serious problems in its first years...

1/ Judith Tendler, Inter-Country Evaluation of Small Farmex
Organizations: Hounduras, Chapter V, pp. 58-59.
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An agrarian reform project, in contrast, has to achieve
highly in its first years, if it is to survive at all.
Unlike a small farmer credit program, which has no up-
hill political battle to fiight, it cannot build up its
strength in an incremental fashion. It is more like a
dam construction project which has to be finished before
the rains come: if not, the rains will make it impos-
sible to work until the next season and will undermine
the construction already in place. An agrarian reform,
similarly, is vulnerable to the opposition that will
mount inevitabley if it does not get things in place
quickly enough.”

AID concurs in the need for immediate support to the
Government's Agrarian Reform Program. Considering this need for
speed, as well as the kind of logistical and credit support which
is required at this time, the Mission has concluded that AID's
non-project assistance mechanism is the most appropriate instrument
to use.

B. Program Description

1. Mission's Agrarian Refor.n Support Strategy

The Mission attaches the highest priority to supporting
the agrarian reform. In pursuit of this objective it 1s the
Mission's strategy to provide immediate and flexible support in
areas essential to maintaining agricultural production and the
efficacious implementation of the reform. There are several com-
ponents of our proposed agrarian reform support program, the most
urgently critical of which is the assistance proposed herein. It
is proposed to use §$2,500,000 for logistic support to MAG-ISTA to
facilitate implementation of the reform, $750,000 of agricultural
production credit to capitalize the BFA for purposes of extending
basic grains production credit to the reformed sector, and $750,000
for technical assistance directly related to planning, organizing
and implementing the many facets of this reform and the Mission's
broader FY 80 assistance program. Closely related to this package
is $3,000,000 worth of PL-480, Title I assistance the Mission has
requested. Wheat imported with this assistance would conserve
critically short foreign exchange, and local currency generated by
the sale of the commodity to local millers at the time of import
will further capitalize the BFA, providing it with desperately
needed funds. An OPG to AIFLD will be used to support UCS (Union
Communal Salvadoreifia) agrarian reform activities. A §$1.4 Develop-
ment Policy and Reform Grant Project now under preparation proposes
assistance in the formulation of agricultural policy, an area of
priority concern in the longer run, but which must be initiated
early on if results are to be realized in the foreseeable future.
The Marginal Community Improvement Project contains an Agrarian
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Reform Support Activity intended to assist in meeting community
service needs of agrarian reform beneficiaries. A more com-
prehens lve assistance parkage will be designed in the next couple
of months to pick up where the "emergency" assistance projects
leave off -- longer term, more comprehensive assistance in the
form of a $15 to $20 million development loan.

2. Utilization of Program Assistance Counterpart Funds

a. Logistical Support $2,500,000

Personnel, transportation and equipment require-
ments of the public sector to carry out the initial phases of the
reform far exceed available resources. Additional personnel must
be recruited to assist in organizing campesino beneficiaries into
cooperative-like entities, acquaint them with their rights and
responsibilities as participating members and facilita*ts their
aczec: to services and inputs essential to the proper functioning
of these production units. The cost of hiring agricultural exten-
sion technicians, managers and administrators to fill high pri-
ority personnel gaps will also be financed. Transportation,

operating and mainten-
ance costs of the fleet of vehicles being used to intervene the
affected properties and support the newly organized campesino
groups will be partially financed with this assistance. The AID
assistance will cover approximately one third of the expectedc
logistical costs over the next year. It 1s expected that half of
the counterpart generated from the program assistance wlll be
used for personnel, and the other half for transportation and

operating costs.

b. Production Credit $750,000

The public sector's responsibility in providing
agricultural production credit has greatly expanded with the ex-
propriation of 224,000 hectares of lands that are estimated will
be affected this first year of tne reform. Some 66,000 hectares
or about 30 percent will be dedicated to crops broken down as
follows:

CROPS AREA % OF TOTAL
(Has.) CROPPED AREAS
Basic Grains . . . . . . . 26,200 40
Export Crops . . . . . . . 24,000 36
Agro Industrial Crops . . 6,300 9
Fruits and Foresty. . . . . 9,800 15

66,300 100
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USAID has been asked to provide assistance in
financing production costs of 15,000 hectares of basic grains
and the BFA intends to finance the balance in the reformed sector
with resources already available to it. The $750,000 of funds
proposed for production credit will be channeled by the BFA to
the new production cocps. This will F_. an initial installment
in meeting the financing requirements for these 15,000 hectares
of basic grains. The balance will be met with the local currency
gererated by a $3,000,000 PL-480 Title I program. The GOES
estimates total financing requirements for the 15,000 hectares
of basic grains at $3,600,000.

C. Implementation Arrangements

l. Financial and Administrative Procedures

The program has been designed as a resource
transfer to supvort the Government of El Salvador's initial efforts
to implement its Agrarian Reform Program. The first step will be
signature of a $3.25 million Grant Agreement which specifies the
institutions to be supported, the allocation of funds to each of
these institutions, the kinds of budgetary support expenditures
authorized for AID financing, and disbursement procedures. (See
Ann2x IV for draft Grant Agreement).

After considering the various alternatives
for program/non-project assistance -- i.e., Commodity Import
Program, Cash Transfer, or PL 480 Title I -- the Mission determined
that Cash Transfer procedures would be most appropriate. There
were two major reasons for this decision. The first and most
important was timing: the government needs financial support now.
It uoes not have experience in managing a Commodity Import Program,
and to install the required personnel and procedures would take
months at the very least. Similarly, although the Mission and
Government are making initial plans for a PL 480 Title I program,
it is not advanced far enough to ensure the financial support which
is required during the immediate future. Secondly, the GOES is
facing an increasingly serious foreign exchange constraint which,
as explained in Section II.B, is rapidly approaching cri~is pro-
portions. The latest unofficial estimates show weserves falling
to $5-10 million as of 3/15/80, although increasing slightly to
$10~20 million on 3/21/80. In combination, these two factors
argue strongly for use of AID's Cash Transfer procedures. The
entire $3.25 million will be disbursed by AID in U.S. dollars
upon-submission of the appropriate-documentation by-—the GOEST AIL —
AID funds will be disbursed directly to a GOES account in the
United States.
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Within two weeks from the date of
notification that AID disbursement of funds to the U.S. dollar
account has been made, the GOES will deposit an equivalent
local currency amount, into two special agrarian reform accounts

-- one for logistic support (MAG-ISTA) and one for production
credit (BFA). The Grant
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Agreement will include a provision allowing for the transfer of funds from
one special account to another, provided that the cumulative transfers
do not exceed $1 million.

As soon as possible following signature of the Grant
Agreement, preferably at the same time that the GOES deposits the required
local currency into the two special Agrarian Reform Support accounts, the .
USAID Mission will sign an Activity Agreement with the Ministry of Agri-
culture to cover the MAG-ISTA logistical support activities and the BFA
production credit activities.

This Activity Agreement will go into greater detail
than the Grant Agreement concerning activities which can be financed with
the $3.25 million of AID grant funds. It will also specify the activity
completion dates and any special conditions precedent to disbursement
from the special local currency accounts. The following Conditions Pre-
cedent for the disbursement of local currency will be included:

a. Logistic Support for MAG-ISTA:

-- a plan for the use of funds for logistic support,
including a listing and description of the acti-
vities to be financed, cost¢ estimates for indivi-
dual elements, schedule for expenditures, and in-
dication of organizational responsibilities.

-- a statement on the adequacy of the internal finan-
cial controls established to ensure that Grant
Funds are used only to finance eligible sub-acti-
vities; and

b. Production Credit for BFA:

-- a statement confirming that the Central Bank
has established a $3 million line of credit
for basic grains lending to new agrarian reform-
farming units by the BFA; and

-- a statement on the adequacy of the internal
financial controls established to ensure that
Grant Funds are used principally to finance
basic grains production credit.

After receipt of these statements, AID will issue
implementatic ars approving the above and authorizing the disbursement
of funds.

2.. AID Monitoring

The GOES will follow accepted accounting principles
and keep books and records adequate to show i
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and use of all goods and services financed under each Activity.
These books and records will be audited regularly and maintained
for at least three years after the date of last disbursement from
each specizl account. AID will have access to these books and
records in order to determine the utilization of all goods and
services financed under the Grant.

In additinn, AID will request the GOES to

forward to AID on a quarterly basis a statement of expenditures
and activities finarced during the previous gquarter.

IV. TECHNICAL ASSISTANCE SUPPORT

A. Justification

As stated in Section II.A above, the Government has
embarked on a series of major reforms since October 15, 1979.
Implementation of these, particularly agrarian reform, is seriously
taxing the country's administrative capabilities. Recognizing
this, the GOES has requeszsted substantial technical assistance
from the U.S. and other sources. Some of these needs will be met
through an FY 80 Development Policy and Reform Project which the
Mission expects to authorize in April 1980. That project will
not, however, meet the urgent need for two special kinds of tech-
nical assistance: i.e., in agrarian reform and in implementing
the Government's emergency program to reactivate the economy,
generate new employment, and provide improved basic services to
the poor. Therefore, the Mission is proposing this Technical
Assistance Support Project to meet these special GOES needs.

B. Project Activities

The project will finance both agrarian reform and broader
program implementation technical assistance requirements.

1. Agrarian Reform Technical Assistance

The government has requested $300,000 of technical
assistance in this category. The most urgent requirements which
have already been identified total $190,700. These requirements
are broken down as follows:

a. Specialist in Mass Communication -- to assist
the GOES in preparing announcements and training
materials relating to implementation of the
Agrarian Reform Law.

b. Two specialists in Agrasian Law -- to assist in
a study of the Special Law for Agrarian Reform
and the need for possible modification of other
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laws, including the Basic Law for Agrarian

: aform, in El Salvador. These specialists

will also assist in the development of documen-
tation relating to the agrarian tribunal and the

training of personnel.

c. Specialist in Institutional Organization -- to
assist in a study of ISTA's role in the Agrarian
Reform Program; to initiate plans for the decen-
tralization of ISTA's functions; and to develop
mechanisms for coordinating public sector ins-
titutional support of agrarian reform.

d. Specialist in Agrarian Reform Planning -- to
assist in the planning of subsequent phases of
the Agrarian Reform Program.

e. Specialist in Agrarian Reform Implementation --
to assist in the institutional reorganization
of the agricultural sector to improve its support
of agrarian reform.

f. Two specialists in Campesino Organization -- to
assist in developing mechanisms for campesino
organization, includingj the establishment of
cooperatives.

g Two specialists in Campesino Training -- to assist
in the creation of training center (s), the de-
velopment of training curriculum, and the training
of personnel for these centers.

h. Three specialists in the Administration of Campe-
sino Enterprises -- to assist in the organizational
design of farms, especially for those campesinos
who become owners of coffee, cotton, and sugar
cane plantations; to asist in the development of
administrative procedures for agro-industries;
and to train campesinos in the management of
these enterprises.

i. Specialist in Project Formulation -- to assist
the GOES in preparing project proposals relating
to agrarian reform to the major international
financial institutions.

j. Two specialists in Agricultural Production =-- to
assist in the development of agricultural produc-
tion plans relating to those crops which are of
greatest significance on intervened agricultural
lands.
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The GOES has requested that these sixteen persons
be made available immediately for an average of two months per
person. At an average cost of $4,560 per person month plus trans-
portation and institutional overhead costs, the 32 person months
of technical assistance will cost $190,700. IICA has already
agreed to provide the necessary services and has arranged for a
group of highly qualified Latin American experts to come to El
Salvador. AID concurs in the selection of these experts and in
the importance of using Latin American specialistswho have on-the-
~ground experience in implementing agrarian reform programs. In
order to meet the GOES's urgent needs for technical assistance,
IICA has already secured the services of several specialists who
began work during the last week of March 1980. The Mission concurs
in the selection of each of these specialists, and therefore re-
commends that it be authorized to reimburse the GOES for eligible
expenditures incurred under the IICA contract as of March 27, 1980.

