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INTRODUCTION AND EYECUTIVE SUMMARY

A. Introduction

On May 6, 1980 the DAEC reviewed and approved the Agrarian Reform
Sector PID. Because of concerns raised over (A) the PID's incomplete
description of the overall reform program, (B) the relationship between
campesino owned enterprise and land-to-the~tiller components, and ()
the proposed AID development strategy in the sector, the Mission was
requested to submit a brief supplemental report.

This documeut is in reply to that request. The Mission found that
trying to answer AID/W's questions was a difficult task; to answer them
in a brief report we found impossible. In the process the brief supple-
mental report was converted into an Agrarian Reform Sector Strategy
Statement.

The Mission is submitting this strategy statement to AID/W as an
amendment to its 197/ Agricultural Sector Assesszent. That asseasment,
of course, did not deal with the present agrarian reform process, which
has since March 6, 1980 become the focal point of USAID/El Salvador's
progran. Similarly, because of the fast-breaking events in El Salvador
no review of the USAID/ES Country Nevelopment Strategy Statement, 1982-
1982, was held last spring. Our CDSS did not deal with the reforu
proceas, It ia hoped that the present document will at least partially
satisfy the need that the CDSS could not.

USAID/ES hopes that the analynin and recommendationns contained in
this document will form an adequate banis for the approval of a five-
year Agrarian Reform Sector Program Strategy for El Salvador and that it
will be convincing enough to induce a significant shift in A.1.D.'ns and
{indeed the U.S. Governaent'a. foreign asaigtance strategy in Fl1 Salvador,

B. Executive Summary

In pre-reforn L1 Salvador, the land tenure system conatltuted a
geriouns ohatacle to equitable developmeut. El Salvador's reform, which
already han affected 277 of the country's farmland, and vhich when fully
{mplemented will affect over 507 of it, has opaned up new opportunitiea. .
to {mprove land uae in order to expand production, rural employment and
{ncomen. A nuccennful agrarian reform may buy Il Salvador the time ft
neada, perhaps a decade or two, to nlov ita population growth, {nveat in
{ts human beinga, and to develop a viahle, efficicnt industrial ssctot,
El Salvador muat solve thene even nore fundemantal problems,
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Serious constraints still exist to making El Salvador's reform &
successful one, the most fundamental being financial. The cdsts of
implementing the reform, both financial and from a foreign exchange
point of view, are substuntial, around one billion dollars over the next
five years. There is no pogsibility of financing any significant part
of the cost of reform implementation with internal resources without
driving the country into hyperinflation. The need for foreign exchange
to finance the reform, reactivate the economy, and reestablish E1 Salvsa-
dor'e international credit rating are between $350 and $400 million
dollars over the next two years. And finally El Salvador's external
debt service ratio is so low that if the risk that commercial lendera
perceive about El Salvador's future could be overcome, fhae GOES could
borrow around $2.0 billion commercially over the next five years in
order to rebuild its ecomomy without its debt service exceeding 20% of

exports.

Iomplementation of the Salvadoran reform is also facing significant
institutional capacity constraints, and is also experiencing problems in
the policy'Eﬁd”prdécdurég'iféil With regard to the latter, USAID/ES has
quietly, but deliberately, worked to open up channels to trust with GOES
policy makers, in order that effective dialog on policy issues can take
place between GOES and AID officials. The GOES requested that AID
supply significant technical and financial assistance to help in formula-
ting reform procedures and to alleviate the inatitutional constraints.

AID should enthusiastically support all phases of the reform by
supporting El Salvador's initiatives to increase production income and
ecploynent, to entablish beneficiary rights and rasponsibilities, to
establish viable, self-sufficient, and participatory farm busineasas,
and to inveat in its poor human beings, connerve its natural resources,
and lower its population growth rate. There in alpo an {mportant need
to ruactivate El Salvador's industry and comerce and to reentablish the
confidunce of the private sector.

To achieve thenme objectivesn UISAID/ES ia proposing that over tha
next five years AID make available to Ll Salvador a total of 5425 million
{n bilateral anaintance, or an annual annistance level averaging 385
willion, of which some $50.0 million would bs used tc finance reform
activities. The balance would be used for complementary social service
and employment creating programs {n both the urban and rural sectors.
Bacause of the tremendous foreign exchange gap and because nmacro-
sconomic needn will not coincide with the logic of projectired assintance,
the Minaion in propoaing that all USAID/ES activitiea, axcept population
ba funded by a combination of ESF and PL 480 remources.
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To complement the above and to turn El Salvador's low external debt
service ratio into a positive asset, the Mission is proposing a new
foreign assistance instrument—-an AID Commercial Lending Guarantee
Prograp for El Salvador. Concretely, it is proposed that legislation be
introduced to permit AID acting on behalf of the USG, to guarantee up to
$400 million of new external debt which is either incurred or guaranteed
by the GOES during FY 1981 and FY 1982,

The USG should, of course, continue to prod the multilateral banks
to take a more active posture in M Salvador, but if they do not have
the appropriate mechanisms or the will to do 80 AID must do the job.

The Salvadoran reality includes a damaged economy, grinding poverty,
civil disorder, massive unemployment, violence and the threat of violence,
It includes a private sector that is increasingly accepting reform, and
i@ now willing to work; it however, also lacks resources.

The Salvadoran reality is now also characterized, however, by a new
hope in the countryaside—albeit pingled with fear and insecurity; by a
few work mystique among ISTA and MAC field staff, by tears in the eyes.
of old colonos as they witneas the formal installation of their associa-
tion's new Junta Directiva; by a fierce determination on the part of
pmany campesinos to work to make a reform that is increasingly theirs a
reality; and, tinally by a small, but growing group of noble Salvadorans
who, even though they could fly to Miami or Costa Rica when their lives
are threatened, continue to vork fourteen hours a day, seven days a veek
to make El Salvador work again, to make their reform a reality, and to
make their country a freer one and keep it that way.

It is for the latter realicty, au well as the United States' own
gelf-inrarent that Ll calvador's agrarian roform meritas AIn'a full support
with approprinte funding inatruments and levels to do the fob. If
others will not, or can not help, then we muat do the job alone. 1f we
do not, or allow our {natitutional inertia to get in the way, then Fl
Salvador could become a major U.S. foreign policy disaster. ‘e helped
rebuild a war-torn Furope after World Var II, Suraly we have the abilicy
and capacity to make available appropriate levels of effective asaistance
to El Salvador today.




1., The IMPORTANCE OF AGRARIAN REFORM FOR EL SALVADOR'S DEVELOPMENT

A. The Pre-Reform Agricultural Sector

Approximately 1,450,000 hectares (70%) of El Salvador's total
land area of 2,098,000 hectares ig in farms. Of the farmland about
662,000 hectares are in crops, 553,000 in pastures, and the balance in
mountains, woods, and other uses. Except for urban land, non-farm land
is primarily mountainous, some forests still remain.

The national population is approximately 4,500,000 of which
about 2,700,000 people (60%) are rural. Thus the available farm land,
including marginal land, is aporoximately two-thirds of a hectare per
rural inhabitant; considering only crop land, there is less than a
quarter hectare.

For El Salvador's rural poor, about 2.1 million peoile, limited
accees to land, small farm gizes, insecure and coastly tenure, and poor
land quality, constitute important strands in the web which have kept
them in poverty.

Close to 740,000 people, about 15% of E1 Salvador's rural
poor, depend exclusively on the wages of agricultural labor. Most, when
employed, earn less than the official minimum daily wage of ¢8.16, 1/
About 837 of El Salvador's farms are too snall to provide the famil{as.
who work them with sufficient income to rise them abaove the absolute
poverty level (even vhen off-farm inccme is counted).2/

In 1971, 70.7% of the nation's farms were smaller than 2.0
Has., and 66.7%, smaller than 5.0 ilas., Small size, moreover, vas compounded
by the predominance of tenure forma other than simple ownership, esprcially
among smsller farms (see Table 1), Land rental was the most common non-=
ownership tenure form in 1971. Colonia, a system under which large land
owrers let farm workera living on the land to grow what was usually a
small subsistence plot in exchange for services and/or a share of the
crop, was still an import~ C tenure form in 1971 (6.3% of farms) but wvas
even then less important an in 1961.3/

17 ¢0.16 at the official exchange rate of 2,5 equals §$3.23; at the .. ...
"free" markat rate of 3.3, the aquivalent of $2.47. A small
percentage of organized farm workars earn up to €11,

3/ USAID/El Salvador, A ricultural Sector Assessment, pp. 4% and 50,
Absolute poverty leve as per capita incomes belov $130
(1969 dollars)

3/ In the 1961 Census, Colonia was the tenure form for 24,6% of farms,
Other forms such as fres une and simple rental have apparently
{ncreaned at the expense of Colonia. A recent study indicates,
however, that lebor obligations are still a factor in the tenure of
poma 607 of rented farma and that share-cropping alwo continues to be
important.
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According to the census, simple renting, alone, 2T in combina-
tion with an owned plot, was in 1971 the most common tenure form for
farms smaller than 5.0 Has. 1/ Maximum rents were regulated by decree
and the conditions of lease by law.2/ A March, 1978 decree, for example,
fixed rents for Class II1 and III 1and at $86/Ha. for eight month's use,

gice 1and rent averaged around >71/Ha.

That small farmers paid such high rents for often poor land is
an indication of overall leud 7 ‘ry. Lland purchase prices were
correspondingly high and long- . . credit for land purchase was not
available. Purchase thus was not usually an alternative to renting for

the poor.

Land Ownership as a Function of Farm Size

ize of Holding Percentage of Farm Units
(has.) Completely Owued

Less than 2.0 24.9

2.0 to 4.9 53.2

Over 5.0 79.5

All farms 39.9

SOURCE: Derived from 1971 Agricultural Censu..

Land distribution in El calvador was quite skewed. In 1971
the agricultural census indicated that the 19741 farms larger than 100
Has. (0.77 of all farma) had an area of 409,462 Hnu.l/ (28,2% of all
farm landa); at the other end of the spectrum, farms under 2 Has.,
numberaed 191,527 (70.7% of all farms) and had 151,326 Has. (10.4% of
farm area). Similarly, the 202 farms o’er 500 Has. (0.7 of all farms)
had an extenmion of 218,641 Has., an area greater than that of the
216,874 farma under 3 Has. (over 807 of farma) which only had 212,571
Ham. A factor which aggravated the aituazi~u that larger farca contain
wont of the country's well vaterad, more fortile, and flazter landsy
gnallar farma tend to be in hilln, marpinal areaa.

