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ASSESSMENT OF EL SALVADOR GRAIN MARKETING LOAN NO. 519-T-019
 

Introduction
 

The purpose of this assessment of the Grain Marketing Loan 
is to set
forth and clarify the program objectives including a revision of the logical framework. This is necessary due 
to changing circumstances since

the original authorization and 
in light of the recent amendment to the
Loan Agreement. This assessment 
is intended to provide a more adequate

basis on which to evaluate the loan.
 

A. Background
 

The goai of the loan program was to 
increase income and employment of
the small grain producer of El Salvador. The purpose of the program was
to establish a basic grains marketing program to: 
 a) assist in the development of the administrative and operational capabilities of the National Marketing Institute (IRA); 
 b) provide a network of storage facilities; c) provid? working capital 
for the grain inventory system; and,
d) assist in the development of a marketing price policy. 
The loan was

authorized at a level of $6.5 million in August, 1973 and signed 
in November, 1973. A secondary, but important purpose of the program is to provide facilities 
to store a buffer stock which will 
serve to cover shortages in bad crop years. This would dispel a fear, or the part of the poor
whose diet is primarily basic grains, that sufficient grain will 
not be
available and thereby induce diversification into higher value cash crops.
 

Due to two important changes which occurred since Authnri~at-n thkeloan was amended. Thes'e changes were: increased cost of providing the
physical facilities due to 
inflation, and loan-funded working capital 
no
longer required due to increased Borrower financing of the working capi
tal fund. (This is discussed in greater detail 
inAction Memorandum for
the Deputy U. S. Coordinator dated November 29, 1975). 
 The amended Loan
Authorization was signed on December 5, 1975 and the amended Loan Agree
ment was signed on April 8, 1976. 
 The following table presents the financial plan as established in the original CAP and Annex I of the Loan
 
Agreement and as amended:
 

Financial Plan by Use of Funds
 
As Originally Presented and As Amended
 

(000 Dollars)
 

ORIGINAL PER CAP AS AMENDED 
AID GOES TOTAL AID GOES TOTAL 

USE 

Storage Facilities 1,623 1,063 2,686 3,775 1,063 
 4,838
Other Equipment 519 
 - 519 660 - 660
T.A. 
 500  500 649  649
Training 
 i00 - 100 100 

Working Capital 3,500 4,000 

- 100
 
7,500 - 16,500 16,500Operating Costs 
 - 1,691 1,691 - 1,691 1,691

Contingencies 
 - - - .1,316 - 1,316 
TOTAL PROJECT 6,242 6,754 12,996 6,500 19,254 251754
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B. 	Program Goal
 

The program goal continues to be increased income and employment of
 
small grain producers. The CAP does net provide indicators nor means of
 
verification, however, the attached Logical Framework does quantify goal
 
achievement. Since data for a direct measurement of income changes do
 
not exist, an indirect measurement will be used. (See Logical Framework
 
attached).
 

C. 	Program Purpose 

1. 	Assist in the Development of the Administrative and Operational 
Capabilities of the National Marketing Institute (IRA). 

This purpose is an essential element of the program and will be
 
accomplished primarily through in-country on-the-job training of IRA
 
personnel.
 

Under the original project design as discussed in Section V, E
 
of Part Four of the Capital Assistance Paper, four areas of training 
were identified:
 

a. 	In-.ountry train-ing courses for facilities managers and
 
other key peopre involved !n grain storage handling;
 

b. 	Advanced training in the U.S. for key IRA personnel involved
 
in grain storage and marketing;
 

c. 	Two potential candidates for BS-MS training;
 

d. 	Short-term additional training outside El Salvador for per
sonnel involved in item z;to begin approximately two years
 
after operation of the new program.
 