Beyond these services provided by IICA, the GOES
and AID have tentatively identified approximately 10 person months
of technical assistance requirements which will come primarily
from U.S. sources. These short-term consultants will be needed
in such areas as agrarian reform planning, agricultural credit
and finance, agricultural economics, cooperative development,
crop diversification, and agricultural export management. Using
average per person month costs of $8,000, these short-term tech-
nical assistance requirements will total $80,000 over the next
12 to 18 months.

In addition, AID and the GOES are exploring the
feasibility of financing a seminar in summer 1980 which would
bring together experts from throughout Latin America to discuss
their experiences with agrarian reform and to transfer some of
this valuable experience to El Salvador. It is estimated that
such a 5-day seminar would cost $29,300.

In summary, the Mission is planning to allocate
$300,000 for technical assistance support to the Agrarian Reform
Program: $190,700 for immediate short-term requirements, $80,000
for longer-term consultancy requirements, and $29,300 for a region-
wide agrarian reform seminar.

2. Impleme ation Support

The GOES and AID have entered into a greatly expanded
Economic Assistance Program in FY 80. This program, plus other
GOES activities in its emergency program to reactivate the economy
and increase public services, are seriously taxing the Government's
administrative capabilities. In order to respond to this growing
problem, AID and the GOES have decided to allocate $450,000 for
special technical and administrative assistance.
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These preliminarily identified requirements are as

Urban Works Specialist -- to assist the GOES and
AID in monitoring implementation of the Public
Sector Employment and Marginal Community Improve-
ment projects. This will include on~the ground
monitoring of physical construction, as well

as assistance to the various GOES implementing
agencies in project implementation.

Low Cost Housing Specialist -- to assist the

GOES and AID in monitoring housing finance, cons-
truction, and home improvement activities in the
Marginal Community Improvement Project. This
will include assistance in procurement, reporting,
evaluation and institutional coordination, as
well as monitoring of overall project implementa-
tion and site visits to the housing sub-projects.

Agricultural Specialist -- to assist the GOES and
AID in monitoring implementation of agrarian

reform -- as financed under this Agrarian Reform
Support Program and the Marginal Community Improve-
ment Project. This will include site visits, and
assistance to the major implementing agencies --
MAG, ISTA, and BFA -- in ccordinating their inputs
and in ensuring that these services are provided

on a timely basis.

Agricultural Economist =-- to assist the GOES and
AID in analyzing the economic ramifications of
agrarian reform, and in developing a system through
which costs and benefits can be evaluated over time.
This will include site visits and work within the
major implementing agencies, as well as assistance
to AID and the GOES in developing future agricul-
tural and agrarian reform projects. s

g

Procurement/Logistics Specialist -- to assist the
GOES and AID in developing procurement and logistics
management systems for all of the projects in the
expanded AID program to El1 Salvador. This will
include training of Salvadorans in the utilization
of AID procurement regulations, as well as assist-
ance in the preparation and review of bids and

the preparation of final contracts and documentation.

Media/Mass Communications Specialist -- to assist
the GOES and AID in developing the informational
systems which are required for implementation of
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the expanded AID program to El Salvador. This
will include the development of systems to assure
adequate publicity concerning employment opportu-
nities under the Public Employment and Marginal
Community Improvement projects, as well as
essential information related to the PL-480

Title II, small producer credit, and health out-
reach programs.

It is expected that each of these specialists will be
a Salvadoran or locally hired resident third-country national.
Each will be contracted on a two-year basis, at an average cost of
$25,0QO per year for a total requirement of $300,000. 1In addition,
‘the Mission is requesting a reserve technical assistance support
fund of $150,000 for which specific uses will be identified
during the next two months. This $150,000 will aleo serve as
a contingency fund to cover any increases in the estimated unit TA
costs. This is particularly important to the extent that non-

Salvadoran or third country experts are available and the Mission
has to look to U.S. sources.

C. Implementation Arrangements

AID will sign a separate Grant Agreement covering this
$750,000 Technical Assistance Support Project with the Ministry
of Planning and Ministry of Agriculture. Any technical assist-
ance to be financed under the grant which is not specified in the
Grant Agreement will be covered in subsequent implementation
letters signed by the GOES and AID.

The proposed $190,700 short-term technical assistance
contract and all other planned TA for agrarian reform support will
be signed and negotiated by the host country. However, in order
to expedite contracting and to ensure the timely availability of
all anticipated implementation support technical assistance, the
Mission expects to contract directly with the individuals concerned
or preferably with a local consulting firm which will provide all
of the needd services. In each of these cases, there will be an
exchange of letter with the Government to ensure agreement on the
contractor and scope of work. To the extent that U.S. contractors
are required, preference will be given to Section 8 (a) firms.
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NON-PROJECT STATUTORY CHECKLIST
($3,250.000)
3A{1) - COUNTRY CHECKLIST

A. GENERAL CRITERIA FCR COUNTRY

1.

FAQ Sec. 481. Has it been determined
that th2 govereent of recipient country
has failed to talke adequate steps to
prevent rarcotics drugs and otnur ccn-
trolled substances (as ceciined by the
Comprehensive Drug hbuse Prevention eénd
Control Act of 1970) preduced or pro-
cessed, in whole or in pzrt, in such
country, or truncported tirough such
country, from being c<old 1licgally
within the jurisdiciicn of such country
to U.S, Governmcat personnel or their ,
dependents, or frcm entering the U.S.
unlawfully?

FEA Sec. 620(h). If assistance is to a
government, rnas the Secretary of State
determined that 1t s not controlled by
the international Cesuienist movement?

FAL Sec. 620(c). If assistance is to a
government, is the covernment liable as
debtor or unconditional cuzrantor on any
debt to a U.S. citizen for goeds or
services furniched or ordered wrnore (a)
such citizen ias exbausted availanie
legal remadics and (b)) deht 15 not
denied or contested by such goverrment?

FAA Sec. 620{=){1). If essistance is

to a governient, has it {including
governaent acencies or subdivisicns)
taken any action which has the effect

of nationalizing, exoropriating, or
otherwise seizing ownershin or control

of property of U.S. citizens or entitias
bereficially cwned by them without taking
steps to discharce its ohligations

toward such citizens cr cutities?

FA Sec. €220f); Aro. Sec. 103. Is
recipicnt country 3 Lemimmist country?
Hill assistance ha provided 0 the
Democratic Ropublic ot Viernam (Nhorth
Yictnai), Soutn Vietram, Cambodie, or
Laos?

No

Yes

There is no evidence of any such debt
owed to a U.S. citizen.

No

No
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10.

n.

FAA Sec. 620(i). Is recipient country in
any way involved in (a) subversion of, or
mflitary agaression acainst, the United
States or any country recciving U.S.
assistance, or (%) the planning of such
subversion or aggression?

FAA Sec. 620(i). Has tke country per-
mitted, or failed to take acequate
measures to prevent, the dirnage or
destructio., by mob action,.of U.S.

property?

FAA Sec. €20(1). If the country has
failed to institute the investment
guaranty progran for the specific risks
of cxpropriation, inconvertikility or
confiscation, has the 410 Administrator
within the past year concidered denying

assistance to such government for this
reason?
FAL Sec. 620f0): Fichormen's Protective

nc;, Sec. 5. If country his saized, cor
1Pposnd any pcra]ty or sanction against,
any U.S. fiching activities in
fnternaticnal waters,

a. has any deduction required by
Fishermen's Protective Act besn madz?

b. has coralete denial of assistance
been censiderced by AID Acministrator?

FAA Sec. 627f2): ’soo. Ser. 504. (a) 1s
TNo recipicnt cOUncry in doiauit on
interest or principal of cny AID loan to
tr. ¢ country? (b) Is countr rora than
one year in defgull on interost or
prinzipal on U.S. loan made pursuant to
program for which funds appropriated under
hpprop. Act, unless debt was carlier
disputed, or appropriate steps taken to
cure default?

FRA Sec. 62G(s). What percentage of
country Ludgat is for military cxpendi-
tures? How mych of forcign ecching2
rasources spent on military equiprent?

How much c<pont for the rurcna;e of
sophisticated wnapons systcms?  (Considera-
tion of these points is t9 bz cosrdinated
with the Buresu for Proaraa and Policy
Coordinaticn, Pegienal Coordivazors and
Hilitary Ascistance Staff (PFC/RC).)

2 of 10—

No

No

E1 Salvador has instituted the Investment
guaranty program,

E1 Salvador has not seized, or imposed any
penalty or sanction against any U.S.
fishing activities in international waters.

No

Approximately 9% of the 1978 Central
Government budget was for defense and

public security expenditures. Looking only
at defense, the percentage drops to 6i. The
Government has not made significant

foreign exchange expenditures fur defense.
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12, FM Scc. €20(t). Has the country No
severed diploratic relations with the
United States? [If so, have they been
resumed and have new bilateral assist-
ance agreements been negotiated and
entercd {nto since such resumption?

13, FAA Sec. 620(u). Vhat is the payment
status of ulg%HJntr/ s U.4. oblications? To the best of our knowiedge. the GOES
If the country is in orrears, were such is not in arrears
arrearaces taken into acccunt by tha AID
Mdiainistratbr in deterinining the current
AID Operaticnal Yeor GCucget?

14, FAM Scc. 620A,  Hes the country grantea No
sancluary from procecuyticn to any indivi-
dual or group which has comittes an act

of international terrorism?

15, FM Soc. 659, If (a) military base is N/A -
Tocated in recipient countr,, and was
constructed or is bteiny mainteinad or
operated with funcs furnisncd by the
United States, and (L) U.S. persoanel
carry out military onorations fron such
beése, has the Precident determined that:
the governnent of rocipient cuuntry has
authorized recular ecczss to U.S.
corvespondents to such base?

16. FAA Sec. €65, Does the country object, on No
basis ot race, rcligicn, rational origin or

sex, to the presence of any officer or employee

of the U.S. there to carry out economic

develorment program under FAA?

17, FAA Soc. 648, H=s the country delivered N
Or received nucledr resrsc2ising or °
enrichmant ccuirment, materials or
technolozy, witicut scocivied arrangements
on safeguards, etcg.?

18. FIA Sec. €70. tas the country delivered No
or re.eived nuclear reprecassing,
equigaent, material or techn o]ury’ Is
the country rot a “nuclaar-vicanon state"
as defined in Arcicle [X(3) of the Suclear
Non-froliferaticn Troaty and on which
detonates a nuclear explosive device?
19. THA Scc. 201, Has the country denied No
ts citizeas the right or apportunity
to cmigrate?

B FUNDING CRITERIA FCR COLNTRY

1. Economic Support Fund Country
Criteria

a. FAA Sec. 5023, Mas the Dezartment of

State made intinns wnich indicate that No
the country hes engancu in a censistent

patlern of qrass violuzions of

{nternatienally recognized rumin rights?

If s0, is program \n accordence with

polticy of this Section?



b. FA Sec. S31. Is the AsS{stance to be
furnishod o a friendiy country, organiza=-
tion, or tody eligible to receive
assistance?

C. FAA Sec. €093, If conmoditfes are to
be grantcd so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart) arrangements

been made?

