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AGRICULTURAL OVERVIEW AND SOURCES OF
 
INSTITUTIONAL CREDIT
 



Table 1
 

Sectors
 
ANNUAL RATE OF INCREASE 1960 to 1972, Agricultural 

and Industrial 


1965 1966 
 1967 .1963 1969 1970 1971 1972
 
YEAR 1961 1962 1963 1964 


SECTOR
 

0.7 19.4 -0.2 2.3
-1.0 4.5 0.5
Agriculture 3.6 15.3 -2.7 9.0 1.7 


7.1 6.0
 
.0 10.9 14.3 15.0 12.6 6.5 6.1 4.1 3.9 

Industry 8.0 


Source: CONAPLAN
 



TABLE 2 

INDEX OF VOLUME OF AGRICULTURAL PRODUCTION 

BASE YEAR: 1968 l1oo 
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Agricultural Sector Overview
 

Following the 1962-67 period of industrialization in which
 

the El Salvadorean economy grew at a seven percent annual rate,
 

economic expansion has slackened such that in 1968-70 G.D.P. rose
 

at only 3-1/2 percent per annum, and, since 1971 growth has been
 

a sluggish 4 to 4-1/2 percent per annum. At the same time, however,
 

population has been rising by over three percent, and annual per capita
 

G.D.P. increased by less than one percent during 1968-70, and by
 

only 1 to 1-1/2 percent for each year since that time. In short,
 

the El Salvadorean economy has stagnated during the past six years
 

after having been perhaps the most significant recipient of CACM
 

engendered growth of all the Central American countries during the
 

early 1960s.
 

Perhaps the most neglected economic sector in El Salvador
 

during the period of the Central American Common Market has been
 

the traditional, backward agricultural subsector in which reside
 

approximately two-thirds of the nation's population. The industrial

ization process generated by the opening of intra-regional markets
 

along with generous extra-regional tariff protection in the 1960s,
 

combined with fiscal incentives investment legislation, resulted
 

in the channeling of available resources into the capital-intensive
 

industrial manufacturing sector. The game plan , based upon the
 

Prebisch terms-of-trade thesis and the import-substitution bias
 

of the ECLA group which initially envisioned a common market, was
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apparently fully embraced by El Salvador on the view that 
the demand
 

for labor generated through the industrialization process 
would, as
 

is postulated in the more simplistic development models, 
generate
 

direct employment and multiplier effects which could absorb 
over
 

time the excess disguised rural unemployed. At the same time the
 

which gene
technologically efficient agricultural export sector 



rates the bulk of El Salvador's foreign exchange from 
coffee, cotton,
 

and sugar - was encouraged through (1) ample credit made available
 

through the financial system, (2)an abundance of low priced 
labor
 

made so by, among other things, the lower-than-equilibrium 
price
 

for capital resulting from special exemptions, and (3) 
fiscal exempt

ions for much of the imported capital required for capital-intensive
 

development of the agricultural export sector.
 

Thus, while focus was directed towards the three major
 

finance the industrial deveagricultural export crops as a means to 


lopment process, the traditional or primitive subsector 
in the dual

istic El Salvadorean agricultural sector failed to receive 
the plan

ning or resource inputs required for its own dynamism.
 

This subsector is characterized by primitive technology, 
in

adequate access to financial resources or to technical 
skills and
 

knowledge, and it contributes a small (perhaps five percent) 
amount
 

to El Salvadorean G.D.P. Nevertheless, it is the major source of
 

familial support for more than one-half of the national 
population.
 

The policy shift to the rural poor is still in the process
 

of being articulated and it requires a separate agricultural 
strategy
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for those small farmers outside the export agricultural activities
 

who make up the bulk of the population in El Salvador. Since 1969
 

there has been evidence of continuing, through erratic, interest by
 

the GOES in the rural poor. The further focus of AID and other
 

international development agencies upon problems of the rural poor
 

have provided added impetus to the relatively new focus upon the
 

Largely ignored
technologically primitive agricultural subsector. 


during the process of industrialization during the decade of the
 

1960s, the rural poor appear to now be, in words if not yet in deeds,
 

major political priority of the Molina administration. The Five
a 


Year Plan reemphasizes the role of agriculture, points to the twenty

year stagnation in per capita agricultural output for the economy
 

(average growth rate in agriculture 1950-70 was 3.1 percent per year
 

The Five Year
with a population growth rate to equal that figure). 


Plan suggests that unemployment at a rate of 35 percent exists year

round in the rural sector, and focuses upon policies aimed at more
 

balanced regional development, increased agricultural income, less
 

skewness in the distribution of that income, and improved social
 

development and mobility.
 

With the gains from the Common Market rapidly coming to an
 

end in the industrial sector for El Salvador, it is clear that one
 

neglected area which can potentially stimulate both growth and income
 

While there
redistribution during the ensuing decade is agriculture. 


has been some reallocation between the agricultural and industrial
 

sectors during the past fifteen years, El Salvador's economy remains
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predominately agricultural. Table 1 shows the annual rates of increase
 

in the agricultural and industrial sectors between 1961 and 1972.
 

The table clearly illustrates the stagnation in the agricultural sector
 

between 1961 and 1972 (except for the year. 1970 in which a 19 percent
 

increase was recorded due largely to favorable export prices and not
 

to increased production of volume). Table 2 shows the volume of agri

cultural production between 1968 and 1973. Volume of output shows
 

an annual growth rate in 1969 of four percent with 7 percent in 1970,
 

4 percent in 1971, one percent in 1972, and around 4 percent in 1973.
 

The output indexes by commodity (Table 2) show that during the past
 

five years coffee output has not changed substantially. Cotton out

put, however, increased by 137.5 percent over the six-year period,
 

while the other export crop, sugar cane shows erratic production but,
 

by 1973, output was 34 percent above 1968.
 

The traditional small farm crop (corn, beans, and rice) shows
 

substantial growth in output with corn outfront increasing by volume
 

over the 1968-73 period by 60 percent, beans 77 percent, and the
 

volume of sorghum output increased by 25 percent. Since, of course,
 

these basic grains contribute only a small amount to total agricul

tural output the overall index remains increased by only 23 percent
 

during the six-year period.
 

The fact that El Salvador remains, by and large, an agricul

tural economy is demonstrated by Chart I which gives the structure
 

of gross domestic product in 1964 and 1973. Agriculture claimed 30.9
 

percent of the total G.D.P. in 1964 and 27.8 percent by 1973, while
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.4
\,
t i .;{i.....!!'! !-i..i ..
 

........ ===. = :\16.3 SERVICIOS 


==== == =...........
--.= :=...=.:\=== == "-


......... ...... ....
 

" ....................... ...
 

. . ... ... 

1964 

AGROPECUARIO 30.9 

(A INDUSTRIA 20.7 

Manufacturera 16.3 

Construcci6n 3.0 

Eecirlcddad 1.3 
Mineria y Canteras 0.1 

;.COMERCIO 24. 

AGROPECUMXUO ':. iS- S :=i SERVICIOS14 

:::::; .. i .
 

.:* , .: . Fg 

4.0 .. TRANSPORTE 

.. .. .- VIVIENDA 3.9 
- - FINANCIERO 1.7 

Source: RevistaMansual, Central Reserve Bank, December 10A/, 



Table 3
 

PERCENTAGE COMPOSITION OF THE GROSS TERRITORIAL PRODUCT
 

BY ECONOMIC SECTORS OF ORIGIN
 

Sector of Origin 1967 1968 1969 1970 1971 1972 1973 (P)
 

Agriculture 27.1 26.3 25.5 28.4 26.9 25.3 28.7 

Mining 0.2 0.1 0.1 0.2 0.2 0.2 0.2 

Manufacturing 19.1 19.6 19.6 18.9 19.2 19.5 18.0 

Public and Private 3.1 2.5 2.8 2.8 3.0 3.5 3.3 
Construction
 

1.4 1.5 1.5 1.5 1.5 1.5 1.4Electricity, Water 

Sanitary Servici
 

Transportation at

niation 4.4 5.0 5.2 5.0 4.9 4.8 4.4Commsp

Communication 
.nc 

23.8 23.6 22.7 21.1 21.7 22.3 21.0 
Commerce 

F 1.9 2.0 2.2 2.2 2.3 2.9
Finance 2.3
 

3.9 3.7 3.7 3.5
House Construction 3.9 3.9 3.7 

Public Adminfstratlo3 7.5 7.4 \ 8.0 7.8 8.1 8.3 7.9 

Personi! S"irps 7.6 I 8.1 8.5 8.4 8.5 8.6 8.1 

TOTAL ............... 100.0 100.0 100.0 100.0 100.0 100.0 100.0
 

(P) Preliminary
 

Revista Mensual, JANUARY, 1975
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industry increased its relative claim slightly from 20.7 percent to
 

23.1 percent. The fable shows that despite the emphasis on the in

dustrialization process that has taken place in El Salvador during
 

the past ten years, the structure of G.D.P. remains relatively un

changed. Table 3 gives a percentage composition of G.D.P. by econo

mic sector since 1967. The agricultural sector, as a percentage of
 

total G.D.P., ranged between a low 25.3 percent in 1972 to a high
 

of 28.7 percent in 1973, exhibiting no clear trend over the seven

year period. Interestingly, 1967 percentage contribution of manu

facturing industry was 19.1 percent, while by 1973 it had fallen to
 

18.0 percent. The Commerce sector also declined from 23.8 percent
 

in 1967 to 21.6 percent by 1973. In short, agriculture has consist

ently contributed something over one-fourth of total G.D.P.. during
 

the past ten years and it has done so in spite of the relative neglect
 

of the traditional sector by planning authorities. In 1973, agri

culture remained the most important single sector in the economy at
 

28.7 percent of total G.D.P., followed by Commerce (21.6 percent)
 

and Manufacturing Industry (18.0 percent).
 

Table 3a gives gross agricultural product for the period
 

1965-73 and it disaggregates the agricultural product into its major
 

components. Coffee is clearly the most important single contributor
 

to gross agricultural product, producing over one-third of total
 

agricultural output, (0359.8 million) followed in order of signifi

cance by cotton (083.2 million) corn (080.6 million) fruits and vege

tables (046 million), sorghum (039.7 million) and sugar cane (035.4
 



CUF.NrAS NACIONALUS 

TABLE 3a Series Sectorialcs 

1nqAS TFRRITORIAL PROTITICT 

AGRICULTURAL SECTOR
 

AT CURRENT PRICES IN MILLIONS OF CfLnpS
 

ACTIVITY - ~ 1965 1966 1967 1968 1969 1970 1971 1972(P) 1973(P) 

TOTAL ......... 579.5 573.9 599.9 602.7 607.1 731.2 729.0 728.0 936.7
 

1. Agriculture 447.2 422.9 445.1 442.9 437.8 557.0 556.4 539.6 713.1 

Coffee.......... 229.9 222.7 234.3 219.5 217.1 302.2 284.5 273.6 359.8 

Cotton 63.1 41.9 42.9 42.4 51.5 57.0 62.9 82.7 83.2 

Corn ....... 33.8 32.7 33.7 42.4 43.0 48.7 48.3 25.5 80.6 
Beans .......... 6.5 6.4 8.2 9.2 12.2 18.8 19.2 14.9 23.9 
Rice ........... 9.6 15.1 22.1 21.1 9.3 12.4 14.3 8.5 9.8 
Sorghum .......... 18.7 14.3 16.1 20.3 18.8 25.4 23.7 21.6 39.7 

Sugar Cane • 14.8 18.4 19.0 20.9 17.2 20.9 29.4 32.5 35.4 
Brovm Sugar ..... 2.9 2.8 2.1 2.0 2.5 1.8 1.4 2.3 2.6 
Tobacco ........ 2.6 2.9 3.1 1.6 1.8 3.3 2.8 3.6 3.5 

Cotton Seed 13.6 10.7 11.7 9.8 13.0 14.7 17.3 21.2 18.5 

HQnenuen ...... 2.0 1.9 1.3 1.5 1.1 1.0 1.1 1.9 2.1 
Balsam ......... 1.7 1.2 1.0 1.0 0.8 1.1 1.2 1.6 3.5 
CoDra ......... 0.9 0.8 0.7 0.9 0.7 0.9 1.0 1.0 0.8 
Fruits & Veae. 46.0 46.0 46.0 46.0 46.0 46.0 46.0 46.0 46.0 
Other (1) ....... 1.1 5.2 2.9 4.3 2.4 2.8 3.3 2.7 3.7 

2. Livestock ... 72.4 78.0 86.6 89.0 92.4 95.4 91.8 101.9 124.7 
3. ..Forestry .. 17.1 17.8 18.1 18.9 21.3 23.5 24.5 22.8 24.1 

.4. Fishing .... 7.3 12.2 10.7 12.5 15.3 15.7 17.3 20.0 25.0 
-5. -- Anidulture 0.6 0.7 0.6 0.8 0.7 0.6 1.3 2.6 3.7 
16. 'Avicultur. .... . 34.9 42.2 38.8 38.6 39.6 39.0 37.7 41.1 46.1 

(P): Cifraa prellminares.
 

(I)t Comprende: ajonjollf. scmia de aceltuno, afiU y copra.
 

BDanco Central de Reaerva.
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million). The most important small farmer crops include qorn, beans,
 

rice, and these collectively contributed in 1973 0154 million or 22
 

percent of total agricultural output. Inclusion of fruits and vege

tables increases the percentage to 28 percent.
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Institutional Credit Structure in El Salvador
 

The i)asttutional agricultural credit system of El Salvador consists
 

of the Central Reserve Hank, several priva-te banks (two of which are
 

foreign owned), one semi-private mortgage bank (Banco Hipotecario) the
 

Federaci6n de Cajas de Credito, the Agricultural Development Bank
 

(Banco de Fomento], the Cotton Cooperative, and the Coffee Institute.
 

Other less important institutions include F.D.I., a private develop

ment bank, INSAFIJ an industrial development bank, a private company
 

specializing in subdivision of farmland (Parcelaciones Rurales),
 

I.C.R., a semi-autonomous government institution financing government
 

land purchases and resale to small farmers, FEDACACES, a credit union
 

federation financing agricultural credit cooperatives.
 

Interest and Terms of Credit
 

In general, agricultural loans in El Salvador require considerable
 

collateral, are made for less than one year, and carry rates of 8
 

to 12 percent per year. Of the public and private financial institu

tions, perhaps the only ones that come close to the target group in
 

terms of provision of credit are, the Agricultural
 

:Development Bank, the Federacion de Cajasde Credito, and FEDACACES.
 

Each of these lenders also provide credit for medium and large size
 

farm units as well, and FEDACACES and Cajas have substantial portfolio
 

in nonagricultural investments.,
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,Agricultural Credit Sources in El Salvador
 

Two kinds of sources serve agricultural credit in El Salvador:
 

institutional and non-institutional,
 

Institutional sources include banks and financial intermediaries
 

as follows:
 

Banco Central de Reserva, Banco de Fomento Agropecuario.
Public: 


Private: CommercialBank System and Foreign Bank Branches
 

Mixed: Banco Hipotecario de El Salvador
 

Nonbank financial intermediaries include:
 

Public: INSAFI; (Instituto Salvadorefio de Fomento Industrial)
 

FIGAPE, (Fondo de Garantla a la Pequefia Empresa)
 

Financiera de Desarrollo e Inversi6n
 

Private: Compafiia Salvadorefia de Cafe, Cooperativa Algodonera,
 

Federaci6n de Cajas de Credito Rural, FEDECACES.
 

Non-institutional Sources include: Inputs distributors, coffee
 

milling and export business, sugar mills and exporters, merchants,
 



15
 

Institutional AgriculturalCredit in El Salvador
 

It is estimated that total institutional credit received by
 

agriculture in El Salvador during the production period 1973/74
 

was approximately 940O million distributed as follows:
 

Institutional Credit Agricultural Sector 1973/74
 

SOURCES Millions
 

Commercial and Hipotecario Bank System 272.96
 

Banco de Fomento Agropecuario 29;7
 

Federaci6n de Cajas de Credito 14.0
 

Federaci6n Cooperativas de Ahorro y
 

Credito 2.15
 

Other financial institutions of the
 
2/
 

system 85.14
 

T 0 	T A L 403.95 

1/ 	Sources: Revista Mensual, B.C.R., Junio 1974, p 489 y 506; Banco
 
de Fomento Agropecuario, Balance General a! 31 de Dic. 19;
 
jMoria_/[e-dP'r -ci0n _de Credt, Ejecicio_1973-74, AneCa 
1L5; Memoria FEDECACES, 1973, Anexo No. 1; Plan Operativo de Sector 
Agropecuario, 1974, MAG p. 25 

2/ 	Mainly Cfa. Salvadorefia de Cafe S.A., Coop. Algodonera, IRA, etc.
 



Table 4 shows agricultural credit by source and use for 

1973. Total credit extended was 0414,056,000, with 92 percent 

utilized for cul*ivation of crops and the remaining 8 percent for 

animal husbandry. The table shows that.the overwhelming amount of 

credit was for operating capital (97%) while the remainder was 

authorized for fixed capital investment (3%). Agricultural credit 

through institutions rose from 0324,865,000 in 1972 to 0414,056,000
 

in 1973, an increase of twenty-seven percent within one year.
 

Table 5 gives agricultural institutional credit by use for
 

the four year period 1969-73. Total agricultural and cattle
 

credit rose from 0171 million in 1969 to 0414 million in 1973, for
 

a four year increase of 139 percent. Operating, as opposed to fixed,
 

capital was, throughout the entire period, the major claimant upon
 

agricultural credit.
 



Table 4 

AGRICULTURAL INSTITUTIONAL CREDIT BY SOURCE AND USE 

1973
 

BANCO COMERCIA- BANCO DE COMPANIA COOPERATIVA FEDERACION 
LES, HPOTECARIO FOMENTO SALVADORENA ALGODONERA DE CAJAS

Y OTRAS AGROPECUARIO DEL CAFE SALVADORE A. DE CREDITO TOTAL 
INSTITUCIONES V/ LTD A.

(2) (3) 	 (4) (5) (6) (7) 
Thousand!," of-- C o I o n-e s 

AGRICULTURE 	 302 055 17 322 47 568 2 533 10 922 380 400 
295 034 17 322 47 568 :2 533 10 	922" 373 379

operating capital 7 	021 .- 7 021 
fixed capital 

CATTLE 	 23 652 6 882  - 3 122 33 656 
19 450 6 882 -3 122 29 45operating capital 	 202 
 .	  ' 4 202
 

fixed capitAl4
 

1973 325 707 	 24 20' 47568 2533 14 044 414056 

1972 254 165 16 721 44 007 2 500 7 468 324 861 

*Source: Anuario de Estadisticas Agropecuarias, 1973/74, M'inisterio de Agricultura y 3anaddria, El Salvador,
 

p. 11.
 

I-. 



lab.Le 5
 

AGRICULTURAL INSTITUTIONAL CREDIT BY USE, 1969 - 1973*
 

USEC' OFII- I 
CREDIT 969 1970 1971 1972 1973 

(2) (3) (4) (5) (6) 

Thousardd of' C o 1 0 n e s 

AGRICULTURE 158 040 177 616 253 954 306 730 380 400 

operating capital 
fixed capital-

153 343 174 256 
4 697 3 360*697..3360 249 725 

4,299, 
299 699 
i7 031 "".. ,1 

373 379
7 021 

CATTLE 13 726 14 762 17 180 18 131 " 33 656 
operating capital 10 622 11 043 14 596 :18 131 29 454 

-fixed capital-.. 

I 
3 104 3 719 2 584i 

II 
4 202 

TOTAL 171 766 192 378 271 134 324 861 414 056 

* Anuario de EstAdisticas Agropecuarias, 1973/74, Ministerio de Agricultura y Gfnaderia, 

El Salvador, p. 10. 