In reviewing the training element in detail, the Mission and IRA 
have concluded that the most critical need for training remains that 
under category a and b above. The in-country training of IRA personnel 
will begin in early 1977 when the new facilities are nearing completion. 
A follow-up course will be held later in the year. After that session, 
it is anticipated that IRA will have sufficient technical and adminis
trative capacity to carry on its own training withcut substantial loan
financed assistance. It should be noted that the training sessions will 
not be starting from scratch. IRA has had approximately seven emergency 
buying stations in operation this crop year. Therefore, IRA personnel 
are familiar with various aspects of grain storage and handling. Sec
ondly, category b training has been implenrented. To date two individuals 
have been sent to the Kansas State University Grain Marketing Course and 
three others will attend the course this Summer. 

Regarding category c training, IRA's current plan calls for
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training one and possibly two candidates to the MS. level. These can
didates will not, of course have an impact during the disbursement
 
period of this loan. The Mission feels, however, that this type of
 
training is essential for the long-run success of IRA. 

nCategory d training will be implemented if courses of this 
nature develop. One possibility may be regional grain marketing courses/ 
seminars. However, this is probably too far in the future to be financed 
under the AID loan. 

2. Provide a Network of Storage Facilities
 

This of course is the heart of the program. The marketing pro
gram depends heavily on the greatly increased storage available to IRA.
 
The loan will finance the construction and equipping of approximately
 
35,650 metric tons (MT) of storage capacity to be implemented in two
 
phases. Phase I, involving 26,210 MT of storage (11 regional buying cen
ters and one terminal plant) is in process and will be completed in late
 
CY 1976. Phase II involving 9,440 MT (three regional buying centers and
 
the expansion of six Phase I regional buying centers and the terminal
 
plant) would be implemented in CY 1977.
 

In addition to the IRA-AID facilities, the storage capacity of
 
IRA will be increased by aplroximately 6,180 MT (two terminal plants) to
 
be financed by CABEI) and 40,000 MT (expansion at the terminal plant
 
sites) of emergency storage capacity bcng t;'t by !,A with itn c'n 
funds during CY 1976. The total new storage capacity of IRA by the end
 
of CY 1976 will be approximately 71,000 MT. This, combined with its
 
existing storage will provide total storae for some 100,000 MT of basic 
grains in appropriate owned storage. With the implementation of Phase II 
of the AID program, IRA would have over 110,000 MT of storage capacity. 

Given IRA's decision to expand their storage by 40,000 MT with
 
their own resources in CY 1976, the Mission contracted Mr. James Lemley
 
to evaluate the need for this expanded storage to determine whether it
 
was consistent with the purposes of the AID loan and whether AID should
 
proceed with financing Phase I of the IRA-AID program. It is noted that
 
the CAP estimates for the minimum amount of the storage required to ef
fectively implement a grain price stabilization program ranged from 5
 
percent to 20 percent of total basic grains production. The CAP used a
 
median figure of 12-13 percent as the basis for the calculation of the
 
storage to be constructed under the IRA-AID program.
 

Using that percentage, and based upon the production data from
 
the 1971 Agriculture Census, the CAP determined that a minimum of 84,000
 
MT of permanent IRA-owned storage capacity would be necessary to begin

implementation of the grain price stabilization program. 

As a resilt of the Lemley analysis and the Mission review of the 
storage needs of IRA, it has been determined that the total increased 
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storage capacity as a result of the aforementioned expansion with IRA's
 
own funds is fully consistent with the AID program for the following
 
reasons:
 

a. 	A trend of increasing production of basic grains over the
 
last 10 years can be identified and said trend can be ex
pected to continue. Therefore, IRA will require more total
 
storage capacity than envisioned in the CAP.
 

b. 	The CAP indicated that the amount of storage required to
 
carry out a grain price stabilization program was impossible
 
to calculate accurately but was at least 12-13 percent of
 
the total commercial production of basic grains and one
 
study (Kansas State) indicated 20 percent was necessary..
 