1/ A cenmal defin{tion ~roblem may exint here hacause a recent sacple
atudy in the orfente {nd{cates that only about 210X paid cash rent.
2/ “he proviaicns of that lav require, for example, that a vritten
thiee-year automatically renevable lenge be executed, Tk~ lav {a
wideiy ignored.
3/ Voldingm, an oppoasd to farma, over 100 haw., are eatimated at
approximately 525,000 haw,, or 6,2% of the farm land,
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The skewed distribution of ownershipl/ also contributed to the
underutilization of scarce crop land and soil degradation. Although in
El Salvador the area in crop3 i. roughly the same a8 that which is
guitable for crop production, there exists an estimated 150,000 has.,
now mostly in pasture or in fallow on larger farms, which is apt for
crop production. A cerollary is that there exist some 150,000 has. in
crops on smaller faime which are not apt for cropping. Over 80% of the
land on farms smaller than S has. is cropped, while farms larger taan
100 has. only crop about 40%. Both idle lands and natural pasture rake
up much rreater percentages of larger farms than of smaller farms,

The lend tenure situation in E1 Salvador has adversely affected the
well-beicg and inccmes of the rural poor and has frustrated efforts,
both their own and those of others (including the GOES wnd USAID), to
improve their aituation. A few examples:

== Land rental charges in the §70-80/ha. range have a serious adverse

' {mpact on the incomes and capitalization of small land renteru.gj A
$140-160 rent f{or a two-hectare plot is considerable compared to
the $600-5700 of net farm incoze from that plot if planted to cornm
and beanus.

e Small farms can not abeorb available family labor. The USAID/E1
Salvador Agricultural Sector Ansesasent pcints out that high atruc=
tural (ard not only sezgonal) labor underutilization occurs on
farms emaller than 10 has. and that the smaller farms are, tha
greater the underutilization, According to an 1LO study cited in
the USAID Annesament, £1 Salvador has the highest rural labor
underutilization in latin America, 4772,

== Insecure tenure and land renting are chatacles to capitalizing the
pmall frrm., Although permanent and aspecialty crops of fer a much
higher return per hectare than do the traditional baeic grains, the
larger investwment generally {nvolved ii eatablishing them cannot be
justified if tenure {p {nnecure, cven 1f a suall producer could
afford to pull land out of nroduction on an already wszall farm
unti{l permanent crops generate income.

T7 vlatii{bution in Salvador wams not that akaved, relatively apasking.
The Gin{ coafficient in 1950 wan .83, Pranama (.7)), Hicaragua
(.74), Hondurae (.76), the pominican Fepubliz (L H0), and Uruguav
(.B2) had mora equal land diatributionn than ¥1 Salvador in 1980.
Brasil (.84), Columbia (,8%), Argentina (.86), feuador (. B4),
Guatesala (.R7), Perd (.687), Conta Rica (.90), Venaxuala (.91),
rhila (.94 and Bolivia (,04) had pove unequal land dlastzibutions
in that year (¥, leligaon, 19A0, quoting Ruanet, et al., 1964),

3/ f.and rentela are, hovever, probatly a ahort-run apur to higher
output ana land utilizatfon, O the orher Yand, a akeved land
distribution and tenurs {nsecurity leada to artiffcially high rente
and short-tun aver-uti{licwtion, Recauss the rentar in forced to
becoms a shori-ters waxinizer, over-utilization raaultn in aroaion
and resourca degradation and in the long-run, lower output,
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== Numerous at.tempts to extend credit, technical aszlstance, OT public
services to a larger percentage of farms have bear frustrated by
small farm size or tenure relationships. Servicing larger farms
with services related to producticn is generally institutionally
more coast-effective than parvicing rwaller ones. Tenancy may also
pose other problems. For example, on wmany of the Jarge haciendas
in El1 Salvador which have resident tenants, public services cuch as
electricity, potable water, schools, and clinica have not been
extended. On those having concentrations of larie tenant popula-
tions, these services could have been providad ia a cost-effective
manner. Often the state did not providz them because their provi-
gion was seen as the responsibility of the patron wvhosu property
vas improved.l/

== Pxtension efforts to encourage soil conservation or the planting of
permanent crops on rented hillasides for conservaticin reasons vere
often fruatrated.?2

In short, access to land, farm size, insecure or costly tenure, and
the quality of the 1snd constitute an inter-related set of factors and
{ncentive system which have helped to keep the rural poor in their
poverty. Because of the property relationahips of the poor to the land,
the "capitalization' of the poor, both financially, physically, and from
a human capital point of view has opeen inhibited. In addition, environ-
mentally unsound land use wan foatered.

B. The Reform's Development Potential

Land reform has opened up nev opportunities to improve land
use in Fl Salvador in order to expard production, rural ezployment, and
{ncomes, Good, tilladble land, either unutilized or marginally utilized
for pasture hecausas of the tenure pyatem, can now be cropped. Similarly,
there is also much land ton steep for efficient production of annual
crops (thcugh soue is used for them) that would be better auited for
coffee and other tree crops. There are also opportunities to improve
the ure of land through {rrigation and other land {mproveant pPrograms.
Agrarian reform, therefors, will involve more than taking over existing
production; it wvill be an cpportunicy to {ntenai{y the use of land,
increass the natiunal product and {ncomas of wmall farmars, and expand
ezployuart opportunities.

17 Tax incentives Jid exist to uake such investmants,

2/ foma owvneras did enforce cartain coussrvation practices on the land
they rented out, A common prohibition vas against burning.
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Agrarian reform holds these promises because the land tenure

system has posed a considerable obstacle to eliminating absolute poverty
in Pl Salvador (and often in developing projects it was not adequatcly
considered). 1t is pos..ble, however, to exaggerate the importance of
the tenure system in relation to other, and perhaps even more fundamental,
factors contributing to rural poverty. Among others these are: 1) a
high rate of growth in the rural labor supply, 2) little slack in the
supply of non-labor agricultural resources, 3) limited good employment
opportunities in other sectors; and 4) the low level of investment in
vural human beings. Land reform is not a panacea nor will it resolve
once and for all the problems of the rural pcor in El Salvador. In
order to realize the deveiopment potential of the land reform, it must
be well implemented, supporting services have to be efficiently provided,
sound policies adopted, proper incentive structures developed, adequate
capital must be provided, and collateral social investment realized.
The foregoing require the reeatablishment of civil order. [Perhaps the
most important factor in the reform's succesas will be the human facter.
Hucan akill, vigor, effort, ability, organization, and management will
be the key.

A successful agrarian reform may buy El 5alvador the time it
requires to alow its population growth, to invest in its human beings,
and to develop a viable, efficient industrial sector. During the time
bought, perhaps ten or twenty years, [l Salvador must resolve these
fundamental problems. Doing so way enable it to step back from the
brink of the almoat Malthusian cataclysm on which it is tottering.

1I. F1 SALVADOR's AGRARIAN REFORM PROGRAM

A Furlier Ifforta at Reform

The Governmant of Ll Salvador has long been avare of land
tenure as a social and political iessue. An agrarian reforn agency was
established in 1932 in tha aftermath of a large-acale campesino revolt
vhose supprenion resulted in a very large numbar of cawpesino deaths.

The sgency han since gone through several changes of nana, organizational
structure, and operational msethoda, The praesent organizetion, created

on June 6, 1975 is called the falvadoran Instituta of Agrarian Transforma-
tion (ISTA). 1GTA's general ohjactiven are to rainme tha nocial and
aconomic leval of the small farner through the proviaion of land, tachni-
cal assintance, credit and other bean{itn an well an tn increame agri-
cultural production and productivity {n genaral, USAID/LY attecpted in
the middle 1970'a to develop a project to aupport ti.e nawly creatad I15TA
{n {ta land acquin{tion and aattlement progran, I15TA'w predecassors had
acquired 67,711 hectares of land, ANT of which vaa adjudicatad to 10,700
fanilies over a period of 4) yeara, In 1976 vhen 15TA announced that it
planned to expropriate some 56,000 Hae, of good land {n the Usulutén
area, renintance developed end the GOES leginlature curtailed ITTA's
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legal expropriation powers for the project. AID at that point stopped
actively "pushing" an agrarian reform program but continued to be alert
to possible forms of supporting a veform effort. ISTA, on the other
hand, continued to acquire properties through voluntary sales and by
June of 1979 it had acquired nearly 14,250 has. From 1932 through June
of 1979 ISTA and it's predecessor agencies had acquired 82,165 has. of
land of which 61,650 lL.aa. was distributed to 14,563 beneficiaries.

B. The Reform's Dimension

On March 5, 1980 the GOES with its Decree 153, Baaic Agrarian
Reform Law (Annex II-A), initiated El Salvador's agrarian refoim, and
less than two months later, it can already be classed as among the most
fundamental reforms ever to be undertaken. i/ The law decrees affected
all land holdings used for agriculture, 1ivestock, and forestry which
exceed the ceilings of 100 hectares of lands classed as I, II, IIIL, or
IV, and 150 hectares on lands classed as V, VI, or VIL. All land apt
only for forestry (class VILI) are affected.2/ In addition, holdings
under the ceilings can be affected if any one of the following five
criteria is not met:

1. land is worked directly by its nwnei;

2. uminimum productivity levelso are maintained;

3. st~te agricultuial plans ave followed:

4, soila, water, and other renewable natural rescurces are
appropriately managed, conserved, and protected; and

5. labor and social security lav are complied vith,

The law atates that criteria 1, 7 and 4 will be regulated by
{mplemei.ting regulations. Criterion | was amplified by Decree 207, the
so-called "land to the Tiller" lus, which s further dimcunned below,

The banic law further provides the authority and genaral
procedurens to be uned in expropriating land, maken corpansation provisions
for aasigning the properties to campeasino groups. The cumpenino organiz~
ations to which the land {as assigned must be constituted excluaively of
landlesa c-gganincn be they nalaried, rentera, sub-renters, share-
croppers, colonos or campeninou posseaning an amount of land that {a
{noufficient to reet thelr bapic needs. Prefarence {m to he given 2
thoss whio hava vorked on the acquired lands for at least one year as

L? atound 271 of the country's farm land has been affected to date} vith
the complation of Phawe 11, over 50T will be affected,

2/ tand claunen are the nane an those ured by the USDA foil Conservation
Gar-ice,
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renters, colonos, share-croppers ot in other dependeat forms. In special
cases lands can be rssigaed to family or solidarity (jointly and severally
liable) groups. The lands acquired are to be administered jointly (cc-
gestion) by the State and these campesino groups, with the co-cestion
system lasting until the new groups are trained to administer them.

. The income generated by the properties is to be digzributed in
the following order of priority:

1. Payment of production costs;
2. Satisfaction of basic needs of beneficiary family groupsj
3. Payment of the ISTA's "agrarian debt".