CHAPTER II
 

MONETARY POLICY IN EL SALVADOR: THE MONETARY BOARD
 

THE CENTRAL RESERVE BANK, AND FINANCIAL
 
SYSTEM INTEREST RATE STRUCTURE
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THE STRUCTURE AND OPERATION OF MONETARY POLICY
 

The Monetary Board
 

The Monetary Board structure of Central Banking in El Salvador
 

the primary decision-making
was established InAugust, 1973 as 


body for monetary policy in El Salvador. It Is responsible for the
 

policy guidelines which are impleformulation of general financial 

mented through the Central Reserve Bank and the Superintendency of
 

as the other financial Intermediaries. Among ItsBanks as well 

Col6n
functions, the Board is empowered to change the parity of the 

authority for
without need for ratification by another public body, 

vested in the Legislature. The Board, whosewhich, prior to 1973, was 

chairman is the President of the Republic, Is composed of the
 

Ministers of Economy, Finance, and Agriculture, the Executive Secre

tary of CONAPLAN and the President of the Central Reserve Bank who 

acts as Board Secretary. As a result, therefore, monetary policy
 

isexecuted by those with political interest (elected officials) in
 

El Salvador. Distinct from the United States Federal Reserve System
 

inwhich the Bcard of Governors Isasemi-autonomous nonpolitical
 

unit established on the basis of 14-year staggered appointment 
in
 

order to mitigate the potential for political influence in the mone

of El Salvador is clearly empoweredtary policy, the Monetary Board 

to reflect the political, social and development goals of the Execu

tive and his appointees.
 

Decreto Ley #407, dated August 29, 1973, which established
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the Monetary Board, lists the three basic considerations leading to
 

the Board's establishment. First 
"the State must orient monetary
 

policy with the objective of promoting and maintaining the most favor

able conditions for orderly development of the National Economy."
 

Second, "in order to reach the objectives of development programs it
 

is necessary that the State have at its disposal the adequate orga

nisms to assure the realization of those programs that have general
 

benefits." Third, "in order to give strict compliance to consti

tutional mandate and to achieve the objectives set out earlier it is
 

necessary to create a body at 
the highest government level responsible
 

for the formulation of State policy in matters of monetary, exchange
 

rate and general financial policy."
 

In order to pursue monetary policy as an instrument of eco

nomic development, the Junta Monetaria, as outlined in the "Creaci6n
 

de la Junta Monetaria y Ley Monetaria de El Salvador, Article l,"
 

pursues the following objectives:
 

..... To create the Monetary Board as an organism that
 
will have as its job the 'ormulation and direction of
 
State policy in matters of monetary, foreign exchange,
 
credit, and financial policy in general oriented towards
 
the economic and social development of the nation.
 

The Board is convened periodically as required on the call
 

of the President of the Republic,. The Board has control over the
 

entire Salvadorean financial system which the Decreto Ley identifies
 

as:
 

a. The Central Reserve Bank;
 
b. The institutions of credit and auxiliary organizations;
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c. 	Official credit institutions;
 
d. 	La Financiera Nacional de La Vivienda and public/
 

private savings and loan companies;
 
e. 	insurance companies;
 
f. 	Cajas Cooperativas affiliated with issuance of
 

credit;
 
g. 	societies and cooperativb associations that involve
 

matters of credit.
 

In short, the Monetary Board has control over all facets of
 

monetary institutions and financial intermediaries.
 

The Monetary Board has blanket authority in the exercise of
 

the tools of monetary policy, although in practice delegates much
 

of the decisions to the Federal Reserve Bank. Decreto Ley #407 lists
 

seventeen major responsibilities of the Monetary Board as follows:
 

(1) 	to fix and modify the percentage of deposits that
 

individual financial intermediaries must place as
 

reserves with the Central Bank, including both the
 

form and the composition of those reserves;
 

(2) the approval of the monetary credit and foreign ex

change budget prepared by the Central Bank, and there

fore 	to estimate the monetary credit needs of the
 

nation and assign priorities for optimum utilization
 

of 	foreign exchange holdings;
 

(3) 	establishment of regular and special quotas for Central
 

Bank credit on the basis of resources available to
 

satisfy the financial needs of the different economic
 

sectors of the country;
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(4) establishes interest rates and other charges ;which
 

financial intermediaries may require of their consti

tuents;
 

(5) determine the quantitative and selective control of
 

credit by establishing the maximum percentage of growth
 

for total credit in the various credit classes; and
 

(6) 	establishes those credit documents which may be discounted
 

or acceptable as collateral for loans from the Central
 

Bank as well as the conditions for rediscounting through
 

the Bank.
 

With regard to the role of the MQnetary Board in foreign ex

change, gold and special drawing rights (SDR's), the Monetary Board
 

has five special charges. They include
 

(1) fix the legal parity or legal exchange rate for con

version of foreign money as related to the Col6n;
 

(2) determine both the level and the distributional
 

form of Central Bank international reserves;
 

(3) 	authorize whatever operation that significantly increases
 

or decreases the Salvadorean quota with the International Monetary
 

Fund as well as the matters that relate to IMF SDR's;
 

(4) dictate the regulatory methods of international transfer
 

in the payments for monies;
 

(5) determine the limits, amounts, and other operational
 

conditions of the Central Bank in the purchase and sale of securities
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issued or guaranteed by the Central government, municipalities,
 

economic institutions, and all state enterprises.
 

Additional important functions in which the Monetary Board
 

has final authority include the
 

(1) regulation of consumer credit operations including li

mits and conditions of such credit, and approval of
 

the establishment of consumer lending institutions;
 

(2) authorization of the emission of bills and other forms
 

of money which may be issued by the Central Bank;
 

(3) designation of the government representatives and
 

alternates to the International Monetary Fund, the
 

International Bank for Reconstruction and Development
 

and related organizations, the InterAmerican Develop

ment Bank and other international financial institutions
 

which have relations with El Salvador or at least have
 

ex officio representation in the country;
 

(4) 	 naming of the personnel of the Superintendency of
 

Banks.
 

n*n-short,. the-Monetary Board appears to-haveclose to abso-"
 

lute power in the determination of monetary policy. The 1973 Decreto
 

also amends the Ley Organica del Banco Central de Reserva (Decree
 

#496 in December 1961) by adding the following statement which indi

cates the fact that the Central Bank policy is at the leisure and
 

discretion of the Monetary Board and the executive branch.
 

"In order to obtain the earlier cited objectives, the
 
Bank (Central Bank) will act in accord with the policies
 
that are established by the Monetary Board."
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Limits on Monetary Policy
 

One should take caution in assuming the policy statements
 

of the Board can be fully implemented due to natural barriers.
 

a) 	Clearly, the Junta's control of the money supply is only
 

within the boundaries of the natural laws of supply and
 

demand for money. Further these boundaries are regulated
 

under the present state of international exchange rate
 

parity.
 

b) 	The degree to which credit may be directly allocated
 

depends largely on whether or not the "rules" of the
 

Central Bank can be enforced. The financial intermediary
 

credit portfolio under control of the Central Bank may
 

easily show an allocation of credit commiserate with the
 

dictates of the Bank, while in fact loans were structured
 

in such a manner so that allocation was left to the market.
 

For example, a bank may be directed by the Central Bank
 

to allocate credit as follows:
 

50% small farmer
 
20% large farmer
 
•'20%*Cdmmerce and Industry-.
 
10% Miscellaneous
 

The commerciuil bank can easily loan money to a large farmer to
 

buy an airplane for dusting purposes. A dusting plane may be
 

considered funded out of any of the four areas of allocation. The
 

plane itself is indicative of a commercial tool. By the nature
 

of the individual receiving the loan it may be funded from large farmer
 

allocation. If the large farmer explained that there would be dust
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settling on small farmer's property the money could easily 'be allocated
 

from the small farmer's portfolio allocation. Clearly the financial
 

no controls existed.
intermediary is able to loan at his discretion as if 


Though trite, this example illustrates the difference in theoretical
 

and "real" credit allocation policy. Ithas been the experience of the
 

Mexican authorities at the Banco de Mexico that the only effective credit
 

allocation programs of the banks are those which land themselves to
 

Central Bank control, such as discounting.
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Junta Directiva 

Junta Directiva, the second most powerfu. monetary decision

making body in the country, was established by the Ley Orgdnica 

del Banco Central In December, 1961 (Decree #496). It appears 

that, prior to the law of 1973 establishing the Monetary Board, 

the Junta Directiva was the primary decision-making body for 

monetary policy in the country. It consists of a President, who
 

Is named by the President of the Republic; three directors named
 

by the President of the Republic who are chosen from nine persons 

proposed by a nominating committee consisting of the Ministers
 

of Finance, Economy and Agriculture; and three directors named
 

by the advisor of the Central Bank. In addition, there is a
 

Vice-President who Is named by the President of the Republic
 

and six substitute Directors. The President, Vice-President, the
 

Proprietary Directors and Substitute Directors are designed for
 

a period of five years.
 

Tools of Monetary Policy 

The following tools of monetary policy are at the disposal
 

of the Central Bank and ultimately of the Monetary Board In the
 

regulation of credit expansion.
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Reserve Requirements. All credit institutions are subject to mini

mum reserve requirements which are established on deposits and other
 

liabilities. The reserve requirements may- be met with deposits at
 

the Central Bank or with specified securities, but the proportion
 

of the securities that can count towards reserve requirements may
 

not exceed more than fifty percent of the total required reserves.
 

For commercial banks and savings institutions the reserve require

ments range from ten percent to 30 percent for sight and time deposits
 

of less than ninety days, and from five percent to 30 percent for
 

savings deposits. In special circumstances the bank may introduce
 

marginal reserve requirements on sight and time deposits of less
 

than ninety days. When the amount of reserve on deposit. with the
 

Central Bank represent more than fifty percent of a total deposit
 

and other liabilities subject to reserve requirements, the Central
 

Bank must pay interest on the excess. For savings the prevailing
 

requirements for deposit banks and savings institutions, which were
 

established in January, 1971, are 30 percent against all local and
 

foreign currency, savings deposits and sight and time deposits of
 

less than ninety days to be discharged only in deposits with the
 

Central Reserve Bank. Time deposits more than ninety days are now
 

subject to a reserve requirement, although they were readjusted
 

recently.
 

Sklective Credit Controls
 

Since 1965, the Central Reserve Bank has applied limits to the
 

commercial loan portfolio of the credit institutions. All financial
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institutions 
(with the sole exception of the Federation of Rural
 

Credit CooperativesJ and insurance companies are subject to these
 

requirements, and commercial lending for this purpose is defined
 

to include all financing for imports and exports, domestic trade,
 

personal loans and refinancing. At present, commercial loans are
 

limited to 30 percent of an institution's total portfolio.
 

Rediscounts and Advances
 

The Central Reserve Bank is authorized to make loans to the
 

banks and other credit institutions, except foreign owned banks,
 

and since 1967 rediscount quotas for each bank have been established
 

periodically. 
In 1966, the Central Reserve Bank also established
 

the Economic Development Fund through which it could extend medium
 

and long-term credits to State enterprises and financial institutions
 

for relending to the private sector for special purposes such as
 

agriculture and livestock improvements, development of manufacturing
 

industries based on use of domestic raw materials, tourist industry,
 

educational services. The Fund is financed mainly from the Central
 

Reserve Bank's profits supplemented by receipts from the sale of
 

Bank's securities and from foreign and domestic loans.
 

Documents carrying an interest rate of nine percent or more
 

are not in general,eligible for rediscounting.
 

Interest Rates
 

The Central Reserve Bank is authorized to fix maximum rates
 

of interest that banks may pay on deposits or charge on loans. How

ever, with the exception of a maximum rate of interest of 12 percent
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for personal loans, and the prohibition of p.ayments of interest on
 

sight deposits, interest rates in El Salvador are not subject to
 

any legal limitations. Rates paid on deposits have been fixed by
 

an understanding between the banks, and loan rates, other than for
 

personal loans, are influenced to some extent by the rediscount rate
 

of the Central Bank.
 

Rediscount Rate
 

The rediscount rates effective January, 1975, are as follows:
 

Rates of rediscount and interest of the Central Reserve
 

Bank as published in the January, 1975 Reista Mensual include the
 

following:
 

A. 	Rediscounts, advances, and loans
 

1. 	Current rediscount
 

a. Basic Rates (for users of credits up to
 

0100,000 and with assets no greater than
 

0500,000 and for cooperatives - 6.0%
 

b. Rate above basic (for the rest of
 

users) - 9.0%
 

.2.. Special Rediscount
 

a. 	Basic Rate (same as la) - 6.0%
 

b. 	Rate above basic (same as lb) - 9.0%
 

B. 	Advances with security collateral: Interest is equal
 

as that provided for in the security.
 

Limits on Foreign Borrowing
 

Control by the Central Bank on the use of short-term foreign
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borrowing of the commercial and mortgage banks was first exercised in
 

1961. Annual quotas are assigned for each institution. The largest
 

quotas are assigned to the two foreign owned banks, which are not
 

eligible for rediscount.
 

The Central Bank also controls the conditions for short

term borrowing abroad by private firms exporting agricultural pro

ducts. In principle, these loans are only for the seasonal fi

nancing of the crops, and must be repaid by the end of the crop year.
 

The use of suppliers icredits by importers also is regulated by the
 

Central Bank.
 

Commercial and Hipotecario Banks in El Salvador
 

The following commercial and mortgage banks comprise the
 

Co--ar.Ial and'artga.e-b.atk banking structure of El Salvador: 

a. BlancoIlilotocarto (Ilortsage Bank) A privat.Iy o.ned Salv-oi. n ;.b ,Irh gom..ro.tnt pArticirlptlni In Itit nwa.',',fnt. 
addItlot to I t now'. I u: I . , an a dt pa.-lt i i .,.nk, t, lo b.,k carrL. t,c t .r 

, .et-ta hi Il,:hI il U f I . ,..J 1,/ I , l' 1 f L.J.tL. .f L.ta. IhL r..co b .. , 

In 
rF...94 

b. Banto Agricola Coierctal A privitely ot.ntod Salv.,lo .,,, t.,.i.k %;Ith1 or L. o,. 

c.. Satio Solvador.*io A prilvtoly o..ncJ Salvio.'ortin bdc oat t I b arcl,:. 

d. Banco do Coutctlo A .rivately o~'ned Calvadtran bLnk with lt branchio. 

a. Banco Capitallzaddr A privately otined Stolvdot an h:nlc tuth 16 tLr.acheo. 

f. Banco do Crudtto Popular A privatuly ouned Sal,,ah,rau blnIk w th 9 brant'li . 

." Banco Cucatiln A prlvetaly oauind l,2lv.adornt ba-dirk l tuh 2 L ancl.s. 

h. Bank of London and Ilintroel A branchs of a fot'Jljn-ol.w: I ,1: baq,d it, th lo.h. oa. lthl 5 local blanche 
, 

t. First Eationil City Bank A branch of a foreirtt-. -J Isni bancd In tha United Staten, vith I loctt Lgar.ch. 

In addition to the commercial banks which have the power
 

to create credit on the basis of the policies established by the
 

Monetary Board and the Directiva Monetaria, therc are a number of
 

non-bank financial intermediaries in the country. A list of the
 

non-bank financial intermediaries and a short description of the
 

structure is included in the following summary.
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El Salvador: Structure of the Fitri _aSyate_.nq¢r!ACljljj,) 

t of Entity /un.tluuL; and St.ucture 

II. pLonbnk Financial !nteiaL.dr.lrii.' (coit'_) 

Salvadoran Cotton Cooperative 

, 

. 

U 

9 

-Oclo.lc 

The Salvadorar Cotton Cooperatlve was escablihed in 19'.2 to btfinilat': 
Iittrest hi cottoa |.oductinn arod exportd. All producte' of i.icton 

,iU.;tbelong to tih (o.ope:..tive, o,,hih ha3 the tP..jajIHul. ; of gfin,thiq ..,(i. 

,,iarketlnl' cotto.i. - 'tileCoperative doaonnot &iinmce the jiaLtK: .U 

til r.illivation"eivo I Ctin cyC l01; it pruvtde ra.r l t C1 y ifL.r 

teh cr".,s t0as ;Co hluvvteted i.addel ivred cc its uirdhu.is It .loi. 

peovtd, ttrhncai advice add built; ae d, fe'tllt.,cr, ,ul luecti.tdt. 

to producara, mid It contractq for c.op aprayh;. Il tilot{ii,; 0!A hl 

cution I)a on a pool basia, uI.i. !y tie CiopcralivC oahltu an tnittili 

jdvatici ai-ohlnt ortuni deihv,'ed to th4 iit, ,Il. fjl.l e!t :,i I:, 

oi. clric yuir, %A,Ia ti r.rowera rceuive tl" balince of t;iiltr 
"ia&t' of the faroce~d ia llaiaiioi, j <haege!..,.e,Ia.t ii Ct.ti,, :i.J i, ." 

expeiseoa. The Cnopvr.,:rival tymnas it.;eClif'oi., its a, k nrk.n:,c€pt-

C..I ilirivd £l et 13~rcr'r 
-

,.hers' ontr ihir c.. t odlion ( titr..i it.

serve Is-.'cr edic: it u.;c.lto finance Ito oliva loi,, Ir.rji-ely b/ t.Inot 

tern bor'ot.ing f.'..tfo:..i~a ccn;i'.errtjI blmik., Li hit th' l'). 'io c ro 

year (le Contral Rl.'.'rv. bial undertook Lu finznco th' Cooperative at 

a Preft:rentlal inLeret rate of 3 per cent. 

Federation of Rural Credit 
Coop..rative s 

Tie Federation of Rutal CredIt Cooji2-ratIves iai eattil, Ioed tIiI !.3 

to praovide cr.od|t fa'illele to b.lall- Z.d L.CUui iIZ-lii .. i. IL 

originally tant cipitali IaJ.by tile 1i.ineah., nirecaril .,,Iby tie I. he 

couper.Lives, and it ,au recelvid coLrilutitc,.. .nd i,.,io fom the 

C ti'ia.l Covcnt.1.iLu,,ldrle,lt from it. .entra] ke,,er 
. 
i liant., p3 L of 

V1i161 WAn finaicrd uy d'uuinga on an IDB loca. 

Ptivat. .vestment cerpanies 

a. 

" 

Investm.ent and bvelopment 

linance Agecy 

"'Inat 

" 

The Agency started oper.tions in flay 1965, Is owned by a connortiua., 

of local banks, aa-t ta ;.utht,rizvi tu rant credit for 1,rOJoCtIV 

activitlet thaiorthe con,..ic il&ve.Cl-. con of ZI S.lva'ui" ,id 

tileCenitral J. .. ' . Cuio,-on tairkeo . io alld tlon to Its cap.,l i .Iid 

rnserves, tile,',,ocy haJ had acce,,s to CConl ti us:re e,;,k rr ill 

anJ hai wid. e..:tnniv:- ti:u of Iure(.en ciedits, Lciti'li. , lIong-t ra 

loan irua the U.S. AID and abort-tera Incii from private fori:thn 

itniticias. 

b. Industrial and Corsercial 

Credit Comzpany 

c. Cotmercial and Industridl 

Finance Agency 

d. Agriculture and Coatnercia 

Fintnce Agency 

Insurance cowapanic There are elt;ht incuranc- compantes operateE in FI Salvador, of which 

two are foreign-otnied. Since the intr.hction of e:.chane, cantroa "11 
.1961 liieInsiirance oa~u~inies have not bten able to invest their techni

cal re=uirveo .iuliidn El SalvadoC. The insuraoce cc.np..iaor a;e asper

vised by tile Supecinterdency of Bant, cdtheir lon o:.ecation; are 

subject to Central Iteai'.veoank reCul3tions. 

i ,.'Ii 

5 
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A synopsis of the agricultural sector and structure is
 

provided in the following summary made available from the IMF
 

Mission Report in 1973. It includes summary data on production,
 

marketing, taxation and incentives, and credit facilities for the
 

major export commodities including coffee, cotton, and sugar as
 

well as basic grains and livestock. It is interesting to note that
 

under the listing for credit facilities both for basic grains
 

and for livestock there appears no statement, suggesting that most
 

of these activities are outside of the credit facilities available
 

at the present time.
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Monetary Policy. 1974
 

The Monetary Board directed its policies in 1974 towards the
 

financing of productive activities, attempting to minimize the inflation
 

rate while maintaining an adequate level of international reserves,
 

fostering the development of the financial market, and -setting new
 

Interest rates. In the pursuit of appropriate policy the "Junta Mone

taria" made the following changes inmonetary policy in 1974.
 

A. 	Interest Rates
 

1. Approved rate increases in the financial system. The rate
 

of interest paid by banks on savings deposits was increased
 

from 4 to 5 percent, and from 6 to 6.5 percent for savings
 

and loan associations. On CD's up to 180 days, interest
 

rates were raised to 5.5% from 5 percent, and for those
 

over 180 days to 6% from 5 percent.
 

