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San Salvador, E} Salvador

January 30, 1978

The Honorable

Governor John J. Gilligan
Administrator

Agency for International Development
Washington, D. C. 20523

Dear Governor Gilligan:

| have participated in the formulation and have reviewed the E}

Salvador ""Country Development Strategy Statement (CDSS)''. This, in

my opinion, is a well conceived document, which | endorse. The

strategy has evolved from ideas, thoughts, deliberations and experiences
of the past year from all the members of the staff that have participzted
in its preparation. Some of the ideas evolved from my weekly ''Countr.
Development Meetings' in which the A.I.D. Director, Mr. Ruiz, and other
members of my senior staff involved in economic development participate.

| realize that the CDSS has been prepared fallowing AID/W guideliires

and instructions that "‘human rights will not be considered as a separate
factor affecting planned levels'. | support that apprecach. The strategy
addresses present basic human needs as geared toward the poor majority
consistent with our Congressional Mandate.

| am pileased to note that the strategy as designed requires funding
levels higher than those presented in the Annual Budget Submission
(ABS) for FY 1980 but without any request for additiona! personnel zhan
those requested in the ABS; which | endorse. | am in agreement that e
should ""1ift our sights' and heartily support your policy ''to do more
with the same number of fewer direct-hire employees''. in this respect,
Mr. Ruiz and | discuss personnel matters periodically with the view Ir
mind of maintaining personnel levels to the minimum without affecting
our overall economic development objectives. So | am confident that
the propcsed program will be carried ocut effectively with the personrel
fevels proposed.

| am looking forward to the approval of the {DSS$S and your support of :he
proposed program during the upcoming AID/W review to be chaired by vo..

Sincerely, ~

“. . - /

- i

' e s s .
Frank J. Devire
American Ambassador
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COUNTRY DATA - EL SALVADOR

Area Population Density
2 iy . 2
20,988 Knm 4,4 million {mid-1978) 205 per Xm, (1978)
(equivalent to Natural growth rate 3.3% 328 per Km~ of
Massachusetts) Net outmigration 20,000 arable land (1878)
Net growth rate 2.8%
Population Characteristics Education
Crude death rate (per 1000) 8 Adult literacy (1973}
Crude birth rate (per 1000) 42 Enrollment ratio
urban {per 1000) 35 age 9-15 (1978)
rural {per 1000) 47
No. of vears to double 21 Income Distribution (1976)
Life egpectancy ?t birth 29 % income lowest 107%
Economically active o = s
opulation 329 % income lowest 40%
PoP %Z income highest 5%
GNP per capita (1976) U.S.$528 Land Ownership (1971)
o : =
Disposable income " 2§ %:iisln largest  10%
. . T
per capita (1976) U.5.5341 % of land in smallest 50%
Agricultural output per of farms
rural perscn (1976) U.5.58229
Average Dailv
. Caloric Intake
Growth rate of GDP (1970-77) 5.1%
Growth rate per capita Coffee Sector
GDP (1970-77) 2.2% {(current prices)
T of GDP
1974
National Income Accounts 1977 o 1977
(Millions) GDP
Gross domestic product U.S. $2,841 100% T of exports
Government expenditures 496 18 1974
Government revenues 501 18 1977
Gross capital investment 606 21
Exports 973 34 External Public
Imports 8942 33 Debt Service

Net foreign reserves

vear-end 1978 (millicns) U.s. 82722

Debt service
ratio (1978)

External debt
to GD? (197%)

631
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OVERVIEW

This CDSS presents a candid analysis cf the critical conditiomns
characterizing the development envircnment in E: Salvador. The picture
that emerges is not a pretty cne, ecpecially for the 60 percent of the
society representing E1 Szlvador's poor.

Fl Salvador is at a critical juncture. [t is huffeted by a series
of forces that hopefully will not paralyze the capscity of the people
and theilr government to sclve & number of cruciz. problems. In many
ways a prisoner of its past patterns of development, confused by the
present turmoil that threatens peaceful change, and troubled by a
vision of what the future portends with or without change, Fl1 Salvador
seems for the moment unsure of a course of action. Progressive initia-
tives need reinforcement and support.

The longest shadeows [alling across Fl Salvialor's future are the
human rights question on the one hand and pe:vasive and growing poverty
on the other., The problems of one are in mary wavs inseparable from the
problems of the other. Poverty has led to political and social turmoil
which in turn has produced fear and a sharp rezction from those with
vested interests in the status quo. The challecgs for all those concerned
with El Salvador's future will be to find a wavy ©u overcome the current
polarization and proceed with development programs that promise growth
with equity.

Thus, AID and the progressive elements of F1 Salvador are presented
with both the dilemma and challenge of how to bhreak through this vicious
circle. The dilemma for ATD alone 1s that while we cannot ignore human
rights considerations, neither can we turn our hacks on El Salvador's
poor, particularly at a time when their need for help has never been
more critical.

We are very much aware of the complexities irvelved. VWe are,
nowever, confident that we can accept thig challanze and pursue a course
of action that balances zoncern for human rights with the AID mandate
for helping the poorest of the poor. This will not be an easy task
given the issues and the development problems, and it will require much
more than the relativelv low levels of assistance provided in recent
vears. Within this context we have develcped = strategy which addresses
the critically pressing problems of the poor. ' are confident it re-

presents a worthy investment in their future.



PART I, ANALYSIS

A, Analytical Description of the Poor

1. Introduction

A majority of Salvadorans are hungry, illiterate, infested
with parasites, malnourished, poorly housed, underemploved, and generally
subsist from dav to day in an over-crowded country with little opportunity
to improve their lot in life. TIlliteracy is as high as 707 in some
rural areas; the severity of parasitic illness and malnutrition equals
that of Bangladesh, Haiti, or Ethiopia; for many housing is virtually
non-existent; and labor underutilization in the agriculture sector (47%)
is the highest in the hemisphere.

In defining the poor, we have used the criteria of per
capita income, calorie intake, life expectancv, birth rates, and access
to basic health services as set forth in AID's report to the Congress on
the implementation of the ¥ew Directions. We estimate that one or «—ore
of these basic criteria presently applies te 2.6 million people or about
three fifths of El Salvador's estimated 1978 population of 4.4 million,
0f these, 78% are rural poor while 22% are urban peoor. Of the rural
poor we estimate that two thirds have some access to land, but as many
as 35% belong to a class of rural landless poor. With an estimated per
capita GNP of $528 in 1976 and a population density of 508 per square
mile Fl Salvador is clearly one of the hemisphere's lowest income, most
over-crowded nations,

This analysis will fccus primarily on the rural pecor.

This group is by far worse off and more unstable than the urban pocr
group. For this reason, the rural poor will ceontinue to be, throughout
most of the planning period, AID's principal target group. Increasing
attention will be deveted tc developing information about che urban and
landless poor, rates of migration and urbarization, and their implica-
tions for AID strategy. The current Rural Poor Survev and other studies
will provide a continuing flow of data regarding the landless and the

urban poor.



We define the rural and urban pcor as fcollows: The urban poor
are those living in units of approximately 2000 oopularion or more. The
rural landless poor are mairly farm worker familiecs some of which derive
income from itinerate non-agricultural emplovmenr. “he small farm group
represents those residing on farms whose per capits income is estimated
to be less than the minimum AID criterion discussec below.

2. Income Levels and Distribution

As a reasonable upper limit for definirg poverty, the agency
benchmark of $150 per capita in 1969 dollars was aciusted to an equivalent
$250 for 1976 by the GDP deflztor. Table | pives Mission estimates of
the total number of poor whose per capita income, ir-Tuding autonomous
consumption and imputed renrs, fell below this leove! in 1976. All data

in this section are for 1976 unless ctherwise stated.

Table 1
Population and Poverty Categories: 1978
Populaticn ZTotal ticuseholds Avg. Per (Capita
(000} Population {000) Disposable Income
Population
Total El1 Salvador 4,123 1007 762 §341
Rural 2,474 60 G417 210
Urban 1,649 40 145 537
San Salvador 694 17 149 738
Other Urban 955 23 196 392
Poor Target Group
Total E1 Salwador 2,432 59 392 134
Rural 1,865 46 296 130
Urban 533 13 96 155
San Salvador 104 3 19 171
Other Urban 437 10 77 156

Per capita disposable income was only 3341 Yor the entire country.
It was 2.5 times higher in urban than in rural resions, a reflection of
the relative incidence of poverty.

The urban poor comprised 538,000 people. Cnz taird of urban and

137 of the total population are in this group ard had a per capita
disposable income of 5155. The San Salvador metrvapolitan area
seems to have the lowest incidence of poverty at 7 versus 45% for

other urban areas. However, adjusting for higher nsts of living in the
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capital city would undoubtedly increase the relative incidence of
poverty there. The rural poor comprised 1,894,000 people, accounting
for 77% of the rural population and almost half of the entire
population. The per capita household income of this group was 8130, 20%
lower than for comparable urban groups.

The Agricultural Sector Assessment of 1977 provides arn in-depth
picture of the distribution of the rural poor based on 1976 farm incom
estimates. Using a different data base, its estirmate of the tectal nurcber
of rural poor was 7.7% higher than that derived from income statistics,
Table 2 summarizes by region.

TABLE 2
Rural Poor: Small Farm Families and
Landless Rural Workers: 1976

Farms sizes Number of Small Fam Landless
Included Farms Population Populaticn
West Region 0-2 47,978 276,000
Central (West) 0-4 ha. 62,565 356,000
Central {East) 0-3.8 ha. 16,664 213,000
East Region 0-3 ha. 77,348 475,000
All Regions - 225,556 1,320,000 T2G,000
Total Rural Pcor 2,040,000

The incidence of povertv increases dramaticallv as one moves toward
the north and east. A larger farm size is needed to raise a rural
family above the Agencv's poverty level as one moves toward the eastern,
non-coffee growing regions. Using a rough distribution of the landless
poor based on farm worker data anc regional rural popularion estimates,
the poor represent 407 to 507 of the rural population in the West
Region, but 80% to 85% of the rural population in the Fast Regien. The
worst poverty is to be found in the nerthern tier, a non-coffee growing
area of the country,

The cold statistics used here can scarcely describe the
overwhelming degree of malnourishment, illiteracv, unemplovment, crowded
housing and incidence of illness one sees in the countrvside.

Therefore, to gain a fuller picture ©of the conditions of rural povertwy

it is necessary to look beyond income levels.



3. Nutritional Status of the Rural Poor

Nearly three-fourths of all Salvadoran children are malnourished
with one-fifth suffering sericus malnutrition often associated with
disease or leading to increased wulnerability to discase, While a
recent study has shown severe child malnutrition in all regions, the
problem is most serious in marginal agricultural and coffee farming
areas where seasonal variations in employment ard ‘ncome are greatest.
Moreover, the highest rates of malnutrition are found in the June-July
period when family stores of corn and beans have run low and unemployment
is high.

Many families are hard pressed to meet the sstimated daily
cost of $2.65 it takes to adequately feed the nsztinnal average size
family of 5.4 persons. As a result, average calorie consumption nationwide
is estimated at 1,890 measured against a recommended 2,300. Since
protein consumption averages an estimated 43 grams per day, or 917 of
the minimum requirement, it appears that the prchlem is one of dietary

quantity rather than qualitv,

4. Health Status of the Rural Poor

Despite the fact that meost rural Salvadorans reside within
less than 10 kilometers of a health clinic and are relatively unthreatened
today by diseases such as measles, tuberculosis and diphtheria, they
live in poor health. Coughs, malnourishment, ard diarrheas are so
common as to be accepted as a routine part of 1ife. Thus the poor
usually do not seek attention until seriously i.i1. Infant mortality in
rural areas exceeds 100 per thousand, and life expsctancy at birth in
rural areas is 54 compared to 5% feor the countr: as a whole. Nearly 20%
of medically certified deaths are ascribed to diarrheas and respiratory
ills with another 287 to ill defined causes, Furthermore, diarrheas and
respiratory disease accounted for 807 of diagnowad iilness in 1977 and
malaria another 7%Z. This is in large part due t: the fact that in rural
El Salvader only an estimazed 257 of the populace .zs access to safe

water and only 177 has adequate means of waste disnosal,
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Existing Ministry of Bealth services are generally overcrowded
and poorly administered. When the rural poor seek modern medical care,
they often bypass the MOH facility in favor of a visit to a local pharmacy
where a minimally trained assistant will provide a diagnosis of their
illnesses for a fee and prescribe drugs available at a price that cuts

deeply into their already low income.

5. Educational Status of the Rural Poor

The educational level attalned by rural residents of Fl1 Salvador
is far behind that of urban dwellers as deronstrated by Table 3. In
1975, 38% of the total populaticn over ten years was considered illiterate,
while 537 of the rural population over ten vears was 1illiterate.

TABLE 3
Illiteracy by Age CGroups

10 - 19 20 - 29 30 - 39 40 - 495 30 -
Total 27% 317 417 VE ST
Urban A 12% 19° 28, 3
Rural 397 48 58 687 ~h

In 1975, only 127 of rural residents had finished sixth grade
as compared with 447 of urban residents, and only 0.47 of the rural
populace completed nine grades in contrast to 4.5% of the urban populace.
Rural school children enter school later than urban vcungsters and
attend school 1.6 less vears om the average.