Any surpluses are the subject of special treatment in order
that they may be justly distributed within the affected zome with
attention to the interests of the national econouwy and in order to:

1. Create a reasonable margin of savings foi all the bene-
ficiaries in the affected zone;

2. Develop social programs for the community; and

3. Develop other types of productive projects.

With regard to beneficiary rights and responsibilitiea, it is
also important to focus or what the law does uot state. The law, for
example, does not provide for ownernhip of the land by the _ampesino
enterprise. Similarly, the lav does not state who determines how the
distribution of enterprise income in to be rmade.

The above questions and many others vill have tc be sorted out
latar, either by lepal modifications, by implezenting regulations which
are still being formulated, through practice anu precedent, oOr by local
decision. Had the GOES walted to work out these detailn, Lhe agrarian
reforn would probably not have taken place, or altermatively, would now
be so begzed down with rules and regulations as to be hopelassly hanm-
strung, To say that agrarian reform ie a dynamic process is perhaps 8
cliché bur that doea aot make it any less true. For exazple, the GOES
during one week in May {noued three decrees dealing with the reform, HNo.
220, YNo. 221, and lo, 222.1/ These dacrees, respectively, deal with
bonds for compensation, the forming of carmpenino groups, and technical
modificationn to the baeic lav. uimilarly, comaisnions have been formed
to attempt to plan {rplementation of the land-to-the-Tiller decree (No.
201)2/, to draft a nevw comprehensive lav, and to attempt to correct
orrores and perfect ayntena.

Y7 Annexea 11.h, 11.L.,, and 11.F, renpoctively.
1/ Annex 11.C
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In this process of reform implementation forces both inside
and outside of the GOES are attempting to influence outcomes. Some,
acting on the basis of their ideological pre-conceptions or the experi-
ences of other reforms, are pushing for their ideals; others are defending
their self-interests of those of their institutions or group; still
others are trying to perpetuate a legal system that has evolved over
centuries. ~ e have unknown or undisclosed agendas, and many are reacting
to the situation as they perceive it. The actions of all, including
those of GOES institutions, are tempered by the Salvadoran reality which
includes civil strife and disorder, a lack of resources, a depressed
economy, a certain amount of personal risk, institutional inertia,
insutficient communication with field levels, the agi¥cultural calendar,
and the decisions already taken.

B. Phasge 1

On March 6, 1980, based on Decree 154, ISTA, leading 800
agricultural sector technicians and backed by the millitary, intervened
279 holdings believed to exceed 500 has. Presently, ISTA has 238 of
thece propertics, having an avea of 251,000 has,1/ The exact nunber of
bene .ciaries is not known but is cstimated at 62,000 families (372,000
persons).

To date, ISTA's principal objective on the Phase I faims has
been to minimize disruptirns to the productive process and to keep the
cacpesinos on them working - a very reasonable short-run objective given
the increasing levels of civil disturbance and the otate of the economy,
but one which could have long-run prejudicial consequences should carmpe-
sinos become accustomed to year-round work regardless of the productive
processes' labor requirenents.

The area intervened under Thase 1 conatitutes sonme 14% of El
Salvador's farm land and is estimated to contain around 147 of the
countrv'n coffee hectarage, 31% of cotton, 247 of mugar cane, 18T of
rice, 13% of corn, 5.2 of sorghum, and 7% of bean:. Thene lands then
arc important producern of export crops but grow only a srall percentage
of the basic graina. With nowve poaaible exceptions in strifetorn areas,
hacienda oporations are proceeding relacively normally, and on poat
production {a being paintained. USAID ntaff cembers have vinited some
farma on which noze naw areas had been planted, aspecially to corm.

To date, an important factor in maintaining in oreration the
Phase 1 haciendan haa been overdrafta by ISTA on the Eanco de Fomento
Agropecuario (1A} of at leant $15.0 pillion and a similar arount of in-
kind production credit. Reporta have reached USAID that administrative

17 Principally becaune wany transactions had not been regintered, but
also becaune of technical cadanter problema, 68 properties having
16,200 has. had leas than 500 han. or veve roned urban and should
not have been {ntervened. Thirty-three of thene properties verle
returned jrzmediately and eighy later. Thua, 37 of the propertien
nov held are under 500 han, Decree 236 of May 2% authorizes their
pochase in accordance with phase 11 erea (25 caah), An unknown
nutaer of holding over %00 ham, peyhups 12, vere not taken i{n areas
whare the catanter vas incomplete and in "1iberated' areas, These
will be takan in 1081,



-9-

controls on these funds are inadequate, and moreover, no decision has
been made as to who will amortize these overdrafts and how.lj

1t is not clear how important the MAG-1STA presence has been
in maintaining orderly operations of the farms, nor, on the other hand,
how important a factor the presence of wany of the farms' old managers
has been. Decause many of the MAG technicisus have now been withdravn -
and one ISTA technician will stay on each farm - it may soon be possible
to arrive at a concluaion. To minimize the effects of this transition,
pev managers are being hired to replace those dismisaed by the campesinos
on some farms.2/ Thase changes are being made to enable the MAG to
perforn its ordinary functions and in order to prepare for Decree 207
implementation and Phase 1I.

In spite of some of the problens encountered in Phase I, to
date, it must be qualified as a success. In fact, it is surprising that
given the turmoil in the countryside problems have not been more serious,
It is too early to judge how the reform farms will do with cotton,
perhaps the cost technified crop in the sector, because planting is
normally from the middle of June to the end of July.3/

C. Phaue 11

Convaersationa with GOES officisle indicate that Thase 11, the
acquisition of farms between 100 and 500 hactares, will not proceed in
the saze manner as in Phase 1 vhich stretched the operational capacicy
of ISTA and other HAG entities to their limits. 1t is clear that the
{ntervention of perhaps ten times the number of farms than {n Phaee I
could not be managed by the sector and that the basic law calle for a
diffarent acquiaition procedure. The tining and mechaniuza for Phane 11

17 Totentially, amortization of these advances constitutes a very
pnerioun probles. Many expendituren vere {ncurred that vere really

of a faro ieprovemant type, €.R., paying ex-colonos to fix fences,
paint treeu, and izprove roads, Thess types of axpenditures are
not properly charged againet thia year's production and should
tharefore not be tranaferred to the nev annual crop credit lines to
vhich they may be passed. A posaible solution: meptrate thase
expenditures from this year's annual crop credit and incorporate
them into the costw of property acquinition (i.e, into the long~
term agrarian debt),

2/ The Ynew' managers being hirad are {n fact costly "old" manajers
from other fares. What {n developing sppeara to he a manager
“recycling” aystes, Necauns moat phase 1 far=a vers ovned by

abaentes owvners, the “racycling” of theme zanagera ta doubly isportant,

They vere key in making the farea function and conatitute an {eporeant
pool of management talent. A caveat must be edded hare, They vere
aftar all "firad” by the cam esinos., They nav rtequire conaiderable
“rawducation’ Lecause the clasa o people vho they formerly told
wviat to dn will nov be theitr hosees (and am bDanagers of the farma,
they vill nov have 0 organize tha vork of their nev Lhosnes),

Y A of the uidale of July, cotton production ie satisated ot 70 to
802 of 1979, with moat probluss heing {n phana 11 forme,




are nov under discussion at high levels in the GOES, but they are still
to be dafined. One model that is being developed is the operation of
Phase 11 by regions over a specified period vhich would permit a more
orderly, logistically more simple process and vhich might give a certain
security Lo the operators of farms not yet intervened.

Tha problem of the insecurity of the owners of farms in the
100-500 has. range is a serious one. These farms, which comprise about
340,000 has., about 217 of Salvador's farm land and are the backbone of
the export economy. The insecurity of thair owners nay result in poet-
poned planting, decapitelirzation of the farms, etc. The GOES hes attempt~
ed to assure these ownars that intervention has ended for this year and
strong incentives do exist for planting. Firsc, the basic law grants a
202 larger reserve to those owners vho do not decapitalize and caintain
production, as wvell as, 100X cash compensation for improvements made
after March 6; and second, thare is alvays the possibility of expropria-
tion if landa are left idle.l/

come GOES officials point out that Phase 11 is already atarting
{n that numerocus offers to sell have been received {roo Thase 11 owners
and because the 37 far=s under £00 has., mistakenly taken under Phase 1,
are being acquired.l/

\ere are probably cany, {ncluding the landowmers, who vish
that Fhase 11 wculd go avay, especially because the GOLS has atopped the
{rterventicn proceas and haw nct yet arrived at a firm plan for ita
rasuzption. The Misaion considers ¢ probable, hovever, that Phane 1I
vill takc place {f the present governzent stays in pover, and highly
probable that Fhane Il vill not take place like Phaee 1, with masaive
{nterventicns, [n any case, paintaining reasonshle levela of production
and exporta requires that Phaee 11 owners underatand the rules of the
gaca., At present, they do not seea tO,

D. llecteea ?01

Decrae 207, the nc-called land to the Tillar law, expropriated
all lande that are not directly erploired, {.e., through renter, share~
croppar and tize purchase agresxente. his decres vill benefit spproxi-
pately 160,000 farn fanilies working perhaps some 100,000 has, This law
unlike Decree 19) provides for the transfer of property rights of up to
seven hectarss 'o those who wvorked the land in 1774, The procedures for
paking these righte effective l.ava yat to Le setablished.

17 AD offictals have heard that unplanted cotton lande vill b2
sxpropriated aftar July 30, 1t this vere done, it would be possible

to plant at lasaf & cogn crop on thase lande (the poetrara) thie
yest.

ll Farne taing voluntatily sold ate Lelng turned over (0 democratfc
farnar uhicna suih Ae res,
Hopw seventesn phase 11 farme have allteady baen volunterily turned
over by thels evnera (with 15TA conrurvence, byt pot putchisee) by
depoctatic fageay unfvns auch ae ped, ACOFAYL, ete, Many afe in
"hot" ponea and pethape 10 wore of Sheh affers to sell have hewn

Q‘d’ n 1;?'\0
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Decree 207 is a radical departure from past experience, and
was imposed on an unsuspecting bureaucracy and an unknown number of land
owners. It is meeting with a great deal of resistance, in part, because
of certain technical flaws. For example, the decree appears to lock the
actual pattern of land holdings in place for the next thirty years
because it forbids sale or rental of the newly acquired parcels during
that period not even with ISTA permission. Yet, oany ‘campesinos are
renting very small parcels from various landlords (due to past hesitancy
to rent more than a very small parcel to any one campesino), and a land
consolidation program could prove highly desirable. Although the facts
are perhaps exagerated by the law's opponents, campesinos do rent land
from one another, from family, and from otherwise incomeless widows and
orphans.!/ Similarly, the law charges ISTA with its execution even
though ISiA's capability to implement what it is now charged with, not
to mention Phase 11, is far in excess of its capabilities.