Development Assistance Ceuntry Criteria

aa FA Scc. 102(c}, (d}. MHave criteria
been cstabiished, arnd taxen into account,
to assess cormitment and progress of
country in effectively invciving the poor

in development, on such incexes as: - -
(1) small-farn labor intensive agriculture,

(2)reduced infant rortality, (3) popula-
tion Grouth, (4) equality of inceme
distributicn, and (5) unemployment,

b. FAA Sec. 115. Will country be ,
furniched, 10 same fiscal ynar, either
security supoorting assistance, or Middle
East peace funds? If so, has tha Congress
spezifically authorized such funds, cr

is assistance for population programs,
humanitarian aid threugh international
organizations, or rcgional pregrams?

€. FAA Sec. 116, Can it be deronstrated
that contetplated assistance will dircctly
benefit tie anedy?
ment of State made findiags wnich indicate
that this coverrnment has ensased in a

consistent pattern of sross viclaticns of

internaticnaliy recognized human rights?

3A

fa\
\e/

If rnot, has the Denart-
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Yes

N/A

N/A

~ NONPROJECT ASSISTANCZ CHECKLIST

A. GERERAL CRITEZRIA "OR NO4FR0JECT ASSISTANCE

]'

Aop. Unnumbared, FAA Sac 613(h)

(a) Deseribe how Committees un Appropria
tions of Scnate «nd iicusa have been or
will be rotified conceraing the ronproje
assistance;

{b) is assistance within (Nrerational
Year fulzet) covstry ar intersatienel
organization allenatron repdrted 0 the
Cengress (or no. tore than $1 million
over that figure 1o YGL)?

1.

(a) An Advice of Program cChange
notifying the Congress of the
addition of $5 million of Econ.
Support Funds hes been sent to the

Congress.

(b) Yes, it is within OYB submitted to
OMB.
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2. FM Scc, ec. €11(a)f2). If further leqis-

ative act101 19 rCQJ1rcd vithin recinient
couniry, what is basis ror reascnatie
exspectation that such action will be
completed in time fo pormit orderiy
accoplisimeat of purpoce of the
ssistence?

3. FAA See. 209.-817. Is assistance more

efficicntly anc oifectively Jiven (krough
rug]nnn] or cultilatera) arnanizations?

If so Ay is assistence not so givea?
Information and cecnclusion whetier ascict-
ante will encouraze regional cavelonment
programs, 1f assistance is for nawly
indepandent country, is 1L furnished
throuah wultw]:toral oraznizations or in
accorcance with rultilaceral niens to

the maximum extent apprapriate?

PAA Sec. 6010a): (and Sec. 20V(() for
deveientit Toxns) . Tntrmation and
conclusions nrrfncr ags1stance will
encourave cfferts of the country to:

(2) ircrease the flow of in- ernational’
trade; (L) foster nrivate iniliative

and competiticn; (c) encourags daveiop-
ment anc wee of cociaratives, credit
unions, 2nd <avings arg losn associaticns:
d) discourage conopclictic practices:

e) improve technical efficicrey of
induclry. airicultare,and comuerce; and
(f) strengthen free lobsr unions.

FAA Sez, £n1(5).  I[nformation and con-

3
U.s
a
1
u
s

lus1cn Cr hne a:s1s'1nkt will c¢ncourane
SLoprivate trade end dnvestrent apreoad
nd encoursge nrivate U.S. narticipation
n foreign assistance procriss (including
s¢ of rrivate trade cuaarcls and the
ervices of U.S. privete enterorise).

FRA Sec, G12(bY; Sec A271h). Describe

St

€ps token Lo ascura that, to the .

maxinua cxtent possinle, the cauntry is

contrituting lecal currencies to moot

t

-

he cost af centrictyai and otler services,
1

and foreicn currencios cunod iy the United

S

) . . -
tates arn utilized Lo rieot the cost of

contractual and other services.

FAA Sec. 612{d). Does tl2 United States
‘o excess {orcign currency end, if so,

W
r

hat arrangements have been made for its
elease?

No- further legislation is required.

Noy, it is nbre efficiently and effect-
ively given through bilateral channels,

The assistance will sujport GOES
efforts to redistribute land holdings
more equitably. It will encourage the
development of cooperatives and
discourage monopolistic practices. In
addition it will camplement a $1 millio
Operational Program Grant to AIFID to
strengthen free agrarian unions and co-
operatives,

The project will strergthen’ the econor
and increase incames of the poor. As
such, in the long-term it will provide
new opportunities for private U.S.
participation.

In order to meet the short-term
objectives of this program a significant
amount of U.S. dollars will be used to

generate local currency. The GOES will
inance the vast rejority of the local

currency costs of its Agrarian Reform
Project.



FUNDING CRITTRIA FN2 NQNPRDJECT ASSISTALCE

a.
ll
2.
t2b

lonpraicct Critaria for Ekixx:niq
Support Fund

a, FAA Sec. 531, Pc will th\a assistance

suppart promate cconosic or pollt:..
stebility?

tlonoroiect Cri.eria for Revelcpment
Assistince:

a. FAA Sec, 102(c}: Sc. M1: Scc. 28e.
EXtent Lo wnich activity siil (1 erTec-
tively involwve the poor in dnvplovwon., b
extending cccese to econcny at tecel e
increasirg lator-intensive production,
spreading invostmeont out Mrom cities to
small townc and rural arcas; and (2] hkelp
develop cooraratives, assist rural and
urben pocr to help tirrseives towerd
better life, and otherwico cncourane
democratic private and lecal government
institutions?

h. FAA Sec. 103, 102A, 101, 105, 10¢C,
107.7 g assictiane sairg médz availaslas
[include only arplicadle paragrapn --
e.q., a, b, ctec, == vwhich correspnnds

to «Qurses of f..d’ yend, 17 more than
one fund source s used fer assistance,
include retevant paraoraph for cach {und

source. ]

(1) [1¢3] for aariculture, rurl dovelop-

meat or nutriticn; i€ so, estent ‘o

which activity §s spazificaliy desigred
to fncreese oroduztivity and income of
rural poor; [103A] 1F Tor enricultural

recearch, is full aczcount token of
needs of small famers;

t¢) [104) fur pepulation plarning or

healthi if so, extent to which activity

extonds loo-cest, intetrated delivery
systuas to provide naxith and temily

planning scrvices, ecpeciaily ta rural
creas and poor; exient to which assist-
ance gives atisntion to intorrelaticn-
ship betvaen () nenuiation qrouah and
(B) developzont and gverall irnrevesent

in 1iving standurds in develuping
countries, It activiey c:f~cfc1 Lo

build mativaticn for wul) reniiies in

nxoqr_m, SULR QS e2udtica in and cul
of scicol, li’ﬁvn\l i cnilg realth
services, africuliurs cr.n,'tian.
rural dc:elor':nt. énd assistance to
urban poar?

Inequitable land ownership has been an
inportant destabilizing factor. This

program will support GOES efforts to

reform land ownership patterns. As such
it should pramote political and econcmic
stability.

N/A
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(3) [105] for cducation, public edministra-
tion, or human rescurces development;
1f sa, extent to wnich activity
strengthens nenferaal ecucaticn, makes
formal ecducetiun more relevant,
especially for rural families and
urban pcor, or strenqthens wanigement
capability of fnstitutions enabling
the poor to participate in develupment;

{4) [106] for technical assistince, energy,
research, rcconstructicen, end seiccted
deveiorment orcbleas; if so, extent
activity is:

(2) to halp alleviate energy problem;

(b) reconstructian after natural or
Fanmade disaster;

{c) for special develogrent problem,
and to enabi~ proper utilization of
earlier U.S. infrastructure, etc,,
assistance;

(d) for programs of urban develgprent,
esgecially ¢mall lator-intnnsive
enterprises, narreting systens, and
financial or other institutions to
help urban poor purticipate in
economic and social development.

(%) [107] by grants fcr cocrdinated pri-
vate cffort to develco and disseminate
interncdiate tochircingies appropriate

for doveleping countries,

c. FM Sec. 207: Sec. 113, Ertent to

which 2ssictar-e refiects appropriate
emphasis cnt (1) cncouregina ceveleoprent
of derocratic, ecomnmic, relitical, and
social instituticns; {2) sclf-telp in
mecting the country's Teod ncedsy (3)
fproving avaiicLility of trafncd
vorker-power in Lo country; (4) projrams
designed Lo mzot Lhe country’s health
needs: (5) zthar irporiant arcas of
economic, politicel, ang social davelop=
ment, incluging inzustry; fre2 lebor
unions, cocpirelives, and Yo?uuznry. .
hgencies; trancpertaticn end counication;
plannirg ond pablic aaeinistraticn; urban
dovelomant, and rodernizatson of existing
laws; or (6) intczrating wcian into the
recipient couniry's national cloncwy.

d. FAA Sec. 2211h). Descrile extent to
which prosran reccanizes the porticular
needs, desires, and capacitics of the
peuple of the countrey; utilizey the
country's inteiirctual rescurces to
encourage instituticnal ceveleruenty ang
supports civic educetien end e an
skills reguires far effective participa-
tion in qoverierntal end tolivical
procesces essential Lo self-government,

7 of 10
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Listed helow ar2 statutory 1tems which normally will be covered routinely ir those provisions of
. &n assistarce acresment dealing with its implementation, or covered in the agreement by exclusion
(as where certain users of funds are permitted, but other uses not).

Trese {tavs are arranged under the general headings of (A) Procurement and (8) Other Restrictions.

ROLLRATHET

N
Te
a»

ec, €02, Are therr arrangements to
S. sm21] busiress to perticipate

ly ‘n the furrishing of ¢oods and

2s firanced?

wv D T
O 12 1

Fr4 Sec, ’””ql Will all ceomodity
crocure~znt fininced be from the United
$tates excedt as otherwise deterninec by
the PFresident or under delegaticn from
him?

L]
FAA Sec, E247h%. Will all commodities'in
tulKk be purcrased at prices no higner than
“re mar«et crice provailing in tha United
States at t'me of purchase?

wé‘ at : di i
sricultural Trade Ll

5 Assistznze Act of 10E&, as arended,
b= procurea in the United Statss uniess

trey ara rot available in tha United
States in sufficient quantities 0 Supp1y
emergency requirements of recipients
FA% Sec. €044, If the cocperating

ccuntry discriminates ej3inst U.S.
marine dpsurance companies, will agree-
mant reguire trat marine insurance be
placed in the United States on
commodities financed?

FAA Sec. 604(e). If offshore procure-
ment of agricultural commedity or product
is to be firanced, is there provision
a"ainsu such procurement when the

domestic price of such cormodity is less
than parity?

FAA Sec. €04(f). Are there arrangements
wnereby a supplier will not receive
cayment under the ccrmodity import
procran unless he/she has certified to
such informetion as the Agency by
regulation has prescribed?

Standard AID procedures will be used
to extent applicable.

To extent feasible.

To extent feasible.

N/A

N/n

N/A

N/A



1 magg Q.

| 3A(3}-2

9 of 10

koveriver 2, 1977 4:6

'JUH‘.CYuz OATE TAANS, MEND NO.

AID HANDBOOK 4, App 3A

8.

9.

10,

QTHE

FAA Sec. 603(a). Will U.S. Government
€xCes5 personal property be utilized
wherever practicable in lieu of the
procurenent of new items?

2'h Sec. 901{b). (a) Cerhliance with
requirenznt thac at least 50 per centum
of the gross tonnage of cormodities
(compatad separately for dry bulk
carriers, dry cargo liners, and tankers
financea shall te transzorted on pri-
vately owned U.S.-flag ccrmarcial
ves52is to the extent thit such vescels
are avaiieble at fair and reazeonable
rates.

Intarrz+ignal Air Trdrscort. Fair
Ccocesitive Fractices Act, 15974

If air transportation of persons or
property is financed on grant basis, will
orovision be mace that U.S.-flag carriers '
will be utilized to the extert such
service 1s available?