Low educational attainment in rural areas seems to relate to
lack of access more than to lack of demand, Fducaticon is valued highlvy,
For example, rural students at all inccme levels oftern repeat grades
that they technically have passed because instruction at the next higher
level 1s not available. 1In 1973 only 32¥ of rural schools offered zll
grades in primary education in contrast te 937 in urban schools., The
gap worsens in grades 7-9 where rural areas have onlv 57 of the total
enrollment for these grades. Faced with the lack of access, rural

younpsters will often choose to commute to classes in urbarn areas.



6. Housing Status of the Rural Poor

In 1971 80% of the stock of rural housing and 517 of the urban
stock were judged inadequate to meet basic needs. A typical rural home
is made of adobe with a dirt floor and tile roof. Materials are made by
hand from what is available locally. The second most common type of
home is a combination of mud and sticks or mud and bamboo which holds
together only a few vears at best. These houses typi:ally have thatched
roofs of sugar cane leaves or grass. Both tvpes usually have only one
room which serves as a sleeping, living, and food stcocrvage area.

"Sausage' communities (chorizos) are becoming a common sight
in rural areas. These are long sausage like rows of crude housing
squeezed inte extremely narrow spaces between large tracts of land and
along the roadside. The product of population pressure and concomitant
separation from the land, these housing groups represent a relatively
new phenomenon in the rural areas where the poor have traditionally had
at least a small plot of land which permitted subsistence and some
distance from others. These 'sausages' are marked bv high populatiocn
densities and the virtual absence of potable water, latrines, and other

basic facilities.

B. Why the Poor are Peor

Stated simply -- the basic cause of poverty in 1 Salvador is too
many people pressing on the resource base, The pattsrns of development
have failed to provide adequate increases in economic opportunities for
a rapidly pgrowing population. A fuller answer to this question probably
lies in an examination of £l Salvador's economic, socizl and political
evolution, as well as its resource endowment. The analvsis that follows
examines the major reasons why El Salvador has the degree of poverty
that exists today and why poverty not only has not heen reduced or
alleviated at a faster rate but indeed may have become worse for some

income groups over the past several vears,



1. Population Growth

Demographically, the situation in E1 Salvador is grim.
Mortality has dropped dramatically from 30 to 8 per thousand in the last
several decades. Fertility, close to 50 per thousand until 197C, has
declined since then only to 42 per thousand for the country as a wheole,
but remains 47 in rural areas. As a result, El Salvador has a natural
growth rate of 3.3, one of the highest in the world.

This more sluggish decline in rural fertility has a number of
explanations. Llack of access to family planning services is undoubtedly
important as can be seen from the rapid descent in urban fertility once
GOES-sponsored family planning services becamz wide spread in those
areas in the early 1970s.

Just as important is the pattern of family relations among
rural lower classes. Male-female relatvionships generallv begin en a
basis called companionship. Given the lack of emplovment opportunities
in rural areas, women often enter into a companienship relationship
seeking economic security. Most rural men resist marriage or other
forms of permanent cormitment. Since female securitv rests on the assurancze
of a2 large family and the burden of familv support does net fall fully
on the man's shoulders, the individual's desire to limit familv size is
weak, Moreover, female contraceptive acceptance seems to be counstirained
significantly by male opposition based on his alleged concern for the
women's health, her possible infidelity, and the nachismo Jesire for
large families as a proof of virilitcy.

Rural iliiteracy rates have been shown to correlate with high
fertility with each additional year of instruction corresponding tec a
lower fertility rate. Female unemplovment and migration in rural Fl
Salvador show the expected complementary relationships to Zertility.
More ambitious women tend to migrate to the cities. “ozen left hehind
are often those with more traditional ideas of child bearing.

Looking ahead to the year 2000 and taking these factors in

consideration, the demographic picture changes from g:im to dismal. In
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the ahsence of a substantial decline in fertilit. and continued cutmigra-
tion, the population could reach &.% million. f[wen if we assume striking
success in the rural family planning program, leading to a decline to
30/1000 or below, the pepulation would be expociec to increase to 7.7
million. Acceleration of migration from 20,000 to 50,000 a year would
reduce the estimate to 7.1, but EL Salvador wruld, even at that level,
continue to claim the most rapid popuiatiorn grows!: rate and greatest

population density in Central America.

2. The Natural Resource 3ase

El Salvador has a tetal land aves o0 2,098,000 hectares. The
adjacent Pacific Ocean supports a small fishing irndustry with limited
potential. Fossil fuel or other mineral potent 1] is negligible. Three
fourths of the country is mountainous. Once covered 904 by evergreen
and deciduous vegetation this has been reducod £z less than 15% and
commercial forestry has wvanished.

Silting threatens the potential «f nvdroelectric development.
Despite an extensive river system irrigatino = ¢onstrained both by
unfavorable topography anc¢ greatly reduced scroan flows in the long dry

season. While rain-fed tropical apriculture svpears te ofer the only

means of land exploitation, farsighted conserwoiion measures will have
to be employved to prevent further deterioration.

a) Land Urilizavion: Of the tcta: land base over one

half is of steep slopes with poor soils unsuitablie for agricultural use.
The remaining half includes the 18% classified as good soils suitable
for intensive cultivation, much of which is or upied by urban settlement.

ropical rainfall concentrated

Increasingly intense use, aggravated by heawy

in a six month period followed by a sharp ani srolonged dry season, has
resulted in a very advanced and critical state 0 f soil erosion and
depletion. National vield trends in tle bhazic Tood crops reflect the

onset of stagnated levels since about 1970, despite the availability of

high yielding crop varieties and other impreved production technelogies.
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Surprisingly low returns strongly suggest a rapid decrease in the fertiliry
of these intensively cultivated soils. This is particularly true for
corn, beans, and sorghum.

The actively exploited area of agricultural production
since the mid-1900s has remained at less than one million hectares as
reflected in Table 4. The reduction between 1961-71 is explained largely
by urban and infrastructure expansion.

Table 4
Distribution of Land Base under Agricultural Production

Native
Total Temporary Permanent Improved Pastures

Year Hectares Crops Crops Pastures & Woodlands
1950 924,670 391,050 153,220 174,881 205,510
1961 986,778 493,493 159,662 104,434 229,187
1671 932,716 488,436 163,499 112,737 168,044

Production for export characterizes medium arnd large farms
and includes about cne third of the area in temporarv crops such as
cotton and sugar cane, and about 857 of the area in permanent crops
which 1s almost exclusively planted to coffee. Livestock operaticns orn
medium and large farms also cover almost all of the area in improved
pastures and about one half of the native pasture and weodlands. Smell
farmers with 10 hectares or less cultivate about twe thirds of the area
in temporary crops, almost exclusively in corr, sorghun and beans. Thev

also cultivate about 12% of the coffee and uvtilize zhout one tenth o

L

the native pasture and woodland areas. As noted below onlv about cne
half of these small farm units are owned by the smalil operator; the
balance are generally units of marginal land rented from zbsentee owners
or producers within the modern large farm sector.

The most significant trend in land resource utilization is the
shifting of lan] from pastures and woodlands into annual crops, largely
to facilitate basic grains and bean production by the gro~ing small farm
sector. From 1950-71, farms under 2 hectares, heavilw devoted to
these traditional crops, increased in rumber by $2% anéd expanded their
cultivated area from 83,216 hectares te 151,326, During this perioéd
the total pasture and woodland area declined by about 100,000 hectares and

land in annual crops increased correspondingly. Bv land capability



standards, the estimated amount of land in annual c~ops in 1978 exceeded

the recommended level by over 200,000 hectares.

b) Impact on the Poor: In 1976 agricultural product per agricultural

worker was valued at $229, and population density was 320 per square

kilometer of arable land. USAID estimates that til!led land per agricultural

worker has fallen from 3.0 hectares per worker ir 17370 to 1.8 in 1976,
This shows the unreienting population pressure or tne resource base and
unfortunately it has not been ofifset by a comparables rise in productivity.

With 5% of Cental America's land, El Salvador has alwost 237 of its
population and unlike its neighbors has nc frontier into which a growing
population can expand. _

Lacking other employment copportunities, agriculiure has become the
employer of last resort for a majority of the rura} pror who still
choose to crowd the land and not the city., We attribute this to a
perception that some participation in the produciion of basic grains and
traditional food crops offers more security tharn osher alternatives.

Increasing pressure on the land is manifest:ing -tself in at least
five forms:

- increasing purchase and rental prices

- rapidly increasing numbers of smail farns

- decreasing average size of small holdings

- rapid expansion onto hillside and mergirsl land, and

- inecreasing insecurity of tenure in the sn:il farm sector

The tables below illustrate the respective trerds in farm numbers,

size, and tenure, Trends in ownership patterns ‘ave shown a slight
decrease of land concentration with land in farms under 10 hectares
increasing from 19.0% in 1950 to 27.1% in 1971, towever, in 1971 farms

over 100 hectares still constituted .77 of all froms and made up 39% of
all farm land. Although the small farm sector has grown, it has made no

dent 1n absorbing the increasing number of rural pecr, The non-owners

comprise over one half of a3l small farmers ard the:r average farm size
is decreasing. As a resul? the relative welZare m1 _he small farmer has

continued to diminish.
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Table 5
Changing Patterns of Farm Size

1950 1 961 1971 Z change in No.
of farms by
Farm No. of % of No. of 7 of No. of ¥ of size categoTy
Size Farms Total Farms Total Farws Total 1851/71
(Has.)
0 - 2 105,605 60.6% 155,555 68.6% 191,527 70.7% Bl.4%
2 -5 34,868 20.0 37,743 i6.6 43,414 6.0 24.5
5 - 10 14,064 8.1 14,001 6.2 15,598 5.8 16.9
10 - 20 B,874 5.1 8,524 3.8 9,164 3.4 3.2
20 - 100 8,767 5.0 8,925 3.9 9,224 3.4 5.2
over 100 2,026 1.2 2,148 0.9 1,941 0.7 - 4.2
TOTAL 174,204 100.0% 226,896 100.0% 270,868 1C0.0%
Table ©&
Percentage Distribution of Land bv Farm Size and Tenure
Net Change
Farm Size in Area
_(Has.) 1950 1961 1971 1650-71
0 - 2 5.47% 1/ 8.8 10.47 81.8:%
Owner (42.2) 2/ (41.9) {&4.2) 0. 4
Non-Owner (57.8) 2/ (58. 1) (55.8) 75.6
2 -5 7.1 7.9 9.1 23,4
Owner (75.9) (79.8 (76.6) 24.5
Non-Owner (24, 1) (20.6) 23.4) 14,38
5 - 1C 6.3 6.7 T.R I
Owner (91.0) (93.2 {30.0 3.5
Non-Owner { 2.0} ( 6.8 (10.00 24.0
10 - 20 8.0 7.9 8.7 3.7
Owner (95.1) (95.6) (9 2.0
Non-Owner { &.9) (4,45 { 1 28,1
20 - 100 23.1 24.5 25.5 4.4
Over 100 49,97 54,27 18,77 -26.57

1/ % land in farm size category.
2/ 7 of farms in tenure category.
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3. Economic Structure

The two major productive sectors of the economy, agriculture
and manufacturing, have moved the economy forward at recasonable growth
rates since 1961. The growth of GDP was b.77 per vear from 1961 to
1967. It slowed to 4.6% from 1968 to 1975, reflecting the maturing of
the Central American Common Market (CACM) import substitution policy and
the side effects of the Soccer War with Honduras. Since 1975, growth
stimulus has come from high coffee prices with the economy growing at 5%
per year. The rapid fall in the price of coffee plus the continuing
depression in the world sugar market will cause a deciine in growth in
1979 unless alternative sourves of foreign exchangs (such as borrowing)

can be found.

a) Agriculture: The structural problems discussed here
and in the section on the resource base have develo:-od over the last 25
vears. Before 1950, when there were few industries and the population
growth rate was low, most rural dwellers were either attached to land or
had some access to land. The economic cycle followed agriculture. At
the same time, death rates were high enough to check pepulation growth.
Absorbing an increasing labor force was not a maor problem even though
poverty resulting from low productivity was pervacsive. In other words,
the economy was in a static eguilibrium. Teday 211 of this has changed,
affecting the well-being of a majority of the population and the country's
socio-economic stability.

Although the value of agriculture output has declined
from 30.8% of GDP in 1960 to 20.7% in 1978, 1t iz =till the backbone of
£l Salvador's economy. It provides a livelihood Zor about 607 of the
population and about 65% of foreign exchange revenues. In effect the
agriculture sector has plaved a central role in the development of the
industrial sector by providing foreign exchange o1 essential raw
materials and machinery.

While a2gricultural output has grown at 3.9% per vear

since 1960, basic grains prodwvcticn has grown at only 27 per vear, a
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reflection of the importance of the export crops - coffee, sugar and
cotton - and the declining productivity of the land of small farmers.
This agricultural develcpment pattern and pcpulation growth has led to
sharply skewed land and rural income distribution patterns and has
produced a huge rural laber surplus that prerently cannot be absorbed by

agriculture,.

b) The Industrial Sector: El Salvador's exports tc the CACM

increased at an annual rate of more than 277 during the peried 1967-68,
but only 4% per vear during 1969-74. Once the manufacturing capability
of F1 Salvador and the other member countries caught up with increased
regional demand, there was little potential tc expand except to accormodate
the secular growth of the CACM. As a result the manufacturing sector's
share of GDP increased steadily from 14.3Y in !960 to 15.37 in 1970,
The share now seems to have reached a plateau where it contributes about
20% to GDP.