Berause of ISTA's strained capabilities, the GOES ordered ISTA
to take no steps towards implementing the law but did name a cocmittee
to plan for 207 implementation not using I1STA. 1t alao commissioned a
legal drafting effort to integrate the reforn's separate laws into one.
The "integral" reform lav has now been drafted and is being studied by
high GOES officials.2/ The ISTA institutional overload and the legal
drafting exercime have caused aignificant and damaging delays in Decres
207's implementatinon. The decree's implementing regulations have yet .

17 Some other techrical problems: What happene to fallow arcas (vhich
vere perhaps not rented) in what haws evolved from a alash and burn
systen? MHov doea the COES collect the land amortization payments
vhen studies show that only about 25% of the "rentern’ paid cash
rentas, othars sharecropped (around 302) and/or exchanged their
labor services for the land and only 25% marketed their aurpluses?

Some 40T of the ''rental' arrangements involve a labor service
obligation of some type and alzont all work for the owvners and are
paid cash for that. Will thowe “rentera' riask unesploycent to
clain their rights undar lecree $207 given high uns=ploynent leveln
and the fact that vost of thelr income {s not from their plota?

2/ Although the proposed lav in raported to have certain good pointe
{n relation to ths cazpesino organiczations, {t would aignificantly
raduce the area affacted by phase 11, and reportly wvould “gut”
Decree 207, by means of various disponitions, vhich vhen taken
together, vould reduce the nuaber of 20° heneficiaries significantly,
perhaps even dowvn to 20,000, Aside from the 207 "gutting', the
draft lav reportedly vould requirs a lot of further vork to isprove
on the present legialariont it {a unlikely to be approved by the
Junta, vhileh did pane the original decreas, vithout significant
podiffcation,
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to be issued and detailed implementation planning is still required.

There is little doubt that these delays and proposed legul modifications
constituted a concerted effort on the part of certain high level GOES
officials to emasculate Decree #207 by reducing its coverage. Fortunately,
that affort has not been successful.

On July 11, 1980 the Junta Revolucionaria de Gobierno issued
clear and unequivocable instructioas to the MAG to proceed as quickly as
possible with full scale implementation of the original law's concepts
and it rejectad alternative proposals to scale down Land to the Tiller's
coverage. The JRG did agree that ISTA should not be the .mplementing
entity and inscead accepted a MAG suggestion that the extenion service,
CENTA, the community development entity, DIDECO and the now functionless
Inspactcrfas Agrarias ceam up for the field effort to implement Decree
J207. The mortgage banking functjon would be handled by a nev institution
which would acquire the ascets of COFINTA, a nov obselete institution
that had been charged with financing land parceling, COFINTA has several
highly qualified employees, $4.0 million in cash and a $40.0 million
bonding authority, but it never started operations.

On July 7, 1980, the Minsion received a requent from COFINTA
(Annex I1) for technical assiatance in the technical and administrative
organization of the {nstitution which ia presently called COFINTA to
"nake it adequate to the functions and reaponaibilities which vill be
assigned to {t." In Mission conversations wvith COFINTA representatives,
they indicated that such assistance would include advice in drafting new
COFINTA legislation and {ta syatems -- {n short, the whole institutional
design. Various namea have been proposed for the nev {inati{tution, among
others: (FIRATA (rejected), PENSUFINCA, CONSUFINCA. Yo naze has been
choven yet. The MAC has also requented technical assistance and has
asked the Mismion to plan for operational support for immediste Decres
207 igplementation., The Mission after having offered thie rechnical
assistance is nov attezpring to find appropriate advinors.

The potential for abuse and even higher levels of terrorist
violeuce is great {f the increased aspirations, and indesd rights, of
forzar renters and sharecroppers arvre frustrated, The creation of an
imposaibly coeplex land regiatry snarl as pethaps 200,000 or e<.s parcels
suddently need definition, reglstry, and mOrtgage managezent fu a real
posaibility, Gistlarly, credit, input delivery, ané espacially narksting
systeas tuat he created for the beneficiaries wvho fornerly, in many
cases, depanded on their patronos for thase services. lecause of the
problems associated wvith ir, Decres 207, more than any other area in the
raform, nesdn inmedisie attention and s greater varfety of technica)
sdvice than it Ss nov receiving,
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II1I. MAJOR CONSTRAINTS

A.  Finencial

1. Costs of the Reform

There sra no cut-rate agrarian reforms, and El Salvador's
will be no different in this regard. Although the GOES Ministry of
Planning is presently preparing an Agrarian Reform Plan, which will be
{gsued in 60-90 days and which will estimate the reform's financial
costs, to date, no formal GOES cost estimate has been made. There have,
hovever, been sone preliminary estimates of the reform's costs. Ome, done
by ISTA in March, estimated the total cost of the reform's first phase at
$1.2 billion, of which $586 nillion was for the compensation of former
owners. ISTA's calculation probably over-estimated former owner compensa-=
ticn, included large expenditures for housing and basic services
(5289 =illion), and did not consider that & substantial portion of the
$250 million it estimated as the credit need vere not new resourceds.
ISTA's prelininary estimate had no time dimensa‘on, did not contenmplate
the costs of Phase 11, nor of "Land-to-the-Tille " which had not yet
been decreed. A first-year eatimate of the coatn of the reforn was nade
recently by a noted agrarian reform expert in a presentation to AID/W.

He ea~imated the first year's cosat of the reform as being approximately
§220 million, of which $75.0 pillion vaa targeted to improvecents in
housing, education, and health, doth these atteopts {1luastrate the
warards of quantifying the unpredictable based on incouplete informatiom.

In apite of these hazarda, the Mispion has attemptaed a
prelirinary entizmate of the coats of the reform cver the 1080-84 period.
In evaluating the estizate the reader is varned that {t {s the Misaion's
Lest gueus and that ft e Lased on a series of amsuzptions about baaic
COIS docinfona which have rot yet heen taken, In order to estirate the
coats of a minimuz progras the following assuzptiona were made:

a. 1t van aseused that the COXS wvil)l {mplement PThase
1] over a three-year period atarting in 198]1. TYaoter implementation of
Phase 11 wvould have higher financing requiresrnts Lut perhape lover
sconozic costs (to the extent that Fhane 11 fares are bLeing decapitalired
at present and hiacause of present owmer uncertainty)]

b, The eatimale assusmed that the COLL vi{ll want to
pove to definitive titiling of “pLand-to-the-Ti1ler"” as quickly sa poasibley

€. 1t vas assumed that the GOES will Jefar the bulk of the
reform sector's norely needed social service inventments to the 19851990
period. A minimsun anount af thess sxpenditures vould Le made eatrly in
the period with amounts tncreasing at its end,
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Clearly, differing assumptions wculd lead to somewhat
different expenditure levels, but nevertheless, the bulk of these expenses,
at least those directly related to the raform are "jocked-in". Major
variations could occur in social service expenditures related to the
reform sector. Those {ncluded in this estimate are considered to be
the minimum possible given the caggesinos' human decapitalizationm,
their increased aspirations, and the need for short-run improvement in
their situation.

The Mission's best estimate, which is presented in Table 1,
is that the minioum Agrarian Reform program will have financial require-
ments of over the equivalent of a billion dollard (51,032 nillion)
during the next five years. Some $389 million would be destined for
new agricultural credit, $286 million jn cash compensation to former
owners and agrarian debt service, and $356 million for reform development
and support, which includes $255 million for the areas of comdunity
development, health, and education.

The foreign exchange needs of the agrarian reform are
also quite significant. In Table 2 they are entizated to exceed 51.1
billion over the next five years.l/ These coats will, of course, be
pore than cotpensated for by the exportable products that the sector will
produce. Still, rhould there be serious foreign exchange shortagen ove:
the next few years, they could cause shortages of needed agricultural

inputs.

2. The Reform's Financiug

a. Internal Hources

It should be noted that the financial cost of the
raforn will not be borne entirely by the COLS, but vill be ahared by
the cacpesinos as they and their enterprisas service and amcrtize the
wagrarian debt,” Thus, {n order to eatizate the refora’'s financisl
cost to the COLY and the banking oysten, aome entimate wust be wade of
the contrilution by the reform's bensficiariaa to the sarvicing of the
“agrarian debt." YGuch an eatisate i nnt an easy one becaus naither the
structure of the agrarian deht not {rn amortization achadule are firm,
The Hisaion'e hest eatimate of the cappesino contribution (5210 sillion)
{s also prenented In table 1.

17 Yoreiiun enchange coate cxceed the financial coate hacavuse annual
agricultural credi genarates foreign sxchange dumands of about
171 ste amount every tiss it {e relent, Thus over & tive~yoar
perivg, the foreign exchange demand ganorated is squal to aheut 873
the seount of credit,



PRELIMINARY PROJECTION OF
REQUIREMENTS, 1980-34 (MILLIONS OF US

NEW CREDIT RESOURCES1/

COMPENSATION Of FORMER
OWNERS (CASH)2/

REFORM DEVELOPMENT &
SUPPORT

Land to the Tiller
Implezentation

Reforn Training & T.A.

Farmer Organizations,
Phase 1 & 11

Farmer Organizations,
Tiller

1STA-MAG-BFA Operations
Land Use Inprovement
Reform Planning and
Evaluation

Sub-total

REYORM-RYTATED COMAMITY

DEVELOPRENT, HEAL ™ &

EDUCATION 1INV ELININT
TUTAL

Laes! Fat. kefaoru lectof
pelt %ervice ‘'

GOES & Ranking -yelea
17 ‘tﬁahiiuf. Anties A

?f Talde 5, Annes A
3/ Table 6. Annen A
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TABLE ).

AGRARIAN REFORM FINANCIAL

DOLLARS) 1/
1980 1981 1982 1983 1984  1980-84
113 56 110 51 59 389
20 91 g8 52 3 286
2 5 s 3 1 16
2 4 3 6 . 20
1 3 3 3 2 12
1 3 ) ) 2 12
4 6 6 6 2 24
1 2 3 3 9
- 2 2 2 2 2
1 24 26 26 19 102
30 10 43 63 13 259
174 11 269 194 TP 1032
10 Al 10 37 5 216
JULTUURIN 0.1 JUURRE | L B 124 28




TABLE 2

Foreign Exchange Keeds of the Agrarian Reform
1580-198L (Millions of U.S. $)

1950 1981 1982 1983
sgricmltzral lzputs and Nechineryl/ 118 139 183 202
Farmm: ovoe: Conpessstiond/ 10 46 44 26
Saicsn lereloymest snd Suppored/ _1s _20 _22 _27

TOoTAL 182 205 249 255

It is sssmed that 30.53 cf sgricultural credit (the ratio of
sapetes of agriculiural ispals acd machinery to agricultural credit
cvez ha 13761378 peviod) results in focreign exchange COBUF.

ated CwoeTs ate Tow abroad it is assumed that

Tqcscre DATT EXFISFTL
to then will te converted to foreign exchange.