With the AID, CABEI and IRA-financed facilities, IRA will
 
have the capacity to store approximately 19-20 percent of
 
the total production of basic grains. This higher percent
age 	is fully consistent with the purpose of the AID loan.
 

c. 	The new iRA-financed facilities will be terminal plant fa
cilities located at existing or new terminal plant sites. 
The AID loan will build at least 11 regional buying centers 
thereby increasing smal 1 farmer access to IRA and contrib
uting directlyto the purpose of the AID loan. Phase I of 
the IRA-AID program therefore is more than just increased 
storage capacity. 

d. 	A decision on Phase II of the IRA-AID program will be made
 
at a later date.
 

Therefore, AID will proceed with the implementation of Phase I
 
of the IRA-AID program and will implement Phase II if a subsequent anal
ysis indicates that it is necessary.
 

In addition to the construction of facilities, loan technical
 
assistance resources will be used to assure the proper utilization and
 
maintenance of these facilities.
 

The 	veV,-.le and radio communication elements will proceed as
 

planned in the CAP.
 

3e7 	 Provide Working Capital for the Grain Inventory System
 

Although not loan funded (see Amendment), sufficient working
 
capital for grain purchase is crucial to the program purpose. For the
 
1975/76 crop year, IRA was given a Central. Bank line of credit equiva
lent to 36 million dollars plus budgetary allocations of 4 million
 
dollars for working capital. Approximately 20 million was spent for
 
grain purchases during the crop year. In May 1976, the GOES announced
 
a 12 million dollar increase in the Central'Bank line for IRA. The
 

http:veV,-.le
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working capital available to IF is considered to be adequate. The
 
amended Loan Agreement include, a covenant requiring the Borrower to make
 
available to IRA such resources as may be necessary to carry out the
 
grain price stabilization operation. (For further discussion see above
 
cited memorandum for the Deputy U.S. Coordinator).
 

4. 	Assist in the Development of a Marketing Price Policy
 

The CAP suggests that price policy should be based on a model 
designed to project the equilibrium wholesale price for the coming year. 
The problem, however, is that this model depends on accurate supply and 
demand projections which are not currently available. Technical assist
ance is being provided to the MAG by USDA/PASA to develop techniques 
which will provide the necessary data to make supply projections. The 
data for the demand projections are considerably more difficult to 
obtain. Alternative methods of price determination have been suggested. 
These methods include historical price trends, pegging the internal 
price to world futures market prices, and a cost of production - plus a 
margin technique. All of these methods have serious drawbacks, the most 
important of which is the recent (last two-three years) sharp fluctuation 
in both world and domestic prices of basic grains as well as the prices 
of imported production inpucs, particularly fertilizer. In any case, the 
price prediction model onlyfestablishes a base price which is then modi
fied using subjective judgements, These judgements include whether GOES 
d^circs t.D st-lzutz .r.z.c.cs • .i,, rcitic.chip tn ;Mnnrt mi{
tics, etc. In short, there is no easy method to determine the right
 
price. However, with the improvement in the available data on production
 
arid as IRA gains experience in buying and selling, price determination
 
will become more effective. This will require some time and is not like
ly to take place within the disbursement period of the loan.
 

Direct technical assistance to IRA in the development of a price
 
model was provided by L. F. Herrmann prior to the signing of the Loan
 
Agreement and by Dr. Gene F. Miller, USDA/PASA Agricultural Economist for
 
approximately two years after the loan was signed. In addition, the
 
Mission contracted Dr. Robert M. Finley to analyze the problems of the
 
Herrmann model and price modeling in genertl in relation to the program.
 