There are several factors that will make furture acceleraticns
of industrial growth and employment generaticn di‘ficult. Although the
CACM is larger than any individual member market, it is still very small
when compared to the demand required to encourage the size of manufacturing
firms needed to become competitive in the world marker, Consequently,
Salvadoran manufacturing firms have been unable to expand hevond CACM
tariff walls, and Govermment policies have heer inalequate to effect
this transition.

Second, the manufacturing secter now produces geads that used
to be imported. Imported raw materials and capital ecguiprent often cost

the economy a higher net price than the world price of the finished

(4%

product. The result is the dependencv of the economv on the expert ©
traditional crops to finance raw materials, The industrial sector has,

in part, become a vser rather than an earner of foreigr exchange.

p—t

Third, the change in trade patterns behind these tariff wzalls
has produced a manufacturing sector that uses more capital per unit of
cutput than would have been the case if these industries had been

allowed to develcp without protection. Investrent capital andé raw



material imports are exempt from paying tariffs cr are taxed at low
rates. Although the idea behind this discriminatiorn was to promote
domestic investment and production, the result has alsco been the develop-

ment of capital intensive industry.

¢} Employment Prospective

In summary, the pattern of development nas failed to alleviate
poverty by not providing job opportunities for a rapidly increasing
population., The ILO estimated that effective unemplioyment as a percent
of the economically active population was essentiaily constant at 327
between 1961 and 1971, Over the same time pericd cpen unemployment
increased from 5.1% tco 10.2%,

The rural pcer's access to employment is 'imited by the
seasonal nature of labor requirements. The swma’! farm population and
landless rural poor account Zor most of this urderutilized work force.
Labor underutilization is 76% on farms of 5 2o |0 hectares, but only 20%
on farms of 10 to 20 hectares. 1In general smzll farmers utilize 53% of
their labor on their own farms during the peak November-December period,
and only 117 in March. These rates indicate the reed to find employment
on the part of the rural poor is critical,

The economically active population (¥AP) age ten and over is
expected to be about 33% of the population thrnupghour the 1%80s. If the
economy 1s to provide jobs at the rate of grow:h <f the EAP, approximartely
40,000 jobs per vear ave presently required. Turthermore roughly 300,000
additional jobs are needed to eliminate present conditions of unemployment
and underemployment. Thus a high level of un-and-underemployment is
likely to remain a major factor causing povertv throughout next two
decades. IBRD projections indicate that ever if 0LP zrows at 5.5% with a
growth rate above 6% in manufacturing and constr:ction, the rate of

effective unemployment will be reduced to oalv 73.5% by 1991,

4. The Rural Social Structure

The social structure of the rural Salvacceran to some degree is

a constraint to programs aimed at relieving p-vewtv. Tt is notable for
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its lack of social integration and community identity. The target group
member is likely to be highly independent with few ties external to the
family, has limited obligations to relatives, and receives little if any
help from friends,

When compared with her counterpart in some industrialized
nations or in certain other Latin American countries (Chile, Brazilj},
the Salvadoran woman plays a very conventional role in the political and
economic life of her country. Although the legal structure of El
Salvador confers equal rights to women, custom and tradition often
relegate women to second class status, especialliy in rural areas and
among the poor.

Rural women do participate to a significant degree in marketing
and commerce, thereby acquiring skills and self-confidence that thecret-
ically can be applied to other development efforts. Moreover, mothers'
clubs and similar "women's" srganizations exist to stimulate self-help
projects, but by and large, the weak family structure of the po>r forces
women into the sole position of holding together what little family
there is by whatever means possible.

Rural Salvadoran society 1s a homopenous one with linguisticallv
and culturally distinct subgroups of the population virtually non-
existent. Spanish 1s the common language embracing all socio-economic
levels and areas of the country. The disappearance of the traditional
Indian social background in the rural areas coupled with the comparatively
rapid socic-cultural evoluticn of the countrv's 'rban areas has left the
rural poor with few social, pelitical, and economic vehilcles through
which to improve their lives.

Finally, the broader value system of the rural poor, especiallvy
the desire for subsistence security, land, and a preference for a rural
life style, his acted to limit the receptiveness c¢f the peer te community

self help efforts and to change.

5. The Political Structure

El Salvador's political and governmental structure is highlwy
centralized with separation of powers existing only in a conceptual
sense, The executive branch effectively dominates all maior govermmental

decisions., Few powers are reserved for the departments or the people.
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Every President since !93Z has come from the military. When
the term power structure is applisd te El Salvador it reifers to a
military government staffed with both military and civilian technocrats
working in alliance with the weslthy upper classes throngh a civilian
political party system. This power structure is neither dynamic nor
eclectic, and has been remarkabiy stable over the yesrs.

The National Conciliation Party (PCN), a renter-vight party
enjoying the support of the military, has remairec in power since its
founding in 1961. The principal opposition party since 1964 has been
the Christian Democratic Party (PDC). The PDC is aligred with the
National Revolutionary Movemenr (MNR-Social Democrats? and the communist
dominated National Democratic Union (UIDN) in a coalition called the
United National Oppositiomn, (UNO).

The Catholic church, for centuries alwavs a part of the power
structure in every Latin American country, ceased te collaborate with the
military and the wealthy elites during the 1960s. Since 1977, the top
leadership of the Church has been in constant and vociferous opposition
to the military government and highly critical of El Satvador's current
economic and social conditions.

Labor unions and cooperatives play an impcr+-ant role in Salvadoran
politics although agricultural unions by law are not oermitted to engage
in collective bargaining. The Federation of Salvadcran Christian
Farmers (FECCAS) and the Farm Werkers Union (UTC) are the most prominent
of the rural labor groups together with the Salvadoran Communal Union
(USCY. 1In 1966 the government in an attempt to foster stability created
ORDEN, a para-political group organized at the grass roots level and
directed from the Office of the President. Tts task is to mobilize the
political energies of the rural people, to educate =hen o the importance
of freedom and democracy, and to alert them to the dangers of subversion.
ORDEN is often accused of being a repressive arm, or "Falange," of the
GOES.

A major private sector institution that plevs an important

political role is the Natiomal Association of Dusiness-men (ANF®), Tt
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takes a stand on all major pelitical issues and was largely responsible
for scuttling the agrarian reform law of 1976/77. The various coffee,
cotton, and sugar cane growers asscclations also play important roles as
does the National Monetary Board of the Central Bank,

Administratively, the country is divided into fourteen departments,
each headed by a governor who is appointed by the Presidert, and reports
to the Minister of Interior. Departments are sub-divided further iuto
261 municipalities. The mayors of the municipalities are elected by
popular vote, but make few major decisions relating to revenue collection,
budgets, and expenditures. The 261 municipalities in turn are divided
into 1,966 cantons which are dispersed groupings of houses.

Canton authorities are the commander and the commissioner.

The canton commander is either a national guardsman c¢r a loecal civilian
appointed by the military autheorities to direct both military and
pelice operations., The commissioner plays a complementary role as the
chief civilian authority at this level and he toc is appcinted to his
post, usually by the mayor of the municipalityv.

Since 1932 when the military took cover the reins of government
there has been a very low level of popular participation in pelitics and
decision making processes, The army has worked closely with the wealthy
elites to preserve the existing economic and social order. The controver-
sial government dominated elections of 1972, 1976, and the rise and fall
of the 1976/77 land reform project are the best and mest recent examples
of the narrow scope of political perticipation permitted. At times,
opposition political parties have been unable to assume power even after
apparent election victories and are often seen by the power structure as
subversive and an anathema to the country's interests.

In summary, the centralized hierarchical, quasi-democratic
Salvadoran political system permits the poor little meaningful access to
the political process and few vehicles to articulate their desires and
grievances., The system, therefore, while perhaps not actually creating
poverty, is not structured to pvovide a participatory approach to

development.
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C. Progress and Commitment

1. Public Sector Performance

Until recently the public sector piaved a limited role in
El Salvador. During the 1960s government expenditures as a percent of
GDP ranged between 10% and 13%. The GOES fostered a growth oriented
policy which, despite rapid population growth, genevated average per
capita income increases of ? percent per vear. Analysis of income
distribution figures, changing land-laber ratios, and unemployment
trends indicate that all income groups have gainec ir absolute terms
with the exception of the agricilturally-based rurai poor.

Limited exchange controls, moncpolyv marketing beoards for
expores such as coffee, cotton and sugar, and government red tape,
though irritating, do not seem to have acted as maior disincentives to
past growth as they have in many LDCs. On the cther hand, positive
programs to promote exports as development/em:lrymint vehicles, such as
export rebate schemes, exchange rate adjustments, <xport insurance and
marketing assistance have been inadequate to promote growth. However,
the government is now attempting to accelerate growth by expanding
exports outside the CACM. The Export Promotion Law of 1974 provides
import duty and income tax exemptions and property tax deferments. The
povernment has established re-export manufacturing rones, the Salvadoran
Foreign Trade Institute and an Export Guarantee Fund to assist exporters.,

aj Budget Commitment: A ma’or expansion of public

sector involvement in promoting overall growth has taken place since

1970.. The percentage of public sector expenditures has increased from

12% of GDP in 1971 to an estimated 18% in 1977. Tvansportation, commu-
nications, energy, water and sewage, and urban community development are
areas in which the GOES has provided better living conditions for Salvadorans.
Social and infrastructure development expenditures account for about 607

of all GOES expenditures.
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b) Social Sector Alleccations: Health, farily planning and

education have consistently received favorable budget allocatioms,
Twenty-three percent of the budget goes to education which represents
4.3% of GDP. Forty~five percent of the education budget goes to basic
education (grades 1 to 9). The health sector receives 127 of the budget
and 2.2% of GDP. Between 1973 and 1977 capital expenditures in the
Ministry of Health budget rose from 6.8% rto 22.77. Most of this increase

represents extension of the health services network.

c) Monetarv and Fiscal Policy: These policies have been

conservative and present a varied plcture. There has been a moderate
trend away from indirect taxes and toward direct personal, corporate and
property taxes which have increased from 127 to 237 of totral revenues
between 1960 and 1974,

From 1951 to 1974 taxes as a percent of (DP were remarkable
stable at 107%. The elasticity of tax revenues to GDP was hetween .66
and .86 so that the government constantly had teo add new taxes and
increase specific rates to maintain the tax share of (DP. 3By rarefully
keeping its foreign borrowing in the concessionary class, the COES
enjoyed a low debt service ratio aud was able to weather the petreleur
and other crises of the 1970s better than most non-oil preducing L2Cs.

The coffee boom since 1975 has financed increased government
expenditures., By 1977 total taxes had visen te 17.37 of CDP and the
coffee tax accounted for 377 of all collections. As the vield of this
tax has declined with falling prices, the gecvernmment has been forced o
hold budgetary expenditures constant. However, in a rajoer policv charnge
with respect to deficit financing, the CQES has decifed to finarce

—

expected deficits by borrowing im the Ffurcdollar market. In order to
avoild a significant decrease in public sector activity, continue develep-
ment programs, stimulate the economy and provide jobs, foreign financing
of perhaps $300 million probably will be contracted ocver the next two T

three years,.
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In addition, in Augus: 1978, the governmerl raisad interest
rates closer to world levels in order to stem capitai - lLows abroad and
encourage domestic savings. Maximum rates paid on ceposits were raised
from a range of 5.5% to 6.5% to a range of 8,57 to 117 and the maximum
rate for certificates of deposit over one year was climinated., Legal
lending rates were raised from the 8% range to 1l4%. 1= the short-run
these measures will improve the country's abilitv te¢ finarce development
internally; in the long~run, these measures shcul:d encourage improved
labor utilization.

2. Growth with Equity

Government policies vary 1n the degree 2o whiich they ensure
growth with equity. This section haighlights policies in areas of
particular importance to AID strategy develeopmont.

a) Land Reform: Since the mid-1970= the (075 has increased
its efforts to improve land distribution. In 1973 rixe statre agricultural
bank began lending to smali farmer cooperatives for land purchase on a
limited basis. In 1976 an ambiricus GOLS program ol !land reform was
initiated and continues at a moderate psce despite ©le¢ lecss of expropria-
tion powers sought by the government but overturned btv srrong selected
private sector opposition. Currentliv under active levislative review is a
controversial new GOES propesal to create a far broscer scurce of credit

for financing small farmer lard purchases. If approve? as preposed, 1t

will strengthen both private and public sector part..ipation in this process.
About 10% of the actively explceited land base represents GOES transfers to

the small farm sector since the mid-1930s.

b) Small Farmer Support: Policies Lmpacting upon cost-price

relationships in the small farm sector through the “0S price support
and stabilizaticn program for btasic grains were mors scecessful.  The
GOES is expanding its buying stations and drying and storage facilities
bv 40%. The program has the capacity to purchase approximately 20% of

production. Support prices arec well above worid pric:s.