-
il J

~

LY sf the jaymentls

12} 2f the iefctn Developmest and Support Expenditures fron Table 1
ase sswanw’d t= e foreigs «xchsnge costs.

1984 1980-84
219 861
17 143
27 110
263 1,114

-91-
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Assuming an average yearly campesinc contribution
of $43 million, new GOES and banking system financing over the 1980-84
period will average about $163 million per annum, of which GOES expendi-
tures would be around $85 pillion. Should campesino debt service prove
to be less, as it well may, COES expenditures would {ncrease correspend-
ingly and could easily average $100 million per annum. To put this
estimate of GOES expenditures and debt requirements into perspective,
{t is useful to compare them to the past. In 1979, the expenditures of
the COES Central Covernment were 5500 million, thus a %100 nillion level
of expenditures would be equal to 1/5 of all expenditures made in 1979.

The impact of the reform on GOES internal indebtedness
vill be even more marked. El Saivador's historical public sector internsl
debt (in the equivalent of millions of Dollares) is as follows:

197 venvennnaron-onss 0401
1975 eenrenesanssanss 1127
19760 0vvvvnvnnriensesss115.6
1977 .0 veeccnnnonnns .119.9
[ R .. 185.1

These historicai debt levela are low in relation to Il Salvador's GDP

and to the likaly financial requiresents of the nev agrarian reform.

It is entizated that thia reforn alone will necesaitate debt levels of
some 5600-FO0 million Ly 1982/873, even excluding additional GOES internal
deficit {inancing foyr other prograsa. Total cumpensation to former
ovners ias estizated at the equivalent of 3740 eillion, of which some 5156
million will be caal That vill probably be raisad hy the sale of agrarian
reforr londs to the Lanking eysten, COther than thia poasible sale

to the vanring eystes to ratae cash for forzmer owner corpensation, the
agrarian tefors Londe ajipear to he of relatively lov liquidity ana thus
ahould not add greatly to inflationary prensure. Althoush at first glance
Decree 220, which authorizes the ezisaton of f1.0 nillion (5640 e=illson)
of agrarian tefors toends, cabes these bonds appear to be quite liquid, a
pore vareful examinaticn of lhe lecree {ndicates that Wey factors in
deterniaing thelr ligquidity are stil] undar the control of (OFS sonetary
authoritiac,

ft hao baen suggested Ly eone that tecaune the level
af COEY public eector internal indehtedness {e tow (enly 6,01 af CDY
in 1978), auch toon exisle tor financing the roeta of (he taforn progran
internally. tpfortunately, hovaver, given that almoat all incressing
{..labisinens vauld hLave to e abeorbed Ly the hanhing ayaten, the ad~
sential quealiut fegarding the capavity to fipanre internally fa not
the lavel of interfal indebtednean, sa ouch, bLul tethey the c)ange 10
the level of internal indeltielneon, In fart, te lack of a vell~
developed secutitisn narhetl nay oves pabe hev COEE public asctor dabt
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instruments harder to absorb.l/ There is a consid¢rable visk that in El
Salvador's actual circumstances, large increases {n invernal indebted-
ness, coupled with lagging production, and strict exchange controls

could trigger a serious inflation. The annual rate of inflation in El
Salvador for the first three wonths of 1980 reached 22.3%1. Increasing
lavels of liquidity not accorpanied by production increases could easily
doudble or triple that rate. Other indications of inflationary pressure
in the first quarter: (1) credit extended by the banking systes increased
at an annual rate of 51X (2) the money supply (M)) increased at an
annual rate of 35%, and (3) credit extended by the Central Bank increasned
at an annual rate of 134%.2/

1n examining the GOES capacity to internally finance the
consts of the agrarian reform, consideration tmust be given to the needs
of ovher sectors of the eccnozy ao well. The need to reactivate the
{ndustrial sector, which ham luet around 30X of ite jobs, many entre-
preneurs, and much capital, is an extrezely preseing one. Given the
prosent levela of high urban and rural unezployment, jobs =ust be created
and the new, centrist Governzent of Il Selvador munat sozehow asaure that
the populace has adequate food. Under theme circucatances an cxpanaionary
gonetary and fiscal policy is no doubt the correct one even though its
{nflationary effects and, i the longer run, its exchange rate consequenced
are unknown. 3/

l? On the other hand, El Jalvador wao had such a tradition of price
atability that there =ay exist here a greater legree of "money
{1luelon” than in other countries. For example, during the 1955%-75

period, the general violesale price index only increaned at an
average of J.)HY p.a., and sven during the 197+-78 period the in-
creape in that index van only 12.5% p.a. nieilarly, intetest rates
have been keptl very low. Because c¢f the security and econusic
situation, It is dofficult to predict vhatl the public'a reaction
would be tu a (Oru hond isbue vith & higler than usual interest
rates, “till such an iseue probably vught to be attespted in order
to mcak up exceas liquidity.

l] Ses ANNEX 1, Table ], which couen froe the unclasaified poreion of
Pr. Clark Joel's (WOCAF begional feonontat) June 13, 19RO, Coplea
of Lr. loel's report which further discuse thia dala are on file in
LAC/UR and 1 fAaC/ern,

3] Hor for that &atler vab the effect of Inflation, exchange controls,
and poaaible competitive devalualions on the Central Acatican
Cotmon Hathet (CACH) he predicted, Fi salvador's conpotitivensss
{n the CA(M hao alvays heen Jun, at laant in part, to ita conservative
ponetaty and fiscal palicy,
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In analyzing the drops in reserves of the differing
projections {t must be kept in mind that by the end of the first quarter
Salvador's net international reserves were negative by §$14 million and
that reserves in the first quarter were drawn down at a rate in excess
of 518 million a month. Salvador has nanaged ite ncpative reserve
situation by mortgaging 1/3 of its gold stock and delaying paymenis.

Salvador is caught in a squeeze. 1f it icplements its
emergency plan a higher level ot imports will be required. Not joplement-
ing the plan could lead to an even worse gocio-political situation,
which is difficult to inagine. Delaying payments, selling gold,lj or
{nvoluntary roll-overs of commercial debt due would not be good for
supplier/creditor confidence.

c. Commercial External Borroving

Although El Salvador is an oil-importing, developing
country, one would not think so looking at its public external debt
situation., As can ve gecn froc Table 5, in 1978 the public extermal
debt vas equal to 10.6% of GDP, and its service only required 3,7% of
{its export revenuefi. The estinates of these ratios in Table &4 are
gimilar for 1979, and a alight {ncresse in both is projected for 1980
mainly because of the anticipated decrease in exporta and a slower
growing nominal GDP (real GDT growth will be sharply negative).

1f El Salvador's low external debt service ratio ia one
reason why the country finds itaself in the situation that it's in,2/ it
is also the key to its future. '¢ it is assumed very congervatively
that over the next {ive years noamiral exports only increase at 8% per
annum, then by 1984 {t'n exports wvill reach about 61,470 million, If it
is assumed further that 20%, or $294 million, of thoase exports could be
used to service external debt and that one dollar of debt nervice can
support 8.8 dollars of debt (E1 Salvador'a 1974-1978 ratio and not unreal-
istic given falling {ntereat ratea), then by 1984 ¥1 Calvador should be
able to aupport cloane to §2.6 billion of public axtarnal debt: In other
words, the Coverncent of Il Salvador should be able to borrow in the
naighborhood of 62,2 hillion dollara over the next five yesars and ruch
pore if exportas recovaer. Mene auons, because of the nagnitude {nvolved,
would have to cone prisarily {rom private sources.

However, lendera are not queing up at the COES' doors. In
fact, even cany ordinary supplier creditn to the private sector are no
longer available aen their sources have attempted to trim their exposure
heras. International comsarcial banka cannot be expected to lend

l/ An a0 wmany, [l calvador'e gold atock of 550,000 troy ozs,, 200,000
oza, have been mortgaged and §f aold at 3600/ox. would net 550
million., The reeaining 150,000 or. if sold at 5600/oz, would fatch

an additional £260,000,000, The smownt available from posaible
sale of pold {a thus equal to §200 million.

2/ 1t has not {nveated enough in its people,



TABLE 5
EL SALVADOR'S EXTERRAL PURLIC TEBT RATIOS 1974-1980
(Millions af U.S. §)

Extermal  External Public Debt External  Exports External Debt Service

e Public as a ¥V of &P t as a t of Exports
I Dett Service
1974 1,577.4 174.7 11.1 12.8 462.5 2.8
1975 1,791.1 282.4 13.5 21.0 513.4 4.1
1974 2,382.4 283.2 12.4 19.2 720.7 2.7
1577 2,647.6 280.3 9.8 . 64.3 972.4 6.6
1978 1,071.6 325.7 10.6 31.5 845.9 3.7
1573 i/ 1,90).2 383.1 10.9 : 43.5 1,134.1 3.8
1980 27 4,0587.9 562.6 13.9 63.9 1,080.0 5.9

1/ ussim estimte based an partial f{rformation in GOES Lstional Bergency Plan, 1980,
2/ sissicn poojoction basod on taticrai Bergency Plan, 1980.

X4
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vhen the nevwly nationalized banking system (vhich included some of their
subsidiaries) immediately defaulted 1/ and when they perceive the situa-
tion in El Salvador to be chaotic, and the economy in a downward spiral.
International donors, and especially AID, would have a role to play in
El Salvador even if the situation were not a critical one -- El Salvador
i{s a poor country; under the present circumstances our role, vhich is
further described in the atrategy gection, will be crucial.

3. Financial Constraints Surz==ary

A great deal of exphasis has been put on {inancial con-
straints in this paper because they are 8o fundacental to the reform's
guccecsful izplecentation., For example, if greater financial and economic
resources existed, phase Il irplesentation could begin icmediately,

The costs of implezenting the refors, both financial and
from a foreign exchange point of view, are subatantial, around one
billion dollars over the next five years, There is 1o posaibility of
financing a significant part of the cost of reform izplementation with
{internal sources w.thout dr.ving the country into hyperinflation, The
peed for foreign exchange tO {{rance the refors, reactivate the econosy,
and reecstablish E calvador's international credit rating are aopevhare
betveen 5150 and $400 millicn dollars. And, finally, El Salvadlor's
external debt service ratio ia 80 lov cozpared to other developing
countrien that if the risk that cormercial lendera perceive ahout El
Salvador's future could be overcone, the COI'S could borrow around 2.0
billion cosmercially over the next tive yearn in order to rebuild ite
sconoey wathout its Cebt service exceeding J0% of eaports (even if these

should stagnate).