2. 	Active Operations
 

The "Junta" ordered increased interest rates on the following:
 

a. Banco Central
 

I. 	 Ordinary Rediscount and special lines: 

Maximum Rate 
Rate "BCR" At Banks 

Basic Rate 6% 9%
 

9% 11%
 

SCR, following Its policy of giving preferential
 

treatment to agricultural activities, retained for
 

that sector the lower Interest rates approved until
 

the 1st. of January.
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ii. 	Ordinary Rediscount
 

Maximum Rate
 
'
 Rate "1BCR" At 	Banks
 

Basic Rate 	 5% 7.5% 

6% 8.0% 

70% 8.5% 

8% 9.0% 

li. Special Lines
 

Maximum Rate
 
Rate "1BCR" At Banks
 

Basic Rate 4.5% 7.5%
 

6% 	 8.0%
 

b. 	Commercial banks, Banco Hipotecario and other Credit
 

Institutions and Insurance Companies:
 

Own 	Resources Maximum Rate
 

Class "A'
 

Up 	to 5 years 11%
 

More than 5 years 	 12%
 

Class "B" 

Up 	to 5 years 12%
 

More 	than 5 years 13% 

3. 	Bond Issues
 

The "Junta Monetaria" Increased the rates of interest on bonds
 

and debentures Issuad or guaranteed by the government.
 

Current rates are:
 

a. 	Bonds from 3 to 5 years: 7% annually, payable
 
every 6 months
 

b. 	Bonds from 5 to 10 years: 7.5% annually, payable
 
every 6 months
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c. 	Bonds from 10 to 15 years: 8% annually, payable
 
every 6 months
 

d. 	Bonds for more than 15 years: 8.5% annually, payable 

every 6 months 

The primary reason for the rate increases is to provide an 

Incentive for the purchase of the various instruments so as to 

strengthen the financial markets within the country. Commercial 

banks and the Banco Hipotecario must maintain as part of their 

reserves a minimum of 8 percent in credits and investments 

made with their own funds at Issued value and/or guaranteed 

by the government. Insurance Companies must also maintain 

an Investment in government bonds equal at least to 15 per

cent of their reserve. 

The reasons for these changes were to reduce credit pressure on 

the "BCR"' and to achieve 3 greater parti-hipation of the financial 

institutions in the financing to the public sector, insuring 

in this manner at least a potential market for the country's 

government issues. The net effect of the change was, in fact, 

a reduction in credit from the BCR to the Central Government. 

and an increase in bank purchases of bond issues, as can be
 

seen on this table:
 
(1)
 

Year Official Government Total %
 

1972 3.3 3.2 6.5
 

1973 3.9 5.4 9.3 43.1
 

1974 8.4 13.5 21.9 135.5
 

(1) Millions of Colones
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4. 	 Operating Fund 

The 11BCRI", as authorized by the "Junta Monetarial', agreed to 

temporarily reduce the Operating Fund reserve requirement from 

8 to 6.6% in order to allow credit institutions to meet credit
 

demands froi the various productive sectors. This reduction
 

increased the credit capacity of financial institutions from
 

12.5 	to 15 times their capital.,
 

B. 	Effect of Interest Rate Increases on Savings and Term Deposits
 

in the rate of interest can
The 	effectiveness of the increases 


best be appreciated by comparing the quarterly rate of growth
 

for 1974 with those of the previous years.
 

Quarterly-Rate of Growth of Savings and 	Term Deposits
 

SAVINGS
 

First 2nd 3rd 4th
 

2.9% 2.8%
1972 5.2% 1.2% 


1973 8.3% 2.9% -0.6% 2.0%
 

1974 11.6% 7.8% 2.4% 2.2%
 

TIME
 

1972 5.6% 3.5% 12.5% 5.3%
 

1973 3.5% 9.9% 20.8% 5.6%
 

1974 8.5% 1.2% -3.2% -1.1%
 

Savings deposits in the first and second quarter of 1974 showed 

a slight increase in the rate of growth over the same period in 

1973; the same growth pattern can also be observed in the last 

two quarters. Time deposits showed a rate increase of 8.5% 

during the first quarter of 1974, higher than the Increase shown
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for the same period the previous year. Both increases in the
 

first part of the year were higher than for the same period the
 

to higher interest
 year before. This may be due, at least in part, 


rates paid on savings and time deposits. One can deduce from
 

to
the preceding that, though increased interest rates did lead 


a temporary and partial Increase in the use of savings and time
 

deposits, the effect during the second half of the year was 
nil,
 

since the rate of growth readjusted itself to previous patterns,
 

lesser growth rate.
with time deposits showing an even 


The following explanations for the lack of public reaction to the
 

changes in interest rates can be offered:
 

interest of just I percent
1. An increase in the rate of 


to attract more depositors.
was too small 


2.: The internal inflation rate has caused the public to demand
 

Its investment in savings and term
 
less liquidity, reducing 


goods as an inflation
 
deposits and increasing purchases of real 


rates
to establish interest
hedge. It would appear wise 


that at least offset the rate of inflation in order to provide
 

In.entive for stimulation of domestic savings 
and time deposits.
 

Monetary policy in 1974 was somewhat restrictive if 
one
 

considers the credit limits set on the banking system through
 

but largf-ly expansionistic considerthe "Programa Monetar ilo", 


ing the Increase in the credit capacity of 
the commercial
 

reserve
 
banks through the reduction In the Operating Fund 


requirements.
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II. Monetary Base
 

The monetary base can be measured by totalling the monetary
 

or by adding
liabilities of the BCR, (Demanda de Base Monetaria) 


the asset column of the BCR called "Fuente y Oferta de Rase
 

Monetaria." What is Important is to distinguish between that
 

which is made available by the financial authorities, and the
 

demands upon the monetary base of other sectors within the economy.
 

The "Oferta de Base Monetaria" is made up of two entries which
 

determine its behavior: the net "external" assets of the
 

BCR and the credit extended by the BCR to the various economic
 

sectors.
 

The most important expansionist component of the "Oferta de la
 

Base Mcnetaria" was net credit under the control of the BCR.
 

The 6redit expansion of I0214.5 million was centered around the
 

in the system
financing of the official entities of the banks 


(33.5% of the total), and of the private sector (18.7%). This
 

can be seen on the following table
 

Assets 3CR,
 
(Millions of Colones)
 

Comp % 
of 

11l_ Absolute Total 

I. External Sector 71.4 46.5 117.9 
II. Internal Sector 412.5 627.0 214.5 100% 

1. Credit Public Sector 21.3 12.5 33.8 -15.7 
2. Credit Private Sector 89.8 128.4 38.6 18.0 

3. Credit Official Entities 83.8 224.5 140.7 65.6 
4. Credit Banks 217.6 286.6 69.0 32.2 
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Net credit to the central government (loans to the government 

deposits from the government) suffered a considerable reduction in 1974,
 

caused primarily by the small investment from the BCR in bonds and by the
 

Increase of 53.6 percent in the deposits made by the government at the BCR.
 

Demands on the monetary base, represented by the liabilities of the
 

BCR, increased by 086.7 million. This was due mainly to general public
 

(not banking) demands for currency. Approximately 45.5 percent of the
 

variation in the demands on the monetary base isexplained by the demand
 

for obligatory reserves implying a demand derived from the total deposits,
 

reflecting the decisions of the commercial banks and the general public.
 

In 1974, the monetary base registered a rate of growth of 18.2 percent as 

compared t 15.7 percent in 1973. This isaccounted for by the increase of 

currency in public hands, due to a higher rate of inflation, and increased
 

currency-deposits ratios. This implies an awareness on the part of the 

public of increased monetary instability.
 

As a result, the means of payments reacted mainly to the credit expansion
 

of the BCR, since it is the main source of liquidity. The BCR directed its
 

expansionary credit policy towards the financing primarily of autonomous 

official activities, and applied a partly restrictive credit policy to the
 

banks in the system whose rate of credit expansion in 1974 was less than
 

that of the year before. This can be seen even more clearly on the
 

following table:
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Credit Performance of The BCR
 

Sector 73/74
 

To Banks 51.7% 31.7%
 

To Other Financial Institutions 16.0 43.0 

To Official Autonomous Institutions 10.8 167.9 

To Central Government -37.0 -58.4 

Ill. Origin and uses of "BCR" resources
 

A. 	Mobilized Internal Resources: total internal resources
 

mobilized during 1974 increased 017.7 million, derived
 

mainly from an increase in the BCR monetary obligations
 

to commercial banks (deposits into BCR) and to the private
 

-sector (circulating currency).
 

B. 	Credit Expansion: there was a credit Increase in 1974 of
 

0235.6 million, demanded primarily by official autonomous
 

entities and commercial banks plus Banco Hipotecario. 

C. 	Financing of Credit Expansion: the increase of 0235.6 

million In BCR credit, was financed with 0117.7 million In 

internal resources and 0118.0 million in external resources. 

Of 	all the available resources (320.4 million), 084.7 were
 

channeled to reinforce net international reserves, and the
 

difference (0235.7 million) went to the financing of the
 

aforementioned credit expansion.
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IV 	 Origin and uses of Banking System Resources 

1. Mobilized Internal Resources
 

Internal resources mobilized during 1974 increased by 0193.4 million.
 

The Increase was largely due to a circulating currency increase of
 

.99.7 million and to non-monetary liab.ilities totalling C97.8 million.
 

B. 	Credit Expansion 

Given the uncertain economic condition described above, the banking 

system in 1974 Increased credit utilization by 27.8 percent, as 

compared to a 19.5 percent increase in 1973 over 1972. The total
 

amount 0322.9 million, was absorbed primarily by the private sector 

( 201.8 million), and by the autonomous institutions (0145.2 million)
 

as their financing through BCR reached an unprecedented level.
 

Credit extended directly to the central government was reduced by
 

012.4 million due mainly to a reduction in BCR investment in bonds 

and debentures. 

C. 	Financing of Credit Expansion 

Credit expansion was financed with resources totalling C396.2 million, 

of which 0193.4 million corresponded to internal resources and C202.8 

million to resources from outside the country as this year the BCR was 

forced to borrow 0158.7 In long term debt and utilize C53.9 million 

from the FMI oil facility. This expansion caused a worsening of the 

external situation In the country, as the net external assets dropped 

from 055 million In 1973 to a 074.6 deficit, a reduction of C129.6
 

million. From these resources 073 million went to reinforce the net
 

international reserves with the C323 million difference serving to
 

finance economic activities within the country. As a result, the
 

system's credit expansion was financed 60 percent with internal
 

percent with external resources.
resources and 40 



46 

Analysis of Monetary Expansion Effects of Bond Issuance
 

The 1974 decisions by the "Junta Monetaria" to allow rates 

of interest on government guaranteed bonds to rise was made in order 

to increase the strength of the internal financial market. As this 

shifts some of the burden of government deficit financing from the 

BCR to the commercial bank sector, pressure to finance government 

debt through expansionary monetary policy is relieved. Traditionally, 

countries which do not have fully developed fiscal financing systems 

have chosen to become dependent upon the commercial banking system to 

finance government debt. 

Some feel this method of shifting debt is very effective 

and it has been considered non-expansionary. However, the last state

ment is not necessarily true. The replacement of deposits of finan

cial intermediaries at the BCR by government bonds actually is expan

sionary in itself. Let us assume that commercial banks have a 20 per

cent reserve requirement of which zero percent is held in the form of
 

government bonds. Now suppose the commercial banks are allowed to
 

keep half of their reserves in government bonds. As these bonds are
 

interest bearing while deposits at the BCR are not, it is rational
 

for commercial banks to move from deposits at the BCR to reserves in
 

the form of public debt. The net result is a transfer of funds through
 

the financial intermediaries from the BCR to the government. Essen

tially, the effect is to expand the money supply though not the mone

tary base. The base remains the same, but the multiplier is increased.
 

Of course, this explanation is simplified as to the actual expansion

ary effect on the money supply. However, it is illustrative of the
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pitfalls some countries encounter while trying to finance government
 

deficits through supposedly non-expansionary financing.
 

Land Purchase Bonds and the Money Supply
 

To the extent that government finAncing of land purchases
 

are made by issuance of government bonds and these bonds are held as
 

reserves by the financial intermediaries, the program is expansionary.
 

If the financial intermediaries do not enter into this transfer of
 

funds from the BCR reserve accounts either because of already having a
 

maximum amount of bonds used as reserves or because of portfolio de

cisions, the issuance of bonds carries no expansionary effect. In this
 

case, the bond issuance is a simple transfer of funds from the public
 

sector to the government sector.
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EL SALVADOR 

FINANCIAL SYSTEM - RATES OF INTEREST 

A. Liabilities 

1. Deposits 

Commercial Banks and "Banco Hipotecario" 

a) Savings Accounts 5.0% annually 
compounded daily 

b) Certificates of deposit 

Up to 180 days 5.5% 

More than 180 days 6.0% 

Savings and Loans Associations 

2. 

Savings Accounts 

Bonds and Debentures 

6.5% compounded 

daily 

a) Short Term 

b) 

Public and private financial insti-

tutions 

Medium and Long Term 

Interest rates to be 
determined when 

issuance permission 
is requested. 

Private financial institutions No less than 2% below 
the rate of interest 
..e rned by the instru
ments backing the bond 

emission 

Public Sector 

Instruments issued or guaranteed by 

the State 

5 to 10 years 7.0% annually payable 

every 6 months 
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10 to 15 years 	 7.5% annually payable
 
every 6 months
 

15 years or more 	 8.0% annually payable
 

every 6 months
 

B. 	Assets
 

"Banco Central de Reserva"
 

Rate at Maximum Rate
 
"BCR" to Borrower
 

1. 	Rediscount, Advances and Loans
 

a) 	Ordinary rediscount
 

Basic rate (for loans up to
 
0100,000 and for co-ops) 6% 9%
 

Rate above the basic (for
 
all other borrowers) 9% 11%
 

b) 	Special Lines
 

Basic rate (for loans up to
 
l100,000 and for co-ops) 6% 9%
 

Rates above the basic (for
 
all other borrowers) 9% 11%
 

c) Processors - exporters 	 The rate of interest charged
 
by the coffee processors
exporters to the producers
 
may not be more than 2%
 
higher than the interest
 
these pay a financial
 
institution.
 

2. 	Advances with stocks or bonds as Same rate as the rate earned
 
collateral by the collateral.
 

3. Autonomous non-financial government 	 Rates to be determined by
 
institutions 	 the lending bank.taking
 

into account the income-yield
 
capacity of the project
 
for 	which funds are used.
 

4. 	Loans made from foreign funds Rates to be determined by
 
"BCR", taking into account
 
the conditions and character
istics of the loan agreement.
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Commercial Banks and "Banco Hipotecario"
 

.1. Loans from own funds
 

a) Class "A" 

Less than 5 years 	 11% on the unpaid
 
balance
 

5 years or more 	 12% on the unpaid
 
balance
 

b) Class "B"
 

Less than 5 years 	 12% on the unpaid
 
balance
 

5 years or more 	 13% on the unpaid
 
balance
 

c) Loans from short term foreign funds Up to 2% higher than
 
obtained directly the rate paid on the
 

funds.
 

d) Loans from long term foreign funds Rates to be set by
 
obtained directly "BCR" taking into
 

account the conditions
 
and characteristics
 
of the loan agreement.
 

2. 	Loans with "BCR" funds Whatever "BCR" itself
 

determines, according
 
to its resources and
 
within current "Junta
 
Monetaria" norms. 

Other private Loan Institutions and
 
.Insurance Companies 

Maximum Rate
1. Loans from own funds 


a) Class "A" 

Less than 5 years 	 11% on the unpaid
 
balance
 

-5 years or more-	 12% on the unpaid
 

balance
 

b) Class "B" 

Less than 5 years 	 12% on the unpaid 

balance
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5 years or more 	 13% on the unpaid
 
balance
 

c) Loans to policy holders with funds Rates set in accordance
 
drawn out of reserves 	 with the contractual
 

stipulation of the
 
policies or titles as
 
applicable.
 

d) Loans from short term foreign Up to 2% higher than
 

funds obtained directly the rate paid on the
 
funds.
 

e) Loans from long term foreign 	 Rates set by "BCR"
 
taking into account
funds 

the conditions and
 
characteristics of the
 
loan agreement.
 

Whatever "BCR" itself
2. 	Loans from "BCR" funds 

determines, according
 
to its resources and
 
within current "Junta
 
Monetaria" norms.
 

Savings and Loans AssociationA 	 Rates to be set by "BCR"
 
having considered the
 
judgment of "La Finan
ciera Nacional de la
 
Vivienda". 

"Compafia Salvadorefa de Cafg, S.A." 	 Rates to be set by "BCR" 
having considered the 
judgment of "La Junta 
Directiva de la Cla. 
Salvadorefia de Cafe". 

Rates to be set by "BCR""Federaci6n de Calas de Credito" 
having considered the 
judgment of the board 
of directors of "La 
Federaci6n de Cajas de
 
Crdito".
 

Public Financial Institutions
 

(Banco de Fomento Agropecuario, INSAFI, 	 Rates to be set by "BCR"
 
having considered the
FIGAPE, FNV, etc.) 

judgment of their
 
respective boards of
 
directors.
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B. COMMISSION RATES ON LOAN SUPERVISION AND CONTROL'
 

When it is necessary for a lending institution to supervise the use
 
of loaned funds, or in a similar manner control and oversee its investment,
 
and this service is performed effectively, the institution may charge the
 
borrower: 

1. On construction loans: 

a) Individual home, on loaned amount 1% maximum 

b) Group homes, on loaned amount 1% maximum 

c) Urbanization projects, on loaned amount 1% maximum 

d) Industrial construction, agricultural, Subject to approval 
commercial, touristic and the like, on by the "Superinten
loaned amount dencia de Bancos" 

and other financial 
institutions. 

e) Other control and supervision costs, Subject to approval 
such as having to take control over by the "Superinten
the project, or any expense incurred dencia de Bancos" 
while attempting to collect on the and other financial 
loan. institutions. 

2. On agricultural loans 050.00 maximum 

3. On cattle loans 050.00 maximum 

NOTE: 

Commission fees for "Supervision and Control", when paid for in
 
advance of a loan, are subject to the following rules:
 

a) 	They are considered as a deposit on the payments until the loan is
 
formalized;
 

b) 	If the loan application is turned down, without the lending agent
 
having incurred any supervision expenses, they must be refunded in
 
total;
 

c) 	If the loan application is turned down, but the lending agent has
 
already incurred supervision expenses such as reviewing blueprints
 
or making feasibility studies, these expenses may be charged against
 
the fee and what's left refunded the applicant;
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d) 	If the loan is approved but for a lesser amount than requested, a
 
refund of the supervision fee must be made to maintain the just
 
proportion between the fee and the amount lent.
 

C. 	 LATE PAYMENT CHARGES 

Charges to be based on the loan bAlance 2% annual maximum
 
still due.
 

D. 	 "COMPROMISO" CHARGE 

On loans requiring the periodic partial 1% annual maximum
 
disbursement of funds, a charge may be
 
made on funds not withdrawn within the
 
agreed time period. 

E. 	CHARGE FOR LEGAL EXPENSES
 

The lending agent may charge a fee for The exact cost of the
 
legal expenses incurred which would normally legal expense.
 
be paid by the borrower.
 



CHAPTER III
 

THE INFLUENCE OF 
ICREDIT CREATION UPON THE
 

EL SALVADOREAN BALANCE OF PAYMENTS:
 

-ARE DOLLAR LOANS REQUIRED FOR EXPANDED
 

AGRICULTURAL CREDIT TO RURAL POOR?
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Macroeconomic Implications of Credit
 

Any development program designed to bring credit to the
 

small farmer of El Salvador can have major economic implications
 

Iot'only for sectoral, but also nationa economic development.
 

The approach of this section is not to analyze the real effects
 

of increased credit to small farmers on the economy, but to
 

examine the effects of credit expansion on the monetary sector.
 

Once alternative implications are examined and policy alternatives
 

are agreed upon, then one may further analyze the alternative real
 

changes which could be generated by credit allocation.
 

One question central to this analysis is 'what are the 

alternative procedures by which the small farmer may be financed 

internally or externally?" What are each policy alternative effects 

on the balance of payments and maintenance of a staule exchange 

rate within the historical context of the El Salvadorean monetary 

policy? To properly analyze these questions we shall examine the 

balance of payments of El Salvador following a monetary approach 

which is presently under intensive review in the literature. The 

following section theoretically and empirically examines monetary 

demand and the monetary approabh to balance of payments for 

El Salvador for the period 1950-74. 