}_PESTRICTIONS

2.

3.

FLA Sec. £36(i). 1Is financing prohibited

from use, witnout waiver, for purchase,
lonz-term lease, exchangs, or guaranty of
sale cf motor venicle manufacture’
outside the United States?

Wil arrangement precluce use of
financing: '

a. FAA Sec. 114, to pay for performance
of atortions or involuntary sterilization
or to motivate or coerce persons to .
practice abcrtiens? to pay for performance
of involuntary sterilizations as method of
fanily piannina or to coerce or provide

any finarciz2l irncentive to any person to
practice sterilizations?

b, FAX S2z. 620{g). to comdansate owners

for expropriated nationa1ized property?

c. FAA Sec. 660. to finance police
training or otner law enforcement
assistance, except for narcctics programs?

d. FAA Sec. 662, for CIA activities?

N/A

N/A

fes, to extent feasible.

Yes

Yes

Yes

Yes

Yes

Yes

Yes
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e, Afp. Sec, 1C63. to pay penf1ons. ete,
fer, n111'ary Fersonnel?

f. Aro. Sec. 105. to pay U.N.
assessments? :

g. Anp. Sec., 107. to carry out provisions
cf rha Sections 2C3{d) and 251(h)?-
(wransfer to multilaters) crcanization

for lending).

If devzlorrent loan.

5 1r*e res t at least 2% par annum
curing cra:e ariod and at lezst 3% per
&nun theresafier Can tr2 country
Lirroeer servic t io2n on narder than
standard develo ent Tozn terms?

4
.-

p
n

"
/'l

(44 C)
—

’(1 f‘t
1 ©

e
jean

Yes

Yes

Yes

N/A
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ANNEX I B

PROJECT STATUTORY CHECKLIST Page 1 of 12 pages
($750, 000)

5C(1) - COUNTRY CHECKLIST

Listed below are, first, statutory criteria applicable generally to FAA funds, and then criteria
applicable to individual fund sources: Development Asistance and Economic Support Fund.

A. GENCRAL CRITERIA FOR_COUNTRY ELIGIBILITY

1. FAA Sec. 116. Can it be demonstrated that Project will benefit the
contemplated assistance will directly benefit countrv's needv boor.

the needy? If not, has the Department of
State determined that this goversment has
engaged in a consistent pattern of gross
violations of internationally recognized
.human rights?

fh FAA Sec. 1181’.7 Has it been determined that El- Salvador takes adequate

e government of recipient country has failed y ' prev .

~ to take adequate steps to prevent narcotics :tegfss .to : _ent narcotic
drugs and other controlled substances (as rafiic. :
defined by the Ccmprehensive Drug Abuse
Prevention and Control Act of 1970) produced
or processed, in whole or in part, in such
country, or transported through such country,
from being sold i1lcgally within the juris-
diction of such country to U.S. Government
personnel or their dependents, or from
entering the United States unlawfully?

3. FAA Sec. 620(b). If assistance is to Yes.

3 Jovernment, has the Secretary of State
determined that it is not controlled by the
international Communist movement?

4, FAA Sec. 620(c). If assistance is to No, as far as is known.
governzent, is the government liable as ’

debtor or unconditional guarantor on any

-debt to a U.S. citizen for goods or services

furnished or ordered where (a) such citizen

has exhausted available legal remedies and

(b) debt is not denied or contested bv such

government?

5. FAA Sec. 620(e)(1). If assistance fs to No.
a govertent, has it 1ncluding government

agencies or subdivisions) tcken any action

which has the effect ot nationalizing,

expropriating, or otherwise seizing owner-

ship or control of property of U.,S. citizens

or"entities beneficially owned by them with-

out taking steps to discharge its obligations

toward such citizens or entities?
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6. FM Sec. 620{a), 620{f); FY 79 App. Act,
Sec. 103, 114 and oGb. [s recipient country
a Conmunist country? will assistanze be proe-
vided to the Socialist ilepublic of Vietnam,
-ambodia, laos, Cuba, Uganda, Mozambique, or
\ngola?

'. FAA Sce. 620(1). Is recipient country

In any way involved in (&) subversion of, or
111tary aggression against, the United States
yr any country receivinyg U.S. assistance, or

tb) the planning of ..sh subversion or
aggression?

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

9. FAA Sec, 620(1). If the country has failed
to institufd the investment guaranty program
for the specific risks of expropriation, incon-
vertibility or confiscation, has the AID
Administrator within the past year considered

_denying assistance to such government for this

reason?

10. FAA Sec. £20(0); Fishermen's Prntective
Act ot TSC7, a< erendrd, Sec. 5. 17 country

has seized, or iposed any ponalty or sanctian
against, any U.S. fishing activities in
international waters:

a. has any dcduction required by the
Fishermen's Protective Act been made?

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

11. FAA Sec. 6203 FY 79 App. Act,Sec. 503,
(a) Is the goverrment of the recipient country
in default for rore than 6 months 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. FAA Sec. 620{s}. If contemplated
assistance is develoyment loan or from
Economic Support Fund, has the Administrator
taken into account the percentage of the
country's budget which is for military
expenditures, the amount of foreign exchange
spent on military equipment and the

ANNEX' I B
Page 2 of 12 page:

No..

No.

No.

El Salvador has instituted
the investment Guaranty
Program o

El Salvador has not .seized
or imposed penalty against
any U.S. fishing activitie:
in international waters.

NO.

Yes. 9.2 percent of the
current national budget 1is
assigned for military expenses.
Of this amount, $10 million

is to be expended on military
equipment.- The GOES has not
purchased sophisticated weapons
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amount spent for the purchase of sophisticated
wecapons systems? (An affirmative answer may
refer to the record of the annual "Taking Into
Consideration” memo: “Yes, as reported in

annual repert on implecentation of Sec. 620(s)."
This report is prepared at time of approval by
the Acninistrator of the Operational Year Cudget
and can te the basis for an affirmative answer
during the fiscal year unless significant c-anges
in circunstances occur.)

13. FRA Scc, €20(t}. Has the country sevecred
diplomatic relations with the United States?

If so, have they becn resumed ard have new
bila‘’:ral assistance agreements been regotiated
and entere? into since such resumption?

14, F2A Scc. €20{u). What {is the payment status

of the ccunzry's U.H. obligaticns? If the countr
is in arrezrs, were such arrearages taken into
account by the AID Administrator in cetermining
the current AID Operational Year Sudget?

FAA Sec. 620A, FY 79 /-n fct. Se~. €97. Has

15.
the couniry grantea sanctulry ircm prusecuticn to

any individual or group which has cc-:itted an
act of international terrorism?

FEA Sec, 666. Dons the country chject, on
basis of race, religicn, naticnai origin or
sex, to the presence of any officer cr employee
of the U.S. there to carry cut eccrcnic
develop-zat progjram unler FAA2

17. FAA Sec. 669, 670. Has the country, after
August 3, 1577, delivered or received nuclear
enrich~snt or reprocessing eauin-2nt. raterials.
or techrology, without specified errangetents or
safequards? Has it detonated a nuclesr cevice
after August 3, 1977, althcugh rot a "nuclear-
weapon State" under the ncnproliferation treaty?

FUNDING CRITEPIA FOR COLNTRY ELIGIRILITY

1. Develcoment Assistance Country Criteria

a. FeA Sec. 102(h)Y(4). Have criteria been
establisted anc taren into account to assess
comitrent progress of country in effectively
{nvolvi~o the poor in developirent, on such
indexes 2s: (1) increase in agricultural
productivity thrcugh <mall-farm labor intensive
agriculture, (2) reduced infant rortality,

(3) control of population grewth, (4) equality
of inccre distributicn, (53 reduction of
unemployment, and (6) increased literacy?

ANNEX I B
Page 3 of 12 pages

No-

From information available to
the Mission, El Salvador is
meeting its UN obligations.

No.

No.

No.

El Salvador is com:iitted to
involve the poor in the de-
velopment process by tarrying
out several projects to

address their needs in the
agricultural, health, nutrition,
housing, employment and other
sectors.
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b. FAA Sec. 104(d)(1). If appropriate, is
this cevele=~ent {includirg Sahel) activity design
to bufld motivation for smaller families trrough
modificaticn of cconomic and social ccnditions
supportive of the desire for large familics in
programs such as education in and out of school,
nutrition, disease control, maternal and child
heaith services, agricultural production, rural
development, and assistance to urtan poor?

2. Economic Support Fund Country Criteria

a. FAM Sec. 5023. Has the country engaged No.
in a consistent pattern of gross violations of
fnternationaily recojnized human rights?

b. FA8 Sec. 533(b). Will assictance under
the Southern Atrica prccram be provided to N/A
Mozambique, ~ncoia, Tanzania, or Zambia? If se.
has President ceterminad (and reported to the
Congress) trat such assistance will further U.S.
foreign policy interests?

c. FAA Sec. 609, 1If commodities ere to be
granted so trzt sale proceeds will accrue to the N/A
recipient country, have Spacial Account {counter-
part) arrargaments been made?

d. FY 79 Ato, Act,S2c. 113, Will assistance No.
be proviced fcr ine gurpose oi aiding dirvectly the
efforts of the covernment of such cruntry to
reoress the lezitimate rights of the pcpulaticn
of such cauriry contrary to the Universal
Declaration of Human Rights?

e. FAA Sec. 620B. Will security supporting N/A
assistance te turnisned to Argertina after
September 30, 15782

ANNEX -I. B
Page 4 of 12 pages
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5C(2) - PROJECT CHECKL

Listed below are statutory criteria applicable generally to projects with FAA funds and project

criteria applicable to individual fund sources:

Development Assistance (with a subcategory for

criteria applicable only to loans); and Economic Support Fund.

CROSS KLFERENCES: IS COUNTRY CHECKLIST UP TO DATE?

HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR THIS PRODUCT?

A. GEMERAL CRITERIA FOR PROJECT

1. FY 79 App. Act Unnumbered; FAA Sec. 653 (b);
Sec. 634A. (a) Uescribe how Committces on
Fppropriations of Scnate and House have been or
will be notified concerning the project;

(b) is assistarce within (Operational Year
Budget) country or international orcanization
allocation reported to Con?ress (or not more
than $1 million over that figure)?

2. FAMA Sec. 611(a}(1). Prior to obligation

{n excess of $100,6C0, will there be (a) engi-
neering, financial, and other plans necessary

to carry out the assistanze and (b) a reasonably
firm estimate of the cost to the U.S. of the
assistance?

3, FM Sec, 611(2)(2). 1f further legislative
action is required within recipient country,
what is basis for reasonable expectation that
such action will be completed in time to permit
-orderly accomplishment of purpose of the
assistance?

4. FAA Sec. 611(b); FY 79 App. Act Sec. 101,

1f for water or water-related land resource
construction, has proiect met the standards

and criteria as per the Principles end Standards
for Planning Water and Related Land Resources
dated October 25, 1973?

5. FAA Sec. 611{e). If project is capital
assistance (e.g.,-construction), and all

U.S. assistance for it will exceed $1 million,
has Mission Director certified and Regional
Assistant Administrator taken into consideration
the country's capability effectively to maintain

and utilize the project?

6. FAA Sec. 209. Is project susceptible of
execution as part of regional or multilateral
project? If so why {s project not so executed?
Information and conclusion whether assistance
will encourage regional development programs.

Congressional Notification
has been processed.

Yes.

N/A

N/A

N/A

No.
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7. FPA Sec. €01(a). Information and conclusions
whether project will encourage efforts of the
country to: (a) increase the flow of international
trade; (b) foster private initiative and competi-
tion; (c) encouraqe develop:-ent and use of
cooperatives, credit unions, and savings and loan
associations; (d) discourage monopolistic practices;
(e) improve technical efficiency of industry, agri-
culture and cormerce; and (f) strengthen free

labor unions.