8. folicy and Procedural Conatrainte

Although Salvadorans have long apeculated about agrarian
roefors and there have been many uniz=plezented plana for refors drafted
{n the past, vhen the actual cefore beyan, there van insufficient planning
for it. Preparations for the Fhace 1 take-over vere tade very quickly
aftor the political dectinion van taken and its detailn wera very closely
held so that opposition would be einteus, Planning for the reforn's
further izplezentation continues to be inaufficient and {nadequate and
{t aleo continuen to he closely Leld. The inautficiency of priar planning
lias been compounded by changing leaderahip wvithin the governsent and the
refors and relatel events have poved a0 quickly that priority {=plecenta=
tion ne e have taken precedence over drafting and approval of policy
and procedures,

17 Defaulta vere dus to hank garaniees whiteh had been fanued to coffee
exportleats, With exporting nationalized, they defaulted and with
thee their garantotra, This sftuation has nov been resedied and
former creditors have been paid preciounly short foreign exchange,

The dabte vers not roiles-over,
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The foregoing is compounded by the fact that this radical
reform is being carried out by a high officialdom which is e¢ssentially
goderate in its orientacion., Often, one senses that all their heart is
not committed to the reform's measures. The latter is especially true
vith regard to Decree 207, which by some key COES officials is erroneously
vieved as a nisguided and entirely political, U.S.-imposed reforn ceasurs.
This opinion is sincerely held by =many key GOLS officiala, and it has
led to efforts to cut the scope of Decree #207. 1t can now be said that
their efforts have not been successful. These differences of opinion
have, however, seriously impeded the development and approval of sorely
needed policy and procedures, not only on Land to the Tiller but also on
Phases I & 11,

According to the baasic law, the JRG enunciates policy; the
Minister of Agriculture prepares policy proposala with the assistance of
an eleven person .. vitory committes; and 15TA and other MAGC entities
execute policy. There have underatandably been communications probless
up and dovn this chain of co==and.

The key MAC-10TA communications channels have ewspecially
suffered from =utual distrust, =uch of vhich ete=a frea the highly
politicized nature of IUTA and ite internal adsinintrative dinorder.

There are strong indicarions that =many of theas ear.y problens
{n the refors are being worked out. A capable, experienced Miniater of
Planning, vho fully mupports the reforz, has Leen nazed, and th: new
Vice-Mininter of Apriculture a capable, younyg eilitary officer vith
agricultural sector experience ts quickly becozing the focal point of
the refors effart. teveral coemisaions are vorking feverishly to drafe
jrplesentation repulaticns of the basic ‘av and lecree JOT,

“ve USAIU/LY Lam worked quietly but deliverately to cpen up
charnels of ttust with COIS policy makera, including those at the highest
leveln, in crder that effective dialog on polic, insuces cen tabke place
between COLS and AID officiala,  The project p.ant.'ng proceas has heen
an espectally effective zediun for thene efterta,  4.though thie etyle
of advisory noaiatance perhapa ¢iffare varkedly fres the etereotypical
foreign amge vho whispers into the sary of the chief of state, or that of
the henevelent table pounder, the Niaajon la convinced that {t f{a worve
effective and tote appropriate than the high profile “world eipert”
Btyle, enpecially given the videapread, albelt eryoncous, “alvadoran
(and latin-Azerican) opinton that this reforn la t,%, snepired and
ipposed,


http:errto.uh

«27-

Our collaborative style has already resulted in significant
policy level inputs vith regard to establishment of phase 1 and Decree
207 credit policies, procedures, and cechanisms., This document is
another exacple. An carlier, and somewhat less candid draft of this
strategy astatexzent was tratelated into Spanish, discusaed carefully at
the ministerial level vhire it received unequivocable endorsedent. A JRG
pesmber has indicated to us in conversation that the draft circulated and
vas discussed at that level as well., Our approach has resulted in COES
requests for aspistance in the design of Decree 207 izplecentation and
institutional dipensioning, a request froz= the highest levela of the
COES for aasistance in runicipal development, and & requeat that AID
critique a draft of a nev general agrarian reform lawv.

Still our most effective vork are not "high profile” like the
foregoing but rather occurs {n mutual "brainatorming’ with counterparts
at all levels. In thene counversations ve have discusned:

1, dargers of tazpering vith #207 because it has increansd
renter aspirations and the need to do proviasional tilling
and payment collection and howv that pight best te done.

2, the need tor {ir= plane for extending the reforz into
Phase 11 which will at the oaze tite resave present ovner
uncertainty;

3, defining the rights of casual laborers in the producer
agpociation and the rightn of pezbers? VIS-A=V1S the
association;

L, the relationehiip belwveen 1:7A and the aegociations and
the pove to nelf-zmanage=ent] and

§, means of increasing the nusher of phana 1 veneficiarias
and hacienda employzent,

Pinally, our funde have paid for the short-ters 11CA advinore
wvho have been vorking (at ar=a-length froo AlD) with various COLS vork
groups vhich are developing policy optiuns.

C. inatitutional Conetraints

The reforn'as firsl stlage tarced the agricultural pector's
{patitutiona to fxprovies, They did well, given (he ehoraous task,
167A had rontracted more staff in anticipation of the take-overs and the
other sactoral fnestitutions ceinforcad 1 with ataff, vehirlea, ganoline,
atc. Hut even wvith that reinforcensnt, the vhole sectlor vas strained
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for resources, both human and material, Over the last year many of the
sector's vehicles have been burned by terrorists and there wvere not
enough for the task. Because of both human and material constraints the
expropriations went slover than planned. Now, as the technicians of
other sectoral entitien are being reancigned to their respective units,
the burden on ISTA and the BFA, vill become even more pressing, precisely
at the tims when their tasks are becoming more complex. The reforn's
{aitial challenge was toO caintain the status quo. Now, improvezents need
to be made.

The tasks facing the institutions involved in the refors will
be monuzental. Yor Phase 1, land use changes wust be considered and
carried out to absorb wore labor; the former owner reserves zust be
dafined equitably and in a manner which leaves two viable farms; cazpesino
organizational and technical training sust be carried out; credit, imput
supply, and marketing syaste=s cust be eatablished and perfected; and
managerial and technical assistance provided,

1t phase 11 {8 toO begin s=moothly next year, the property
regintriea and cadaster =ust be more carefully otudied than for Fhaase I,
Jogiatice planned, procedures defined, vehicles and supplies purchased,
etc., For this phane newv approachen =ust bLe conaidered,

Decree #207 will require the {asuing of perhapn an cany as
200,000 provisional and definitive titlen, the organization of ita
beneficlatiens 1into aspociaticns to provide thes with influence and
econoxies of scale in production and warketing, and the eatablinhzent of
a portgage banking and paymeunl syslez. The issuance of these titles
will provally require entablishaent of a nev section in the pruperty
reglatry, =mwdification of legal provedurea, une ulf electronic Jdata
procesaing, etc. Lyasteza denign and field vurk teeds Lo being ap 800R
as poruille,

the LOrE institutions {nvolved in feplezenting the reforn Ate
and vill Le overtaned, the dewands on the tine of fevw trained people are
{ncredtble, budgeta and caterial resoutrces are atrained, (netitutional
atrucfures and control vechaniacs ate either {mpading & process they
vere totl designed to hentle or groaning under an imtensens burden. Lowne
parte uf 1:1A's slready richstty adciniatralive conttol mystecsa have
Juat sizply collapned,

AlD im helping to alleviate many of t(heos votmtialinls, Our
flenilbile, yet vell tatrgetsd fnatitutional support e helping the inatitue
giohs Snvolved to buy vehicles, supplien, exploy sore pevple vha are
being quickly tratned (st least “mhesp dipped”) vith the halp of AlD
renoutcea., AlD finarced techuical aasiefence jo heloing aod ity fietitus=
tions. Fof exasxple AlD fuhded a atudy Wy IRGAL of 177ats accounting end
adsinlatrative atiuclures vhich even thivugh hot off the prees le already
helping.
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One of the most serious institutional constraints facing the
reforn is AID {tself. Thie Mission, nov down to four U.S, direct hiree
{s¢ literally doing the izpossible. The LAC bureau and other Misaions
have helped with good TDY support but that can not replace perzanent
ezployees. We, like the QOLES, are doing the best ve can given austerity
and our institutionsl inertia. Our Washington backstope have performed
heroically within the constraints, ve all vork under. They have responded
quickly and vith the best people available, Fven given all that, wve
aave two plean. The first, ia directed at the povers that be in State,
AlD, OMB, and the waC. AlD has fundiry instrusents that are zore appro-

riate to the task here than those the LLG has given us., They are
called E5F and PLLEO and they need to (0be 1n larger chunks to cut dowvn
our nusber of aubzissions and decuments. Our second plea 1a 10 the
auditors who vill land here, 1t and when, the shooting stops. We ask
you to remezber that if you are able to cose in at als, it will be an
indicator of our success.
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2. ‘The Eatablishement of Eeneficiary Riphts and Fesponaibilities

Unless the rights and responsibilities of beneficiaries
are clearly established the net effect of the refor= on ita veneficiaries
could become only a change of patronos. Under Phase 1 and 11, the
pesbers of produrer asscciations should have clearly defined and
should understand their rights, including their property rights, their
separation rights, succenpion righta, etc. Machanie=s and organizations
should exist to make their rights effective. The saze can be said of
cazpesino responsibilities. The queation of beneficiary rights and
responsibilities anasuzen apecial importance for Decree %207 beneficiaries.
Mauy of the= will have to be a:aisted in eatadblishing thelr nev property
rights and mechaninzs vill have to be established to collect their

mortgage paysents.