57 

Review of the Theoretical Literature on Monetary Balance of Payments
 

Although the view that the balance of payments Is essentially a
 

monetary phenomenon is relatively new, its rationale can be traced
 

to David Hume and his discussion of the price specie-flow mechanism.
 

Hume argued that a country's stock of money would be adjusted 
exactly
 

to the demand for money In that country through surpluses or deficits
 

in the balance of payments.
 

Though Hume's work Is basically the forerunner of the modern
 

a number of respects. The major
monetary approach, it differs in 


theoretical work on balance of payments was essentially elaborations
 

the 1930's when the collapse of the International
of Hume's work until 


monetary system led economists to seek alternative explanations. 
While
 

Hume's theory rested on automatic adjustment, the Keynesian 
revolution
 

postulated a theoretical framework that challenged the assumptions
 

of automatic adjustment and replaced it with the view that the
 

balance of payments was a policy problem of the government. 
Johnson
 

1
 
notes
 

On the Keynesian assumptions of wage rigidity,
 
prices of
 

-,	a devaluation would change the real 


domestic goods relative to foreign goods in the
 

foreign and domestic markets, thereby promoting
 

substitutions in production and consumption.
 

On Keynesian assumptions of mass unemployment
 

and repercussions of these substitutions on the
 

demand for domestic output would be assumed to
 

be met by variations in output and employment
 

and repercussions of such variations onto the
 

balance of payments regarded as secondary.
 

InMonetary Economics (Cambridge:
1Harry Johnson, Further Essays 

Harvard University Press, 1973) P 231 
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Finally, on the same assumption together with
 

the general Keynesian denigration of the in
fluence of money on the economy and concentra
tion on the short-run the connections between
 
the balance of payments and the money supply
 
and aggregate demand could be disregarded.
 

Other economists in the Keynesian and post-Keynesian periods
 

discussed balance of payments primarily in light of trade theory
 

2
 
while leaving the monetary sector a secondary role
 

Although there has been relatively little theoretical and
 

empirical work on the role of money in international trade, it
 

was Meade in the 1950s and Mundell in the 1960s who began stressing
 

Its Influence in managing the balance of payments while being some

3
 
time committed to a goal of full employment . Mundell has stressed
 

the proper mix of monetary and fiscal policy in achieving balance
 

of payments and full employment simultaneously. According to Mundell
 

one may use these two policy Instruments for different objectives,
 

with monetary policy having a more significant effect on the external
 

sector than fiscal policy. He believes that monetary policy may be
 

paired with the objective of maintaining an external balance while
 

See Jacob Viner, Studies in the Theory of International Trade 

(New York: Harper Brothers, 1973); F. W. Taussig, International 

Trade (New York: MacMillan Company, 1937); Joan Robinson, "The 

Foreign Exchange" Readings in the Theory of International Trade 

(Homewood, Illinois: Irwin, 1950)pp 23-103.
 

3See J. E. Meade, The Balance of Payments (London: Oxford University
 

Press, 1951); and R. Mundell, op.cit., Chapter 16.
 

2 
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fiscal policy is paired with the internal sector. Following
 

Mundell's seminal work In 1968 several economists have contributed
 

to the literature on monetary approach to the balance of payments.
 

Among those who have more recently offered theoretical and empirical
 

.
 
Insight on the issue are H. Johnson, R. Zecher, and B. Aghevli 

4
 

While the monetary approach is gaining theoretical support
 

In the literature very little empirical work has been undertaken.
 

Indeed, there has been no application of the model to an emerging
 

country. Mundell, Johnson, and Frenkel and Rodriguez have mainly
 

dealt with the theoretical Implications of the model. Johnson notes
 

that monetary models of the balance of payments are basically simple
 

since they concentrate on the overall balance of payments while
 

ignoring Individual accounts and possible changes In the structure
 

of payments over time.5 Though simple, the basic mnnetary models
 

are logically derived given the view that the balance of payments
 
6
 

Aghevli and Khan state

Is essentially a monetary phenomenon. 


4
 
See Harry Johnson, op. cit.; J. Frenkel and C. Rodriguez,
 

"Portfolio Equilibrium and the Balance of Payments: A Monetary
 

Approach", AER Pa,jers and Proceedings (forthcoming); A. B. Laffer,
 

"Monetary Policy and the Balance of Payments", Journal of Money
 

Credit and Banking Vol. 4 (May, 1971); M. G. Porter, "The
 

Interdependence of Monetary Policy and Capital Flows in Australia",
 
Economic Record (August, 1974); R. J. K. Kouri and M. G. Porter,
 
"International Capital Flows and Portfolio Equilibrium", Journal
 
of Political Economy, Vol. 82 (August, 1974); Richard Zecher,
 

"Monetary Equilibrium and International Reserve Flows in Australia",
 

Journal of Finance Vol. 29 (Dec. 1974) pp 1523-30.; cit.; Bijan B.
 

Aghevii and Mohsin S. Khan, "The Monetary Approach to the Balance of
 

Payments Determination: An Empirical Test," Presented at the
 

American Economic Association Convention, Dec. 1974.
 

5Harry Johnson, Ibid. p.237
 
6B. B. Aghevli and M. S. Khan, op..L. pp !-10
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In the framework of the monetary approach the
 
balance of payments position of a country is 
considered a reflection of decisions on the
 
part of its residents to accumulate or rundown
 
their stock of money balances. It is this
 
process of adjustment to the desired stock of
 
money balances that result in balances of pay
ments deficits and surpluses.
 

Given the world mobility of capital and goods combined with
 

the assumptions of a fixed exchange rate and full employment of
 

resources, the Importation and exportation of capital from a small
 

country will not affect prices. They are exogeneously determined
 

by world prices. If one assumes interest rates are also exogen

eously determined then any excess demand for money by the internal
 

sector must be met by an Increase In the domestic money stock or
 

from foreign borrowing. If one assumes that the domestic money
 

Is not Increased to meet the new demand for funds there will auto

matlcally occur an increase In international reserves or a balance 

of payments surplus. The channel by which the excess funds arrive
 

Is of no Importance here since the Issue Is the final balance of
 

payments position and not the means by which the surplus Is genera

ted; I.e. the current or capital account. 

Inshort the model assumes that prices are determined exoge

neously, the Interest rate Is equal to the world rate, and the
 

country is at equilibrium full-employment. These premises follow
 

from the assumptions of mobility of goods and tiervlces between
 

countries in the goods market and freely flowing funds In the
 

capital market. H. Johnson notes that this model does not suggest
 

the money Illusion which some of the more standard models require
 

7for adjustment . Clearly, given a fixed exchange rate the assump

7 Harry Johnson, o ., p. 237 



61 

tion of world price arbitrage denies the necessity of money il

lusion for adjustment. Further, the assumption of full employment
 

is defendable on the grounds that the monetary approach is essen

tially one dealing with the long-run. The relationship between
 

excess demand for money balances and the balance of payments raises
 

an aforementioned implication: an increase in real income leads
 

to increased demand for real cash balances, generating an inward
 

force on foreign reserves. Therefore, economic growth will gener

ate an inflow of foreign reserves. This is contrary to both the
 

standard Keynesian models and the flume specie-flow mechanism.
 

Where growth leads to increased money demand by raising real income,
 

ceteris paribus, it will be positively related to reserve move

ments.8 The Hume specie-flow mechanism,-on the other hand, implies
 

that growth in real income will generate increased demand causing
 

a rise in relative prices in the home country. This generates an
 

eventual reserve outflow as domestic demand for imports rises. The
 

reduced money stock associated with the reserve outflow will then
 

lower income and prices into equilibrium. This argument does sug

gest adjustments of reserves to excess demand or supply of money
 

but adjustment through the goods market without consideration of
 

the capital account. Furthermore, all money is considered outside
 

money assuming no central bank capable of creating monies not backed
 

by international reserves. Also, Hume appeals to relative price
 

changes as his mechanism for adjustment where the monetary model
 

allows prices to be determined exogeneously.
 

The monetary model is therefore similar to the Hume model in
 

SRichard Zecher, op. cit., pp. 1523-30.
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that they both have automatic adjustment mechanisms. However, they
 

differ in that the monetary approach permits reserve balances to adjust
 

directly to excess demand and supply of money instead of to the price move

ments postulated in classical theory.
 

The model may be defined in seven steps. The stock of high power money
 

is related to 	the money supply in the follnwnn identitv statement:
 

M=a . H (1) 

where M = money supply, a = the money multiplier, and 
H = the stock of high powered money. 

The monetary authority's balance sheet sppears as follows 

Monetary Authority Balance Sheet 

Assets 	 Liabilities 
R 	 H 
OA OL 

where R = international reserves, OA = assets of mone
tary authority other than R, and OL liabilities other 
than high powered money. 

Therefore, 

H R + (OA - OL) R I D where (2) 

D = OA - OL = domestic credit 

Substituting (2) into (1) we derive a new money supply function: 

M a • (R + D) (3) 

Zecher postulates a money demand equation in the form
 

e
(M/P) 	 Y _ where (4)
 
i
 

p = the price index
 
Y - permanent income
 
i = the rate of interest
 
c = a stochastic disturbance term
 

Assuming money demand is homogeneous of degree one, (4) is
 

rewritten as:
 

M - PY e
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Since M = a . (R + D) then 
a . (R + D) PY _e (6)
 
i 

As we are interested in percentage changes in the variables
 

a transformation is necessary.
 

in a + in (R + D) -in P +, 
 in Y -0 2 in i + in e (7) 

Now differentiating (7) with respect to time. 

1 da + 1 d (R + D)= I dP + l_ d - "42 di + 1 dea dt +TD dt P UT y dt 7U d de 


Define gx = 1 dx where x= a RI D, y) P, and i
 

ga + gR + gD gp+ gy g

R+D R+D
 

from (2)
 

ga + R gR + D gD gp + lgy - 2gi 
HH
 

Defining
 

(R) gr as the dependent variable
 

-- 2- gp _ (R) gr 1igy 2gi + ga -(R) gD (S) 

As evidenced in equation (8) the variation in the foreign
 

reserves held depends upon the percentage change in income (gY),
 

the percentage change in the interest rate 
(gi), the percentage

4 T.- . . -. 

change in the price level (gp), the percentage change in the 
.-

money 

multiplier (ga), and the percentage change in domestic credit (gD) 

multiplied by D/H. This follows from equation (3) which shows
 

that every change in the money stock is related to changes in the
 

amount of reserves. Therefore, if changes in the money stock re

suit from the postulated money deniand relationship, changes in
 

foreign reserves depend upon the same factors as changes in money'
 



As noted earlier, a positive 
64
demand. 


,I is anticipated since income is
 
positively related to 
reserve flow via the money demand equation. Further,
 
domestic credit is negatively related to reserve flows. 
 Both of these
 
conclusions are in disagreement with one or more of the Keynesian theories
 

on the balance of payments.9
 

The relationship of domestic credit 
to international reserves in the
 
monetary mod1el offers a policy outline that is straightforward for increasing
 
foreign exchange reserves. A contraction in the domestic money supply
 
will necessarily cause reserve inflow (ceteris paribus). 
Therefore, to correct
 
a negative balance of payments the policy strategist should be concerned
 

with keeping domestic credit expanding at a slower rate than money demand.
 
The nature of the model is, 
as H. Johnson remarked, simple. 
The fact that
 
it ignores some of the channels of reserve creation does not distract
 

from the model's theoretical and empirical usefulness.
 

The Demand for Money
 

The purpose of this section is 
to determine the theoretical specification
 

for the demand for real and nominal money in El Salvador. While such
 
analysis has been undertaken by several economists, one of tile more successful
 
studies was by Phillip Cagan in 1956. 
 Cagan, though primarily interested
 

in hyperinflation, offers; insights into why individuals hold money. Milton
 
Friedman's analysis on money demand is helpful in specifying the appropriate
 

demand for money variables.11
 

9H. Johnson points out that the monetary model may be contrasted with
various Keynesian 
 theories of growth and the balance of payments, 
 lie notes
that one theory suggests that growth necessarily leads to a reserve outflow
(completely:.ignoring the demand for money effects) while the other suggests
"domestic credit expansion will improve the balance of payments by stimulating
investment and productivity incroase and thereby lowering domestic prices
in relation to 
foreign prices and improving the current account through
v.ze 
resulting subsitutions of domestic for foreign goods in the foreign and
domestic markets. H. Johnson, op. cit., 
 p. 240.
 
.Phillip Cagan, "Tile


Quntity Theory of 
Monetary Dynamics 6f Hyperinflation," Studies in
one edited Milton Friedman (Chica2oi Iln4I7 ,. 

http:variables.11
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The fact that the demand for money isan integral part of the monetary
 

approach to balance of payments may be illustrated by reference to equation (4), 

Equation (4) is a real money demand equation which takes the form 

(HIP) = Y.l e (9) 

where
 

P a the price Index 
Y = permanent income 
i the rate of interest 
e ma
 

The resulting theoretical equation for reserve flows derived from
 

(17) 	Is given by 

j 9 r - o(Lg ,y gp - IL gD. 
H 	 H 

Thus, final specification of the reserve flow equation depends upon the
 

definition of money demand. It is therefore necessary to develop further
 

the demand 	 for money relationship prior to specification of the appropriate 

reserve flow equation.
 

There are a number of models in money demand theory that may be utilized 

to postulate a money demand equation. The real demand for money (Hd/P) is a 

function of several key variables. The Cambridge equation shows that 

money = kY where k a l/V, and V is velocity In the Fisherlan sense. As 
prices 	 prices
 
a result (Md/P) a f(Y,V) i.e. real money balance Is positively related to real 

income (Y), and to the inverse of velocity. What are the factors determining 

V, and what, therefore will stimulate changes In k? It is this change in (k) 

which is critical to money demand analysis and, as Deaver notes characteristic 

of the "simple way that characterizes modern quantity theory approach. 
2
 

H. Friedman, "The Quantity Theory of Money - A Restatement," Studies in the
 
Quantity Theory of Money, Univ. of Chicago Press, 1956, 3-210.
 

11 
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There are several variables which affect k. 


economic order under conditions of rapid inflation, Deaver and
 

"gan, following the postulates of Friedman, show that the cost
 

of holding money motivates individuals to alter their real money
 

balances'3 ". If the rate of inflation rises, one expects, according
 

to Deaver and Cagan, individuals to economize on real money balan

ces as the cost of holding these balances increases. Since those
 

holding monetary balances adjust them to the anticipated costs of
 

holding money, the appropriate cost variable determining the amount
 

of money demanded is the expected cost of holding an asset. In the
 

case of money the expected cost is the anticipated rate of inflation.
 

Other variables that would fully specify a money demand equation,
 

according to Friedman, would encompass the nominal return on bonds
 

and equities, the ratio of human to non-human wealth, and individual 

,astes and preferences.
 

A fully specified money demand equation is, therefore,
 

Md = g(Y, V9 iB, iE, WN , t ( 

where 

iB - rate of return on bonds 

iE = rate of return on equities 

WN = ratio of nonhuman to human wealth 

h 
t = tastes and preferences 

=-anticipated rate of inflation 

This enumeration of independent variables may bp utilized to spe

cify the appropriate money demand equation for tl Salvador. 'The ',ack of 

12John Deaver, "The Chilean Inflation and Demand for Money," in Variet'" of Monetary
 

Experience,' Editor David Meiselman (Chicago: University of Chicago Press, 1970,?3.
 

131. Friedman, The Optimum .untity of Money and Otlbi? Essays (Chicago, Aldine, 1(I50.) 

V 
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data available on (1) the ratio of nonhuman to human wealth and (2)
 

tastes and preferences requires that these be eliminated from the
 

money demand equation. Because of (1) questionable reliability of
 

meaningful interest rate data in most underdeveloped countries, (2) the
 

relatively primative state of financial market structures, and (3) gov

ernment intervention in the money market through mandatory subsidized
 

credit quotas by the economic sector, it is not possible to construct
 

a reliable estimator of interest rates over time.
 

As a result, a fully specified model for El Salvador could in

clude measures of permanent income, the cost of holding money, the rate
 

of return on bonds, and the return on equities, i.e.
 

Md
 
P'-= g(Y, V, ib, ie). (I
 

Selecting a log-linear form for the real money demand equation
 

Md yCi V0 2 (12)T , ib --3 ieCI 

where 91', 4 are the elasticities of the respective vari2,0'3, and 


ables. Since equation (12) represents real money demand, nominal money
 

demand may be approximated by
 

(13)
V2 p5
Md y '1 

ib 3 ie 4 
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This formulation assumes homogeneity of degree one in the price level
 

in money demand.
 

Taking the logarithem of equations (12) and (13) we obtain
 

InMd
 
ln -d= C)/llnY - -ze21nV - c31nib - t41lnie 

P 1o~ 2 3 b 4 e 

and d 
in M =lnY -clnV - 0(31ni - a<4nie +c< lnP 

C1. 2b ie 5 

respectively. 

In equation (12) the anticipated sign of v<I is positive, while 

the signs of c'2, c.3 , and ce. are expected to be negative. These signs 

follww from expectations of individual reaction in distributing their 

wealth portfolios optimally. As the ratt-of return on bonds and equit

ies increases individuals rearrange their portfolios so that equilibrium 

is maintained. As money is not the only form of wealth, when wealth 

portfolios are diversified optimally a change in one of the rates of 

14
 
return on alternative assets will effect a change in money demand.
 

Similary, a quantum movement or increase in the anticipated rate
 

of inflation will undoubtedly motivate individuals toward decreasing
 

"14
 
.See Frank Zahn, Macroeconomic Theory and Policy (New York:
 

Prentice-Hall, 1975) pp. 78-94.
 



69 

their real money balances since there Is now an increased cost to
 

holding these balances relative to other assets. An Increase In
 

real income will have the opposite effect since individuals,
 

through their increased real income position can maintain higher
 

balances of all assets. The nominal demand for money equation
 

will have the same expected signs for its independent variables
 

with the signs of the coefficient P/P being 4 1. This follows from
 

the assumption of homogeniety of degree one in prices for equation
 

(20).15
 

The variable selected to measure the expected costs of holding
 

money is V, the expected rate of inflation. There are several
 

possible methodological procedures to calculate this variable.
 

While Aghveli and Khan simply assume that Individuals will make
 

decisions about the costs of holding money based on the present
 

16
 
rate of inflation, the method is theoretically deficient for time
 

series analysis. Deaver suggests that the cost of holding money
 

may be calculated by taking a weighted average (geometrically
 

declining lag structure) of past Inflation as an approximation of
 

15The empirical validity of the above theoretical specifications
 

depends largely upon the availability of reliable data. See D. S.
 

Wilford, The Demand for Foreiqn Reserves in Mexico (unpublished Masters
 

thesis, Vanderbilt University, 1973); W. T. Wilford and J. M. Villasuso,
 
"Central America: The Demand for Money in the Common Market," Economic
 
and Social Studies, June, 1975; A. Monte Mayor, "La Demanda de Dinero:
 
El Caso de Mexico, (unpublished thesis, Facultad de Economia de la
 

Universidad de Nuevo Leon, Monterrey Mexico, 1969).
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17
 
anticipated inflation. Cagan builds a series on expected cost
 

from a model by assuming that individuals alter their expectations
 

of future inflation on the basis of mistakes that they have made
 

in the past. While this method is mathematically more appealing
 

than Deaver's, it is, at the same time, more restrictive in that
 

the function relating weights of the various periods is predeter

mined by the approach itself.
 

Empirical Analysis: The Demand for Money
 

As was noted in the theoretical development of the monetary
 

approach to the balance of payments, money may be considered a function
 

of several variables. Due to monetary data limitations for El
 

Salvador we empirically tested the following money demand models:
 

Md = f(y) (16) 
Md 
Md 

f(y, CPI) 
f(y,CPI, INFLA) 

(1.7) 
(18) 

where 

y Real Income 
CPI a Consumer Price Index 

INFL w Inflation 
M = Money Demand 

Money demand is equal to M, or M2 where M, is defined as coin and
 

currency in circulation plus demand deposits; and M2 is defined as
 

M1 plus time deposits. Following earlier work on money demand, both
 

16It is only fair to note that this study employed cross-sectional
 

data.
 

17Deaver states, "Cali the expected rate of Inflation in period t, 
C. If Pt-1 and W1 are the actual rate and its weight in period 

t-1, and WoW 1 W2 . * . Wn, then we have Ct = Pt-lWi See Deaver, 

2AG.L.., p.26 -Wi
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definitions of money are Investigated. These definitions of money
 

and resulting empirical investigation lead to interesting insights 

as to the process of development of the financial sector of El Salvador.
 