8. FAA Sec. 60)(b). Information and conclusion
on how project will encourage U.S, private trade
and investment abroad and eacourage private U.S.
participation in foreign assistance programs
(including use of private trace channels and the
services of U.S. private enterprise).

9. FAA Sec, 612(b); Sec. 636(h). Describe steps
taken to assur: that, to tho r.aximum extent possi-
ble, the country is contributing lccal currencies
to meet the cost of contractual and other services,
and foreign currencies owned by the U.S. are
utilized to meet the cost of contractual and

other services.

10. FAA Sec. 612(d). Does the U.S. own excess
foreign currenty of the country ard, if so, what
arrangements have been mace for its release?

11. FAA Sec. €01(e). Will the project utilize
competitive selection procedures for the awarding

. of contracts, excent where applicable procurement

rules allow otherwise?

12, FY 79 Aop. Act Sec. E08. If assistance is
for the prosuctien of any ccmmodity for export,

fs the cormodity Tikely to be in surplus on world
markets at the time the resulting productive
capacity becc.es operative, and is such assistance
1ikely to cause substantial injury %o U.S.
producers of the same, similar, or competing
commodity?

FUNDING CRITERIA FOR PROJECT

1. Development Assistgnce Project Criteria

a. FPA Sec. 102(b); 111; 113; 72la,
Extent to which acniéﬁty will {a) eliectively
involve the poor in development, by extending
access to economy at local level, increasing
labor-intensive praduction and the use of
appropriate techiu.0ay, spreading investmant
out from cities to small towns and rural areas,-
and insuring wide participation of the poor in

the benefits of development on a sustained

ANNEX I B
Page 6 of 12 pages

The project will foster
private initiative and
provide technical assistance
ipn the development of
cooperatives. .

The project will finance some
U.S. technical assistance from_,
private sources.

The host country is providing
counterpart contribution to the
Agrarian Reform Program and expanded
FY80 assistance program to El.Salvador
No U.S. owned foreign currencies are
available for utilization in this projx

No.

Yes.

No-

N/A
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basts, using the appropriate U.S. institutions;

(b) help develop cooperatives, especially by tech-
nical assistance, to assist rural and urban poor to
help themselves toward better 1{fe, and otherwise
encourage democratic private and local governmental
{nstitutions; (c) support the self-help efforts of
developing countries:; (d) promote the participation of
women in the national cconomies of developing countries
and the improvement of women's status; and (e) utilize
and encourage regional cooperation by developing
countries?

b. FAA Sec. 103, 103A, 104, 105, 106, 107. N/A
Is assistance being maoe available: (incliude only
applicable paragreph which corresponds to source
of funds used. If riore than one fund source is
used for project, include relevant paragraph for
each fund source.)

(1) 03] for agriculture, rural development
or nutrition; if so, extent to which activity is.
specifically designed to increase productivity and
{ncome of rural poor; [103A] if for agricultural
research, is full account taken of needs of small
farmers;

(2) [104] for population planning under sec,
104(b) or hcalth under sec. 104(c); if so, extent
to which activiiy emphasizes low-cost, integrated
delivery systens for health, nutrition and family
planning for the poorest people, with particular
attenticn to the neseds of mothers and young
children, using paramedical and auxiliary medical
personnel, clinics and health posts, commercial
distribution systems and other modes of community
research.

(3) [105] for education, public acdmini-
stration, or humzn resources develcpment; if so,
extent to which activity strenathers ncnformal
educaticn, rmakes formal education rmore relevant,
especially for rural families and urban poor, or
strengthens management capability of institutions
enabling the poor to participate in development;

(4) [106] for technical assistance, energy,
research, reconstructipn, and selected developrent
problems; if so, extent activity is:

(1? technical cooperation and develop-
ment, especially with U.S. private and voluntary,
or regicnal and i{nternational development,
organjzations;

(i1) to help alleviate energy problems;

(111) research into, and evaluation of,
economic development processes and techniques:

(iv) reconstruction after natural or
manmade disaster;
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(v) for special development problem,
and to enable proper utilization of earlier U S.
fnfrastructure, etc., assistance;

. {v1) for progrims of urban development,
especially small labor-intensive enterprises,
martreting systems, and financial or other insti-
tutions to help urban poor participate in economic
and social development.

¢. [107] Is appropriate effort placed on use
of appropriate technolcgy?

d. FAA Sec. 110(a). Wi11 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 requirenent been waived
for a "relatively least-developed" country)?

e. FAA Sec. 110(b). W11l grant capital
assistance be disbursed for project over more
than 3 years? If so, has justification satis-
factory to the Congress been made, and efforts
for other financing, or is the recipient country
"relatively least developed"?

f. FMA Sec. 281(b). Describe extent to
which program recoo.izes the particular needs,
desires, and capacities of the pcople of the
country; utilizes the country's intellectual
resources to encourzce instituticnal development;
and supports civil education and training in
skills required for effective participation in
governmental and political processes essential
to self-government.

g. FAA Sec. 122(b). Does the activity

glve reascnabie premise of contributing to the
development of ecoanomic resources, or to the
increase or product1ve czoacities and self—
sustaining economic growth?

2. Development Assistance Project Criteria N/A

{Loans OnTy)

a, FAA Sec. 122(b)." Informatfon and
conclusion on capacity of the country to repay
the loan, 1ncluding reasonableness of
repayrent prospects.

b. FAA Sec. 620(d). If assistance is for
any productive enterprise which will compete in
the U.S. with U.S. enterprise, is there an
agrecment by th2 recipient country to prevent
export to the U.S. of more than 20% of the
enterprise's annual production during the 1ife
of the loan?

ANNEX 'I B '
Page 8 of 12 page:
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3. Project Criteria Solely for Fconomic
Support Fund

2. FPA Sec. 531(a). Will thfs assistance
support premole economic or political 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 activities?

ANNEX I B
Page 9 of 12 pages

Yes. by helping to promote
success of the Government's
Agrarian Reform Program

No.
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5C(3) - STANDARD ITEM CHE

Listed below are statutory {tems which normally will be covered routinely in those provisions
of an assistance agreement dealing with its implementation, or covered in the agreement by
imposing 1imits on certain uses of funds.

These {tems are arrangel under the general headings of (A) Procurement, (B) Construction, and
(C) Other Restrictions.

A. Procurement

1. FAA _ac. 602. Are there arrangements to Yes. Standard procurement regulations,
permit U.S. small business to participate procedures and good commercial prac-
equitably in the furnishing of goods and tices will be followed under the

services financed? .
: project.

2. FAA Sec. 604(a). Will all commoaity

procurement financed be from the U.S. except Yes.

as otherwise determined by the President or

under delegation from him?

3. FAA Sec. 604(d). If the cooperating Yes.
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 N/A
of agricultural corsiodity 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 Yes.
-excess personal property be utilized wherever

practicable in lieu of the procurement of new

items?

6. FAA Sec. 603. (a) Compliance with requir Yes.
ment in section 901(b) of the Merchant Marine

Act of 1936, as amended, that at least 50 per

centum of the gross tonnage of commodities

(computed separately for dry bulk carriers,

dry 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 fair and reasonabie

retes.

7. FAA Sec. 621. If technical assistance is Yes.
financed, will such assistance be furnished t

the fullest extent practicable as goods and

professional and other services from privaté

enterprise on a contract basis? If the
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facilities of other Federal agencies will be
vtilized, are they paritcularly suitable, not
competitive with private enterprise, and made
available without undue interference with
domestic programs?

8. International Air Transport. Fair
Competitive Pract res Act, 1974, 1If air
transportation of persons or property is
financed on grant basis, will provision be
made that U.S.-flag carriers will be utilized
to the extent such service 1s available?

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

Construction

1. FAA Sec. 601(d). If a capital (e.q.,
construction) 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. FM Sec. 611(c). If contracts for
Construction are to be financed, will they be
let on a competitive basis to maximum extent

‘practicable?

~ 3. FM Sec, 620(k). I for-construction of

productive enterprise, will aggregate value
of assistarce to be furnished by the United
States not exceed $100 million?

Cther Restrictions

1. FAM Sec. 122 (e). If development loan, is
interest rate at least 2% per annum during
grace period and at least 3% per annum
thereafter?

2. FM Sec. 301(d). If fund is established
solely by U.S. contributions and administered
by an international organization, does
Comptroller 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 interests of the

United States?

4. FMA Sec. 636(1). Is financing not permitted

to be used, without waiver, for purchase, long-
term lease, or exchange of motor vehicle
nanufactured outside the United States, or
miaranty of such transaction?

N/A

N/A

N/A

N/A

‘Yes.

Yes.

Yes

/ﬂ

ANNEX I .B ~
Page 11 of 12 pages



- '.IAII. MEIMG N0, ErrEcCive DV"I T 1 PAGE nO,
AID HANDBOOK 3, App 5C(3) 3:32 June 7, 1979 5¢(3)-3
ANNEX I B

Page 12 JE 12 pages
§. Wil arrangements preclude use of financing:

a. FM Sec. 104(f). To pay for performance o N/A
abortions or to motivate or coerce persons to
practice abortions, to pay for performance of
fnvoluntary sterilization, or to coerce or .
provide financial incentive to any person to
undergo sterilization?

b. FAA Sec. 620{q). To compensate owners N/A
for expropriated nationalized property?
c. FAA Sec. €660. To finance police training N/A

or other Taw enforcement assistance, except for
narcotics programs?

d. FM Sec. 662. For CIA activities? N/A

e. FY 79 App. Act Sec. 104. To pay pensions, N/A
etc., for military personnel?

f. FY 79 App. Act .ec. 106. To pay U.N. N/A
assessments?

g. FY 79 App. Act Sec. 107. To carry out N/A

provisions of FAA sections 203(d) and 251(h)?
(Transfer of FAA funds to multilateral
vrganizations for lending.)

h. FY 79 App. Act Sec. 112. To finance the N/A
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 N/A
publicity on propaganda purposes within United
States not authorized by the Congress?




Table 1

Gross Domestic Product
(In Millions of Constant 1962 Colones)

ANNEX II.1

1978 1979%

o4 % o4 %
Agriculture 827.7 10.2 845.3 2.1
Mining 3.3 =-11.5 3.4 3.0
Manufacturing Industry 678.1 2.2 640.2 -5.6
Construction 166.9 6.2 150.2 -10.0
Electricity and Water 9%4.8 8.0 101.0 6.1
Transport 218.1 3.8 216.1 -0.9
Commerce 817.9 2.4 778.5 -4.8
Finance 109.5 7.8 115.5 5.5
Housing (Rents) 122.5 3.5 125.8 2.7
Public Administration 299.2 3.8 318.0 6.3
Personal Services 264.3 3.0 255.5 -3.3
GDP 3.602.3 4.8% 3.549.5 -1.5

1/Estimated by Ministry of Planning

Source: Central Bank and Ministry of Planning
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Table 2
EL SALVADOR: THE BALANCE OF P™"’MENTS, 1978-80
(Millions of U.S. Dollars)
1978 1979 1980
Exports (FOB) 845.8 1118.4 948
Coffee 432.9 695.6 560
Cotton 99.0 92.8 72
Sugar 18.9 26.0 28
Shrimp 10.6 12,0 12
Other (to Cutside World) 53.2 52.0 40
To CACM 231.2 240.0 236
Imports (CIF) -1030.5 -1040.0 -1040
Services, Net - 109.8 - 140.0 - 148
Receipts 158.0 188.0 168
Payments 267.8 - 328.0 - 314
Net Transfers 51.4 56.0 - 40
Current Account Balance - 243.1 - 5.6 - 200
Capital Total 206.6 - 135.7 12
Private 159.2 - 175.7 - 130
Official 47.4 40.0 142
Total, Net Overall Balance - 36.5 - 141.3 - 188
Financing: Bank Loans,
IMF, CAMSF Credits, etc. 65.0 33.2 55
Change in International Re-
serves (increase + decrease =) 28.6 - 108.1 - 133

Source: For 1978-79, Central Bank. Projections for 1980-81,
ROCAP Regional Economic Advisor with assistance from

Central Bank.