Now that the JREG las reiterated its full intention to

z2plement liecreo 207 tully and ad quickly as possille, All should be
prepared tu assist the COI'S tn its effort to izmplerent that coeplicated
progra=. The IR endoroed MAG's slrategy for foplementing land-to~
the-tiller' througl ita exlenzion scivice, ite agrarian inapector’s
offices, and a new version of Cerinta, With the political decicion
taken, it is now posaihle tc deatgn a strategy for "tiller” smplezentas
tien, The COIS haa requested AlD amaintance in dizensiconing the
prrategy, in lege!l drafting, and in {nstituttonal desipgn, AlD should
{mmediately respond with the Lent technical aesistance that we cab

tind and complezent (1, alao in the short-run, vith financial anafntance
(o set up procedures and mechanianma for provisivnal and perzanent
titling of hecree J07 parcels, am vell aa, surh related mortysge
banking mechanists as may e tequired,

e Mission will discourage the Lol from tryitg to mix
the tirling procens vith the catablish=en? of "ridler” agriculturel
pervice structuren an acre lave jeplled as ah approach,  The titiing
field vork ahould ceme firat and it could be folloved Ly uther efforte,
AID support for forzing auch attuctures could Ye vonaldered, hovevel,
{f they vere, tequired in the Cantext of a progtan to vraticnalite or
consolidate the oeveral awall, disparate parcesa uhiich “rillere" often
have. AlD could net, support any COPYS effart tu collectivize the
vorking of “tiller” land against expreaned rarpeninun Jdealten, 107
cauld AlD suppart any "ri)ler” progras whteh in ite inplerentation
vould deprive “rijlera’ of their tinv property tighte. s/

l7 Technical modifirativna of Decres SO to tantove r3ftain of 1t
precepts and change the inplesanting entity wvould, of coutes,
be exceptad.


http:vi'l!~.ra






http:sawwabl.st




}]=

One area seems to have been inadvertently overlooked to
date in the Salvadoran reform is the role of women, especially in the
farm-level decision making process. The series of reform decrees do
make various references to the family group. For example, in Article
20b of the basic law there is reference to 'the family groups which farm
the enterprises’ and the veiller" decree does characterize the transferred
property as a "family good". On the other hand, in the basic law's Art.
2, a strong reference is made "that che land constitutes for the man who
works it" the basis for his dignity, liberty, econonmic security, etc.

In El Salvador, women perform cany agricultural tasks, they also work
the land and in many instances are more permanent on the haciendas than
their frequently migrating mates.

In spite of women's greater atability on the farms and
their role in agricultural production, no gpecific measures have 80 far
been taken in the reform to address th.e special needs of women, nor to
include then in formal decision-making. In the absence of especific

efforts to include women'a participation, the pale-dominated cultural
environment would as a matter of course tend to exclude woren from these

processes,

The AID Mission has acted as a counter veight to the
female exclusion tendency. In developing the AlD-supported CENCAP
reform training activity, we urged greater wozen'n participation in the
overall reforn training progran and a short-tere advisor wng included to
agsure that women's upecial needs arve conaidered in developing the
prograz and to eaxicize female participation. TGTA and DIDECO nocial
prozotors are alno nensitive to the probles; many are vozen.

More could be done in thie area, however. 1t is sugpested
that AlD support efforts to highlight the role of women and to secure
their rore active participation in all aspects of the reform. One
approach that zight be conaidered {s the use or developzment of a vozen=-
centered PVO or perhaps the reformulation of a Partner's rural vomen'e
training propoaal.

C. The Magnitude, Modea, and Timing of A.1.D, An.intance

. Traditional Bilateral Aneintance

e Mission is propoaing that over the next tive years
AID pake available a total of 542% million in traditiona’ bhilateral
asaistance to I'1 Talvador, or an annual aeniatance level of (85 a{llion
of vhich 950 million vould be used to finance agrarian reform activities.
The balance would be used fo complimentary aocial service and ezploysent
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creating programs in both the urban and rurel sectors, in projects not
unlike those in the Misasion's Marginal Community lmprovement Program.

The amounts of assistance that El Salvador will require relates to the
speed with vhich the reforn is implemented. For exacple, should Phase

11 of the reforn be slowly irplemented or not implecented at all, overall
resource needs would clearly be less.

The Mission i{s propoaing that traditional AID assiatance
to the agrarian reform over the next five years be structured using a
seriees of sectoral programs. These gcctoral programs, would like che
rest of the Minsicn's activities, be ESF financed, except the sectoral
prograns vould also utilize P.L. 480, Title III to the derree that usual
parketing requirements would perzic.

The first sector prograz=, which follovs the 58.0 willion
pade available for the reform's irmediate needs fromw Title 1 and ESF, is
for §25.0 million and is wsplit into three projects, the %10.0 zillior
Agrarian Reform Credit Project, vhich has already been obligated, the
$19.4 million Agrarian Reform Organization Project, vhich is being
subsitted to AID/W concurrently with thip atrategy ataterment and a 1.6
million CFC for AIVID, The fector Program conCentrates on cverconing
the refore's j=zediate bottlenecks as well as laying the sroundvork for
addresning ite longer-ter=s needs, and finances priority activitien in
the refors preoceas over the next 12 to 16 montha, but vhich ehould be
{n{tiated prior to January ot 1981, T.e Agrarian Reforn Credit Project
provided capital fer a apecial LYA line of credit designred to replace
the ex-cvner's working capital for phaee ! haciencdan and also provided
technical ameistance fo initiate phane ! fars credil planning.

“he Aprariap Reforn Grganization Project Tinances the
stayt-up of priority activities in thtee areas which are dcaigned to
ptrengtlien the farser otgaricatione tnvelved fn the reforn’s varicue
phases, through tratning, a nev HFA Jemocratic carpenaino union credit
line, a resvurce of fnctesent fur the existing hfh?Ain phase 1 line of
credit, and av accounting/inforeation eyates for phaae 1 farws, An
jrportant part cf the sectof progras telatsd tn farmer organization
which tle Missionu Teromsendn bLe obligated In AlL/W te a 7100 efllfon FVO
grant with the AINLD Wiileh hLas an {eporfant progras to altetgthiens oo~
cratic cagpenit untons in Pl talvador through the Union Poepunal Salvas
dorefia (CCul; 15) aupport for the refore's adeicistration through an
actis bty denigned Lo Increase erpinyeent on phase 1 farne and to fnearpu=
fale pore catpepifice {nto plase § aseucialiutis, amt thivugh the piannitg
and early itiletentation of the Lapdato-the=v31ler refore; and (1)
pttenglhen the refura's planning and evaluation, 53%.0 agilten uf 1Y 81
PL &80, Title 131 would be uaed for budgel mupport of COEs refors joplas
gantation ageney and for apticultural eredit,
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Ir the second and third Agrarian Reform Sector Programs,
there will probably be continued need for significanct resource transfers
for credit and logistical support to finance the heavy expenditures
agsoc .ated with Phase II, the titling of Decree 207 properties, and land
vwae changes and consnlidation of Phase I properties. The gsecond sector
program wou d be for activities starting in 198!, and the third sector
progran for activities starcing in 1982. Both programs would absorbe
$50,0 million, split between ESF and I'.L. 480 Title III.

~he final sector program would total approximately $80.0
million and would cover the needs in 1983, 1984, and 1985 to consolidate
the entire reform process. 1Its focus would be land use changes, agricul=-
tural techneologies and institutional consolidation.

Over the FY B81-85 period, the Migsion is planning to
request $50.0 nillion a year in ESF/PL4BO, Title IIT to finance the
Agrarian refors sector progranm. Another §35.0 million per year will be
requested for the rest of the Migsion program.l/ Thus over the period,
AID-PL. «B0 resource requirezents would total T85.0 million per annum,

The rationale for utilizing these types of assistance
relates tansically to the eacroeconomic problems that Fl Sa vador will
face during this periocd of revolutionary change. Should Salvadoran
foreign exchange needs te greater in the 19£1-82 period, requests for
ESF funding during that pariod could be correspondingly greater and
vould probably involve cormodity import propgrams. The Title II11 resources,
although also fmportant froo a foreign exchange perepective, would be
prograr==ed and projectized to weet the local currency coats of the
gectoral prograzs and related activities and itn levels would not vary
i accordance with foreign exchange needs given that auch use of Title
111 1s not congruent with its banic purpose.

PeF is requentad because macro-econozic needs will not
coincide with the logic of projectized asnintance disbursezent, ESF can
serve both bhalance of pay=en.a ‘nd the development objectives being
pursued by the aprarian reform, The flexibil ity that VST afforda would
alao enalble the Mimaion to undertake an achitious progran of the type
provosed vith lover staffing levels than vould otherwise be required, an
ieportant coneideration given 11 Salvador's security aituation. Another
Laneideration in requesting ILOF {s that not only is the macro-econonic
gituaticn ssportant, {n and of itmelf, but it {m also vital to the
refors progras in that an even more serfoun foreipn exchange criais than
the preaent vould ne doubt fepede the refora's i::plemthn!iou.

17 Another %70,0 zillion of F4Y per annua would fund Harginal Comsunity
leprovement types of activition {n community developrent, health,
puttition, and expluynent generation, Over the period, 45,0 million
{n NiCe vould complement the progran, which would be rounded out
vith 56,0 etdlion poa. fof population, Pl &R0 Title 11, and PVO=0PG,
Ve plan to request bal3 g{ilion {n al} over the five-year pariod,
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The foregoing should not be misconstrued. Although it
would not be optimal to have to finance the reform program with D.A.
resources, it is possible. Thus, gshould the requested ESF and Title 111
resources not be available, DA resources would be required to replace
then.

2. A New Foreign Assistance Initiative — an AID Cormercial
Lending Guarantee Progran for the GOES,

Aa earlier analysis presented in this document has showm,
the El Salvador external credit case is an unusual one. It is a country
needing massive inflowa of foreign capital to finance a progran of truly
fundamental economic and social change, and because of its low external
debt service ratio, it haa a high capacity to absorb nev external indubt=-
ness. Yet, because of civil disorder and continued economic chaos
normal ccemercial international financing {s no. available to El Salvador.

What the Mission is proposing to help bridge the gap io a
nev AID guarantee authoricy. It is proposed that the USG acting through
AID be granted the authority to guarantee up to 5400 zillion of new
external debt uwhich is efther incurred or guaranteed by the GOLS during
FY 1981 and 1982. The Mission is avare that this measure would require
legislative authorization and that {t would be the source of considerable
debate both in the Executive and in the Legislative branches, but wve are
convinced that the potential pay-off is worth the effort, Should the
{nternational crisen of confidence in the future of L) Salvador aubside
and commercial lenders come back prior to enactment of the new legisla-
tion, so much the better. Convernely, should civil atrife in El Galvador
go on bevond 1981, then more guarantee authority mipht be required.

The propesal ‘a a straight-foruard one and ehould contain
only two restrictiona: (1) that the proceedn from AID guaranteed loana
not be used to purchase arms and (2) that loans be made through U.5,
banka. To keep {t an uncomplicated matter and to demonatrate USGC support
for the GOLS reform program, the proposal should not be encusbered wvith
a desire to bring other countries into the scheme or attecpt somathing
siniliar through multilateral channels. A azall guarantee fee might be
charged to help defer the operating costs of the AID Miaaion in [l
Salvador.