Based on the above and given the problems inherent not only in plice
 
prediction models, but also in the factors which influence the minimum
 
price announced by IRA each year, the Mission has determined that contin
ued direct technical assistance to IRA in the development of a "more per
fect" price model would not have a very great impact on the price'stabi
lization problem as a whole. Rather, the Mission will work with the Min
istry of Planning, the Planning Office of the Ministry of Agriculture and
 
with IRA to evaluate:
 

a. 	The real effects of IRA's price policy during a particular 
yea r. 

b. 	Alternativc price policies to determine which is the most
 
effective response to the objective of the GOES at the least
 
cost.
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The Mission believes that this indirect approach coupled with
 
the experience (and inevitable errors) gained during the next several
 
years with IRA's price policy will do more to rationalize said policy
 
than any further work in price model building. It is anticipated that
 
up to one man-year of technical assistance financed under the loan
 
could be used for this activity.
 

The CAP did not provide indicators nor means of verification for
 
the ptirpose level. We have attempted to specify EOPS and means of veri
fication in order to facilitate evaluation.
 

Likewise the inputs and outputs are described in the attached
 
Logical Framework.
 

DS teen/am 
May 17/76 



£10"i@-S.IS ".131 	 PROJECT DESGN SUMMARY Life of ProIfht:LOGICAL FRAMEWORK FORM wHICH(INSTRUCTIOP,CAN BE U)5(O ASTHIS ISA'4 OPTONALAN AiD TotalU.S. Fnda.. milion 
ORGANIZINCPeoiect Title & Nutbr: Gra in Market inq 519-T-019 	

TO 
DATA FOR THE PARR(PORT. I NFEDOT BRETAEO

'	 DowePrepared:NAPRATIVE SUMKM.	 OR SUBMIT TED.)Y OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION PProgram omSector Goal: 	 IMPORTANT ASSUMPTIONSThb 	 Irooder objective to Mevsures of Goal Achiwv-ernent: (A-2) j(A-3) Assumptions for achieving goalwhich this PWOCt 	 targets: (A-A)co:otributes: (A.!)
Increase income and employ-. 20% increase in 	 the output MAG statistical reporting 1. No natural disaster occurs.ment in grain production on of 
the smaller farms. 	

basic grains by small Eervice (PASA financed
(less than 5 Mz.) grain under the Loan) 
 2. 	 Profit margins not reducedproducer from 1975 to 1980. by 	 increased cost of pro

duct i on. 

3. 	 Adequate credit is available 
to target producer. 

4. 	 Sufficient demand for basic 
grains exists. 

mailto:10"i@-S.IS
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PROJECT DESIGN SUMMARY 
 Lef. ofPr F2 /ansass..= (I, LOGICAL FRAMEWORK From F ,F 2

ProioctTitle&Numbe: Grain Marketing 519-T-019 
 Do'sP,,pa. .L 2ZZlZ
 
Prjc i~&ub:PACE 


NARF ATIVE SUMVARY VERFICATIO;i

Project Pupuse: ([.-1) 


2).JCIvELY VERIFIABLE 1N.hrosATO - MEANS OF 7PPRT, U ;T ASSUMPT!3__ 
Conitons that will indicote purpose has !ben' &B-3) Assumptions for ocheving purpose: (-4)

Establish bas i: grain marketing achoed: End-ol-Progect stotus. (3.2) 1. IRA records & observation 1. GOES funding in addition
program to include: 1. Access of small grain 
 i to IRA's budgeted working

producer to market im- 2. " " " capital is sufflcent toa) network of sLorage facilities; proved through IRA 
 mect grain purchasing

buying centers. *3. Central Bank/IRA agree-
 needs.
b) working capital fund for graiq 
 ments and Annual Budget.


inventory system; 
 2. IRA's losses due to 
 2. Operational budget is
 
poor storage and han- 4. IRA 
records & observation sufficient to attract perc) development of administrative dling are reduced to 
 sonnel and maintain equlpen


and operational capabilities no more 
than 5% of IRA,; 5. IRA records.

of the national marketing plant capacity. I3. 
 That the iRA/MA statistical
institute (IRA); and 
 |6. IRA & MAG records and reporting service centinues
 

3. Adequate funds provided observation, to function and collect
d) development of marketing price by GOES. I 
 necessary data.

policy. 
 7. MAG statistic reporting
 

4. IRA's transportation service.
 
system functioning as
 
required by program
 
needs.
 