When interest rates were increased, the GOES kept small farm
basic grain credit at a concessional level of 8% and established minimurm
lending requirements for financial institutions to expand this type of
financing. A special GOES program operating through the Agricultural
Development Bank provides fertilizer to small farmers at cecsts below
regular commercial rates.

Research and extensior activities over the past five vears
have increasingly been focused on small farm sector crops, and include
efforts to improve agricultural practices such as multiple cropping,
irrigation, etc. However, the ability of the extenslen service to
deliver these programs still lags behind the political mandate to carry
them out,

c) Tax Structure: The coffee export tax, a major revenue

source, is levied directlv on producers, It represents one of Central
America's most progressive and economically stabilizing taxes. Direct
income taxes levied exclusively on the upper classes have riser from 12°
to 237 of all taxes between 1960-1974. Since these twe sets of taxes
have yielded between 457 and 60% of all cellections in recent vezrs, it
seems likely that the incidence of taxation is progressive and falls
mainly on the wealthiest 207 of the peopulation. The poor target group
is affected most heavily by liquor, beer, and cigarctte taxes which
represent 137 or less of total collections. Propertv taxes are —inizai,
representing 5.67 of collections and 0.67 of CDP., These measures provide
little tax incentive to improve use of rhe small propertiern of land not

fully exploited at present.

d) Social Services: Despite rapid population growth, the

GOES has been successful in providing increased access to hbasic education.
School enrollments of grades 1-9 were increased by B67 between 1965 and
1978, while the comparable schocl age population enly iacreased 33%. The
USAID estimates that two thirds of all children are now enreclled in
school., A GOES fcrmal adult elducation program provides ecducatieon to

44,000 adults.



Since 1976, the GOES has strengthened rural health
services by training paramedics, midwives, and nurse practitioners for
assignment to rural clinics. Between 1976 and 1573 medical attention as
measured by number of consultations rose 297, & function of both the
outreach system and a substantial expansion of infrastructure carried
out with IDB assistance.

e) Family Planning: El falvador is one cof the most progressive

governments in the hemisphere with respect to population policy. An
Integrated Population Policy announced in 1974 encourages smaller family
size as one of a number of measures designed to 1lwprove life quality.
Implementation of this pclicy has focused on a large scale national

family planning program with services offered ir aill GOES health facilities,
Since 1975, family planning activities as measured wv consultations have
risen 48% and GOES expenditures have risen from 7.7 million to $3.4
million.

3. Human Rights

Charges of human rights violations ir Fl Salvador in recent
vears have been documented in various reports including a recently
submitted State Department Eeport to the Congross and one prepared by
the Inter—-American Human Rights Commissicn but unpublished at the time
of the preparation of this CDSS. However, excerpts from the Inter-
American Commission report have been widely publicized in the press.

In recent years there have been numervous allegations of
torture by prison security guards. {laims reporred include electric
shock, denial of food and water, and sexual violation., There is little
proof for individual cases, but many allegarions are detailed and seem
credible. It can be said with some certainty that the number of people
killed or wounded in 1978 during riots, demonstratiors, and terrorist
activities was considerablv smaller than in previcus vears. Mach of the
brutality associated with the Salvadoran system appears te be a traditiomnal
way of doing things rather than something offiziallv sanctioned by the
povernment. However, there is little or no indiciavion that allegations
of serious abuses by the security forces are sub’ect to Government

investigation and subsequent corrective action.
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Although there has been no state of siege during the present
administration, freedom of thought, speech, press, religion, and assembly
have been inhibited by the November 1977 Law of Defense and Guarantee of
Public Order. For example, the Church claims that its lay werkers in
rural areas are harassed as subversives by local police authorities and
pro-government groups. Trade unions are permitted, but freedom of
assembly has been selectively curtailed under the Law of Public Order.

From a developmental standpoint, the Governnent's policies and
actions indicate a growing awareness that participation bv the poor in
the development process will be necessary if the social and pelitical
problems facing the country are to be resolved. Conseguently, the
government is struggling with wavs to increase participatiecn in economic
activities by lower income groups without generating political action or
decentralization of contrel. There is a tendency toward the suppressicn
of activities viewed as political. At the same time, an extremely
cautious, but countervailing trend exists to expand local participatien

by lower income groups 1n activities viewed as purely economic.

D. Host Country Develcpment Plan

1. Macro Geoals and Targets

The objectives of the 1978-82 XNational Develcpment Plan are teo
provide adequate socio/economic opportunities for all; selfi-sustaining
soclo/economic progress; effective use of human and natural rescurces;
employment opportunities; maximur use of land rescurces with emphasis con
"eritical areas," a stable investment climate; strengthened Salvadeoran
international relations; and improved Central American integration.

Specific goals in terms of global growth rates ol macro-
variables are given in the following table, It shows that the planned
growth rates are higher than their historical values excep:z in the
construction sector. The GDP 1is projected to grow at 7.5 annuallyv. In
view of the fact that El Salvador has not experienced in the past
fifteen years a sustained average CDF growth rate of 7.57, this target

must be considered ambitious,



GDP Crowth Rates by Sector

New—-5 Year

1960~-65 1965-70 18470-75 Plan 78-82
Agriculture 3,9% 3.9% 4.7% 5.0%
Manufacturing Industry 10.7 5.7 5.8 9.3
Construction 8.3 1.2 12,6 9.5
Electricity 12.2 10,1 e 10.1
Commerce 8.9 2.0 5 7.0
Public Administration 4,1 5.9 3,9 8.5
Total GDP 6, 8% 4,47 5L 7.5%
Table 8

Gross Domestic Product by Sector
{structural percent)

1960 1970 1978 1982
Agriculture 30.8% 26,27 20,77 18.8%
Manufacturing Industry 14,5 18.3 23,9 22.5
Construction 2.9 2.7 5.1 5.0
Electricity 1.1 1.9 7.3 1.5
Commerce 24,2 23.6 23.7 23,4
Public Administration 8.1 76 9.8 10.0

18.4 19,7 18,5 18.8
TOTAL 100.0% 100. 0% 100.0% 100,07

An interesting feature of the Five Year Ylan 1s that the
agricultural sector's share of GDP is forecast to decline from 21.1% in
1977 to 18.8% in 1982, while that cf the manufacturing sector 1s planned
to increase to 22.5% in 1982 as shown in the previcus table. Thus, the
new Five Year Plan projects continued structural change in the economy,

i.e., industry will replace agriculture as the principle productive

sector.

2. Productive Secter Imvestment Pricrities

a) Agriculture: The objective in the apriculture sector is
to Iincrease income and achieve more equitable income distribution;
expand employment; increase both traditional and norn-traditional exports;
promote import substitution, srincipally in basic food commodities;
promote soclal mobility; conserve and develop renewible natural resources;

and promote balanced development among the various regions of the country.
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To achieve these objectives, the Agriculture Sector Five Year
Plan calls for a COES gross investment of $§452 million of which $116
million is earmarked {or direct capital investment and 5336 milliomn for
financial investment. Planned investment in the agriculture sector
accounts for 22% of total planned public investment of almost two
billion dollars.

b) Industry: The New Five Year Plan's emphasis on the development
of manufacturing industry can be seen by comparing the Public Investment
Plan 1978-82 with that of 1973-1977. The productive sector is to receive
20% of the government investrent funds. In contrast the 1973-77 Public
Investment Plan allocated only 12% of its funds to industry.

c) Infrastructure: Transportation, comnunicaticn and energy

continues to be a priority and will receive 407 of public investment
funds in the new as it did in the old plan.

3. Social Sector Goals and Targets

The attempt to increase industrialization evidently would
oceur at some expense to the social sectors., In the previocus plan
expenditures on health, education, housing and cormmunity development
were to recelve 19% of total investment funds. The New Plan allccates
only 12% to these sectors even though the absoclute amount is doubled te

$245 million.

(a) Population, Nutrition and Health: The GOES has developed

six strategic programs which directly address health/nutrition/sopulaticn
sector problems. They are the National Integrated Fopulatien Program,
the National Food and Nutrition Program, Fnvironmental Sanitation,

Mental Health, including alcoholism, Modernization and Extension ¢f
Coverage of Health Facilities and Services, and Occupational Eealth and
Hygiene.

The Five Year Plan's population strategy moves bevernd
previous population goals by citing the specific demcgraphic goal of
reducing population increase from 3.3% te 2.9" by 198I. Tc that end,
the Plan includes activities in family planning, population education,
migration and mass communication, but Joes not address rthe need ‘or

programs and policies in other sectors that could irfluence fertility.
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The GOES program in food and nutrition includes nutritiom
planning and education, projects to enrich toertilla flour, and improved
distribution of food. The GOES plans to extend health services to rural
areas by the development of outreach personnel and the training of rural
midwives and female health care workers. TImproved water supply and waste
disposal are secondary priorities, with 83% of planned investment in
health devoted to expansion of health facilities, and omly 157 planned
for potable water.

(b} Education: The Ministry of Education budget continues to be
the largest single item in the naticmal budget. The "ive Year Plan
identifies six major education priorities: moderniration and expansion
of educatien in rural areas, adult education, expansion of university
and technological education, support to private education centers,
construction of additional sports facilities, and development of national
art and cultural centers.

The Plan projects $67.6 million (exclucding recurrent costs)
for public investment in the education secter. About 38.8%7 of this
investment is earmarked for construction of classroomsz ($19.1 miliion),
vocational and professional instruction ($2.0 million}, and teacher
training (54.8 million). The rest is for the expansion of cultural
services ($8.0 million), cpen university programs (510,4 miilion) and
conmstruction of regional technical colleges ($23,7 willion).

(¢) Critical Areas: The GOES has desigratecd specific rural regions

of the country as areas most in need of basic services. These critical

areas include the frontier with Honduras, the easzern half of the coast

s Morazan and La

line, and the departments of Chalatenango, San Mliuzl,
Unidén. GOES pclicy emphasizes directing resources specifically to these
regions within the framework of the plan under the scupervision of the

Ministry of Interior. The Pian calls for programs :-o expand basic educa-
tion, health, and adult ecucation, and the producstive capacity of parti-
cipating groups, through community action and ceoriinated investment in

infrastructure and personnel development.

4, Comments and Conclusions

While Ei Salvador's new Five-Year Plan reilects growth with
equity concerns, it is difficult to determine how realistic some of its

goals are. It appears overly ambiltious, vague =g <o basie priorities,
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replete with inconsistencies and unclear as to sources of financing.

For example, policies needed to direct the private sector in the directions
outlined by the plan are not spelled out. Nor are alternative fiscal
policies worked out to ensure the GOES can obtaln required revenues

under various economic conditions. Moreover, unless a drastic change in
economic performance takes place soon, the projections given in the Plan
will be difficult to achieve. In order to attain a GDP growth rate of
7.5%, the investment growth rate in fixed capital is forecast to grow at

an average annual rate of 6,9%, private and public consumption at 7.37%

and 8.5% respectively, and imports and exports at 7.1%Y each. These

growth rates are mutually incompatible in the sense that required Iixed
capital investment is projected to grow slower than both GDP and consumpticn.
If E1 Salvador is to attain its growth objective, it will have tec reduce
the growth of consumption and increase investment and expor: growth

rates accordingly or institute policies that can rapidly improve the
efficiency of capital.

The latter alternative would be a change in the right direction
given El Salvador's unemployment problem, However, projected irdustrial
investment does not seem to be directed toward labor absorption. This
can be seen from projected investment in physical capital. The calculated
ICOR value for the Five-Year Plau 1s on the average 3.3, implving that
planned investment is to be quite capital intensive. For exarple, two
capital intensive projects -- a steel mill and a chemical plant =--
account for 207 of public investment funds allocated to industry.

E. Absorptive Capacity

In assessing Fl Salvador's capacity to absorh higher levels cf
investment during the planning pericd we have used three measures:
capacity for external borrowing; its budgetary power £0 Support new
investments; and ianstitutional capabilities in planning and canaging
investments.

1. Capacity to Borrow

El Salvador has tracitionally maintained one of the
lowest public debt service ratios in latin America. The follewing table

summarizes the current debt situation.
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Table ©

Current Debt Sitnntionﬁ(Smill;ons)

1976 eI 1978 1979
Est.
Gross Domestic Product 2,179 2,541 3,082 3,205
Exports of Goods and Services 848 L,040G 998 900
Pybiic External Debt 283 Ten 318 373
{excluding Central Bank)
Public Debt Service Payments 20 15 29 47
Net Reserves Year End 105 2734 222 -
{(percent)

Public External Debt Service Ratio 2.37% G 3 2.9% 5.2%
Publie External Debt to GNP 13.2 4,9 10.3 11.6

The present Public Debt Service Ratlec 13 extremely low.
Public debt actually declined in 1977 due to prasavnents on foreign
commercial loans. Public sector foreign capital inlows (drawings not
oblipgations) are estimated at 360 million for 1777 and are projected in
the GOES budget at $88 million for 1979, With an nistorically high
ratio of exports of goods and services to GDP, 257 nrojected for 1979,
the government should have little difficulty in financing external
borrowing at twice this level over the next decads Zf it can maintain a
real growth rate of 5% or more, and cbtaln conczszzional asslstance,

2. Budgetary Capacity

Central Government expenditures as a paroent of GDP were 197
in 1977, Fifty-seven percent of those expenditures, or 11% cf GDP repre-~
sented recurrent expenditures. Starting fron this low base, there seems
little doubt that the country can suppert expansion of expenditures at a
rate higher than the expansion of CBP. However, nccasional short term
constraints to expansicn may result from an ilnadecuate tax structure.
For the years 1974 to 1977, 7:i¥% of all revenues came from indirect
taxes, This was a relatively high total cue to high coffee prices and
287 of all revenues were from coffee export tarves. Since the tax structure
of the country is inelastic, maintaining growtl im tax revenues has
required the piecemeal addirion of new taxes t¢ finance expenditures as
the economy grows. The resultant general tax structure, added to fluctua-
tions in coffee prices, makes it almest certain thac there will continue
to be recurrent short-term periods of budgetarv stringency.