1981
799
476

40

31

12

40
200
-1040

- 150

40
- 351

120

150

- 231
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Table 3

SUMMARY OF FISCAL SITUATION OF CENTRAL GOVERNMI
1978-1980
(IN Millions of Colones)

Estimated
Actual Actual Actual -Budget
1977 1978 1979 1980

Current Revenues 1181.8 1027.0 1214.8 1292.8
Current Expenditures 706.3 782.8 850.0 1123.0
Surplus on Current Account 475.5 244,2 364.8 169.8
Capital Expenditures 506.3 341.8 400.0 524.4

Direct Investments 406.0 119.4 250.0 326.4

Transfers 100.3 123.0) ~ 124.1

150.0

Other - 99.4} 73.9
Amortization of Public

Debt 29.3 33.0 40.0 28.7
Total Expenditures (Net 1212.6 1124.6 1250.0 1647.4

of Amortizations)
Overall Deficit (-~) - 30.8 - 97.6 - 35.2 -354.6
Financing

External 52,0 96.7 70.8 143.7

Internal (and change in - 21,2 - 35.6 210.9

Cash Balance)

Source:

Central Bank, Figures for 1979 are preliminary estimates.
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Table 4

EL SALVADOR: BREAKDOWN OF CURRENT
REVENUES AND EXPENDITURES, 1978-80
(In Millions of Colones)

1978 1979 1980
Current Revenue., o
“Total 10278 12152/ 1203¥
Tax Revenues 972 . 1160 1234
Direct Taxes 286 280 312
Income 202 195 219
Physical Asse..
("Patrimonio") 62 62 69
Property Transfers 22 23 24
Indirect Taxes 687 880 923
Exports 244 391 415
Imports 157 177 171
Consumption 170 190 194
Other Taxes 115 122 143
Non-Tax Revenues 85 55 57
Current Expenditures,

Total 783 850 1112
Salaries 411 635
Other 93 210
Current Transfers 255 267

Expenditures with

Funds Carried

Over from Prior

Years 23

+1/Actual
2/Estimated

3/Budgeted
Source: Prel.u.uary estimates by Central Bar

4

Per_behE;:
Increase

1979/80
%

6.4



Table 5

ANNEX II.S

EL SALVADCR: ESTIMATED UNDEREMPLOYMENKT

BY SECTOR FOR 1978

Agriculture

Mining

Industry

Electricity, Gas and Water
Constructicen

Commerce

Transport and Communications
Banking and Insurance
Services

Activities not Specified

TOTAL

Source: Ministry of Labor

UNDEREMPLOYMENT
RATES

48.7

2.3

12.4

37.7

6.1

1.7

30.7

9.5

37.0
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Table 6

ANNEX I

Changing Patterns of Farm Si..

I.s

1950 1961 1971 % change in No
. : of fains by
Farm No. of Z cf No. of % of ¥o. of L of size category
Size . Farms: Total Farms Total Farms Total- 1951/71
(Has.)
0- 2 105, 6¢ 60,62 155,555 68.67%7 ° 191,527 70.7% 81.4%
2-~- 5 34,868 20.0 37,743 16.6 43,414 16.0 24,5
5-19 14,064 ¢ 8.1 14,001 6.2 15,598 5.8 10.9
10 - 20 8,874 5.1 8,524 3.8 9,164 3.4 3.2
20 --100 8,767 5.0 8,925 3.9 9,224 3.4 5.2
over 100 2,026 1.2 2,148 0.9 1,941 0.7 - 4,2
TOTAL 174,204 100;02 226,896 100.0% 270,868 100.07%
Table 7
Percentage Distribution of Land by Farm Size and Tenure
Net Change
Farm Size in Area 7
(Has.)__ 1950 1961 1971 1950-71
0 - 2 5.4% 1/ 8.8% 10.47% 81.8%
Owner (42.2) 3/ (41.9) (44.2) 90.4
Non-~Qwmner (57.8) 2/ (58.1) (55.8) 75.6
2 < 5 7.1 7.9 9.1 23.4
Owner (75.9 (79.6) (76.6) 24.5
Non-QOwner (24.1 (20.4) (23.4) 19.8
5 - 10 6.5 6.7 7.6 11.1
Owner (91.0 (93.2) (90.0) 9.8
Non-Owner (9.0 ( 6.8) (10.0) 24.0
10 - 20 8.0 7.9 8.7 3.7
Owner (95.1) (95.6) (93.9) 2.0
Non-Owner ( 4.9 ( 4.4) (6.1 28.1
20 - 100 23.1 24,5 25.5 4.4
Over 100 49.9% 44.2% 38.7% -26.57
1/ % land in farm size category.
" 2/ % of farms in tenure category.




TABLE 8 ANNEX I1I.7
L AND USE PATTERNS
YEAR . ANNUAL PERENNIAL IMPROVED NATIVE WOODLAND T O T A L
CROPS CROPS PASTURES -%- PASTURES FORESTS AND HECTARES $
OTHERS
1/
1950 25.7 10.1 *1.5 32.8 19.9 1,519,320 100.0
1/
1961 31.2 10.1 6.6 31.2 20.6 1,581,428 100.0
1/
1971 33.6 11.3 7.8 30.4 16.9 1,451,895 100.0
2/
1978 39.7 14.6 7.6 22,5 15.6 1,542,458 100.0

1/ Source:

1/ Sourcc:

Agricultural Censuses of 1950-1961

Annual Agricultural Statistics, 1978-1979

published by the Ministry of Agriculture.
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___URNCLASSIIED

Classification

ANNEX III

Decrée No._ 153

-

THE REVOLUTIONARY JUNTA OF .GOVERKMENT
WHEREAS :

I. 1In accordance With item III of the Emergency
Program contained in the Armed Forces Proclanation of
October 15, 1979, it was established that "measuroes would
be tzken for equitable distribution of the natienal mx
wealth, at the sane tiae incrcasing the national gross
prodﬁct,".and, to this aia, an instrument would be created
fo.éstablish & .solid basis for tth@aﬁlesentation of an
agrarian-reforn, thus ensuring thea;ight to private
property within a comounal framework;

1I. The present law for the establishment of the
Salvadoran Institute of Agrarian Reform does not satisfy
the demands of the destitute majority of the population
of this country, their situation being the rosult of a
Qinglé privileged class, contrary to tic objectives of
real ccononie, social and political developnent;

III., It is necessary to establish a new econonic

‘and $o0cial order in accordance with principles of social

justice and the revolutionary ideology adopted by the new
Governnent, in order to give an objective response to
thc.&cmands of the Salvadoran pecople, thereby rejocting

_

the provalling interests of the ninority;

Classification

JPTIONAL FORM 153A
(Formerly FS-43A)

January 1975
Dept of State
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[ IV. Decrce No. 43 of the Revolutioenary Junta of]
Coverament, dated Lecember 7, 1979, nublished in the
0fficial Gazstte Ko. 228, Volume 205, of the same date,
sstablished the necessary basis for the promotion of
a boiicy of change within'tho land 2x tenxre system,
forbidding the transfercace or partition of rural land-
holdings. it is ncccssnry'to issue the legal provisicns
to implement such policy;

THEREFORL

By Xxxixgtaxe virtue of the authority conferred
(upon the Governing Junta) by Decres No. 1 of October 15
1979, published in the Official Gazétte No. 191, of the
same date, and having hoard the considered opinion of th
Suprene Court of Justice,
DECREES:

The following

BASIC AGRARIAN REFORM LAWY
CHAPTER 1
BASIC PROVISIONS

ArticI; 1. Private propcrty within a communal
framowork is hereby acknowledged and guaraanteed,

Landholdings within the 1linits established by this
law coaply with the scciai or communal concept, ia

addition to having the following characteristics:

OPTIONAL FORM 153A
{Formntly F3.4104)
January 1975

Dept of Slate
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Classification

A) Land is exploired dirrctlv hy i{ts owner; _7
B) ELxploitatioan of sald lead guarantces the miniaun
‘productivity levels, in sccordance with national
percentages for the ‘crop under exploita;ion;
C) Exploitation of such land is carried out in
accordance with thu_Govornmcnt's agricultural develap-
aent plans;
D) Land, water and other renewable natural resource;
are protected and handled appropriately; and
E) .Labor and social security laws are complied
with,
Provisions included in B, C, and N of the present clause
shall bo governed by a 3special statute or regulation .
Article 2. For the purpose of this law, agrarian
reforn shell be understood to rean the trx transformation
of the couatry's agrarian structure and the incorporation
of the rural population into the economic, social and
pclitical development of the nation through the substitu-
tion of the latifundia system by a nmore just system includ-
ing propergy orkland and the exploitatian of landholdings,
‘based on an equitable distribution of land, an adequate
| credit systea, and coapreiiensive assistance to the
producers in order that land become the basis of econonmic
stability for the peasant, as tho basis of his zregtqr' |

L_fell-being aud & guarantee of his {resdoz and dignity:J

Classification
JPTIONAL FOMM 153A
(Formerly FS-413A)
January 1975
Dept. of State
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CHAPTER 7
EFFECT ON LA.‘“!)!!OLDINGS AND OTUUR PROPERTY

«Article 3. The agrarian reform shall be applied
throughout the entire national te-ritory, without repar.
to crop, location, produceivity, lanid tenure systea, quali
of 3611, or any other variable; therefo:o. all land used
for agricultural, livestock or forestry exploitation
shall be affectod by this law, with the exceptiqns and
limitations cstablished by tho law itsclf.

‘Article 4., Land affected by the prescnt law is
understood to be any property within the aational territory
belonging to one or more individuais, estates, or associa-
tions exceeding ONE HUNDRED HECTARES for land within
classifications I, IT, YIII and IV; and ONE IUNDRED AND
FIFTY HECTARLES for land within classifications V, YI and
VII. Those classifications constitute ths right to land
nxzi ownershilp reserved for landholders.

‘K=z Hithout prejgdice to provisionh in clause one
of the prescut article, landholdings which do not exceed
the Lrinmits preséribed by lawv shall be affcctcd if their
ewnors do not coaply with provisions as established in
article one of this law, or should they causce damage to
rcnewable natural resources or to the land ictself, which

are necessary and indispcnsable for their exploitation,

NCLASSIFIED

T Classifivation

OPTIONAL FORM T53A

{Formetly FS 31JA)

Jaruary 1975
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Classification MAN

[—_ Land strictly e reserved {or forestry exploitntgan
shaii be subjoct » to provisions witiin the Law for
Forestry Exploitation (Ley Forostal)

It is presumed under the law that cach 1ndividuul
menber of an association «or corporation) shall be
entitled to land tonure ia proportion to the number of
shares owned within said association or corporation.

1f an indivdual holds titles to land, both independently
and as a3 mexbor. of an assocliation cor corporation, property
belonxine to him Independently shall be affected with
priority to that pertaining to him as & nmember of an

association,

Article 6. The location of land, and equivalency
«ccordiny to soil classification, in connection with
owners' riguts, shall be determined by the Salvadoran
Agrarian Reform Institute (ISTA).

such rights shall be doterzined on an equitable
basis in order to allow sa effective exploitation of the
land by laandholders or owners.