5. IRA's Planning anu Eco
nomic Studies Depart
ment naking policy
 
recommendations to
 
Board of Directors.
 

6. IRA intervening in
 
market In a capable ant
 
timely way to purchase
 
grain.
 

7. intra-year price fluct

uat ions reduced by 50%
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PROJECT CESIGN SUMMARY 

aso ,t*I53 	 Life of Project:tlOJS LOGICAL FRAMEWORK


S4JPLIS.4TTotol F 
U.S. Fundng. mII{on
 

Proic.,T1I&Nvmer: Grain Marketing 519-T-019 Dots
 
-- _ _ _ _ __ _ _ _ _ __ _ _ _ _ _PAGE 


NARRATIVE SUMMARY 
 OBJECTIVELY VERIFIABLE INDICATOR;f 
 MEANS OF VERIFICATION 
 IMPORTANT ASSUMPT1ONS

Ptoject Outputi: (C.I) Magnitufde of Ouvputs: (C.2) (C-3) 
 Assumpions foeochisring ourputs: (C-4)


1. 	 Construction & Equipment Capacity (1.T.) 1. A & E Contractor report 1. Inputs are available on a 
Silo Warehouse timely basis.
 

Stage 1 2. Construction Contractors
Santa Ana 	 4710 100) 1 
 reports. 2 No circumstances which
 
San Mi4guel San Mguel 26)might
4080 	 1003
 cause construction
 
Ahuachapan 
 1260 	 263 3. USAID and IRA Records delays occur
Ciudad Barrios 	 1260 
 263

Mercedes Uma~a 
 1260 	 263 4 Observation 3 No circumstances which 
Metapan 	 1890 260 
 might cause delays in
Sa, Josd del Caflar 1890 	 263 
 5. T.A. Contracts Reports arrival of equipment

Santa Rosa de Lima 1260 
 26)

San Vizente (C. Panamerican) 1260 26) 
 4 	Qualified personnel

Sensuntepeque 
 189o0 260
 
Sitio del Nifio 1890 26) 
 cutyain in

Sonsonate (KM. 12) 	 1890 263candtprovidetherT.A. 
Suchitoto * 
 1260 260
 
Zacatecoluca 1890 26)
 

Sub-Total 57,690 5,120

I Stage Ii
-


Sub-Total 8,500 r 520
 
Total 56,190 5,641)
 

2. 	 Training Program detaIls
 
will be provided in IRA's
 
training plan.
 

3. 	Technical Assistance
 
details will be provided 
in 	IRA's T.A. Plan.
 

(Both the T.A. and Training Pln will be forwarded ASAP)
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Project Title & 'Number: Grain 

NARRATIVE SUMMARY 
Project Inputs: :D- I) 

1. Facilities & Equipment 

2. Other Equipment 


3. T.A. 


4.. Training 

5. Working Capital 


6. Operating Costs 


7. Contingencies 


TOTAL PROJECt 


PROJECT DESIGN SUMMARY Life of Proj t:LOGICAL FRAMEWORK Total U.SFrom FYl Fun 
Marketing 519-T-019 

Dote Prepraed: 
OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANTImplemeniation Target (Type and Quantity) (D-3) Assumptions for p'oviding Inputs: (D-4)

(D.2) 
AID GOES TOTAL
 

3,775 1,063 
 4,838 1. Controllcr's Records 
 1. Adequate Funding Available
 

-- 660 2.660 IRA's Records 2. Equipment, materials and 

649 -- 649 supplies available ontimely basis.
 

100 -- 100 3. Qualified personnel
 

-- 16,500 16,500 
 available when needed.
 

-- 1,691 1,691
 

1,316 
 1,316
 

6,500 19,254 25,754
 

*.. tFy12/31/776.5 mi llion 

/ :r 

ASSUMPTIONS PAGE 4 