The Variables
 

(a) M,: This definition of money assumes that money serves mainly
 

for transac.io,° purposes. Th% cl ich-6 that money is what money does 

Indicates the chief functioo oF money is to facilitate transactions 

for goods and Services. Clearly, the demand for money for this purpose 

will be extremely Algh as a (OC moves from the barter dualistic state 

into a ffly (economicaliy) integrated society.
 

(b) M2: Thi; definition c noni3y as,'xmes money serves other functions 

besides facilitacing the movnrint of qPod, and sfrv~cus, including a 

store of Value. '112 is defined to include ths aspect of money. Time 

deposits are sitil,1r to demand deposits ir that they are liquid enough 

to be readily'ava lable to the depositer -while simultaneously acting as 

an Interest bear' ig store of valu,.. The abilie: to have quick access 

to time deposits Isgenerally givep as the ienon for defining money 

to Include them. However, for thi.s -tudy, the theoretical justifications 

for defining money broadl'y (M2 are unimportant. The reaction of a 
2 

monley demand equstion where money Is dtf ned thus can lead to insights
 

Into the nature of the Flevelopmert of the Salvadorean financial system.
 

(c) R(.P: Real Gross Domesdo Product (RGDP) isdef ied as the 

total value of goods anL servict. Produced withir El Salvador adjusted 

for the rate of Inflation. RGDP acts as " prox, kXr real Income In 

the money demand equation., logicily, an Increase in real Income will 

enable ar, individual to, ceteris patibus, Increase his holdings of 

http:transac.io
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money balances. As real Income changes, the holder and consumer of
 

money balances must adjust those balances to conform to other move

ments in his wealth portfolio. This is done in order to maintain
 

the highest possible utility available from holding money in relation 

to some other asset.
 

(d) RNI: Real National Income (RNI) issecond measure of real in

come. 
 This measure probably better reflects the assets of El Salvador
 

vis a vis money demand, since itmore directly measures variations
 

in the major component of total wealth.
 

(e) CPi: The Consumer Price Index (CPI) indicates the change in
 

the overall price level for El Salvador. Clearly, if one is to 

maintain real money balances within the portfolio of wealth, an in

crease in'the price level will have a positive effect upon the amount
 

of nominal money held.
 

(f) INFLA: Inflation (INFLA) is included in some of the specifi

cations as a change in the rate of inflation carries a negative effect 

on money demand. As Cagan, Friedman, and Deavers showed, an increase
 

in the rate of inflation will cause persons to lower their real and
 

nominal balances of money since any money not spent loses value. 

Money begins to lose some of its attractiveness as a store of value 

as inflation increases therefore the number of dollars held relative 

to other assets changes. 

El Salvador Model Specifications 

The models are tested under the assumption of a log-linear rela

tionship between money and the independent variables. The assumption
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one can 

easily estimate the elasticities of the dependent variable with respect 

to the independent variable directly from the regression coefficients. 

Postulating a log-linear specification the formulas are 

In Md = :81 ny , e (16a) 

In Md = B1 lny , B2 1n CPI 4 e' (17a) 

In Md = l e" (18a) 

of this type of relationship Is quite useful empirically as 


1 Iny 4 B2ln CPI B3 In INFLA , 

The .B)_ coefficients should all have a positive sign except for B3 

which will carry a negative relation to nominal money demand. 

Tables 1 and 2 contain the results of estirp, ion equations (la), 

Notice that both RNI and RGDP are used in the estimates.(2a), and (3a). 


The estimations daere performed on a PDP 10 computer utilizing the
 

program PLANETS developed by the Brookings Institution for time series
 

analysis. Computations were performed at the University of New Orleans
 

Computer Research Center, June 1975.
 
2
 

All regressions estimated had significant F-values and high Wr
 

The regressions were adjusted for first order auto-correlation using
 

a method similar to the Cochrane-Orcutt procedure. Both the Durbin-


The t-statistics
Watson statistics and the rho values are reported. 


are reported under the coefficients to which they refer and are
 

contained inside parenthesis. Table:l reports regressionf which
 

assumed money takes the more narrow definition of M1 while Table 2
 

reports regressions under the assumption money is defined as M2 . The
 

first three rows of each table use RNI as the Independent proxy
 

Income while the second three rows use RGDP as the
variable for Real 


proxy variable for Income.
 



Table I 

Regxession results for equations la through 3a on Money 

Demand in El Salvador where money is defined as Ml 

Constant 
Real Net Na-
tional Income 

- Real Gross Do- 
mestic Product CPI Inflation 

2 
R RHO DW 

(1)-. 

(2) 

(3) 

(4) 

(5) 

(6) 

(-.0314) 

-1.78
(-.o632) 

.084 
(.029) 

.503 
(.165) 

-533 
(.198) 

1.22
(.464) 

.954 
(4.15) 

.8 00 
(3.84) 

.679
(3.53) 

.837 
(3.91) 

.698 
(3.47) 

.594 
(2.11) 

637 
(1.67) 

1.95 
(2.96) 

.655 
(1.60) 

2.112 
(3.06) 

-1.33 
(-2.37) 

-1.503 
(-2.544) 

.99 

.99 

.99 

.99 

.99 

.99 

.89 

.851 

.832 

.. 866 

.825 

.796 

.758 

1.275 

1.20 

.86 

1.340 

1.25 

*The t-values in parentheses are reported below the coefficients. 



Table 2 

Regression results for equations ]a through 3a on Money 

Demand in El Salvador where money is defined as M2 

Constant 
Real Net Na-
tional Incqme 

Real Gross Do
mestic Product CPI Inflation R2 RHO DW 

C4.63() (-3.79) 1.52(9.44) .99 .848 1.00 

(2) 
-9.44 
(-494) 

1.405 
(10.22) 

.527 
(1.76) 

.99 .785 1.59 

(3) -8.538(-454) 1.33(10.89) 1.731(334) -1.162(-257) .99 .750 1.44 

(4) 

(5) 

(6) 

-735 
(-3.46) 

-8.533 
(-4.52) 

-7.446 
(-4.12) 

1.413 
(9.49) 

1.325 
(10.07) 

1.254
(11.63) 

.531 
(1.50) 

2.011 
(3.45) 

-1.48
(-2.85) 

.99 

.99 

.99 

..791 

.710 

.796 

1.165 

1.58 

1.49 

*The t-values in parentheses are reported below the coefficients. 

.. j 
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Empirical Results: The Demand for Money in El Salvador
 

All regressions where M1 is used as the definition of money (as
 

reported in Table 1) indicate an income elasticity of money demand
 

of slightly (though not significantly different) less than one. This
 

is Indicative of the developed state for the El Salvadorean economy
 

in using money for transactions. A transitional economy in the
 

"monetary sense" would have a higher income elasticity of demand for
 

money. The t-values are significant in all cases for the income
 

coefficients in Table 1 at the .05 level.
 

The only disappointing value for income elasticity of demand is
 

the .594 coefficient in equation (6). (This value may be less believ

able than the other results as its t-value, though low, could possibly
 

carry an upward bias. ) The size of the coefficients for CPI and
 

INFLA in regression 6 are indicative of statistical problems. There
 

is evidence of multicollinearity between CPI and INFLA and during
 

the autocorrelation adjustment process this could have caused biases
 

in the coefficients and a downward bias in the coefficient for RGDP.
 

Clearly the t-values are affected, but the direction of bias is not
 
tbar-as there are'two problems, autocorrelat ion and multtcollinearlty"
 

along with the adjustment process itself. Separately either problem
 

does not bias the regression results, but affect the standard errors
 

of..the. -egression. However, in.combination with the correct ion factor..
 

,the direction and degree of bias cannot be estimated. . ...... 

Even discounting the relative Importance of equations (3) and (6) 

due to possible statistical problems, It Is clear a 3_percent increase
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in real income measured either as RNI or RGDP leads to a less than
 

3 percent increase in the stock of 1 demanded. The obvious point
 

for policy decision-making is that any increase in the stock of
 

/ above that demanded (above the growth in real income) tends to
 

generate an upward pressure on prices.
 

As Indicated in the theoretical discussion, CPI and INFLA carry
 

a positive and inverse relation respectively with money demand. All
 

regressions carry the anticipated signs and show satisfactory fits.
 

The size of the CPI coefficient in equations (2) and (4), .637 and
 

.655 respectively, are much more believable than those In (3) and
 

(6). The omission of interest rates in the empirical specifications
 

of the models is a result of the lack of acceptable data on rates of
 

return for El Salvador. It is this researcher's opinion that the
 

omission of this variable does not detract from the implications of
 

these models.
 

Table 2 gives regression results for the broader definition of
 

money, 12. The most striking difference between Table I and Table 2
 

is the size of the beta coefficients for RNI and RGDP. The income
 

,.lastlcities of demand for.money.where money is.defined as M12 are... 

significantly (ina statistical as well as absolute sense) greater 

*.than their counterparts .In .Table 1.. Regardless of whether real .. 

income ismeasured by RNI or RGDP the income elasticity coefficients 
- .... I ... .-... -. .. ,. - . ,. ... . . , ... . .. ,. .. 

are all above one and significantly different from one, Interpretation
 
• i.. q"... . . . . "J" . . ." . '' " *'. .. t*b1". . . . . . . ' .. " . ...... .'. •' " .. % 

of this data suggests that, as El Salvador increases Its real Income
 

by 3 percent, there is a greater than 3 percent increase In the demand
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for money defined as M2. These results are indicative of the growth
 

of the financial community of El Salvador. The large differences in
 

the income elasticities of Table 1 and Table 2 can be attributed to
 

the growth in the hitherto underdeveloped and underutilized financial
 

community. Historically (1950 - 1973) we may conclude El Salvador
 

has experienced a maturing of its financial community where money (in
 

the form of time deposits, savings deposits, etc.) has been increasingly
 

utilized as a store of value - with the greater emphasis upon an
 

interest bearing store of value.
 

Equations (3) and (6) of Table 2, as in Table 1, have some
 

statistical problems and should be somewhat discounted. However,
 

all signs are as anticipated and the size of the inflation proxy, though
 

biased upv~ard, is indicative of inflation's effect on money demand.
 

The INFLA coefficient in Table 2 (-1.48) isabsolutely smaller 

though not statistically different -- than in Table 1.(-1.503).
 

This difference, though small, could be reflective of the increased
 

desirability of time deposits over demand deposits during inflationary
 

periods, esp,.cially where rates of interest paid as deposits are
 

..artificially.low and..no Lioterest i.s..paid on demRand...deposit.5.. DiS

counting the possibility of statistical aberrations in equations (3)
 

and (6) of both tables, the theoretical and empirical results of our
 

analysis indicate a large (absolutely) negative coefficient for
 

inflation experienced
anticipated inflation. The increasing rates of 


over the past two years have in our opinion, had negative adjustment
 

affects upon the demand for real money balances and therefore an
 

Inverse effect upon the level of nominal money balances demanded.
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To the extent that increases of the money supply have been greater
 

than the demand for money there will be a negative affect upon balance
 

of payments and pressure to devalue as an adjustment mechanism. If
 

one is to maintain a fixed exchange rate, the negative pressure on
 

the balance of payments must be countered by foreign borrowing or
 

devaluation under the present parity system.
 

In conclusion, it is apparent that any expansion in domestic credit
 

(herein to be equated with the money supply) at a rate greater than
 

the rate of growth in real income will carry pressures on prices in
 

the commodity sector. Further, and more importantly for El Salvador.
 

there will be a tendency for this extra credit creation to leave the
 

country in the form of declining foreign reserves in adjusting money
 

supply to money demand. According to the monetary approach to the
 

balance of payments. the equilibrating nature of the balance of payments,
 

with respect to money demand and supply Insures (under the assumption
 

of a fixed exchange rate) that there will be pressure on the foreign
 

sector and reserve outflows.
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Empirical Results: Monetary Approach to the Balance of Payments
 

The results of examining the monetary approach to the balance of
 

payments as applied to El Salvador are important because of their direction
 

in establishing the effect of credit creation (via domestic or foreign cre

dit) upon the balance of payments. Since this model is developed from the
 

utilization of a money demand model and the balance sheet of the BCR, under
 

the assumption of Md - Ms, the model determines the reaction of a change in
 

either (1) the money multiplier, (2) CPI, (3) RNI, (4) domestic credit or INVLA.
 

For our study, the most interesting variable is domestic credit.
 

Domestic credit may be viewed as the creation of new money. Given
 

the reaction of foreign reserve flows to the four variables, one may more
 

clearly understand the impact of a change in any one of these variables on
 

the balance of payments.
 

To digress, it should be noted in the analysis that this model
 

deals only with the overall balance of payments, not the balance of trade.
 

Often these concepts are confused and the terms used interchangeably. This
 

is not the case within the monetary model: one is dealing only with the bal

ance of payments. This study makes no statement about the impact of credit
 

creation on the balance of trade, but does try to examine the effect of any
 

:cr.dit creation on'the overall balance.of..paynents., 

Empirical Specification for the Balance of Payments 

Given the aforementioned data constraints, we analyze the balance 

.9f,payments using..a money demand model where real .monyis a function of 

real income measured as RNI: 

Md (RNI) 

Following the theoretical specifications of equations (1) through (8), the
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estimating equation for El Salvador is
 

R 1 gy + c"-2gP - e' 3ga - 4 (R) gD -o^15gV 

where 	 R International Reserves,
 
H High powered money,
 
p 'CPI, 
y R_
 
a Money Multiplier,(MI),
 
D Domestic Credit,
 
V - INFLA,
 
gxi= percentage change in xi, where xi = R, y, p,-4, D, and V
 

respectively, andO"i are the estimated coefficients of the
 
regression.
 

A
 

The most 	important coefficient for the purposes of this study isL4.
 
A
 

o4 is indicative of the constraint placed upon expansion in the money
 

supply (for any purpose) by the balance of payments.
 

Regression Results:
 

The regression for the reserve flow equation of El Salvador is:
 

R 1.09gy + 0.51gp + 0.08ga - 0.34 A gD -0.47gV
 

HgR (1.22) (0.68) (0.49) (-4.821 (0.67)
 

R2
 = .65
 
F - 5.67
 
DW.- 2.057
 
RAIO=-o.362.
 

however, 	this appears
The coefficients all have the correct sign except A 

to be of 	little consequence considering the relative size of the coefficient
 

."and the'insignfic'ince of itg t-statiatid;" The'sized of thd varitis"boef!-'"
 

'cienta'are interesting and are in keeping with a priori values, again with
 

the exception of c-3
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AThe two most important values for our study are 1.09 for cK, and 
-0.34 for 4' is consistent with the anticipated value of the coeffi

cient given the results of the money demand estimations. This indicates
 

that a one percent growth in RNI, ceteris paribus, leads to a one percent
 

inflow, of foreign reserves. Clearly, the implication is obvious that con

tinued growth in the country's economy should not lead to foreign 
reserve
 

outflows, but rather to inflows. Though theoretically contrary to Classical
 

and Keynesian analysis, this concept is empirically correct for El Salvador.
 

The other interesting variable is domestic credit. An increase in domestic
 

credit implies an outflow of foreign reserves. According to our results, an
 

expansion of the money supply or domestic credit by 3 percent leads to a one
 

percent outflow of foreign reserves. Though this elasticity coefficient is
 

smaller than expected, it has the highest accompanying t-value and appears
 

to be statistically correct. 
The other varibbles have reasonable estimates
 

for their coefficients and, as expected, there are foreign reserve inflows
 

as the price level rises, but outflows as the rate of inflation increases.
 

The t-values associated with INFLA and CPI are, however, poor.
 

The summary statistics are acceptable with the 12 = .65 and F = 5.67. 

,.The size of the F-.value was. low because of, the lack of statistical signifi-7 

cance for INFLA, CPI, and the money multiplier. The structure of the appro

priate variable for measuring anticipated rates of inflation are open to de

bate. The variable used herein leaves something to be desired as to ics em

pirical and theoretical purity; however, its illustrative value is evident
 

if only from the sign and magnitude of, 5 
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The incorrect sign of (1 3 and the low t-value for CPI do not pose
 

serious problems for this study. We are mainly interested in the effet of
 

credit creation on the balance of payments via domestic credit expansion
 

and the anticipated rate of inflation due to the type of financing. To the
 

extent that credit expansion effects changes in real income, there will be
 

an affect on the balance of payments through this channel. It is clear
 

that financing of agricultural credit through domestic credit expansion will
 

lead to an outflow of foreign reserves.
 

Macroeconomic Conclusions
 

Six basic conclusions may be drawn from the macroeconomic analysis:
 

(1) An increase in the rate of growth of the money supply, much above
 

the rate of growth in real income, will create an excess supply of money.
 

The outlets for these funds are either excess demand generated inflation or
 

(with the assumption of fixed exchange rates) an outflow.of foreign reserves.
 

(2) Credit creation via domestic resources will have an expansion

ary influence on the woney supply. Financing of credit expansion directly
 

by the BCR will have a greater expansionary effect than via bond distribution.
 

Bond distribution for credit creation will have an expansionary effect through
 

the money multiplier unless the bonds are not used as official reserves by the
 

(3) Nominal money demand for transactions purposes is real income 

.,...inelastico. ,.The percentage.change.in..the money.etock ,needed for.. transactions. 

purposes i historically less than the percentage change of real income. The
 

demand for money, as defi, !d in the broader sense, is real income elastic,
 

suggesting a maturation of the financial community and the expanded use of 

its services by the populace.
 

(4) The level of prices (CPI) has a positive relation to the nominal
 

http:percentage.change.in
http:outflow.of
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money supply; however, the relationship is not necessarily homogeneous of
 

degree one. 
 Inflation has a negative effect on money demand indicating an
 

awareness of the people in adjusting their wealth portfolios to compensate
 

for anticipated losses due to increased rates of inflation. 
Working through
 

money demand, the price level and inflation have a positive and inverse ef

fect, respectively, upon foreign reserves flows.
 

(5) The coefficient of domestic credit in the balance of payments
 

Aequation, 0<4, is smaller than would be anticipated; however, it corresponds
 

with similar empirical work at the BCR. The barriers to capital flight
 

would tend to make OC4 less than the free market level. Though the response
 

of foreign capital movements will be fully utilized in the long run, short
 

run barriers could exist which would mean foreign reserves are a lagged
 

function of domestic credit. The implication is clear, however, for small
 

farmer credit creation: if the government's resources for providing credit
 

to the small farmers are financed v'ia expansion of domestic credit, there
 

will necessarily be negative pressure on foreign reserves. 
The ratio, on
 

the basis of the 1950 - 1973 experience, of domestic credit creation to
 

foreign reserves is approximately a negative three 
to one.
 

(6)A growth in real income need not have the Classical and Keyne

sian result of a decrease in the balance of payments. Though contrary to
 

Hume's price specie 
 -flow 
 mechanism and.also to much-of the neo-Keynesian 

development literature, a growth iii real income will imply foreign reserve 

,'1hflows. 'Th.s is'logical given the 'assumption-'of"fdorelgh'reseoV adjustment. " 

.,to ,excess money demand directly..,, One need not.aoxplore -a.prie.or.. relative- i... 

wage adjustment argument to arrive at equilibrium as .price arbitrage super

cedes the possibility of price adjustment given the historical parity syctem. 

To the extent that this parity is disturbed by recent international monetary
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events, price-level adjustments are possible. The implication for El Sal

vador is that an increase in real income will help, not hurt, their long
 

run balance of payments, irrespective of the movement of the balance of trade.
 



CHAPTER 4
 

COMMMERCIAL AND HIPOTECARIO BANKS AND
 
AGRICULTURAL CREDIT
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Commercial and ilipotecario Bank Aricultural Credit
 

The percentage of commercial and hipotecario bank 
credit allocated
 

by major economic sectors is shown in Table 1 
for 1970-74. Agricul

total credit from these financial intermeture claimed 24 percent of 


Coffee and cotton, the two
 diaries, up from 21.4 percent in 1970, 


major export crops, received 19.3 percent of the 
total credit extended
 

by the banking system in 1974, with cotton receiving a larger amount
 

(9.8 percent of total credit extended) and coffee 
the smaller amount
 

At the same time, corn, beans and rice received 
only


(9.5 percent). 