Article 7. The Governaent may increase the land-
“holders' rights by 20 pcr cent if at the time of acquisi-
tion of such land (by the State) it is cstablished that
the owners have maintained or incroased productivity, or
have otherwise improved their property on or after the date

_;when this law becores cffective. _J

UNCLASSIFIED

Classification
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VLA e
r” In any event, in order (for landhelders) to be ‘7
catitled to such rights, cvidence of ceznllance with
labor and socizl sccurity laws pust be brcscnted.
Article 8. Any landholder or owner may coantinue
~exploitation of his proncrty until said property is
exprapriated or acquired by tihe State.
CIAPTER $
ACQUISITION OF LAND AND OTHER PROPERTY
Article 9. The State shall acquire land and other
property throupgh any legal means established by law,
especially through the purchase and expropriation of
samo,
Article 10. Once the State has dccided to acquire
a piece of land or other property, the ISGTA shall notify
the landholder or ouner personally, at hls prlace of
residence, if known. Otherwise, a single announcement

publisied in the Official Gazette, and two announcenents

Classilicaton T tARN

ajor
published in two of the local newspapers ofﬂ%&éhar circula-

tion shall suffice.
The 2xad landholder or owner nust notify the ISTA
1
officos, in writing, of his willimgnoss.to sell the

proﬁerty, within eight Jays (excepting Saturdays, Sundays

and holidays) after being notified (by ISTA), or publicatior

of the announcemrcnt in the afficial Gazctte, as the case

Lﬁgay‘bc. indicating ar aldres s to receive notiflcat{gys.

UNGLASSIELE

Lassi

DPTIONAL FORM _153A
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Classiflica ion

The ISTA shall notify owners uvr laindholdoers,
in writing, regardiap Jate and-tive to appear for the
signipg of the title dccd.

| If said owner or landholder should not appoesr on
the*date and timo indicated, (ISTA) will proceed to e¢xpropriat
the ‘Janl or property in question,

Article 11. Expropriation proccdures shall be
conducted in accordance with the law., In the event of
expropriation, a documecat shall be drawn up, nnh
(ISTA) shall take possession of the land or property in
question even before formal transfer of same has been
aade.

Once ISTA has taken possession of the land or
property, the landholder or owner, or his legal representa-
tive, shall appear before ISTA to siyn tiie cxpropriation
document. A document conteining the description of the
land or property shall be attached to thc.exproprintion
‘docuyent. This description will be provided by the Ministry
of Agriculture and will constitute a title deed. This
deed shall be used to record the (expropriation of the)

“land or property in question in the Reni Istate Records
Office (Oficina del Registro de la T'ropiedad Raiz). This
office must register the title deed, even though
the gescription Bay not coincide with the title, provided

L_tho'prcpcrty and the owner are the correct ones. N

WICLASSIEIRED

Classification

JPTIONAL FORM t53A

{Formerly FS-413A)
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Clinstlication

Page = ___of _

The owner or lamlholder, or his teqal reproscnfi}
tive, nmust sign the deed.referred to alove at the main
offices of ISTA no later than eight working days after
the last notification in two local ncwspapers of major
circulation.

In the expropriation document and title deed on
behalf of ISTA, the registration nusber and ledger in
which it was recorded shall be indicated. The right to
1ndémn1f1catiog shall also be recorded,

I1f the owner, landholder, or his l2gal representative
‘'should not appear to receive this indennification, ISTA
shall deposit it in the Agricultural Development Bank
(Banco de Fomento Agropecuario), to the order of th; .
owaer or landholder and payment for such property shall

be considered as actually having been made.

Article 12, If the land or property expreopriated
or crops derived therefrom should be morigaged, the amount
of thé indemnification or coupensation shall be deposited
in any banking institution in the country, at the
order of ;ﬁé agfarian judge, in order thﬁt he may pay
creditors in order of preference, delivering the balance
to the landholder of the expropriated property.

In the event that tho amount deposited should not
be sufficient to pay lecgal debts, the agrarian judge
shall order that paymentsvbe pro-rated among all

creditors.

UNLLLDaikidad b
. OPTIONAL FORM 153/
(Formerty FS-413A
January 197¢
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CHAPTER 4
EVALUAT IO AND PAYHENT
«Article 13. Value or coapensation of al

land and other property acquired (by ths State) shall t
paid‘partly in cash and partly in agrarian refora bonds,
This “aniounat shall be determined on the basls of the per-
centage declared by landholder or owner in his praperty
tax declaration for (calendar) years 1976 and 1977,

1f a landholder or owner shall have failed to declaré
waw property value for the years indicated above,he
‘shall state the estinatod value of his property at the
time when he indicates his willingness to sell,

ISTA shall pass a resolution af tlie next meeting
of the Board of Directors, expressing its agreement or
disagroement with the estimated property value. In the
event of disagrceaxsat, ISTA shall make a counter-proposal,
to which the 1land or property holder must reply within
tnree working days xfe after being notified. If he should
rejcct the counter-proposal, expropriation proceedings
will ‘be carried out and 1ndemn1ficutio§ will be seton
the basis of the property value as detcrained therein.

If the landholder or property owner should fail
to appear, the amount of indemnification or conmpensation
sﬁqil be set by ISTA, taking into account the perccntage

| - value of similar land or property within the sanme areaq,

—U E:lassﬁ;l—llstﬁn *

OPTIONAL FORM 153A
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Article 4. Land and other fro;urty aciquired "1
in sccordanco with this law siall he paid for or
coupensated as. followvs:

1) In the case of zontx contract of purchase-and-
sale, up to 500 hectares: 25 percent in-cash and
75 pescont in agrarian reform bonds.

2) In the case of'property exceeding 500 hectares,
or when such property has Leen expropriated: 100 percent
paid in agrarian reform bonds,

3) Ia the cases mentioned in clouse two of
article 4 of this law: 25 pcrcent in cash and the balance
in agrarian refors bonds. These bonds will be subject
to special roegulations regarding terms and interest.,

Value of livestock and Improvements as mentioned
in article 7 for landholdings or property uader 500 hec-
tarcs shall be paid in cash.

Capital liabilities for duly proven investments on
an agricultural or livestock operation shall be absorbed
by the State under the same conditions as those under the
contract.

Article 15, There will be thrccrtypes of Agrarian
Refuornm Bonds: Serios A, B, and C, which shall be regulated
by a special law. This law shall estsblish the terms,
intorest rates, benefits and other conditions.,

Article 16. DPercentage payment of agrarian‘re{grm
bonds shall be as follows.

Classilication
~ OPTIONAL FORM-“153A
(Formerly FS-413A)
January 1975
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Chissieation
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MAN

(A) In tho case of.cfficiently. cultivated land,]
paynent shall be made through Type A bonds}

(8) In the casc of leased land, tenanted farms
or other indirect forms of land exploitation, compen:
tion shall be made through Type B honds;

{C) 1In the casec of §dle land or inefficliently
cultivated land, payment shall be made through Tvna |
bonds;

(D) In tho xam case of land leased without a
coﬁtract'rugistercd at the Ministry of Agriculture,
navonent shall be nade through Type C bonds;

() In thosé cascs mcntlonid'in Article 14 -~
clause 3 of the present law -- payaént shzall be made
through Tvpe A bonds, with a special five-year ternm
of redcnption and;

(F) In the cases includod in claure two of
Article 4 of the prosent law, inde=nification or compensa-
tion shall be rade tarough Type C bonds, after deducting
the amount corresponding to damages, and in addition to
any ‘crimina? iiabllity therein.,

CUHAPTER S
PROVISIOMNAL ADMINISTRATION

Article 17. Oace ISTA has acquired property titie

ot ‘the land and other real estate property, a provisional

idministrative office shall be established in ordef_EP

+ OPTIONAL FORM 153A
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January 1875
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enarantee thae followling: ]

(A) Agrarian rcfora objectives;

2% (8) Continuity of production and productivitx; ant

(C) Care and maintenance of land ond property
acquired.

Wheanovor there arce peuding harvests or the cultiva-
tion of a new crop has ﬁeen initiated, the provisional
adninistration shall guarantee the harvesting }o the
owner or the lease-holder, provided they coatinue the
brqductive nrocess, The ISTA provislonal administration
" shall berin effect until all land (acquired by the State)
has been allocated to the xxmpnxinéix peasants.

CHAPTER 6
ALLOCATION OF LAND AND OTHER PRDPE;TY

Article 13. Land and other real cstate acqulred
(by the State) shall be allocated to agricultural coopera-
tivcs, pcasant conmunity sssociations and other organiza-
tions of agricultural workers registered in the Hinistry
of Agriculture.

Land and other real property thus;acqulrcd shall

<
»e adulnistered as a joiat venture of the government ani

such organizations.
The joint venture system to which. this article refers
ehn11 he in affect until the new landholders have acquired

toe necessary skills; notwithstanding this, therc'u{E}

[N I ™ IFg
(Massiicafion
. OPTIONAL FORM 153A
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January 1975
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R LRV
always be awple coordination between the State and thie
new laudowners, to acliieve national plauning

obiectives.

Article 19, Allocation of land shall be carricd out
taking into account a dynamic concent wgich will include
property size and quaiity of the soil ia relation to
productivity and income,

Article 20. Incowe derived from the exploitation
of land and property allotted to the peasants shall be
applied according to the followiny priorities:

(A) Defrayal of production costs,

(B) Fulfillment of basic necds of fanily units

within agricultural organlzations;

(C) Payment referred to in Article 30 of 1his law,

2x Surplus funds shall be subject to speclal treat-
ment in order to obtain an equitable distribution of sane
within a given area and in accordance with national
econonmy intercsts, striving to achieve the following:

(A)_ Creation of a reasonablo margin of savings

for(g%é peasants in a given arcaj

(B) Developument of social benefits for the

conmunity; and

(C) Developaent of other types of ﬁroductive

projects.

A‘f"“l"'l’l'l'\

tastilickeim
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Article 21, Crpanizations referred to in
Article 18 of this law shall be counrisad cxclusively
of .peasants who do not own any land, whother they are
paid workers, tzad lcasc-holders, sécohdary leaso-holders,
or tcnant farmors ("ap#rceristaa" or "‘colonos"),

Peasants who own laad but the size of which is not enough
to fulfill their basic neeus shall also be eatitled to
meubership in said agricultural orgauizatlons;

General allotment rules and priorities as well as
selection criteria shall be regulated by special
legislation,

Article 22. Regulations regarding coordination,
training, promotior, credit, technical assistance and
other actions ailmed at comprehensive development of the
agrarian refora process, as well as an enlargezent of tho
minifundia sector in order to increnrc» nroductivity
énd achieve integration of productive assoclations, shall
be rcgulated by other laws,

CUHAPTER 7
GENERAL PROVISIONS

Article 23. The Executlve Branch, together with the
Cabine (Consejo de Ministros) =a shall define the national
agrarian policy.

The Ministry of Agriculture, in coordination with

>ther public scctor institutions in the agricultﬁra&incld,

UNCLASSIFIED
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shatl he respoinsible for inplementine this prolicy

in"order to pronste tihc agrarien refera process.

ISTA shall be responsiblo for thic laplementation

of the process provided it does not nct contrary to

this law.

Article 24. A Council shall ue cstablished to advise

the Hinistry of Auriculfuru tegarding agrarian refor..

This Council shall be formed by:

(A) The Ministry of Planning and Coordination

for Econonir~ and Social Developirzent and the
Ministries of Labor, Defense, Treasury, and

Econoay:

(8) A representative of cach of the following

institutions: the Salvadorusn Central Reserve Bank

and the Agricultural Prerotion Bank (Baaco de

Fomento Agropecuario);

(C) Four menbers representing the organizations

covered by this law.