3. Institutional Capacities

The country's institutional capacity to r.an and manage new

proiects is less clear than iteg debt servicing an: sudgetary capacity
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and varies greatly by institution. In general, however, ail CGCES institu-
tions are limited in their capacity by over-centralization of respons-
ibility, by reluctance of officials to delegate authority, and by peor
communication throughout the chains of command. These wavs of doing
things have roots going back to the early colonial era and constitute
the framework within which all programs must be planned and implemented.
Nevertheless relative to many LDC's, El Salvador has considerable
trained bureaucratic personnel to carry out programs. However, the
private sector is able to attract the best technical and managerial
talent away from government empleoyment. Specific technical skills
(e.g., planners and trained economists) are in short supplv tc the GOES.
Although we do not identify lack of manpower as a major constraint tc¢
expansiorn of future programs, the need to upgrade skills and ensure
manpower development will determine the pace at which project development
can proceed. Major assistance programs by foreign donors are likely to
require a basic technical assietance input to overcome institutienal
constraints. Irn AID's case this will raquire grant/loan ccrmbinatiens

for several programs,

F. Other Ponors

i. Multi-lateral Donors

The major multi-lateral donors in El Salvador are the
World Bank (IBRD), Interamerican Development Bank (IDB) and United
Nations Development Programme (UNDP),

a) IBRD: The IBRD has ongoing lcans in basic ecucation,
agricultural and industrial sxills training, urban developrment, and
water supply. Tts lending is balanced between rural and urban sectors.

Future lending levels, requested by the GOES and projected
by the Bank, suggest that El Salvador may become one of the IBRD's
largest borrowers in Central America during the planning peried. Yew
projects are proposed in all major sectors and tentativelv indicate an
aggregate lending level of around $175 miilion in the next 4-5 years.

In the social sectors, the Bank anticinstes follow—on loans
in basic education, urban development, water and sewerage, and community
development in the Northeast. In the productive sectors, the IBRD is
developing a $15 million industrial development project focused upon
manufacturing, industry, export prometion, impor: substitution angd
employment creation. The Bank is also reviewing requests for loans to

finance a contairer port facility, further investment in geothermal



-30-

power development, transportstion facilities, and vural roads perhaps
also in the Northeast,

b) IDB: The IDB's current lean porticiic in E1 Salvador
includes loans for rural petable water, feeder roads, agricultural
credit, and integrated communal development in the Northwest. The IDB
also has a small grant portfolio in E1l Salvadey consisting of projects
for agricultural research and extension services, and promotion of small
industries.

As with IBRD, IDB plans follow on lending to most current
projects (i.e., feeder rcads in the northern zone, agricultural credit,
and a second stage integrated Northwest project), Potential new projects
include loans for pre-investment studies, animal sanitation, the health
sector, and a reforestation proiect.

IDB lending te El Salvador may run between $80-100 million
in the next 4-5 years. It will increasingly fcocus upon the northern,
critical zone and be a klend of soft and near-market term money. It
appears that the IDB strategy will be similar to the USAID's as to
target group orientation and, to & somewhat lesser extent, sectoral
emphases.

c) UNDP: The UNDP is currently furding a large number of
small grant projects, generally providing technical assistance and
training. These projects include technical assistance for: regional
and urban develcpment, civil aviation and airpert development, beef and
miik production, export promotion, telecommunications, sex education,
population and human resources, maternal child health and international
migration and settlement. Moreover, the UNDP supporis the World Fcod
Program of supplementary ieeding.

In the future, the UNDP is cansidering support for integrated
industrial development, watershed stidies, educational and cultural
extension, and productive projects including natural resources, energy,
foreign trade, strengthening of the planning system, modernization of
tax and fiscal administration, agrwicultural training, water supply and
latrinification in easterrn rural areas as well as support for restructuring

the Ministry of Fducation and establishing rural health training centers.
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and varies greatly by institution. In general, however, all GOES institu-
tions are limited in their capacity by over-centralization of respons-
ibility, by reluctance of officials to delegate authority, and by poor
communication throughout the chains of command. These wavs of doing
things have rcots going back to the early colonial erz and constitute
the framework within which all programs must be planned and implemented.
Nevertheless relative to many LDC's, El Salvador has considerable
trained bureaucratic personnel to carry out programs. However, the
private sector is able to attract the best technical and managerial
talent away from government emplovment., Specific technical skills
{(e.g., planners and trained economists) are in short supply to the GOES,
Although we do not identify lack of manpower as a major constralnt to
expansion of future programs, the need to upgrade skills and ensure
manpower development will determine the pace at which project development
can proceed. Major asslstance programs by foreign donors are likely to
require a basic technical assistance input to overcome institutienal
constraints., In AID's case this will require grant/loan corbinatiens

for several programs.

F. Other Donors

1. Multi-lateral Donors

The major multi-lateral donors in E1 Salvador are the
World Bank (IBRD), Interamerican Development Bank (IDB) and United
Nations Development Programme (UXDP).

a) IBRD: The IBRD has ongeing lcans in basic education,
agricultural and industrial skills training, urban developrent, and
water supply. Its lending is balanced between rural and urban sectors.

Future lending levels, requested by the GOES and prciected
by the Bank, suggest that El Salvadeor may become one of the IBRD's
largest borrowers in Central America during the planring peried., New
projects are proposed in all major sectors and tentatively indicate an
aggregate lending level of arocund $175 million in the next 4-5 vears.

In the social sectors, the Bank anticinates follow—on loars
in basic education, urban development, water and sewerage, and community
development in the Northeast. In the productive secters, the IBRD is
developing a $15 million industrial development project focused upor.
manufacturing, industry, export promotion, import substitution and
employment creation. The Bank is alsc reviewing requests for loans to

finance a contalner pert facility, further investment in geothermal
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power development, transportation facilities, and rural roads perhaps
also in the Northeast.

b) TDB: The Ing's current loan par: olie in El Salvador
includes louns for rurval potable water, feeder roads, agricultural
credit, and integrated communal development in the Northwest. The TDB
alsc has a small grant portfolio in El Salvadar -onsisting of projects
for agricultural research and extension servicss, and promotion of small
industries.

As with IBRD, IDB plans foliow on lending to most current
projects (i.e., feeder roads in the northern zone, agricultural credit,
and a second stage integrated Northwest project). Potential new proiects
include loans fer pre-investment studies, animal sanitation, the health
sector, and a reforestation project.

IDB lending to Fl1 Salvador may rur between $80-100 million
in the next 4-5 years. [t will increasingly focus upon the northern,
critical zone and be a klend of soft and near-market term money. It
appears that the IDB strategy will be similar to the USAID's as to
target group orientation and, tec a somewhat lesser extent, sectoral
emphases.

¢) UKDP: The UNDP is currently funding a large number of
small grant projects, generally providing technical assistance and
training. These projects include technical assistance for: regional
and urban develcpment, civil aviation and airpcrt development, bzef and
miik production, export promotion, telecommunications, sex education,
population and human resources, maternal chiid health and internmational
migration and settlement. Moreover, the UNDP suppor:is the World Fcod
Program of supplementary :ieeding.

In the future, the UNDP is considering support for integrated
industrial development, watershed studies, educational and cultural
extension, and productive prejects including natural resources, energy,
foreign trade, strengthening of the planning system, modernization of
tax and fiscal administration, agricultural :ireining, water supply and
latrinification in easterr rural areas as well as support for restructuring

the Ministry of Fducation and establishing rural health training centers.
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d. Other: Other multi-lateral donors in Fl1 Salvador include
international technical! assistance agenciles such as, PAHO, 0AS, and
CABEI. Of these, CABEl is the only major lender and is financing road
construction.

2. Biiateral Donors

Other major bilateral donors include West Germany, Canada,
Italy, Israel and Great Britain. These countries provide linmited but
valuable amounts of development assistance, mostly grant, for proiects
in agriculture, small industry, rural water, and human rescurce develop-
ment,

3. Donor Coordination Mechanisms

There are two major means of coordinating the efforts of
international dorors in El Salvador, both multi-lateral and bilateral.
Principal among these ic the COFES Ministry of Planning. The Ministry
actively attempts to assure a rational allocation of inputs frem all
donors. The other coordination mechanism is regular in-country doror
meetings. The USAID has recently been able to stimulate an increasingly
higher degree of coordination than before. The current result is rnuch
greater interchange of information and development of specific oppertunities
for joint and coordinated programming. Future coordiration is expected

to continue and develop even further,



PART 1II. AID ASSISTANCE STRATLGY

A, Summary of the Analvysis
From the analvsis we have determined that poverty in El Salvador
is pervasive and attributable to a series of interrelated flaws in eco-—

nomic, social and political structures, ma.n. v:

- a limited and, in some importan: aspects, deteriorating
natural rsgource base;

- an economic system derived from nonservative attitudes and
policies, and based on export agriculture and capital-
intensive import substitution industries;

- political and institutienal swvstems that are highly cen-
tralized, onlv quasi-democratic. and appear to lack adeguate
mechanisms for dissent and peaceful political change;

- a public imstitutionszl structure that in many instances 1s
neither well staffed or managed. nor has it had the means
or the mandate to develup effective, integrated systems for
the delivery of basic services fo a majority of the rural
population;

- a fast growing, socially unintegrated, and increasingly
mobile and unstable rural populacion that is without sig-
nificant political or economic vehicles to make its demands
known and felt, and;

~ a close-knit and not always visible power structure that,
for the most part, has not vet realized that its future
welfare and that of the ccuntry ire inextricably linked to
finding a solution, and scon, to the problems of the poor
majoritv.

The result has been a moderate hut skewed economic growth pat-—

tern which, combined with high populaticn growth rates, has produced a
continuing shift in the distribution of wealth and income in favor of
the few and left the many without sufficient opportunities to satisfy
their basic human needs and break the wviciosus circle of poverty that

entraps them.



The analysis alsco indicates that the GOES s maxing a mor
serious effort than in the past to change traditicnal patterns of :rade
and development, achieve a more equitable discributicn of growth and
expand the deliverv of goods and services related to basic human needs.
It finds itself caught, however, between two strong opposing and in-

tolerant forces - one advocating radical changes in the sresent svstem

N
the other staunchly defending the status quo. Thus the GOES often ap-
pears unsure of the latitude it can or must exercise in the areas of
economic and sccial progress, and still survive.

Relating the analwsis to the rural poor, the following problens
stand out clearly:

- high fertility rates in the rural sector;

a rapidlv deteriorating land resource base affecting »asic
food production and small farmers;

- scarcity of land and :obs for the rural poor:

~ loss of human resource capacity as the result of illiteracw,

malnutrition and disease.

This series of interrelated causes and effects reflects trends
that, unless corrected, cculd lead to economic and social chaos in the
not distant furture. For example, current population growth rates
translate into 8.9 million people by the vear 1000. This means that
the countrv's agricultural base, which is not now feeding a current
population of 4.4 million, would need to feed an addéitional 4.5 millioan
people. There is a need for 50,000 new jobs a vear. There will be a

v 2000, The
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need for an additionmal 1.5 million workplaces bv trhe ve

L’

number of classrooms would have to be deubled bv the vear 2000 1in
order to attain universal education through grade 6. How these basic
human needs are to be met in the intervening 22 vears 1s not clear.
Failure to meet a substantial poriion of them, however, raises tne
specter of mass hunger, increasing political turmoil, social and
economic ¢ollapse, and mass nigration. The 1mage carries serious

implications for every countrv in the hemisphere but especially for

neighbovring countries, the rest of Central America and the United States.



B. AID Objectives

At best, the solutions to these prohiems are long-term and
will require a massiva effort by £l Salvador, issisted generously by
others. TIn this, nothing short of innovario-, 1magination and a
highly committed and coordinated effort by 51! parties will suffice.

AID cannot hope to be the major sonvce of money this effort
will require. It, hoewever, can aspire to be 1 leader among donors, a
catalyst and development innovator. This weans among other things that
AID should take the lead in attewmpting to bring the full force of AID
and other denor resources to bear on critical elements of change. Thus,
a high level of other donor cocordination 1nvolving key USG agencies and
AID/W will be a major element of the AID rale and strategy in El Salvador.
The role as development leader, catalvst and innovator also implies that
AID will be willing to take risks with promiszing but untried ideas,
technologies and experiments.

In relation to the major problems identified, an assistance
strategy for El Salvador must center its focus to the extent possible
cn increasing emplovment. Solution to the employment vroblem lies in
El Salvador's ability to increase its cconomic growth rate along
equitable lines by diversifving its economv “rom one that is largely
dependent upon plantation agriculture to cone that relies on labor-
absorbing industrialization. Between these two points are a staggering
numbher of intermediate problems which will nor be all solved in this
century.