1.2 percent of total credit extended by commercial banks 
in 1974, and
 

it is doubtful that much of this credit was extended 
to the small
 

farmers as defined by the AID target group in El Salvador. 
Observ

ation of the last category in Table 1 (Otras Actividades) 
shows an
 

additional amount of credit extended in 1974 to coffee 
and cotton of
 

As a result, total credit
 3.6 percent to refinancing of old loans. 


extended to coffee and cotton alone amounted to around 
23 percent of
 

the banking system loan )ortfolio, while the traditional 
crops of
 

beans, corn and rice received only 1.2 percent of 
the total.
 

Table] also shows that manufacturing industry received 
12.5 per

cent of credit, while almost one-half of the credit 
in 1974 was direct

ed to financing of Imports, exports, and commerce in 
general.
 

Table Z gives the contribution of various economic sectors 
to
 

G.D.P., and their claim to commercial and hipotecario bank credit 
for
 

the year 1973. Agriculture contributed 28.6 percent of G.D.P., and
 

The largest

received an almost equal percent of total credit at 28.4. 




....... ,,Orvn., ujuz, Li E HIPOTECARIOjIUU6 COMIERCIALES 
MONTOS OTORGADOS Table 1 88 

ESTnUCTURA I'N CIFRAS ADSOLUTAS Y 1E11 PORCENTAJES 

1 9 7 0 1 971 1972 1913 ENE.MIiC./74 
SECTORES DE DESTINO Miles Miibs Miles Miles Miles 

__Colones %- Colones % Colones % Colones % CcO1.ncs % 
I.- ROPECUARIO ..................... 136,150 21.4 155,413 23.1 191,484 23.4 272,960 22.9 352,953 24.4 

1. Agricultura ....................... 128,495 20.2 147,456 21.9 180,035 22.1 252,650 21.2 327,143 22.6
 
a) Caf6 ........................... 58,428 9.2 70,841 10,5 85,627 10.5 115,843 9.7 137602 9.5
 
b) Algod6n........................ 47,824 7.5 54,327 8.1 63,866, 7.8 84,786 7.1 141,743 9.8
 
c) Cafha do azicar ................ 12,029 1.9 9,880 1.5 15,231 1.9 24,603 2.1 15,53o 1.1
 
d) Malz ........................... 3,202 0.5 3,077 0.5 2,801 0.3 3,325 0.3 8.221 0.6

e) Frijol .......................... 352 0.1 516 0.1 207 -. _ 1,132 0.1 1,345 0.1
 
0)Arroz .......................... 2,011 0.3 2,543 0.4 3,399 0.4 2,782 0.2 6,02 0.5
 
g) Otros productos agricolas ........ 4,589 0.7 6,272 0.9 8,904 1.1 20,179 1.7 16,C99 1.1
 

2. Ganaderia ........................ 5,853 0.9 6,461 1.0 8,317 1.0 17,834 1.5 ]9,945 1.4
 
3. Avicultura ........................ 1,330 0.2 1,144 0.2 2,812 0.3 1,760 0.1 4,245 0.3
 
4. Pesca, apicultura y otros........... 472 0.1 352 0.1 320 -. _ 716 0.1 1,625 0.1
 

II.-MINERIA Y CANTERAS .............. 479 0.1 765 0.1 964 0.1 383 -.- 1,614 0.1
 
III.-INDUSTRIA MANUFACTURERA ........ 86,556 13.6 75,203 11.2 90,471 11.0 130,606 11.0 180.9E1 12.;
 

1. Productos alimenticios ............. 48,284 7.6 32,574 4.8 50,541 6.2 55,362 4.7 6,592 4.7
 
2. Bebldas y tabac ................. 2,561 0.4 2,474 0.4 1,321 0.2 2,263 0.2 8,231 06

3. Textiles y ,estuarlo ................ 18,043 2.8 17,157 2.5 17,438 2.1 25,632 2.2 49_3 3.3
 
4. Fabricaci6n de muebles y accesorios 1,026 0.2 1,721 0.3 3,947 0.5 6,404 0.5 3.818 0.3 
5. Papel y cart6n y prod. de papel ycarton 1,774 0.3 2,559 0.4 1,999 0.2 9,751 0.8 6,651 0.5
6. Productos qufmicos ................ 6,040 0.9 7,189 1.1 4,883 0.6 10,133 0.9 16,917 1.2
 
7. Productos derivados del petr6leo... 3 -.- 2 . 4 .. 20 . 5
8. Productos minerales no metalicos... 800 0.1 465 0.1 353 -. _ 644 0.1 1,125 0.1 
9. Industrias metalicas bcIsicas ....... 818 0.1 621 0.1 788 0.1 4,248 0.4 4,267 03
 

10. Productos met~icos ............... 1,398 0.2 4,712 0.7 3,603 0.4 7,160 0.6 13,073 0.9
 
11. Otros ............................ 5,749 0.9 5,729 0.9 5,094 0.6 8,989 0.8 9,949 0.7
 

IV.-CONSTRUCCION .................... 33,177 5.2 35,372 5.3 42,047 5.2 59,670 5.0 76,623 5.3
 

1. Viviendas ......................... 12,805 2.0 10,885 1.6 9,130 1.1 16,375 1.4 24,9 0 1.7 
2 - nstrucciones agropecuarias ...... 1.20. 0.2 1,332 0.2 1,564 0.2 2,862 0.2 2,832 0.2
1 ,if. industriales, com. y de servicio. 3.3A 0.5 .4,381 0.7 5,798 0.7 13,238 1.1 22,510 1.6 
4. Hoteles y similares ................ 876 0.1 881 0.1 761 0.1 1,575 0.1 1,957 0.1

5. Urbanizaci6n de terrenos y otras ... 14,898 2.3 17,893 2.7 24,794 3.0 25,620 2.2 24,364 1.7 

V.-ELECTRICIDAD, 	 GAS, AGUA Y
 
SERVICIOS SANITARIOS ............. .183 -.- 341 
 0.1 644 0.1 1,400 0.1 1,096 0.1 

VI.-COMERCIO ......................... 285,719 44.9 305,524 45.4 372,184 45.6 572,981 48.1 630,414 47.1 

1. Do importacl6n ................... 61,818 9.7 77,360 11.5 83,829 10.3 138,366 11.6 175,633 12.2

2. De exportaci6n ................... 114.820 18.0 110,273 16.4 143,114 17.5 202,713 17.0 270,881 18.7
 
3. Interno ........................... 63.164 10.0 76,166 11.3 71,656 8.8 88,153 7.4 96,457 5.7
 
4. Otros comerciales ................ 45,917 7.2 41,725 6.2 73,585 9.0 143,734 12.1 137,443 9.5
 

il.-TRANSPORTE, 	 ALMACENAJE 
Y COMUNICACIONES ................ 1,268 0.2 1,378 0.2 3,060 0.4 3,587 0.3 5,734 0.4 
1. Transporte por carretera ........... 923 0.1 974 3.1 1,097 0.1 2,203 0.2 2,491 0.2
 
2. Servicio de comunicaciones ........ 6 -.- 46 -.- 965 0.1 524 -. _ 173 _

3. Otros ............................. 339 0.1 358 0.1 998 0.1 860 0.1 3,070 
 0.2 

Ill.-SERVICIOS ......................... 4,391 0.7 6,694 1.0 6,394 0.8 8,902 0.7 11,873 0.8 
1. Establecimientos de ensenianza ..... 133 -.- 28 -.- 195 -. 342 -.- 394 
2. Servicios rnidicos y sanitarios. ..... 493 0.1 605 0.1 679 0.1 969 0.1 892 0.1
3. Otros ............................ 3,755 0.6 6,061 0.9 5,520 0.7 7,591 0.6 10,587 0.7


X-OIRAS ACTIVIDADES .............. 88.392 13.9 92,546 13.7 108,595 13.3 139,669 11.7 131.179 9.3
 
1. Refinanciaiento...88,365 13.9 92,543 13.7 102,833 12.6 137,044 11.5 134.004 9.3 

a) Caf6 ........................... 19,204 3.0 38,573 5.7 47,093 5.8 58,029 4.9 48,895 3.4
 
b) Algod6n ....................... 3,7 , 0.6 1,493 0.2 1,725 0.2 1,654 0.1 2,193 0.2
 
c) Cereales....................... 957 0.2 924 0.1 904 0.1 739 0.1 713
 
d) Cafia de azicar ................ 169 -. - 1,656 0.2 144 - 244 -.- 272

e)Otros agropecuarios ............. 3,895 0.6 5,759 0.9 5,287 0.6 5,163 0.4 4,886 0.3
 
1) Industria manufacturera ......... 20.992 3.3 16,093 2.4 10,223 1.3 17,677 1.5 18,899 1.3
g) Construcci6n ................... 6,932 1.1 4,579 0.7 5,227 0.6 8,281 0.7 6,712 0.5 
h) Transporte, almacenaje y comunic. 1,529 0.2 364 0.1 392 724 0.1 113I , cfasificados ................. 30,891 4.9 23,102 3.4 31,838 3.9 44,523 3.7 51,330 3.6 

2. (,. s cr6ditos .................... 27 -. - 3 -.- 5,762 0.7 2,625 0.2 175 - -

T 0 T A L .......................... 636,305 100.0 673,23v 100.0 815,843 100.0 1,190,158 100.0 1,445,467 100.0
 

Rbvista Mensual, December, 1974
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Table z 

CONTRIBUTION OF ECONOMIC SECTORS TO G.D.P. AND CLAIM TO COMMERCIAL AND HIPOTECARIO
 

CONOMIC SECTOR 


,griculture 


lining 


anufacturing Industry 


:onstruction 


lectricity, Gas, Water 


ommerce 


ransportation, Communications 


otton 


ource: Revista Mensual and CONAPLAN
 

BANK CREDIT IN EL SALVADOR. 1973
 

1973 

% CONTRIBUTION G.D.P. 


28.6 


18.1 


3.3 


1.4 


21.6 


4.4 


22.6 


Derived from data in the-,Revista Mensual, January, 1975 and CONAPLAN, Indicadores
 

1973
 
% CLAIM ON CREDIT
 

28.4
 

12.5
 

5.7
 

48.1
 

.4
 

4.7
 

%D 
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Table 3
 

COMMERC!IAL AND HIPOTECARIO BA',KS: COMPARATIVE DATA ON
 
G.D.P., TOTAL CREDIT, AND AGRICULTURAL CREDIT, 1969-74
 

Year Agric )tural Output 
as % of G.D.P. 

)(2)
Agricultural 
Credit as % 

. 
(3) 

AVcicultural 
Credit as % 

(4) 
Total Credit 
as %Total 

Total Credit Agricultural G.D.P. 
G.D.P. 

1969 25 28 24 22 

1970 27 27 21 22 

1971 27 27 23 23 

1972 25 28" 27 25 

1973 28 28 26 27 

1974 25 32 33 27 

Source: Derived by authors from Indicadores Economics y Sociales, CONAPLAN, 
various sources and Revista Mensual, various issues. 
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(imports
recipient of commercial credit is the financing of commerce 


and exports) which. received 48 percent of total credit extended in
 

1973, but which contributed only,21.6 percent to total GD.P, The
 

manufacturing industry category contributed 18 percent to G.D.P,, in
 

1973 but received only 12.5 percent of credit extended through the
 

doubt upon the internal capital
commercial banks, relying without 


and private funds and from international sources. In short, the agri

cultural sector receives as a claim upon commercial bank credit by
 

approximately the same proportion that the sector contributes to G.D.P.
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,G.D.P,, Total Credit and Agricultural Credit 1969/74
 

Table 3'gives contributicn of the agricultural sector to G.D.P.
 

from 1969 to 1974 and agricultural credit as a percentage of total
 

commercial banking credit extended in that period. Agricultural
 

G.D.P., remained relatively constant at around 25 to 27 percent of
 

total GD.P,, while agricultural credit has represented around 27
 

to 32 percent of total credit extended by the commercial banks during
 

the same period. Column 3, Table 3 gives data on agricultural credit
 

as a percentage of agricultural G.D.P., and shows that credit extend

ed to agriculture represents around 23 to 30 percent of total agri

cultural output. In short, around 25 percent of the value of agri

cultural output is financed in the form*of short-term credit through
 

the commercial banking system. Reflective of apparent policy change,
 

this figure increased to 33 percent in 1974. Commercial bank credit
 

has represented during the past six years, between 22 and 27 percent
 

of total G.D.P. (Column 4, Table 3). In short, the data show that
 

the agricultural sector as a whole received credit in some rough
 

proportion to its contribution to G.D.P., and that credit extended
 

to the agricultural sector represents around one-fourth to one-third
 

of total agricultural G.D.P. For every one dollar in agricul

tural G.D.P. generated in El Salvador between 1969v74, on average
 

around 25 to 330 of credit has been extended to the sector through
 

the commercial banking and hipotecario system.
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in the Commercial Banking System Agricultural portfolio
Long-Ter' Trends 


commer-

Table 4 summarizes the Pgricultural credit portfolio of the 


It shows

cial banking system in El Salvador from 1960 through 1974. 


that the portfolio increased substantially over the fourteen 
year
 

period from 086 million in 1960 to 0336 million in 1970 
for an increase
 

was rising by 179
 of over 290 percent during the period while G.DP. 


percent. The quadrupling of agricultural credit,during the fifteen

in portfolio of approximately
year period (current prices) resulted 


million (U.S.) in 1974 for agricultural institutional credit.
$1.34 


A.I.D., F.A.L., and I.D.B. capital assistance for agricultural 
credit
 

in El Salvador during the 1960-72 period contributed approximately
 

It is estimated that approximaone-sixth of the total portfolio 


tely 85 percent of the portfolio was lent by the commercial banks 
and
 

five percent by the predecessor institution of
Banco l1i.potecario, 


the Banco de Fomento (ABC), and five percent by the Compafiia Salva

dorefia de Cafe and the rest to various other agencies (Operaci6n de
 

Cajas de Credito, FEDECACES, Cooperativa Algodonera).
 

*Dale W. Adams, USAID/El Salvador Report, 1972.
 



Tab ie-4 

Gross Product and Credit in El Salvador Total and Agr!cultural, 196'-74 

Gross Product (a] Year End Balances of Credit Ratios
 

Year Total Agriculture Total Agriculture 3/1 4/2
 

In Current '-illion Colones 

1960 1420 449 344 86 .24 .19 

1961 1446 466 312 66 .22 .14 

1962 1616 537 307 80 .19 .15 

1963 1694 523 339 33 .20 .16 

1964 1867 570 393 103 .21 .18 

1965 1992 530O 417 118 .21 .20 

1966 2110 574 448 129 .21 .22 
/ 

1967 2216 600 457 128 .21 .21
 

1968 2292 603 464 133 .20 .22
 

1969 2382 A07 515 11,3 .22 .24
 
/ 

1970 2538 554 148 .22 .21 

1971 2703- 729 610 168 .23 .23 

1972 23 2 723 714 197 .25 .27 

1973 3364 964 904 255 .27 .26 

1974 3965* 1005* 1067 336 .27 .33 

rEstir-ateq from SIECA, Anexo Estadistico 1I: Centroamerica: Estadist~ces Macroeconomics 1971-74, 
Guatemala City, February, 1975 

[a] Various issues of the International :,onetarv Fund, International Financial Statistics and 
various issues of Conscjo :Uncional dL Planificacion y Ccordinacion 'conomica (CO:APL.Ai') 
Indi cadores ::-ono- 'cos . Sociai es. 

http:CO:APL.Ai
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The last column of Table 4 shows El Salvadorls low ratio of credit

to-output in agriculture in the early 1960s. Credit expansion in
 

agriculture through the late 1960s and into the 1970s increased the
 

portfolio considerably, as indicated by a substantial increase in the
 

ratio to 26 and .33 between 1973 and 1974. While it
 

is difficult to determine an "adequate" level of credit for agricul

turc in El Salvador (such questions are a function of input mix, tech

nology, development level, and the relative share of traditional versus
 

technologically efficient sectors) it is certainly low by most stand

ards. In the U.S., operating credit for agriculture amounts to 55
 

to 60 percent of total value output of the sector, while in Brazil
 

and Taiwan the ratio is .40, and for Colombia .35. However, given
 

the fact that over 75 percent of agricultural output in El Salvador
 

are technologically advanced, export items not associated with the
 

"primitive or traditional" sector, it would appear that the output

to-operating-credit level could increase considerably, perhaps to .40
 

or 
.45. Certainly, given the extremely low credit-to-output ratio of
 

traditional crops such as corn, beans, sorghum, and rice, it appears
 

that the ratio could be raised substantially for these basic grains
 

if the mechanism or vehicle exists to channel and supervise same.
 

Table 4 also gives the ratio of total GD.P. to agricultural G.D.P.
 

for the 1960-74 period, and the data show that ratio has remained re.

latively constant throughout the fifteen-year period (.24 in 1960 and
 

.27 in 1974). While the ratio of total G.D.P. to total credit has
 

remained almost unchanged over the period, the ratio of agricultural
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credit to agricultural output has trended upwarda slightly, with the
 

most dramatic increase in the credit allocation to the agricultural
 

portfolio occurring between 1970 C.21) and 1974 C.33).
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Table 5
 

EL SALVADOR: PERCENTAGE AGRICULTURAL CREDIT ALLOCATED
 
TO 1AJOR CROPS THROUGH COMMERCIAL AND HIPOTECARIO BANKS
 

1969 - 1974 

Year Coffee Cotton Sugar Cane 1/2/3 Corn, Beans
 
(1) (2) (3) 'h) Rice
 

1969 32 25 5 62 5 

1970 36 24 6 66 5 

1971 39 24 5 68 5 

1972 40 27 5 72 4 

1973 40 28 4 72 3 

1974 37 35 4 76 4 

Source: Derived. 'from data inRevista Mensual, December, 1974.
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'Agricultural Credit-Extended by Commercial Banks to Major Crops
 

Table 5 gives the percentage of agricultural credit allocated to
 

major crops through the commercial banking system from 1969 through
 

1974. Coffee has consistently claimed the lions share of credit,
 

ranging from 32 to 40 percent over the past six years. Cotton credit
 

has rapidly become a major part of the commercial bank agricultural
 

portfolio rising from 25 percent of total agricultural credit in 1969
 

to 35 percent by 1974, while sugar ca'le, the third major El Salvadorean 

export, has claimed around five percent of credit. Table 5 shows
 

that coffee, cotton and sugar cane have accounted for an increasing
 

percentage of agricultural credit, rising from 62 percent in 1969 to
 

76 percent by 1974 - due almost exclusively to the dramatic rise in 

operating credit for cotton. Thus one concludes, that, during the
 

1969-74 period, (1)agricultural credit increased its relative share
 

of total commercial bank credit, and (2) the pattern of credit exten

sion has become more concentrated in favor of the three major export
 

crops.
 

The traditional crops - corn, beans and rice - claimed only 5 

percent of total commercial bank credit in 1969, 1970, and 1971 (Ta

ble 5), and the figure has trended down to 3 percent in 1973 and 

4 percent in 1974. While data are not available to disaggregate the 

5 percent of credit extended to basic grains, it is doubtful that over
 

one percent is directed to those rural families that fall within the
 

AID target group for the proposed loan. Indeed, one percent would
 

probably be quite generous an estimate.
 



Table 6
 

EL SALVADOR'S CO ERCIAL AND HIPOTECARIO BANKS: 
AGRICULTURAL G.D.P.,CREDIT, BY

MAJOR CROP, 1969  1973 (millions cf colones as of December, 31, each year)
 

Crop 1969 
 1970 
 1971 
 1972 
 1973
GDP Credit % GDP Credit % GDP Credit 
% GDP Credit % GDP Credit %
 

Coffee 217 46 21 332 
 54 18 284 65 23 274 79 28 356 
 102 28
 

Cotton 51 36 71 
 57 36 63 .63 40 63 82 54 65 
 117 73 62
 

Sugar Cane. -17 7 41 20 9 45 29 
 8 28 32 9 28 35 11 31
 

Corn, Beans,

Rice 64 9 14 80 7 9 81 
 8 10 48 7 14 130 8 6
 

Source: 
Derived by authors from Revista Mensual, various issues and Indicadores Economicos, CONAPLAN,

various issues.,
 

%~0 
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Table 6 lists (.) the major crops and their contribution to GD.P.
 

from 1969 through 1973, (2) the amount of credit extended to each crop
 

during the period, and (3) the ratio of G.D.P. contribution to credit
 

extended. It therefore disaggregates the overall agricultural G.D.P.1
 

agricultural credit ratio given in Table4 into the major crops, and
 

permits examination of the ratio of operating credit per col6n of
 

G.DP. Of the three major exports, cotton has, for the past six years
 

been the favored credit risk of commercial banks with a ratio of .71,
 

.63, .63, .65, and .62 for each year 1969-73. This extremely high
 

operating creditkto-output ratio compares with the following series
 

of corn, beans, and rice during the same period: .14, .09, .10, .14,
 

and .06. Indeed, by 1973 only six cents of operating credit was
 

extended through the commercial and hipotecario banking system for
 

each $1 of corn, beans, and rice produced. Reference to Table 6
 

indicates that the coffee ratios were, for each year 1969-74, .21,
 

.18, .23, .28, and .28 while the same figures for sugar cane were .41,
 

.45, .28, .28, and .31. Clearly the export crops are heavily supported
 

by the commercial banking system for operating credit indeed above
-


the average of the U.S. in many cases - while the crops typical of
 

the rural traditional sector receive almost no operating credit support.
 