Article 25. OSpecial Rulos and Regulations shall

be..issued, no later than 90 days after this law becomcs

-

9
effcctive, for the division of the c......, by zones

and the inplementation .of the agrarian reforn.

Notwithstanding the above, acquisition of rural

iand and/or property shall be implemented immediately

for cstates whose sizo will be indicated in a Specifj

HNCLASSIEIED

('lassificalion
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Lhich they

Trigati

subject to the laws through w
(this clause sent by subsequent el - id)

Transference of property within the presént i

and Drainage Zones shall be
were established.

Article 26.

501583 201

BLASSIPED Y

Clis<fir oy ’ MR,

Cecree, and (the State) shall tale vessession of samé’]
in the naaner cstablished in Aitiéﬁc 11,

Article 27. Landholders or ouwners of land and/or
propcrty wiose acrcage, taken eitner grikx combined
or separately, does not ¢xcced the linits-established
by tkis law may soll or mortgage their property without
otber linitations than thosg established by other lcgisia
tion, provided a sworn statement is made before a notary
public at the moment of sizning of the title de;d and
that. the overall size of rural land and/or property
does not exceed the limits established by law, The
notary public shall indicate this fact i{n a swora
statement,

Land or real estate which does aot exceed these
linits nay be sold, provided transfer is made to an
agricultural association ss described in Article 18,
belonging to the State and previously decentralized,
for the developrent of a plan rejarding-housing, industry
and services, duly authorized by ISTA. llowever, land-
owners mrv'martgage property, either as a whole or in
.part, to obtain supervised credit for the developaent of
agro-industrial production or the iaprovemcnt of their
property.

Any sale nmade in violatlon of this provision shall
.be void, and the State may take possession of all ruf:j

—frOperty belonging to the.vidlator.

LUCLASSIFIED
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deciared to be of public nature.

UNCLASSIFIER .

Clas st ation

Article 28. Tresent landholdoers or real estate
owners whosc property exceeds the limits established
in Article 4 of the present law arc under obligation
to Saintain their livestack at the present level in
order to kcep their product%vc unlts intace,

Article 29. This provision shall not apply to land
and/or real estato or other property belonaing to duly
registersd agriculturzl cooperatives and peasant
coorunity organizations.

Artlicle 30, The Lenoficiaries of land and other
fFroperty and/or goods and services shall pay ISTA an
awount of money that will be applied toward paying the
agrarian reform dsbt.

ISTA -shall not apply these funds to any other ends.

Article 31. Until such time as the Agrarian Courts
ire cstablished, all mattars pertaining-tn the agrarian
reforn process shall be handled by tho Civil Courts.

Article 32. All actions, proceedings and docuaents
relative to the agrarian reform process are hercby
gxenpted from paynent of any and all rvaxes,

Artfcle 33. The asrarian refora process is hereby
declared to be a public utility or socinl prograz.

Article 34. The provlsiohs of this law are hereby

|

—UNCLASSIFLED

iTicition
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Classifhieaton

Article 35. Exccutive Decrce o. 24 dated
March 20, 1975; publi..ed in the 0Official Gazotte
No.: 35, Volume 246, of Yarch 21, 1975, is hereby
nullified,

Lecr2e No. 43 of Deceamber 7, 1972, published in
the Official Cazette Ko, 228, Volume 2065, of the
same dato, is herceby nullifiod,

Provisions contained in the Logislation for the
"Establisnmecat of the Salvadoran Institute of Azrarian
Reforu are hereby declared xm nul}ﬂnnd void insofar as
they violate the prosent law. Other laws, regulations
or Jecrecs centrary to the present law are also
nullified.

Article 36. The landholder's rigl ar reservation)
recoznized through the present law shall be exercised
by said landholder ar owner concerzing rropgerty affected
by the (agrarian refornm) law one ycar after ISTA has
taken possession of said proporty

Article<37. The presont law shall become effective
elght days after its publication ian the Official
Gazctte.

SIGNED AT THE PRESIDCNTIAL PALACTE, San Salvador,

on Harch 6, 1930,

URCLASSIFILD

Classifieation /

JPTIONAL FOQRM 1534
{Formetly £ 3 4174]
Januwy 1975

Dept of Stale



(sigacd by)

Col. Adolfo Arnoldo Majano PRaros

Col. Jaime Abdul Gutlcrre:

Dr.'JoSe Antonio Morales Ehrlich

Dr. Jose Razon Avalos lavarrete

Ing\ Octavio Orellans Solls, Minister of Ayriculture

and

blgcs;ock

CHEEX

——UNCLASSIEIED

Classilication

JPTIONAL FORM 153A
{Formmrly T35 413A)
January 1975

Dent of State
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Non-Project Grant Agreemént
(Agrarian Reform Support)

By this Agreement made and entered into as of the
the Republic of E1 Salvador (hereinafter referred to as the "Grantee"),
and the United States of America, acting through the Agency for
International Development (hereinafter referred to as "AID"), hereby
agree as follows:

SECTION . The Grant. For the purpose of assisting the Grantee to
stimulate activity and to support initial implementation of a com-
prehensive Agrarian Reform Program, AID, pursuant to the Foreign
Assistance Act of 1961, as amended, hereby grants to the Grantee
T4REE MILLION TWO HUNDRED AND FIFTY THOUSAND UNITED STATES DOLLARS
(US$3,250,000).

SECTION 2. C(Condition Precedent to Disbursement. Prior to disbursement
under this Agreement, or to the issuance by ATD of documentation
pursuant to which disbursement will be made, the Grantee will, except
as AID may otherwise agree in writing. furnish to AID, in form and
substance satisfactory to AID, a statement of the name or names of

the persons holding or aciing in the office of the Grantee specified

in Section 12, and a specimen siynature of each person specified in
such statement.

SECTION 3. MNotification of Satisfaction of Condition-Precedent. When
AID has determined that the condition precedent specified in Section 2
has been met, AID will promptly notify the Grantee.

SECTION 4. Terminal Date for Condition Piecedent. If the condition
specified in Section 2 has not been met within ninety (90) days from
the date this Agreement is made and entered into, o, such later date
as AID may agree to in writing, AID, at its option, may terminate
this Agreement by written notice to the Grantee.

SECTION 5. Disbursement. Disbursement of the funds made available
under this Agreement will be made in one installment pursuant to a
request for disbursement by the Grantee and subsequent to satisfaction
of the Condition Precedent to Disbursement under Section 2. The
request for disbursement will be submitted to the Mission Director,
USAID Mission to E1 Salvador, on AID Form 1130-2 (Financing Request).
In accordance with the request for disbursement, AID will deposit the
funds into an account of the Grantee at a United States bank designated
by the Grantee.

SECTION 6. Terminal Date for Requesting Disbursement. The Terminal
Date for requesting disbursement of funds will be six (6) months from
the date this Agreemeut was made and entered into. excent as ATN mav
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otherwise agrze in writing,

SECTION 7. Special Accounts for Agrarian Reform Support.

A.

For the purpose of financing the local currency costs of expected
agrarian reform support programs, the Grantee will establish two
special accounts, and within two (2) weeks from the date of dis-
bursement of funds under this Agreement, deposit therein currency
of the Republic of E1 Salvador equivalent in amount to the

United States dollar disbursement made under this Agreement and
in accordance with the terms of Subsection B below. The highest
rate of exchange which is not unlawful in the Republic of

E1 Salvador on the date of dollar disbursement shall be used in
determining the total amount required to be deposited in the
account.

Funds deposited in the Special Accounts shall be used as follows:
(1) $2,500,000 to finance local currency logistical support

costs of the Ministry of Agriculture (MAG) related to implemerta-
tion of Phase I of the Agrarian Reform Program, such activities
to be more specifically described in the Activity Agreement to be
entered into between the MAG and AID. The Activity Agreement
will include a plan for the use of funds for logistic support,
including a 1isting and description of the activities to be
financed, cost estimates for individual elements, schedule for
expendituras, and indication of organizational responsibilities.
(IT) $750,000 to finance local currency costs of the Banco de
Fomento Agropecuario (BFA) related to agricultural production
credit requirements for new agrarian reform settlements, such
activities to be more specifically described in the Activity
Agreement to be entered into between BFA and AID.

Upon written approval of AID, funds may be transferred from one
special account to the other; provided that not to exceed
$1.0 million equivalent in the aggregate shall be so transferred.

Disbursement from the Special Accounts for agrarian reform
support programs meeting the criteria set forth in Section 7. B
shall be made by the Grantee in accordance with such procedures
and at such times as determined to be appropriate by the
Grantee; provided that all funds deposited in the Special
Account shall be disbursed within eighteen (18) months from the
date this Agreement is made and entered into.

The Grantee will provide to AID, financial reports covering all
cumulative deposits to and disbursements from the Special
Accounts specified in Section 7. a. These financial reports will
be prepared and submitted as jointly agreed between the respon-
sible implementing agencies and AID but in any case, no less
frequently than every three (3) months. The Grantee will provide
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additional information and reports concerning activities related
to this Grant, as AID may reasonably request.

E. The Grantee will, at mutually agreed upon times, afford repre-
sentatives of AID the opportunity to observe activities financed
under the Special Accounts.

SECTION 8. Taxation. This Agreement and the amount to be granted
bereunder shall be free from any taxation or fees imnosed under any
laws in effect within the Republic of E1 Salvador.

SECTION 9. Use of Funds. The Grantee agrees that the funds provided
hereunder shall not be usad to finance military requirements of any
kind including the procurement of commodities or services for military
purposes.

SECTION 10. Records. The Grantee agrees that financial records
relating to the utilization cf funds granted by AID under this Agree-
ment and the funds deposited into the special accounts by the Grantee
shall be kept in accordance with the Grantee's usual accounting
procedures, which shall follow generally accapted accounting procedures.
A11 such financial records shall be maintained for at Teast three (3)
years after the final disbursement of funds from the Special Accounts,
and shall be made available at any reasonable time to authorized
representatives of AID for the purpose of examination and inspection.

SECTION 11. Communications and Language. Any notice, request,
document or other communication submitted by either party to the

other under this Agreement will be in writing or by telegram, cable or
radiogram, and will be deemed duly given or sent when delivered to
such party at the following addresses:

To the Grantee:
Address for mail and cables:
Ministry of Agriculture
Los Heroes Boulevard
San Salvador, E1 Salvador
To AID:
Mail address:
USAID Mission to E1 Salvador
American Embassy
San Salvador, E1 Salvador
Alternate address for cables:

USAID/AMEMBASSY
San Salvador, E1 Salvador
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A1l such communications will be in English, unless the parties hereto
otherwise agree in writing. Other addresses may be substituted for
the above upon the giving of notice. The English language version of
this Agreement shall be controlling for purposes of interpretation.

SECTION 12. Representatives. For all purposes relevant to this
Agreement, the Grantee will be represented by the individual holding
or acting in the office of the Minister of Agriculture and AID will
be represented by the individual holding or acting in the office of
the Mission Director, USAID Mission to E1 Salvador, each of whom, by
written notice, may designate additional representatives for all
pruposes other than revising project details. The names of the repre-
sentatives of the Grantee, with specimen signatures, will be provided
to AIC, which may accept as duly authorized any instrument signed by
such representatives in the implementation of this Agreement, until
receipt of written notice of revocation of their authority.

In witness whereof, the Repubiic of E1 Salvador and the United States
of America, each acting through its duly authorized representative,
have caused this Agreement to be signed in their names and delivered
as of the day and year first above written.

SECTION 13. Special Covenant. The Grantee covenants to cause the
Banco de Fomento Agropecuario to use reflows of credit funds provided
under this grant for future lending to the agrarian reform sector.