D. The Role of Other Donora

The ILRD, the 1DN, and the Covernment of Venezuela are the
other major donore {n Il Salvador. Hoth bankes have conaiderable undis=
buresd portfolion hare and they have been active in arcam that are
highly coeplenentary to the agrarian reforn. The IBRD hae active loans
for primary and non-formal education, and basic rural education, and
with FAO hee an inatitutional development activity for agricultural
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gector training with CENCAP, the agrarian reform's principal training
{ingtitution. The IDB is financing area rural development, health facil-
ities and agricultural credit. The 1DB stil]l maintains a representation
here, and has made two loans totalling $31.5 million within the past
year. The IBRD has not made a new loan here during the past year.

The USG should continue its efilorts te convince these major
lenders to resume more active lending postures here to help cloae the
{dentified resource gap. Their involvement, especially in the social
development programs related to the reform and in the high prioricy
urban/industrial development area should be encouraged.

Venezuela's inputs into El Salvador are important and should
be encoura,zd to continue.
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ANNEX A

TABLE 4
ESTIMATE OF GOES AGRARIAN REFORM INDEBTEINESS AND
ITS SERVICE, 1980-84

(ML11lions of U.5. $) Yy

TOTAL 1980 1981 1982 1983 1984

Phase I
Land. « o o o s 0 0 0 00 s 239 239
Cattle & Instal, . + « « o 83 83
Sugar, Coffee & other mills. 45 45

Phase 11
wn............m 38 38 38
Cattle & Instal, « « ¢ ¢ ¢ » 52 ‘ 17 18 17
Sugar, Coffee & other mills . 21 7 7 7
Tiller
uuu............vo 40 30
Lrpronaentd o o o0 0. v oe e 10 6 4
TOTAL, lew Indebtedness 614 367 108 97 62
2/ ,
outatanting lrdebtadness - 167 475 572 634 634
Avarage Ded:t lalance 184 421 524 603 634
Intarest ¥ 10 2 29 338

1/ Aamming exchame rats af 2.511
Y Asmmig o anrtization duryy) the eriaml

)/ taturaral o average 5.5 p.a, because of mux of 5% and 7% bords.



5 ANNEX A

TABLE 5
ESTIMATE OF CASH REQUIREMENTS FOR LAND REFORM
COMPENSATICN OF FORMER OWNERS, 1980-€4

(M{1lions of S 5) Y

1980 1981 1982 1983 1984 1980~-84

LAND & IMPROVEMENTS

Phase I, Cattle & Instal. 10 17 27
Phase TI, Cattle & Instal. 6 6 % 17
Phase 11, Sugar, Coffee &

Other Mills. 3 2 2 7
phase II, land 13 13 12 38
Tiller, Land 25 R} S8
Tiller, lnprovements 4 5 9

Sub-Total 10 68 59 19 156

2/ 10 23 29 3 35 130

PEDT SEVICE ~

20 92 88 52 35 286

1/ Aasures exchange rate remaings 2.511

2/ From Table 4, NIEX A



TABLE N2 6
DEBT SERVICE BY REFORM SECTOR, 1980-84

(Mi1lions Of U.S.§) 1/

1980 1981 1982 1983 1984 1980-84

Beginning Year Balance 0 367 457 931 566
Less: Arortization 2/ 0 -18 =23 =27 =28
Plua: e Indebtednecss 367 108 a7 vl 0

mding Year Ralance 367 457 531 G6u 538
Average [mlanoe 184 412 494 549 52
Interest 3/ 10 23 27 30 30

Paform Sector Debt Service 10 41 50 57 S8

Asmumer! exchange rate reamiing 2,511

Asmpnad to e 5% of daxjinnlng year talance which goes into a
1Y reserse to help defray aortization to {ormer OWNers
A,

AN

)/ Asmumxd to le 5.5% of average halance.

~96

634

120

216
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with Commercial Danks and the 100 $ 7.0
Loans from the Central American Bank
for Eéoncmic Integration ($20 million
* for housing and ¢10 mi11ion for Coffee
rust control) 30.0
IMF Trust Fund (gold sales by 1WF) S 24.5
Advance deposit with Central Bank of 108 loan to |
power Company (CEL) . 9.0
e
Tota) Hon-compensatory Inflov
{rom Banking Sector in.1980 90.5
'llj By assuzption, There are no data for 1981.
12/ 'Compcnsatory' loans are composed of tﬁe following:
stand-by froa 1F, First Tranche 13.9
Loan fro= Central American lonetary '
stabilization Fund 23.9 '_ﬂ_
- § 3.8

TOTAL

13/ Residual (the *decline in international reserves”

plus »compensatory Yoans® are equal to the

deficit on 1inc 7).

ovaral\ balnnce_of payments




TRENDS IN BANK CREDIT, BANY. DEPOSITS AND MONEY SUPPLY
1979 TO APRIL 4, 1980

DEC. 28,
(In Millions of Colones)

Percent
Incrcase at

April &, 1980 Annual Rate

Dec. 28, 1979
%
Total Crudit of
Banking Syste3 3,228 3,658 51
- 1a) Credat Extended
by Central Bank 1,561 2,084 134
Deposita vl cavinpy and
Loan Atsuciations L4) as2 - 56
Deposits of Co=zercial
Banhs 1,716 1,735 4
Money Supnly (Currency
plus desstd Jeposite) 1,408 1,531 <35
121.2 22

Consumet Price Index
(Dec. 1978 » 100) 114,68

Sourcc:4 Central Bank, Reporte Yonetario rermanal
1980 and april 10, 1980

of Jan. 1.
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THE BASIC LAW OF AGRARIAN REFORM (DECREE 153)

DECREE No. 153

The Revolutionary Junta of Goverrment

WHEREAS :

I. In accordance with item III of the Emergency Program contained
in the Armed Forces Proclamation of October 15, 1979, it was established
that "measures vould be taken for equitable distribution of the national
wealth, at the same time increasing the national gross product," and,
o this aim, an instrument would be created to establish a solid basis
for the implementation of an agrarian reform, thus ensuring the right to
nrivate property within a commmal framoework;

II. The present law for the establishment of the Salvadoran Insti-
tute of Agrarian Peform coes not satisfy the damands of the destitute
majority of the population of this country, their situation being the re-
sult of a single privileced class, contrary to the objectives of real eco~
nomic, social and political development;

I11. It {5 ncoestary to establish a new ecenanic ard social order in
acocordance with principles of sozial justice and the revolutionary ideology
adopted by the new Govertment, in order to give an chjective response to
the demands of the Salvadoran people, theredy rejecting the prevailing
interests of the munority;

V. Decree bo. 43 of the pevolutionary Junta of Goveryment, dated
Docarber 7, 1979, published in the Official Gazette MNo. 228, Volume 265,
of the sane date, established the necessary basis for the pramtion of a
policy of charge within the land tenure system, forbidding the transfec-
ence or partition of mural landholdings, it 18 pecessary to {ssue tho
leqal provisions @ fmplement such jolicys

THERCTUIE

Dy virtue of tls authority oonferred (upon the (knerning Junta) by
Decren 1. 1 of Cerober 15, 1979, ublishad in the official Gazzets No. 191,
of the same date, and having heard thwo considared opinion of tha LHupram
Court of Juatiom, ’

Cmath

‘e following
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BASIC AGRARIAN REFORM LAW
CHAPTER 1

BASIC PROVISIONS

Article 1. Private property within a ocammunal framework 1s hereby
acknowledged and guarantecd.

Lancdholdings within the limits established by this law camply with
the social or cammunal concept, in additicon to having the following char-
actzristics:

A) Land {s exploited directly by its owner;

B) DBxploitation of said land guarantees the minimm productivity
levels, in accordance with rational percentages for the crup
under exploitaticn;

C) Exploiration of such land 15 carricd cut in accordance with the
GCovernment's agricultural develomment plans;

D) land, water and other renesmlble natural rescurces are protected
and handled appropriately; and

E) Llabor and social tecurity laws are azplied with,
L]
Proviasicns 1rcluded in B, C, and D of the present clause shall be go-
verned by a spavial statute or regulations.

Articla 2. for the puyose of this law, agrarian reform shall be
understood to mean the transformation of the country's agrarian structure
and the incorporation of the rural jopulation into the econamic, social
and political developrent of the nation throujh the substitution of the
latifundia systam by a more just gystem including property or land and
the exploftation of lardoldings, tased on an equitable distribution of
land, an adequate credit system, and amprehensive aspistance to the

sret 1n order that land beoame the tasis of econanic atability for
the poasant, as the basis of his greatar will-being and quirantes of his
froodom and dignity.

QiR 2
EFFEICT Ct LANTHOLDING D oneR prederayY
Article 3. M= Ajravian reform shall te appliad througheat the ehtire

national tarritory, witlout regard o crop, Jecation, productivity, land
tenure systan, quality of moil, or any othar variable; therefore, all land






























1and holdings belonging to acricultural cooperatives, peasant
camunity associations or other camesino organizations are exempted
fram this legislation.

Article 2. The Ministry of Agriculture will coooerate in the
inplmentatimofthisdecreeandthemnmuyof Defense will also
as3ist in its implementation, as needed.

When the Basic Agrarian Reforri Law becames effective, expro-
priation procedures established thereby will be implamented on the
basis of the appropriate document ("Acta de Intervenci6n") prepared in
accordance with article ane of the present Decree.

Article 3. The taking of possession and expropriation (interven-
cifn) conducted in ascordance with this Decree will be effective at
such time as the Basic Agrarian Reform Legislation becanes ef fective.

Article 4. The oresent Dec 2 will becone effective on the
date of publication in the Official Gazette.

Given at the Presidential Houzl In L= c=lvador.

(signad)
Col. Adolfo Arnoldo Majano Ramos

Col. Jaime Abdul Gutiérrez
pr. José Antonio Morales Ehrlich
Dr. Joasé Ran Avalos Navarrete

Ing. Octavio Orvllana Solis, Minister of Mriculture.
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j)  When the Bond holders desire to invest in the establishment
of arparticipation in the enterprises referred to in clause h) of this
article, which pramotes the public sector, the Monetary Board will es-
tablish the financing mochanisn to insure the liquidity of the same.
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(Art, 5) Article 36 is amended as follows:
in this Law, will be exercised

~ "The right
m:ho affectad

 pEOperty.

.'I!MMMMMerMtﬂ
the' previcus clause, it is understood he waive,

‘‘‘‘‘‘

ARSIRALY

Tt b
e

CATALOGE

CHARER

of reservation recognized
land-cwner within the year foll

INITIALS;

| TP

RAEX IL.F,
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owing the intervention of

¢hin the term indicated in
the right to it."
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