Table 7 gives the contribution of each major crop to G.D.P, from
 

1966-74, and the percentage of total commercial bank credit
 

allocated to each crop..Coffee contributes approximately 9 to 11
 

percent of total G.D.P. in El Salvador, and the percentage of credit
 

derived from the commercial bank portfolio is approxiamtely the same
 



Table 	 7 

EL SALVADOR: CONTRIBUTION OF SELECTED CROPS TO G.D.P. AND PERCENTAGE OF 

TOTAL CREDIT ALLOCATED TO EACH CROP, 1966-74, CO.MIERCIAL BANKS 

Year Coffee Cotton Sugar Cane
 

%GDP % Credit % G.D.P. % Credit % G.D.P. % Credit % G.D.P. % Credit
 

1966 8.3 NA 2.5 NA .7 NA 3.6 NA 

1967 9.4 NA 1.9 NA .7 :A 3.4 NA 

1968 8.9 8.1 1.8 7.0 .7 1.5 3.7 1.9 

1969 9.1 8.9 2.1 7.0 .5 1.4 3.5 1.7 

1970 11.7 9.7 2.2 6.4 .6 1.6 4.1 1.3 

1971 10.5 10.7 2.3 6.7 .6 1.5 3.9 1.3 

1972 9.9 11.2 2.9 7.6 .7 1.3- 2.8 1.1 

1973 10.6 11.3 3.5 8.0 .8 1.1 4.6 .9 

1974 12.0 11.4 	 1.2 1.4 

Source: 	 Central Bank, CONAPLAN, data. Table derived from data made available in Rvista Mensual
 
and Indicadores Economicos v Sociales.
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ratio (9 to 11 percent). Cotton has claimed a disproportionate amount
 

of credit during the 1968-,73 period with its contribution to G.D.P.
 

in the neighborhood of 2 percent to 3.5 percent and its claim on
 

commercial bank credit ranging between 7 and 11 percent. The ability
 

of cotton producers to obtain operating credit their productior is
 

nothing short of phenomenal. As discussed earlier, cotton producers
 

have managed to obtain operating loans as high as 70 percent of the
 

cash value of the product during the past six years (Table 6). As
 

indicated in Table 7 sugar cane is the third crop in which a subs

tantial credit per dollar of output has been obtained over the period. 

For example, in 1968, sugar cane contributed .7percent of G.D.P. but 

obtained 1.5 percent of total credit, while by 1973, it contributed 

.8 percent of G.D.P. and claimed 1.1 percent of total credit. The
 

last two columns on Table 7 indicate the contribution of corn, rice
 

and beans to agricultural output and the percent of total credit
 

allocated to them through the commercial banks. In 1968 these crops
 

contributed 3.7 percent to G.D.P., but received only 1.9 percent of
 

total commercial bank credit while,by 1973, they contributed 4.6 per

cent to G.D.P. but received only .9 percent of conercial bank credit.
 

The data thus reaffirm the paucity of credit available through the
 

commercial banking system to those commodities which are produced in
 

the traditional agricultural sector. There is, of course, nothing
 

particularly startling in the allocation of agricultural credit by
 

commercial banks in El Salvador as reflected in the foregoing data.
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Tools for Credit Allocation for Commercial Banks
 

Given the sectoral credit priorities established by the Central Bank,
 

the commercial banks are led to maximize profits by loaning 
within
 

the sector to those entities in which- the rate of return for equal
 

Given that maximum interest rates are rates
credit risk is minimized. 


established by the Central Bank below equilibrium, the remaining
 

variable available to the commercial banks to maximize the return to
 

to make collateral
their investors is to minimize credit risk, i.e., 


those with the best credit ratings. Clearly, given the
loans to 


interest rate structure established by the Banco Central, the real
 

the nominal
 cost of borrowing for operating capital is negative, i.e., 


interest cost has been less by a considerable amount than the 
inflation
 

rate over the past three years. As a result, any rational profit
 

maximizer would, if possible, borrow from commercial banks pledging
 

whatever collateral is required under the assurance that the funds
 

could be relent elsewhere in the system at something above the infla

tion rate. One would expect, under these circumstances, that the de

a going rate of
mand for agricultural credit is perfectly elastic at 


Given what must be substaninterest less than the inflation rate. 


tial demand for credit in general and agricultural credit in parti

cular, the primary concern of bank portfolio managers is which appli-


The freedom having been reduced to differential
cant to service. 


risks, the commercial banks clearly select those applicants with
 

an artigreatest security. In short, the interest rate since it is 


ficial, not market rate, does not perform the function of allocating
 

One should not expect the commercial
 scarce capital in El Salvador. 


banking system to behave in a manner other than its current policy
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unless there isincentive to alter the policy. The incentive would
 

come largely from (L) giving commercial banks the authority to set
 

rates on the basis of demand and supply thus permitting interest
 

rates to perform the allocation of resources function, or (2) pro

viding explicit subsidy to the commercial banks to handle high risk
 

small farmers. The subsidy would of necessity take the form of (a)
 

guaranteeing losses for high credit risks, and 
(b) providing grants
 

sufficiently high to raise the effective rate of return on loaned
 

funds. Since neither option appears to be viable in El Salvador at 

this tine, it is doubtful that the commercial banking system can 

play a very important role in the financing of credits to the All) 

target group, 
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Commercial Banks and Small Farms: Selected Interviews
 

In an effort to determine the perception of the commercial 

banks towards the feasibility of credit to the small farmer, four inter

views were held with representative commercial banks. The interviews 

were designed to determine (1) the flexibility of commercial banks in 

terms of loan policy, (2) the collateral requirements for loans to agri

culturalists, (3) the commercial bank view as to the best vehicle to 

serve the financial needs of the poor farmer, (4) the view of the commer

cial bank towards its potential participation in a credit program to the 

rural small agriculturalist, and (5) the demand for agricultural loans 

fromI commercial bank sources. Four representative banks were interviewed, 

including one foreign-owned bank, two El Salvadorean-owned banks, and a 

savings and loan institution. The point of departure for discussions was 

a questionnaire. 

One should recognize at the outset that commercial banks in El
 

Salvador, as in most of the western world, are in business to maximize
 

profits for their stockholders. If they are not serving a segment of the
 

population with credit facilities, it is probably because it is not pro

fitable to do so. Not only are small farmers high credit risks, but the
 

paper work for small loans is expensive. Further, most El Salvadorean
 

banks are controlled largely by families traditionally known as the
 

famous "four teen."
 



it is probably unprofitable to make loans to the rural farmer, and it
 

may not be to the interest of the stockholders (the fourteen) to provide
 

credits that increase the productivity of the small farmer, and there

fore the need for enlarged holdings of land. The conflict between large
 

landholdings of the very wealthy and the demand for increased farm
 

size by small farmers with improved productivity (which may be obtained
 

through credit) is clearly one which may influence the credit decision

making process.
 

The Interviews
 

The following is a summary of conversations held with each of 

the four representative El Salvadorean commercial banks. 
 The names of
 

individuals, as well as those of specific banks, are omitted. 
 The summa

ries are based upon responses during the interview process utilizing the
 

guidelines of the questionnaire.
 

Bank One: Foreign Owned 

The interviewee said that the Bank does not make agricultural
loans of the type we have in mind. In fact, their loan portfolio for 
agricultural crop production does not typically exceed five or 
six loans
 
a year, and these are made largely to individuals who are already known 
to the Bank and can by no means be considered small farmers. The Bank 
does have a strong lending program for cattle raisers, lie said, which 
also falls under the general heading of "Agropecuario."
 

It was stressed that the Bank, because it is foreign-owned,
has many restrictions imposed on it and must operate differently from 
the Salvadorean banks. Under the "Ley de Bancos of 1970, the Bank is 
not allowed to have any branch offices nor is it allowed to offer savings 
accounts. This forces the Bank away from the retail side of banking,
into the industrial and large scale conmlercial field. It was felt that
 
this Bank cannot really ever hope to serve the small (3 hectares or less)
farmer. His position is that far more harm than good would come 
from
 
a program which allowed for largely unsupervised lending (as it would
 
have to be because of the expense), to small farmers in El Salvador.
 
The problem also has sociological underpinnings having to do with farmers'
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"Is there any benefit to the
education and basic approach to life-


small farmer if he's lent 
 2O0 for seed and fertilizer if instead he
 

buys a horse or a pistol?" This sort of person, he feels, requires
 

close guidance and supervision, something the Bank is not equipped
 

to do. Because it's not allowed to have branch offices, there is
 

the problem of accessibility - a lending program of this nature can

not be operated from one single office far removed from the field.
 

There's also a staffing problem: to do the necessary counseling and
 

supervising would require the hiring of quite a few agronomists.
 

This Bank, then, does not consider itself able to help the
 

small farmer directly with the restrictions under which it must oper

ate. Other banks, lacking such impediments, can and do. There's
 

also the unsaid matter of profitability. Banks are not charitable
 

institutions, and the management of the Bank is apt to think hard and
 

long before venturing into what - from the standpoint of profits 

a marginal operation.
 

Another matter dealt with concerned collateral. A unique fea

ture of collateral for this Bank relates to mortgages; if an agricul

tural loan is secured by a mortgage, fay, and the Bank should ever 

attempt to foreclose, the legal implications could be horrendous. 

First, matters would become difficult owing simply to the fact that 

the Bank would appear as a foreign litigant in a fight against a 

Salvadorean. Then such a lawsuit may cause the Bank unfavorable 

publicity and public ill will, something a foreign institution oper

ating here does not exactly need. Mortgages as collateral, then, 

are generally in second plane.
 

In discussing the agricultural credit situation, it was noted
 

that there might be many small farmers who were credit-worthy but did 

not seek to borrow on the mistaken assumption that they were getting 

all they could from th6ir land, when in fact the land's potential was 
much greater and could be realized with only a small increment of
 
capital.
 

A second representative of the Bank discussed its aggressive 

philosophy, and said that some previously ultra-conservative Salvado

rean banks were now being less so. lie specifically mentioned "Banco 

Cuscatla'n" as a new bank here with new and dynamic ideas. He said that 

he felt his bank's influence had had a lot to do with the changing of 

attitude among the other bankers. lie feels that the 1970 "Ley de 

Bancos" makes it now totally unprofitable for foreign banks to set up 

commercial offices here and must limit themselves to small secondary
 

offices dedicated mainly to piovide overseas contacts and to the sale
 

of Eurodollars.
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The commercial banking system, this Bank 1
s official believed,

could best help the small producer - be he a farmer or a fisherman 
through the sponsorship of "cooperativas." Local community efforts
 
are easier to fund and supervise, Ile mentioned the "Cooperativa
de Pescadores" en La Libertad as a very successful example of such an 
effort. It was funded by the Bank, the staff was trained and guided

by bank employees, and help also came from a Peace Corp Operative
 
assigned to the project.
 

The Bank has been active in helping the small industrial 
entrepeneur, and not long ago had a program which, unfortunately,
failed when 60 percent of the borrowers defaulted on their payments.
Tbe outlook for a similar program in the agricultural sector is viewed 
as hopeless in light of this experience.
 

Bank Two: Salvadorean Commercial Bank
 

The Bank makes about 125 agricultural loans each year, none of
which is made to the small (3 hectares or less) farmer. The reaso"S 
why the small farmer is not directly helped by this bank are 
largely the same the other two banks: it is too expensive, leaves
 
little or no profit to the bank, and is something that other agencies
 
are already doing in ways better than the Bank (this has to do with
 
the fact, for instance, that BFA can get money very cheap for the 
purpose, and its management does not have the answer to stockholders 
for losses incurred). 

Of the agricultural loans made, only 3 out of 125 went to

coffee growers. Most 
 of the loans by far (70) went for the cultivation 
of basic grains and cereals. Like the other banks it does not have 
a "soft window" for loans at a lower rate than the usual. 

As far as whether the small farmer has any other credit sources,
the answer is that he has not, though here this bank gave the answer 
a somewhat different twist: hc hasn't, they state, except through
BFA and some "cooperativas", but even there lie's often found lacking 
and not really creditworthy. 

Rates of interest at which the Bank lends its money are with
in the guidelines imposed by the "Junta Monetaria." 

Like banks in the States, this institution lends money on the 
basis of a person's credit rating and persona]. reputation. This,
according to the Bank's official, was really the only criterion. Once 
a loan is made, though, the collateral becomes in effect a "garantia
prendaria". The Bank is guaranteed against total. loss because it can 
claim the collateral. A different twist also: 
 not a single one of
 
the agricultural loans now on the books was backed up by a mortgage. 
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This Bank's officials agreed that it was pointless for the
 

commercial banking system to try to provide the small farmer with
 

greater credit facilities, because the small farmer was simply not
 
What was needed,equipped to make proper use of the money in any event. 

they said, was an education program toat would eventually enable him 

to best benefit from increased credit facilities. Educate him in 

family planning, for instance. You're kidding yourselves, they stated, 

if you think that a farmer who's raising a family of ten on two manza

nas of land can indeed be helped in a meaningful way! Another consi

deration relates to work. It's one of the functions of the banking 

system to provide for an atmosphere of greater productivity to benefit 

not only the farmer, but also those who do not bwn land -- "We can't 

all be landowners". 

Bank Three: El Salvadorean Commercial Bank 

This interview was easily the least productive of the four in 

the commercial. bank survey. The attitude of the bank official toward 

the small farmer and his credit problems were reflected in the fact 

that lie indicated no knowledge of, nor ability to find out, any 

important factual data requested, such as the percentage of agricul

tural loans for coffee, cotton, etc. In order to obtain the inform

ation a "Memoria" was requested, but unfortunately this Bank publishes 
no "Memorias." 

The bank official did state that the bank was, of course, 

concerned with the plight of the small farmer since they had agricul
little as 03,000! This comment maytural loans on the books for as 

well summarize the Bank's policy vis a vis the small farmer. 

This Bank indicated that preferred collateral was a mortgage. 

This fact contrasts with the three banks which relegated mortgages 

to last place and, indeed, in one of the other banks there were no 

mortgage loans on the books for the aricultural loan portfolio. This 

Bank follows interest rate guidelines established by the Junta Mone

taria, as do all the other banks interviewed. Indeed, little flexi

bility for independent interest rate decisions exist in the El 
Slvadorean banking structure. Interest rates are define for almost 

every conceivable type of loan by the Junta onetaria through the 

Central Bank. 

Bank Four: El Salvadorean Bank 

This bank does not as a rule make loans to the small (3 hec

tares or less) farmer because, (1) the small farmer does not usually
 

come to them for a loan; and (2) there are other agencies that can 

best serve the small farmer's needs. lie did emphasize that they have 

no policy against such loans, and that these, though rare, are still 
made.
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The Bank official was careful to point out that the insti

tution held to the letter of the guidelines set up by the "Junta 

Monetaria". A publication of the "Junta onetaria - Normas para 
Creditos Agropecuarios" serves as the Bible for credit guidelines. 

For collateral, this Bank prefers a chattel mortgage. In 
order of preference this collateral is follewcd by a co-.signed agree
ment, and then by a "Ilipoteca Abiorta". "Hipoteca Abiorta" is a 

type of collateral through which property is mortgaged for a given 
number of years after a loan principal is agreed upon. What makes 

this type of mortgage unique is that the farmer can use any or all 
of the funds on a revolving basis depending on his needs witlhout 

bothering with specific loan approval every time. Another form of 
collateral, and one now applied only to cotton production is wheat 's 

called a "Orden irrevocable", and which works this way: a cotton 

cooperative makes a deal with the farmer which will direct all the 

profits from the harvest to the bank itself. The bank will then 
subtract what the farmer owes, and promptly refunds the halance to 
the farmer. 

The official stated it is impractical and unprofitable for 
the Bank to make agricultural loans below I,000. Still the best 
place for a small farmer is the "Banco do Fomento Agricola". 

Commercial banks can best help here, indirectly, through work with 
cooperatives.
 



Summary of Commercial Bank Views on Agricultural Credit
 

for the Small. Farmer as Revealed by Interviews
 

The following is a summary of the concensus views of the
 

commercial and hipotecario banking system in El Salvador as it relates
 

to small faner credit,
 

The credit needs of the small farmer (3 hectares or less)
 

are not being met by the commercial banking system, largely because
 

1. 


Poor risk,
it is unprofitable to do so under existing legislation. 


high cost of supervising and monitoring small loans, (neither of which
 

may be offset by higher interest charges to small farmers) and low
 

real interest rates (negative, in the past two years) requires that
 

available credit be disbursed on credit worthiness, a criterion by
 

which the rural small farmer is least eligible.
 

2. Guidelines imposed by the Monetary Board (Junta Monetaria)
 

determine interest rates charged on agricultural loans. These gener

ally range in the area of 9 to 13 percent depending upon type and
 

amount of loan. For example, maximum rates for short-term loans
 

range from 11 to 12 percent depending upon amount borrowed, while
 

similar rates for long-term loans are 12 and 13 percent. Loans class

ified as "economic development" vary between 10 and 12 percent', while
 

loans for imports of capital are 10 to 11 percent normally.
 

3. Banks discount loans with the Central Bank at 2 percent.
 

4. A Chattel Mortgage is the preferred and most widely used
 

collateral arrangement.
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5. A."soft window" for agricultural loans does not exist in 

the commercial banking sector.
 

6. The Agricultural Bank is the best source of credit for the
 

small farmer. 

7. Banks have no trouble in disposing of any funds earmarked
 

for the agrcultural sector since demand exceeds supply at existing inter

est rates.
 

8. The commercial banking system in El Salvador can best par

ticipate, if at all, in aiding the small farmer indirectly by sponsoring
 

cooperative efforts.
 

9. Any major participation by commercial banks in loans to
 

the small farmer would imply direct selective intervention by government
 

authority through requirihg a given percentage of the portfolio be in
 

the form of such loans.
 



CHAPTER V
 

SMALL FARMERS AND INSTITUTIONAL CREDIT
 



Sni 1.1 Farms and Crops Cu Ltivat. d 

Small farmers in El Salvador grow pr;edominalLv food crop:s i n'l1rd

ing corn, beans, sorghum, and rice. Tie following table su::,r ,.r;
 

the total acreage in these crops, and the amount of acreage rec ' ivi,; 

some financing in 1973/74: 

Basic Grains Financing in El Salvador, 1911/74 

Total Area 
C r o p a Planted in 

El vador . 
Arrnxi mt* aro 

.. ..a.d 

,o,,re(dt v IbyQ-. 

--.-..' .. .C 
..:P

7.1 
(4.,) 

?1z rotal Commercia_ I CAM 

Corn 287.270 	 11.660 20,3001 1,768 1",1(,z) 

Beans 64,440 3,23, 4,200 1,278 19 

Rice 13,600 5,604 4,000 .1,138 60!, 

Sorghum 170,000 	 1,403
 

TOTAL 535,310 71,45 20,498 29,983 7-,1M! 3,, .
 

Source: 	 Each or Le institutio)n; fur B.C.N.. and CornpurKi. I k, 

estimates are based on c r'.1.ti rqcuirements p:r ir zan"a:: nI 

recommended by MA Direcciotn du Pianifirc ,'n A'!r'o,,.rin. 

Total area planted is tie finsJ [figrre prnvidcd by ttv l)irucc.i Un 

de Econrom~a Agropecua1ia, ".,V;. 

As indicated in the table, about 71,000 of the 535,000 hectares, or 

only 13 percent:, received institutional financing during 1973/74 

while export crops acreage probabJy received close to 100 pervent fi

nancing from commercial bank and hipotecario sources. 