First is the imperative to accelersce the rate at which
population growth declines. Second, the policies, data base, incentives,
infrastructure., credit and investment climate that will induce the
transition to industrialization must be firmlyv established. Third,
actions must bhe taken soon to arrest and reverse some of the worst
aspects of environmental degradation. Other pressing requirements
involve the need to improve the small farmer's production, productivity

and access to land, better economic alternatives for the landless and
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urban poor, and opportunitics {for rural resideats to attain fiteracy
and improve their diet and health and therebv lead longer and more
productive lives.

Against this seemingly insurmountable arrav of problems, the
Mission proposes to focus its strategy for 1981-85 primarily on the
rural sector but with a view, as opportunities permit, to address a
more comprehensive national production and emplovment strategvy. In
this context, the strategy will address selected, broad »olicv changes
that affect El Salvador's long term development, concentrating on
those problems that can improve the lives of the poor in the sherter
term. For the period 1981-85, therefore, the Mission proposes tc hase
its strategv on the following goals:

- improve uev development policies:

- reduce fertility rates in rural areas and the overall popula-

tion growth rate to 2.5% by 1985;

- increase small farmer production, productivity and income:

- broaden the rural poor's access to land and emplovment;

~ increase the rural poor's access to the other basiz neces-—

sities of life:; and
- increase the rural poor's participation in the development

process.

cC. AID Strategy

These goals will be sddressed through five sub-strategzies:
(1) policy improvement, (2) population reduction, (3) increzsed smal
farm production, (4) rural enterprise development, and (3) human rescurce
development.

While each of these five sub-strategies are Ziscussec separate-
ly, they are interrelated and designed to achleve impact in several
areas. The sub-strategies for the small farm sub-sector, rural enter-

prises and human resource development, and to some extent, pooulation,

should be looked at as vertically structured, while the sub-strategies
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for policy improvement, population and increased participation are de-

sipgned to impact horizantally across these fliree majior preblems.

1. Policy

a} Changes Sought

The Migsion has ident:¥1¢:d five areas in
which policy improvements are needed., Tiz sre in several instances
first steps im moving toward solutions to scme of E1 Salvador's most
obstinate obstacles to increased growth and zgulfty. Success in these
areas will depend heavily on GOES commitmeni and other donor cecordination
with AID attempting tc be a catalvst. AID will seek policy improvements
in the following aresas.

Fconomic Policy. Improving the possibilities for

growth with equity will require reorientation of key economic policies.
This means in the first instance, a close examination of the industrial-
ization incentives required to allow El Salvador to ilncrease significant-
ly its exports of manufactured goods to the world market and appropriately
price facters of productien in order to ahsorb the country's surplus
labor. Since El Salvador's industrial sector is highly protected,
transitional policies will be requized to aillow firms to adjust to new
conditions,

A wide range of policv alternatives could he
considered. These incentives cculd focus on domestic value added to
exports and the amount of labor used. Barring the possibility of ex-
change rate adjustments, an export incentive acheme could be designed
that compensates for an over-valued exchange rate. Tax holiday arrange-
ments could be based on the amcount of labor employed, and not on
capital used. To avoid a bias in favor of scarce skilled workers at
the expense of the unskilled, policies could emphasize the number of
jobs created rather than the size of the payroll. Of major concern
should be keeping labor costs low, and keeping the cost of capital in

line with world market rates. The recent interest rate reform goes a
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long way toward adjusting the cost of capital. Pelicy changes will have
to be consistent with present CACM arrangements.

The AID strategv in this policy area is analivtic and
catalytic. Using limited technical assistance and continuous dialogzue
with the GOES, the Mission hopes to assist the government in evolving
policy alternatives to accelerate the transition toward industrializa-
tion. The strategy contemplates relatively low AID financial inputs at

the beginning of the planning peried but we believe that toward the

L

end of the period AID should be prepared, dependirg on GOES action an
programs of other donors, to consider substantial assistance directed
at emplovment generation.

Population Policv. El Salvador has cone of the more

progressive population policies in the hemisphere, implementation of
which is coordinated bv a Central Population Commissicn. This aspect
of the strategv aims at strengthening this policy and planning bodv's
ability to exert naticnal leadership, especiallv in providing multi-
sectoral coordination and population programs and in Jdeveloping nationac
demographic and service targets. We will also assist the Commission in
evaluating both public and private sector population programs and in
stimulating fertilitv research te broaden impact.

Food and Nutritien Policy. The analivsis indicaces

the malnutrition problem is basically one of income and focod avail-
ability. By a process begun with AID assistance in FY 1978, the

Mission is encouraging the GOES to make a major commitment

nutritional levels. A first step is to strengthen GOES cap
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formulate and implement a National Foeod and Nutrition Program.
policy areas that need particular attention are theose that can affect
the balance between food produced for domestic coensumption and export
crops. The Mission also will support further development of the food
information and nutrition surveillance systems as the basis for
stronger policv and program execution. The Mission seeks to influence

the GOES to make nutrition impact a basic consideration In its economic



and social policy formulation., To assure & =i=itar fecus, USATD will
incorporate nutritior impact as o ¢ritervicn 15 iL$ programming.

Eovironmental Policy. Pl Salvador is only now

beginning to confront the seriocus environmer::l deterioration that has

occurred over the years. This environmentsl s@cline is in some respects

a generation ahead of that of most other i.aiin American countries. With

the increasing population press, this sitiit on can only worsen. Begin-
ning in FY 1979, the Mission will seek th» ~srablishment of a National
Environmental Policy and Planaing Office - srtached to the Vice-Presidency -

to formulate and coordinate needed envircumenral policies and programs.
Corrective actions that are the most imperarive concern deforestation,
loss of marginal lands threough erosion and 3501l depletien, contamina-
tion and silting of rivers, streams and o:they water sources, and exces-

sive levels of pesticides use. The stratzz.. therefore, aimsg at

developing El Salvador's awareness of these sbuses and stimulating the
development and initiation of actions to zorrect them, preferably with
other donor as well as AID assistance. The small farmer sub-strategy
contains a major proposal for land improvemert. This plus other AID
assistance planned for 1983, will help actualize the policy improve-
ments sought.

Fnergy Policy. El Salvador has had an active
energy development policy and program. [t (s a leader in geo-thermal
power development. With the Sap Lorenzo Dem coming on stream, El
Salvader is expected to bave in 1985 a surrlus of electrical energy,
which will be exported to Guatemala by a resionally coordinated grid.
it 1= estimated thar by 1985, consumptior of imported fossil fuel
will drop to 20% of total energy output.

sompletion of the San Torenzo Dam, however, will
exhaust hydro-electric power potential. Gec-thermal production will
he the country's onlv source of additional evergy and its potential
is unknown at present. Therefore, depending on what assumptions are

made as to the rate of future industrializarion and the country's
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The results expected “row he nolicy initiatives in
populatiorn and food and nutrition are cited urder their respective

sector strategies.

The results from envircrmernral improvement policies
are not vet predictahlie in specific and gue¢n: fiabtle terms since the
magnitude of the prohlem and the appropri-te —asponse must await ad-
ditional study. We would expect, however. 'tnt by 1985, an effective
organization for eavironmental proterticn - wstablished and functioning

and that a serles of progressive envirormentn! policies will have been
developed and implemented. Specificalliv, program responses will have
been developed that gzive priority to cerrecting water pollution, de-
forestation and land erosion problems. We euwpert that a program for
strengthening marginzl lands will have proved Ztself and served as a
catalyst in stimulating the GOES to accelerate programs for correcting
other critical environmental constraints, reiving on community action
wherever possible.

2. Reduction in Fertility Rates

a)  Changes Sought

With a view to reducing the natural population
growth rate to 2.0 bv the vear 2000, the Mission will focus its efforts
in population on a reduction of the fertilitv rate to the low thirties
by the end of 1985. OQur major effeort In population during the planning
period is designed not only to affect the zrowth rate but to address
other development problems such as low rura: incomes, the over-burdened
GOES budgets, malnutrition, and poor healtn. In addition to strengthen-
ing policy planning. a major emphasis will he to increase access of the
rural population to family planning informat:on, facilities, and the
means of voluntarv contraception,

Access will be increased by improving leogistics,
procedures, and staffing of clinics te fill rhe demand for voluntary
sterilization and temporary methods of fertility control. We will

encourage removal of lzgal/policy barriers -=uch as prescriptions for



orals, phvsical examination requirements and restvicticns on steri.irza-
tion eligibility. Access will he further improved by urilizing outreach
agents such as rural health aides, agricultural extension agents, com-
munity development workers and by expanding distribution to neighborhocd
commercial outlets.

To break down rural male and female resistance and
increase higher contraceptive prevalence in rural areas, this strategv
will emphasize strengthened promotrional and mass media activities. To
increase both access and motivation, USAID will include a population
segment in all its activities, especiallv health, education and agri-
culture. In fact, USAID intends to make impact on fertility reduction

and improve criteria for project selection and project Zesign.

h) Develcpment Results Expected

Results expected in reducing population growth
many respects the other side of the employment equation, are no
established and measured. The Mission is optimistic that bv 1985
rational crude bhirth rate can be reduced to the low thirties with the
¢rude birth rate in rural areas dropping to 38-40/1000 and that of
urban areas declining to 25/1000. It is expected that these reductions
in c¢rude birth rates then will produce a decline in the natural popula-

tion growth rate to 2.5 bv 1985, and at a continuing annual net out

4]

migration of 40.000, start El Salvadeor on the read to reducling 1ts
population growth rate to 1.2 by the vear 2000.
Achievement of emplovment and educaticon objectives

is especially important to realizing these long term population growth
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rate declines. Converselv, population decreases educe unempiov-

ment and increase GOES capacities to adequately mee

it

i populaticn's

basic human needs.

3. Increase Small Farmer Producticn, Preoductivity and Income

a) Changes Sought

Per-capita small farmer production is falling as a

result of diminishing farm size and stagnating vields. The small farmer's



apparent alternatives offer tittle hope for i-provement. They can seek
employment within an increasingly conpetitise -aral labor force; they
can migrate to the urhan centers; or thev g remain on the land which
offers security even as it becomes Increasiugsly inadequate to meet
subsistence requirements,

Land redistribution, wii.¢ inevitable and underway,
progresses too slowly to suggest a mailor 1oy .or by 1985, Accelerated
off-farm rural and urbac emplovment alsc m st bhe addressed; but 1t too,
along with pepulation veduction, will nct Pawe an early impact. Product-
ivity increases withio the small farm sub-sector represent one of the
few means available 10 3 reasonably short period teo broadly effect an
increase 1n producrinn and income and tc give some measure of economic
stabilization to this sezment of soclety.

The Missico proposes a reler departure from the
traditional focus on new production technolcgr, therefore, as the
principal basis for productivity increases. We propose to go straight
to the farm level with a relativelv simple, low cost and labor intensive
program of water and so0il! management and subsequently phase in the
dissemination of improved preduction technoicgy.

The strategy includes fcur basic elements: on-
farm land rescurce improvement, land redistyibution support, crop
diversification, and rural access roads. The first three are the major
thrust of this strategv. Training of swmall farmers and technical
personnel will be an integral part of each rclated project. Approxi-
mately 250,000 small farmers including owners and renters with ten
hectares or less will be the primavry beneficiaries.

On-Farm Land Rescurce Improvement. Our current

intensive cropping project points to the qualitv of the resource base
as the overriding constraint to increased vields. Independently, self-
help efforts by various groups of small farmers, tralned and guided
largely by Feace Corps Volunteers, nave ack.eved up to 50% and more

in yield increases over a two vear periled throagh selected water and
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so0il management practices with little or no chance 1 other inputs,
The technologv is simple, appropriate, and relativelv easv to master
and pass on within the community,

[t emphasizes rainfall cuatchments, contour planting,

1

terracing and related practices at the individual farm level as well as
drainage, reclamation and irrigation when contiguous farms are involved.
A FY 79 project in on-farm seil and water management at the individual
farm level will identify specific water and soil manazement practices

ical  cenditions,

appropriate over a broader range of social and ecclo

it

as well as refinements in the organizational and transfer processes.
These results will then be extended to selected areas of the northern
and eastern regions.

The technologv requires a ninicum of instituticnel
support in its early stages and offers good opportunities for stimulat-
ing group or community action. The heavv labor requirements suggest it
mav have little acceprance among small farmers unless thev have secure
tenure. However, it offers the opportunity te direct surplus cn-farm
labor toward improving the land base zand increasing vields, and pos-—
sibly could absorbt some cff-farm labor as well. It is likelv also to
increase the desire of the landless and those with insecure tenure for
land and more secure tenure arrangements.

Land Redistributicn Support. An increase in the

absolute amount of land available to small producers largely depends

o s s

labiiity of

[N

on GOES agrarian reform activities and the increased ava
land financing for them. To foster and accelerate progress in these
areas we will continue to stress their importance, provide tecnnical
assistance and finance related support services and infrastructure on
the larger tracts of land being purchased and transierred to target
farmer groups. Much of this infrastructure will invelve drainage and
irrigation and, coupled with new support services, will further

facilitate crop diversification.
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Crop Diversification. sub—strategy is closely

linked to land improvement and its contribul-.on toward increasing the
returns from improved production technologv, bhoth for traditional and
new crops. No direct assistance o researci anid development of tech-
nology is planned. Existing knowledese is vo. azively well developed and

we anticipate continuing reinforcement by recional (ROCAP) activities.
Instead, as land iwmprovement gains facilit=:o higher returns to improved
production practices, we plan to reinforce -be extension/transfer
process and strengthen linkages in supporting services. Initially we
will emphasize crop diversificaticen througii intensive training,

improved seeds, and horticultural and small livestock development.
Follow-on assistance will address further expansion of farm level soil
and water management, planning and implemeutation, and increased access
to production inputs and marketing services.

Rural Access Roads. Despite a well developed primary
and secondary road system, the need to intensify land use, diversify the
product mix, and provide producticn inputs and available markets will
require improved access to selected areas of increasing production
potential. We will finance selected labor absorptive projects for this

purpose.

Other donor assistance supportive of our small farm
strategy includes IDB lending for production credit. We are hopeful
that the TDB and IBRD will take increasing interest in drainage, re-
clamation and irrigation and follow AID iniriatives in these areas

to become the major external source of financing.

b) Development Results Expec

The longer term result expected from this strategy
is a reversal of the diminishing viabilityv and declining productivity
of small farm enterprises in El Salvador. We believe it will result in
up to a 507 increase in basic food crop vields with corresponding

increases in small farmer per capita incomes, and vestoration of an
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estimated 300,000 hectares of deteriorating marginal lands. The zore
intermediate results expected bv 1985 are (1) vield increasing improve-
ments on 90,000 hectares affecting producticon and inceme of an estimated

70,000 small farmers, (2) permanent tenure arrangements completed

ey

or
30,000 small farmers, including 2G,000 of the iandless poor who will
receive new land through purchase or communal Yarming arrangements, and
(3) 5,000 more bhectares under irrigation.

We also expect improvesments in rural nutrition from
this increased and diversified output. The concept and practice of
cooperative and community action will be strengthened and as the relative
welfare of the target group improves, social and political activicies

in the rural area mav become more positive and reinforcing.

4, Rural Enterprise and Community Development

The 720,000 or more rural landless poor have gained least

f

it}
1,
#]

from econemic growth and income distribution patterns. The ne

[

household income of the rural landless poor prohably averages less than

$2 a dav. Boxed in bv lack of on-farm and off-farm emplovment on the
one hand and inflaticn on the other, the rural landless poor in particu-
lar are left to scratch out a living as best thev can.

Increasing off-farm emplovment is probabdbly the majer and
most difficult task facing a growth with eguitv obiective in El Salvador,
given the policv and other obstacles to be coverconme., Strategy o ef-
fect the policv changes required to help increase employment were
discussed earlier. Wnile further analvsis 1is reeded, we believe that
it is possible to create a limited number of off-farm economic op-
portunities at the rural level in the absence of a malor stimulus to
industrialization. Lack of capital available to entrepreneurs, lack

of an outreach capabilitv and marketing and investment information,

L
t
[#]
ry
[49]

as well as the absence of more appropriate technolozlies zappea
the major obstacles. Accordingly, the Mission proposes a combinatien
rural and communitv enterprise strategy beginning in 1980 tao help

create additional rural economic opportunities.



a)  Changes Sought

Focusing or the need to develop efficient technical
outreach as well as to make credit, productisn, and marketing services
available, the Mission will seek to improve e capability of public
federations of credit agencies and priwate “slerations of savings and

loan cooperatives to stimulate rural enter-p-ise and cooperative

development. Included is the develosment - & project identification
and design capabilitv, a small business wacveting network, and mecha-
nisms for transmitting appropriate technologies. The passage and

implementation of the proposed small business development law, which
will create and expand technical assistance, professional training and
business development extension,will he an irportant stimulus.

Development of cooperative and communityv enter-
prises also offers 2 means to create new rural economic opportunities.
Linking the technical and finzncial assistance mentioned above to co-
operative development federations,the Missicn will help develop their
capability to offer assistance to small potential entrepreneurs and
artisan groups.

Beginning in 198C, ws will! embark on a substantial
community enterprise and community developmeny program which will be
continued throughout the planning period. The objective is to stimulate
the creation of new community enterprises througn cooperative formation
and small community run and managed enterprises. The program will
emphasize the generation of emplovment and income as well as self-
help and community/cooperative action. Thy program also will include
small community infrastructure and environmertal improvement activities
which will provide emplovment as well as encourage community action.

To the extent possible, the strategy will favor the eastern region

where the majority of the "poorest of the »cor’ are found.

d)  Development Results Expectad
Since this is an uncharted area for the Mission, it

is difficult te predict realistic results. FR. the end of the planning



period, however, and in addition to developing instituticnal capacity
we would expect that the strategy will have been effective in creating
100-200 new enterprises and up te 10,000 new jobs, We wouléd also
expect that 100 cooperatives representing 135,000 or more members would
be either newlv established or assisted to cenerate emplovment or busi-
ness income for their members.

Less measurable, but no less important, we weuld
expect that the strategy will make a major contribution in promoting
increased community action and in creating new rural organizaticns,

thus raising the level of the rural poer's participation in the develop-

oy

ule

r1

ment process as well as providing needed community level infrastry
such as water, sanitation facilities, bridges, roads, and environmental

improvements,

3. Improved Human Resources

The analvsis shows high incidences of 1lliteracv, zal-
nutrition, and disease among the rural population. These represent a
substantial loss in human resource potential, and a denial of some of
life's most basic human rights and needs. They also lead to eccnomic
and social alienation and preclude the poor's transition to a productive
role and participation in the inevitable industrializatiocn process.

The AID strategyv.therefore,seeks improvement in the
countrv's human resource base as a means to increase equity and provide

an oppertunity for the poor to lead more userful and productive lives,

a) Changes Sought

Rasic Education. The strategy ambit:iously zims at

providing the means wherebyv all primarv school Salvadoran children can
attaln a basic education and literacv. This will not be an easv goal
to reach and the Mission does not propose that AID do it alone.

The total requirement, most of which is in the

rural areas, is difficult te ascertain. Extrapolating from the Education
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Sector Analysis, the USALD estimates that I 3alvader's primary education
systemis not properly accommodating betwecr 150,000 and 200,000 children
eligible for attendance in grades 1 throurh ¢. Ry 1985, an additional
174,000 children are likely to be addec ti the orimary education age
group.

The strategv will conver:iraste on lowering repeater
rates, increasing double shifting, and previcing new school rooms and

teachers to 1lncrease access to higher elemertary grades. Assuming these
key changes, achieving a geal cf 907 access {2 primary education by 1986
will require about 3.600 additional classrvooms and 2,300 additional

teachers. Once the 90% goal is reached tre system will need to expand

by about 5% a vear to reach universal access by 1990, Heavy emphasis
upon community self-help and participation is 2 sine qua non of the
strategy.

Other elements of the basic educational system that
would need substantial strengthening to support the planned expansion
include improved curricula, materials, adwministration and supervision.
The use of educational T.V. will be expanded to further augment the
strategy. Also a Faculty of Administration and Supervision wiil be
established within the existing National Teacher Training School.

This ambitious strategv contains two important
assumptions: (1) that the World Bank wil® cortinue its assistance in
this field, and (2} that the GOES will be able to mobilize the financial
resources for the additional teacher and supnort costs, as well as the
counterpart funds for new investments.

The Mission alse will expand 1ts occupational skills
training program not only to reach a larger number of rural residents
but also to offer them training in how to increase their incomes and
improve their diets, sanitation and health, and to plan family size.

¥utrition Improvement. The analysis pointed out

that nearly three-fourths of all Salvadoran children are malnourished

with one-fifth suffering severe malnutrition. This serious problem is



a function of lack of income and food availabilirw.
the Mission will take a multi-sectoral approach that huilas on USAID's
nutrition improvement activities initiated in 1978, The primary tarcet
will be children under age 6, especially those under 3, and rural women
of fertile age.

El Salvador's nutrition outreach capability can e
substantially improved by developing and intezrating a varietv of un-
tapped resources such as communitv-based rural health aides, agri-
cultural extension workers, communitv develcopment workers and 2V(0s,
health workers assigned to rural health facilities, and rural teachers.
This outreach will focus on maternal/child nutvitien, including

promotion of breast rfeeding and improved weaning practices.

Fed
(a8}

Although no increase in numbers of PL 480 Title
beneficiaries is planned, the focus on Title II and
be sharpened and the Food for Worx component iIncreased to support

various communityv development efforts. Later in the period the Mission

s

will assist the GOES to develop its own plans fer supple-entarv Zeeding.
The more difficult aspect of the nutriticn

strategy will be to induce changes in food availabiiizv. The pelicy

sections on nutrition listed several changes needed. To the extent

possible, USAID intends to support efforts to improve production tech-

nologies that relate to foods consumed bv the poor. Sinultaneousiv

we will seek ways to stimulate industries that process and fransport

local foods, and reduce food losses through Impreoved stovage Zistribu-

tion and qualityv control.

Health Improvement. Despite a rather extensive

national health svstem, a majority of rural Salvadecrans sufler Irom
gastro-enteric and respiratory diseases. Barriers tc Improved Tural
health are lack of adequate water and waste disposal, noor hvglene
and health habits, and health resource allocations that Ifaver
hospital care and infrastructure over rural health delivery.

The Mission's strategyv to reduce these barriers will
focus on rural outreach, on rural water/sanitation and health education,

and on changes in the allocation of resources rfor rural ntealth delivery.
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Outreach workers will fo-us on preventive health care,
family planning and nutrition. Extending ant improving support systems
of rural health aides, rural midwives and wsis-ia collaborators, wiil

be the focus of assistance in primary healti cere during the early plan-

ning peried. Special attention will be giver to strengthening the

referral and supervisory systems that provi

-

vital back up to these
workers.

Changes sought in env.vonmental health will be
closely coordinated with IDEB, CIDA, PAHO, UNICEF, and UNDP, all of which
are extensively invelved in this area. Porahle water projects inte-
grated with sanitation and health education clements will be designed
and carried out with maximum community participation. Appropriate
technologies wiil bhe developed for integrated envirommental sanitation
systems. Mid-level water technicians wil!l be trained to design and
supervise such projects with community participation.

Later in the planning period, emphasis will shift
to problems of water supply and sanitation in towns and smaller urban
areas. The change reflects cur expectation that eventually a single
organization will have responsibility for water provision and waste

dispaosal in both rural and urban areas.

b}  Development Results Expected

The major results expected from the basic education

strategy have been cited above., Providing access to a basic education
and literacy for most Salvadoran children :s expected to have a profound
effect on El Salvador's future development prospects. .t can have a

major impact oun future population growth rates as well as on nutrition
levels and health habits. Most important i1s the potential this
represents for creating individual self-esteem and self-confidence in
one's ability to affect his future.

While not prepared te guantify the results expected

in nutrition, we are confident that bv %83, the strategy will produce
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a higher hest countrv commitment and a significant reduction in mal-
nutrition. We also would expect a greater collaboration between the
public and private sector on food production policvy and a greater

availability of food to lower income groups as a result of improved
food distribution and fortification. A nutrition cutreach capacity

.

will have heen established and functicning in kev GOES social programs,

e

reinforced by nationwide radio programs in nutTitien and health. It alsc
is hoped that other donors will be using nutritional impact criteria
in designing their own programs.

Closely related are anticipated results in improvad
health. It 1s expected that by 1885, 1,080,000 rural residents will
have improved access to minimum primarv health care via outreach workers
and backup health facilities. Another 225,000 rural residents will

have safe drinking water and improved minimum sanitarv conditions and

the information and services to improve their health habits. The

iy

combined effect of these results is expected to lead te a significant
reduction in gastro-enteric diseases with corresponding increases in
improved health, productivity and longer life spans. Mog important

are expected changes in health attitudes with fatalism giving wav to

an awareness that disease can be prevented and health status improved.

D. Overall Impact of the Strategy

In assessing the overall impact of the AID assistance
strategy the main consideration should be the extent to which it
contributes to the central objective of increased economic growth with
equity.

The strategv in at least four kev areas iImpacts directly
on growth with equitv. For example, if the viabilitv of El Salvader's
small farm enterprise can be restored through high vields, more secure
tenure and land restoration, it will have made a ma’or contribution to
growth with equity for this sub-sector. Success in creating economilc

opportunities through developing rural enterprises is also progress

towards this objective. Perhaps even more important are some of the



pclicy objectives sought. TIf AID along with ather donors can be instru-
mental in accelerating El1 Salvador's long 2 difficult march toward
more labor-intensive Iadustrialization, thi= would have a profound
effect on employment and wmore equitable growsly, 1if not for todav's poor,
certainly in terms of the vast numbers whe {j! be tomorrow's poor if

increased growth with equity does not take nlace. The Mission's goal

of providing the opportunity for all Salvadorans to gain a primary
education squarely addresses not only scci2l equity but also employ-

ment. Thus, while the strategy does oot mount g frontfal assault on employ-
ment it does address the employment issue 13 direct and demonstrable

ways.

Fguity, not only in terms of employment and other
basic human needs but also increased popular participation in the
development process is bullt into almost everyv goal strategy. In-
creased access to family planning puts the »oor, especially women, at
the center of the decision-making process. Almost every sector strategy
is based in one form or another on not only reaching the poor but alsc
increasing their participation in the development process. Strategiles
for land improvement, community enterprises, potable water, nutrition
and school expansion are all designed o srcimulate local self-help
and community organization and action. The rural enterprise and com-
munity enterprise strategy is based almos: cntirely on this concept.

The total strategy 1s also appealing in that each
element reinforces and produces spin-offs :that impact favorably on other
elements. Nutrition and small farmer strategies are complementary and
reinforce each other. Expected results in population decline cut across
and reinforce all other goal strategies. Hiucation, employment, nutri-
tion and health 1n turn help realize the pupulation goal,

Lastly, the strategy illustrates specific ways in
which AID, with limited resources, can act as development leader, in-
novator and catalyst. The catalytic role to be plaved with other

donors, particularly art the policy development levels, could have a
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major impact cn resolving such critical problems as emplovment and enviren-
mental degradation. The proposed land improvement sub-strategv, while
not a new technique, would in its application be 3 major innovation for
El Salvador. Much of the rural enterprise strategv 1s based on develop-
ing innovative and appropriate technclogles. Our basic elucation strategy
also emphasizes new and low cost approaches.

In summarv, we believe Ine sStrategy proposed,while
it severelv tests AID's capacities, presents a realizable challenge and

a full and important opportunity for AID to meet its Mandate.
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PART ITT ASSISTANCE PLANNING LEVEL

A, Proposed Assistance Planning Level

The Mission's 1985 Indicative Planning &liscation (IPA) is $17.0
million. We judge it to be whclly inadequate in the face of El Salvador's
overwhelming development problems and unfuliilled basic human needs. It
is not sufficient to deal with the problems iientified in Part I. It
will not adequatelv support the strategy o Part TI, and it is not
consonant with the oppertunities for an expanded AID role in this country.

El Salvador has traditionally come out short in bilateral alleccations.
Within the Central American sub-region, for example, AID development
lending levels were about as follows between 7Y 1960 and mid-1978: Costa
Rica $90.7 million; Guatemala $118.2; Honduras $113.0; Nicaragua $160.4;
and Panama 5183.5. In contrast, developmert lending to El1 Salvador in
this period was $63.3 million. Yet, within the sub-region, EI Salvador
has 25% of the population on 5% of the land area, a population that is
expanding as a proportion of the sub-regional total. We would hypothesize
that socio-econonic conditions outlined in Part 1 result in some measure
from low assistance levels in the past.

Beginning in early 1978, with a new Minister of Planning and a new
GOES Development Plan, the Mission began to develop a stronger foundation
upon which to base a larger and more responsive AID program. This hase
has been enhanced to where there now exists =z close and candid dialogue
on development problems, higher GOES commitwent and closer coordination
with other donors. Part I indicates major areas in which the GOES is
making a sincere effort to do a better job in wmeeting the basic human
needs of its rural poor. El Salvador is more prepared now than before
to vigorously address its critical development problems, and we trust
that our response can be affirmative and reinforcing.

The following table summarizes the planning levels produced by our

analysis and strategy.



ET?I03-qNs 103035 4

z6% L1 A TAR 628t 66%° ¢ 1i1t¢ 1S WA 11 213ty 08Y% 'Id
DoLTOnL 0080 061t8Z . 00L°iL  naytee  ongiit TVIOL
oLt e T Tose oo oo ose ook (l0) 0OAd
uey'e - 0sy's - - - (/') TITURG /I8 UM WMo,
062y - - 0629 - 00s ‘e (/1) 131uM/BoAas [BANY
yireay
0684 oot — - - 052ty (/1) A3110] poLG/MOTITIINYN
0sZ'y - 000 % - -- AL (/1) *dull STTTHS
0n6s0'ee GOzt y - Quz ol 0Lt Yy 0oL ‘Y (/1) Lrentag [rany
Cc.ﬂuc.u:nv..._
¥0USL €66 DIAN0SIY UuBmng] A
009 UGl 041 001 00l 001 () *1oaag toody
00L‘Yy 000° [ 0001 000° 1 056 0sL (30} OAd
neLte -- - 0GL°¢ -- - (/) ‘UOLrAUY CunuWo)
041 - - - -— 041 () ADT[0 “uoaTAuy
065yl 00z'y - -~ - 0se g (071D {paaQ *doo)/unuwo;)
00L°01 -- 000" ¢ -= -= 6on‘ ¢ (/D _T12anq tauy Tedny
x0S % gt t3uy tuwo) g TEANY AT
046 0G¢ 00¢ 002 041 051 (Hd0) DA
06L‘8 - 0se‘y - - - (9/71) sproy Teiny
00901 0sg‘y -~ 058 'Y ~= -~ (/D) uorieat jIsadatg doa)
0GY‘ 8 - - - uny*y - (/1) 1aoddng banuay puwy
00S “91 001°y -- -- 0628 05ty (/1) jusussodduy pueq
*000SY wiwy jrews *pll
009 0s1 0ST 001 001 001 (9d0) OAd
00t ‘6 00£°9 058 0S¢ 0oL 00! (5/1) ATIOR/SDA5/ADTTOY
»006°6 uorrendog Ly
¥0SY 061 -~ 00t -= 002 (1) AoTod Jtwoussy  *7
TVLOL 5861 7861 £g61 7861 1861
s 1B 3 A Teos8 14 FEIE U ERTR 5103095

(000s "s* )
STAAMT ONINNV I HONVISISSY @UIS0J0o¥d ~ MOGVAIVS "1
01 219l



B. Types and Kinds oi A.1.10. Resouriesn Fegr ro

1. Financial Resources: As tabularted alowve, ithe proposed program

will be funded from AID loan (L), grant {{) sud -perational program
grant (OPG) scurces. Tnphasis will be place’ yon joan/grant (L/G)
combinations to facilitate: program concentr:ii. " stream~lining of
project documentatiolil e Thue provis.on Lo v opviate advisory and

monitoring assistance o Lihe host country. - ng of 1nitial and

follow-on financing wili further enhance prop

-
.

zoncentration. Through

the conditional commitment of subsequeni

1]

spiovi, we expect to obtain
improved performance an¢ results from the 7. t:sl {inancings. It is
hoped that a number of these pnase cne dencnatostions will attract phase
two assistance from cother donors, thus perwiviirg AID to develop further
innovative approaches cud mechanisms for del.veriag new opportunities to

the Salvadoran poor.

The strategy ticws from our current arnd planned FY 1980 program,

~

of which an estimated $2.0 million will be increnentally funded or
tranched in the planning period. Following are ~he types of resources
required to meet strategy goals For 1951-198.

a)  Policy Development. We envis.on moderate and phased

grant inputs to assist the GOES acquire the technical help and accumulate
the analytical data needed to assess policvy "r sconomic growth and
equity. This type of assistance will build upcr prior AID-funded analysis
and tie-in with planned interventions for ruvsl enterprise development
and other employment generation schemes. A productive credit guarantee
approach may become feasible. If midway throuy' . the planning period the
outlook for acceleraticn is favorable, we helievs ATD should comsider

program lending to further stimulate the process,

b) Population Sector. A population dvnamics grant, planned
for imitial funding in FY 80, will be increments]lly funded during the
first four years of the planning period and s =wpected to prepare the
GOES for L/G assistance starting in FY 1983, i« addition, we will rely
heavily upon central AID-funded contracts and other resources. Close
coordination will be maintained with organizsti-ns such as IPPF to
achieve maximum complementarity. OPG fundiag ¢ vrivate voluntary

initiatives in population is envisioned thvouzt-:t the plamnning period.



c) Small Farm Rector. A pilot grart Yor smal. farm natural

resources management is expected to begin In TY 19/%.  The ongoing
small-scale irrigation project 1s indicating new needs for on-farm
technologies in water use, These parallel efforrs will provide a basis
for moving to L/G assistance for land resource hasge inprovement starting
in FY 1982. 1In tandem, an ATD-ussisted land cransier project is expected
to begin in FY 1979 and lead to intensifiad LG support for land expansion
and infrastructure in FY 1982,

Complementary L/G assistance ‘s olanned for subsequent
farm production technology,

rural roads and infra-

intervention planned in the rural and community enterprise sector. The
Mission expects to utilize Title XII rescurces as appropriate and to
move into integrated sector lending larer in the planning period.
Finally, we envision that within »orh the land ioprovement and expansion
schemes, there is major potential -cr utilizing the latent leadership
potential of progressive small farrers, community action groups, and
significant numbers cof Peace Corps Volunteers, augmented by leocal PV0s

and contractors to supplement the worw of (UEs cutreach worxers,

d)  Rural and Comnmunity Enterprise Sector. A nmajor effort in

rural enterprise development 1is plarned fcor initiel L/C funding in FY
1980, with tranching in FY 1931 folleowed by 1/G suppert in TY 1984,

This effort will be complemented by L/G assistance to the cooperative
sector in FY 1981 with phased suppor: inm TY 1953, An environmental
policy and project development grant is planned for srart-up in FY 167¢
with incremental funding in TY 1980 and 1981. It will draw upon regicnal
and centrally funded sources and is expected te lezd ¢ a majer L/G
activity midway through the planning pericd which will emphasize local,
community-based efforts to protect and develop Il Salvador's renewable
natural resources. As noted, it will complement land rescurce improvement

interventions in the small farm sector,
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We plan <o maintain vigorous and rowlng CPG and SDAF
elements in the program, hased on current success and progress. These
elements will span all secters and will strike & hazlance between public
and private sector assistance here as well as deepen our support of
community~-based activities. I possible, we wi.! use HI0 support to
upgrade housing, especially where it would ‘malve community participation
and help improve housing tfenure arrangements.

e) Human Resource Secror.

1} Educarion. A rural primar~ esucation expansion
project will begin in FY 1979 and lead to major follow-on L/G support in
nearly every vear of the pianning period. As shown in Part II, this
assistance will be planned in tandem with provosed World Bank loans for
basic education. We will provide continuec¢ and feollow-on finanecing of
the occupational skills project with further ! /¢ support in FY 1981 and
1984, OPGs will be used to support these zims.

2) Nutrition. The Mission plars substantial assistance
beginning in 1981 to follow the ongoing nutyificrn policy and planning
grant project. Increased levels of PL-480 Title 17T assistance are
planned to support new food for work initlatives within the community
action elements of the strategy, as well as ongeing maternal-child
health activities. We will update our analvsas znd estimates of the
country's food availability and consumption patterns prior to the planning
period. OPG financing with PV0s will be an inportant resource supporting
our nutrition objective,

)] Health., A rural health improvement loar is planned
for initial funding in FY 1980, tranching in Y 1981, with follow-on L/G
support in FY 1983. This phased assistance will support continuing
efforts to develop rural community-~based health delivery systems and the
new initiative planned in rural potable water and sanitation. It will
be followed by L/G assistance to support a sanitarv health intervention
in market towns in FY 19834,

The following table summarizes the blend of resources

comprised by the proposed assistance planning levels.
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Resource Mix
{USS Millions)

Fiscal Year
Source of Funding 1581 1982 1983 1884 1985 TCTAL
Development Loan 29.50 20,50 29.50C 24,70 26.50 153.70
Development Grant 2.45 1.50 2020 1.80 2.15 17,10
Oper. Program Grant 1.30 1.45 2.00 1.65 2.15 3.55
Total 33.25 23.45 33.70 28,15 30.80 149,35
2. Staffing Resources: Staffing resources required to develop

and implement strategy elements during the planning peried will be
provided from three sources: Mission USDH and FNDH for both program
development and implementation; PD&S-funded consultants and contractors
to assist in program development and evaluation; and Agency TDYs to also
asslist in program development.

We envision PD&S funding of $300,000 in FY 1981, rising gradually
to $400,000 in FY 1985 and totalling about $1.8 million for the entire
planning period. Agency TDY assistance is also envisioned since we are
not increasing direct hire staff above the levels expressed in our FY
1980 ABS. The table below sets forth projected staffing requirements
for the planning period. It shows minimum requirements and reflects
Mission plans to build monitoring capabilities into loans and grants to
reduce implementation burdens on DH Staff. In addition to the staff
levels indicated in the table below, the Mission annual support services
will approximate 15 person vyears over the planning period.

Table 12
Projected Staffing Requirements
{(In work vears, 1981-1985)

1981 1982 1583 1984 1985

TDY TDY DY Dy oY

CONTR. COXTR, CONTIR. COXTR. CONTR.

AND AND AND AND AND
CATEGORIES US FN OTHER US FN OTHERS US EN OTHERS US FN OTHERS US FN QTHERS
F&N 4 4 LA 4 4 .6 4 4 .6 L4 6 4 4 .6
E&HR 24 .7 3 4 .5 3 4 5 3 4 b 3 4 b
HPN 4 4 .0 4 4 .7 4 4 ) -~ 4 .7 & 4 i
GEN DEV 2 4 .3 204 .2 2 4 3 4 .3 24 .3
MGT/PROG SPT 11 24 -— 11 24 - 11 24 - 24 —-= 11 24 -
TOTALS 23 40 2.0 24 40 2.0 24 40 2.0 24 40 2.0 2L 40 2.0