115 

Credit and Sml Far ms 

The income and employment: problems of traditional agriculture are 

in part a function of insufficient credit and poor access to credit 

sources. There is practically no credit available to the target group 

for medium and long-term capital .improvement loans and to purchase 

additional land, nor is there credit for operating capital. The 

supervised credit agency which preceded the Banco de Fomcnto (ABC) 

reached around 8,000 to 12,000 of tho farmers in the target group 

in 1972 and FEIECACIS is ieaching an additiona1 2,500 farmers through 

loans to agricultural coperatives and credit unions. Th- Ca las 

de (MUedto have a small loan portroio for small and mudi u-size farr-rs. 

According to reports from the Banco de Fomento Agropccuario, the 

Ftdordn i6 n dv Cajas de CrMdit, Rural., and tLm Fedvrac i.Sn d-' Coopera

tivas d(, Ah,',rro y Crdito (the three institutions charged with serv

ing tlhe ciedit needs of the medium and small farmer), these institu-

Lions assited, duri.ng; 1973/74 around 20,100 smal farmers with loans 

for basic graiis production as well as liveslock, vegetables, and a 

few loans for export crops. Given the fact that there were, according 

to the 1971 agricultural census, about 252,000 operat in units with 

less than ten hectares, the three institutions appear to be providing 

partial service to less than ten percent of this group. Further, the 

extent of the service in terms of the amount of loan granted per hectare 

is not known. The GOES reports that more than 80 percent of 

total credit from institutional services goes to export crops, and 

less than 5 percent go to basic grains, a statement which is corrobo

rated on the basis of the commercial bank credit by crop. The Plan 



1 1,,
 

']iA LI I 

Acricultural Credit frotn Commercial and llipntecario 

Bank Sy/,ton, I/
 

(Amount acttually used) 

TOTAL 155,413 1O0.00 191,181 100.00 272,900 100.00
 

1, Agriculture 1117,156 180,035 252,650
 

a) Coffce 70,8111 45.58 85,627 4.71 115,P'3 42.43 

b) Cotton 511,327 31. 95 63,866 33.35 814,786 31.06 

c) Sugar 
Cane 9,80 6.35 15,231 7.95 24,603 9.01 

(1) Corn 3,077 1.97 2,801 1.46 3,325 1.21 

e) Beans 516 0.33 207 0.10 1,132 0.41 

f) Rice 2,5113 1.63 3,399 1.77 2,782 1.01 

g) Other 6,272 4.03 8,9011 4.64 20,179 7.39 

2. Livestock 6,461 1,.15 8,317 ".34 17,831, 6.53 

3. Poultry and Egg 1,14411 0.73 2,812 1,46 1,760 0.611 

.4. Fishery and other 352 0.22 310 o.16 716 0.26 

Source: Banco Central de Reserva
 

I/ Includes: Banco Agr'cola Comercial, Banco Capitalizador, Banco de
 
Comercio, Banro dc :.rQdito popular, Banco Cuscatlin,
 
Banco Salvadore~o, Banco Hipotccario, First National City Bank
 
and Banco de Londres y Montreal.
 

2/ Includes: Central Bank Funds.
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that more than 90 percent is used for operating

Quinquenal points out 


capital or short-term producLion credit, while 
less than ten percent
 

is available for long-term investment.**
 

Table 1 give.s agricultural credit from the comnercial and hipote

system provided
cario banking ,;ysem for 1971-73, and shows that the 

the credits 
272 million in credit to agricul ture while Table 2 shiw; 

the Central Bank to all finnncial intermediaries 
for lend

etl:ended by 


ial banks. One concludes
the commerc
ing, including V115 million to 

xas created by ,x-
tha t around 42 percent of co,,mercial bank credit 

stock by the Central ]ank, Mhlie the remnaining
panns;ion of money 

58 

'fAble
generated from the conmmercial bank ovn resources.
percetL wa,; 

by the Central Bank to all financia l inter
shows the credit allncatd 

thet 
mediarieis for agricultural credit , includ.ng monies allneatcd t:o 


Coinpaia Snlvadoreiia de afS, Cooperativa Algodonera, Federaci6n de
 

as the
 
Caj;s de Crdito, FUi)ECACES, (totalling 987 million) as well 


Yable7

Banco d Fomento Agropecuario and I.R.A, (V13 million). 

o new Central Bank
also indicates that only around 1.6 percent 


credit was allocated to the traditional crops of corn, beans, and
 

r ice. 

2 6
 
MAG "Plan Operativo del Sector Agropecuario, 1974", p. 

".ingnstiro do Crdito Agropecuario Plan qn:inquenal de Desarrollo 

1973-77" CONAPI.AN .' 1AG. Unpub] ishecl..
 

http:CONAPI.AN
http:includ.ng
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TAMIE 2 

USE OF CENIRAL DANK CREDIT, 1973 

(Amounts actually u:;Ci, thousand colon,:s) 

:Comrrlnrc i a Otlier 
and :

:Hlipot.T cario: 
Private

InsLi ty 
:
: 

Publ ic_
SCCLor Z : Tot : 

. Is : tantioru// :_ _ __ 

Aq. Sector 115,513 87,355 13,0140 215,503 100 

Agriculture: 102,588 82,358 10,675 195,6?1 

Coffee 29,161 9,039 - 38,200 17.6 

Cotton 62,826 71,509 7,019 1'1,35k3C, 6. 

Sugar Cane 4,2118 14 833 t 0911 2.35 

Corn 1,854 - 1 851 0. 15 

Beans 391 - - 391 0.18 

Rice 1,305 - 20 1,325 0.6! 

Other 2,803 1,797 2,,03 7,1103 3.42 

Livestock: 12,664 4,952 2,285 19,90o 9.21 

Poultry & eggs: 206 4 81 291 0.13 

Fishing & other: 56 111 97 -

SOURCE: Banco Central de Reserva de El Salvador
 

I/ Compahla Salvadoreha de Caf6, Cooperativa Algodonera, Federaci(In de Cuji.. 

de Cr~dito, FEDECACES.
 

2/ Banco de Fomento Agropecuario, IRA.
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flAG Aalysis of Credit_ Issucs 

The MAG ''Plan Arual Operativo 1974" r'eports that agricultural 

credit faced, in 1973, more or less the same bottlenecks outlined 

two years earl ier during the preparation of the "Diagn6stico del 

Plan QuiLIquenal 1973-77", including the following:* 

(a) 	overfimI-ncing or large exr.rrt producers, and 
undurfinance of int iutions that assist small 

famers; 

(b) 	too lit tic (or absence of) cMordination among the 

public sector and crcdit institutions; and 

(c) 	deficiencies in the processin.y of applicr iOMs fur 
credit, includi nr slcw clasn ifical ion or arpi imcz ien 
rims and exU..I vn rent ral iatiNO of dcci.ion-Wrnyni 
vis a vis cred I worthiness. 

The Pion included specific oliecLives, including requiWion of
 

maximum aspm,,ts to al locate for eachr specific crop in ovdcr to ba

lance K!,. a llca i on of (.red it beLwern export and domes tic consuimpt ion 

crops.
 

Since the Central Ban. provides about 50 percent of total insLitu-

I iorial cre(Ii (discount and rediscount) , better cuordinaLion was 

pro lected bcM ,cen MAC and Banco CU,.ntral, so as to reorient public re

sources to harmonize with GOES developIment objectives, The AgriculLural 

Development Bank was founded in 1973 to channel resources Lo mWdiuI 

and small producers. 

*"Plan Quinquenal de Desarrollo Agropecuario, 1974" MAG p. 216.
 



In 1973, the fo.lowing importanl meas rsC:-; were implmented wiLii 

Central Bank's re:;ources: incren sze in 1ii .location or frund; F'" 

basic grains production, sekting a prif ereut a] ntere:;t rate: fo r 

beans; crvatitan of spezial (new) credit lines; Jor potato, beef pro

duction (fra ttening), coffe, p]l]anting in no.w: :,c,C ,; refnr.sLati ,; and 

agricultura l input inpurts¢,. NoMF of thL r:.oturres were innd(. 

to bLnefit relatively E;mall and med-ium far ,r.. 

*"Plan Operativo del Sector Agropccunrio, 1974", p. 26 
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Profit lix ili zat iorn ai'd Du ,-- iLW',tBOtnl I h, An ica1opY I'nil,'I 

Redcfini I i on of (,oa I,; 

In the franework of ut i ity wax.irnizat ion, prof it n.Iximizat ion is 

only one a1 tcrnat ve to attainin-t opt injum social welfare. Indeed, the 

assumptions which allou', profit waximization to lcad to a P1rutu optiii..!] 

result may not exist in all cconu,ics. The stated AID j.l,,of the 

Congresciorial andaLe suggests tihal profit w,.ixio;i:;atio) i not 

necessarily the nmetI od for the achievCme.nt of ut i it ,, xi,,x I oi 

Most of tL;,r.,etlcd,, for ranking projects arc th-.' rsu l,; W ,,xi

mi zation ab'a1yes has .. the concept proFir ('.,oc;j l v 1,ld on of . I 

personal) maxinlization, i.e. co-t-profit anal,'is, Social lr-.ii,.l 

productivit',, analyses, and Sun's tinc series. 

Traditiir.-il profit r-aximizction nuay leo d (ic to d-',cril.e thw ri.r.,I 

poor sector as a high risk, 1L:s producLive,.ad highl , til:ioi., 

(in the senvse of expected return) secLo for iivct ,,,ii . 1',' 

coIcIUs ions are rsult IS of analyses which (,rivc fro,, ttIe a, !,, to, 

that profit In.aimizat ion yields social ',Ilf',rc naximi7a o1,. 

The conflict in tv.in object ives of prof it m., imii:at i ,-' U1pid d..v 

rnent a;si!n ce iS not newo. Whether or not Io u!,! jhl isi a baidl t ht 

conI inues to capi tal ize itself, or ore whicht deca pi tal i zes itself 

Cf f i c ;l,1 . (and therefore requ i r.,s add it i o I of rc.o rc .s I ru,1;,loses 

the qoverirnt rron t ine to time) is a pol icy issue wh ich the M iss i(n 

and AID ru: t cons ider if a sml 1 faricr credit loan is to be made. A 

development bank may, if its objUL tives are broadly dcfined to include
 

the social benefits result ing from below-equilibrium interest rates to
 

small farmers, max inize the appropriate object ie function and still
 

http:achievCme.nt
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decapitalize itself. In short, a developneht bank mjy do its job toll 

and at the same Lime not earn a profit in the traditional sence. For 

example, one traditionally specifies profit as 

rr- R - C (1) 

where 

H PQ
 
C Costs
 
P Price or cnnaodit',, q
 
Q tie num,::r of co,,olity q sold
 

w'here 

C f (Q) and 
P f, (0) 

I.x i"l atiion or the eclti3 ion yields firs O,'Il'r cordil ior, that 

IDrgUinal i vcur;e in eq, to0l marginal1 ccst 

M HC (la) 

,In di - c ilit' aniy e tI e lu ,,,c i 

as a rI- luMIus Lr. to IQ. later qiran ifled o,r is reduced to it. ov 

si ii r, ofi t. mo.s t cr .c 

basic I ir.,lat i ', lic. X quant ity or PQ. 

One MA:iy include in the object Wve fil, ictir, a def initiu, of "prol it'' 

that ,.iIili .' n.rut solely rev:lLi l minus csl , hUL SOfMe sncial ci.f, W12. 

Irnclusi,, Oif sUcial lMe Kfits (ir..corv redistrib,,i n, r'duction of in,

tranqu ilil in thn rural sector) nay permi t the maximizal ion of I-K 

fure. ion at economic That is, marq ina1 cost ,: exceedain loss. ry 

nory inal reven.e as traditi, nally ceI inied ir social berf its arc, 

included in the fuor, liation. The call of the Congressiunal Mandate 

for resource allocation LO the rural poor appears to suyesl that 

certain non-economic objectives are now required by the U.S. Congress 

in its duvelopment policy. Those objectives may be included broadly 
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upon tle rn iit ude of g (S) Clearly a g(S) great enough would lead 

to a Ti< TC iplying a dvcaitalizij development. bank. 

U,dv' tir li iod,al o,nalysis where q(S) is not considerid or even 

few, or even in the extroms no loansconsidered ,s a togativc value 

would be i de to the cln ".niall farmer", Clearly the lardate implies 

y(S)I'O and 

dQ 

may very well lead Io a ParctoThrro . ..u profit nm,)iix:al iun pol icy 

optim- l solit iont wher( "prafilabiliiv'y in tMe traditiohal scise is 

IiH lg . iVW" 



tls 'aTh h'iAr i tlt rnal , Ird-, , !rc 

i- io\4 Jl lt (12 O r':n4't*8 ]'h 1 1"c, .I' (.i:i]'! 


On L1w ha ; of.c ,ila Audy Uded a,:' Iy Ie i'V, r ' I I , it 

Vn'i estiia'ltc l of lli I; inthatl: total. 1714)20c) i to:: ::I i:.:i.iid 

Lhe country r ct' liziu 90 )w rc('nt liviv.1(n; a r;i ,' 1I :, ti.1 ;:-,I.,' 

a l h:It t t. ; farm rcOp1es,:nltc-d micn"-Llhi 1- the LI I. n 

ctl.t i vat ion in the country 'iuil te, tlis-e 1J0 ,:vt F ::: .i 

1] f;.iv:rlt 1 roduced only .5 p 1r'cc,nt o1 ;:; I.: .. ! ;. I[,,.iuull . 

t 1,,-0v, L C ted i,-Zt e" ' 

C -i6n Pore, c.IIi ln-.; tar nez.i no " i'),) fur ti e ;4 t).. 

1 L(973, rC 1 I r t,,-rI II

('.:r ],u-: .. i 

crt0 i n.1 ;1rIc . L!t -I,l i uc T (C) I ' n;; tle l'e I .. , 

be4in0,sn ofn ti mi CH: I t 1n o, (3) cv,. 11.- t 

be~in, o11 I Ut(- 3 C !, C'j VJ12 14 C' j', 
d-:: L . 1t!f ~ II ." '. ,' ,.. F l I OUI !it ]( '. c'r,il ,,',!; , 

d 1, l W -:;clI .. t] t! r 'DcuI Lure n I\ -t(c 1, Vt d l.'i L1,. tIf po: 

i. I :.',I.:I ,.. !C'X((.ttI;-]]; tIl(. prt((rau;::, ;rt .211')erVi'.t': 4VC,'' . ,. ti " 1 I: '. 

ov.
iee ; nrjcu t ur a) p lodu Ii 

-ri :in Ii Iiti( -,ltt,1 to ,'., 

li iug,, and to the n ccnm.ity to cltauel api Iv,' tlh :t\';i I ,1 fIt,,'; 

Ow.in3g to :it!; .inex' ci,'( 'Ik t. . ,,v 

j111o the g,'i(11.Lu]il a C! or, ABC clilci t t ra eL(d t r; 'I' in t11 pla ' 

11101-itof fund:; r stnet or- l:i t1,011t V0 )u'i'uClII : .Ii,'; Ci1 t1l(o l'mi 1x'er (,i ,1" !.1t 

) :.!of s ci ;to;.( A.; :-,1 I ! i()) th ! d t1 1:: 

lca;.(0 Lo .,', elual to 27 perccnt of tte tLt, prfrli io nt even 

to 50 percent of the 1o0,-1 iO COOlra'ti¢Vc-. 

In ordlrd" to improve this aitiat ill, inryc ri goMei.; cemdit po]2ci en 

w.erv cstabl i.slhed and credit wa, accomPanied )y an incrniecI program 

. t 1 i .it r . , i i t, in , ,.1 , ",
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of technical assistance through supCIvised credit. As a result, in 

1966, the ABC reduced its bad debt to only 6 percent. Ten years 

after its creation, ABC had authorized credit reaching a total of 

C82 million, and during thc lost five years of its operation it 

provided input bcnefits to the agricultural sector by achieving
 

a substantial increase in thc productivity or some basic crops.,

1972, the ABC sra.11Nevertheless in although had accuinulated a 

deficit, the portfolio due for paynCiIt had reached 33 percent of the 

total portfolio. At the sanw tie, ABC was limited in its ability 

to formulate plawe, for lonq-tcrm crcdits and its long-term fiscal 

straLe-my t,,i, conditiored unfortunately utlon the fi scal requi,.i:ent 

of the ccntrT]i1 governincnt which were subject to some suhs tantial 

variation over the years. Recogni;,ing the need to dcvelop prcgjralm, 

cons i s[nL wiLh agriciultural credit in short and long-run, the r~nvern

ment dccidc(I to establ ish an autoneotncs finrancial insti tutior for this 

function, aid to transfori ABC into a development bank, autonoiiu:1s and 

the Acri cItural Dcvlop,,ent Banik wasdecrentra I ized. On thi s bas is, 


created with lso, irces i ndepondent of Ltic national fiscal condi t or,

L 

whose basic objective would be to assume responsibility originally 

given to ABC, and to expand its participation process of agricultural 

development of tie country to programs of direct agricultural loans 

of inputs and of bank opcrations. 

Creal ion of t 1h' Acr i cIltiurol Dovel opa ent bank
 

In May, 1972, the low creating the Agricultural Bank was passed.
 

During the first month of its creation, the administration of the
 

Co.,*Conclusion reached by Peat, Marwick, Mitchell and P-inco de
 
Fomient~~p~ecuario Inforine l)iaqno:tico, 24 Febrero, 1975.
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Agricultural DanI concentratcd its effort at improvinq its finarncial 

structure, in restuctLuring its porifolio, and in the for' lati',j 

of crcd it programsi, and i)rocedurus for direct agrI ,J Iural input 

credit. As a result, in only two years th BWn, ex, ricncv.d an 

explosive growth in the volunr; of oljeratiuns, quadrupliij iAs 

portfolio and assets, and redu inq its loan% due (1,i;'jthptni r, the 

maturity of its portfolio). The alLu;rali ,o,in the Ra . p rtroliu 

structure is clCal',/ seen in the folluwilq su;,ory.': 

(Million o,; Colontes)
 

Loan [urtfolio 22.3 93.0 

Assts 29.4 12'-.7 

Ag rict li a 1 ol,oc it I.. ..11 

Luans Duc 33/. 7/ 

Number of orro.'3rs 10,753 I,50 

The loan portfolio incrUILc frn 022 ilion in I172 to C93 

millior in 1974. As:ets rose from C4J milil in 172 t C)1% 

million in 1974, while agricu1tural comm-j ity irput Rle d by tW. 

Bank rose from less thar C.1 milli,ot to [1 ioion in 1974. PerLhps 

mot important or all, the purt folio strLciL'e char,d such that by 

1974 the loans falliri due weretc only seven pLer 'Lt a. ,pscd to 33 

percent in 1972. Tle burgeoningq of assctb also it,xict c-d tie larq.r 

number of clients, with tio iumber of faiii es sea ved in the 1oarn 

portfolio rising from 10,753 in 1972 to 14,500 in 1974.
 

;Table talen from Peat, Marwi.ck, M'itchell alid Co., qa,,co de ro'n.rito 

Lo i") Iia t o', t i mt 24 FI,r or i o I nf or',, o, 

http:Marwi.ck
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The El Salvadoreai r i(ll I ] Diel Olp.o1n Pank (Banco dc Fli,::nl:o 

A1 rop'cuari,) was crcat I:,y .t' i tWe c civc. 312; April 10, 1973, 

as an official dec.L.IralkHKd crcitd itNOW. ion with unlihniled life, 

iiS o'wn rc'..o CC:, , and a cororaL ion wi Lh aul nO,:r, in the admii ois:trit 1c 

of its ,nioi. aid n- virr , T!hr Aqric ultural n, C,.,n ' Ctawo .lin, i, 

wil 1h Inu ot .c i ' (,) tUt r a ' O vai lup, mo intair f i,, and n avci,',l 

c i Ly ,li arc i i ry ' c vi c,- rerq icrd to coniri ebd tu Lle
 

lci i agen,.
(:V., l.,p. .. o; a ri ' or:,ul and (b) L, serVe 01 1i i 

a ,( ic : j;K'. puji,.,s wi r c, -or l a icllt;ruIfor tIt' . . cl], A[ t 

I" r t cI !1 1ii C 

' i , r n i ',T 

(i).................. _ (Fr ti.2.ii Ca 0 51il AI AM PP- H
 

P~ ~ ~~- )_. (wp nd otLW W 

orihd a L I OK.i r,!7 v at i i ir c. hcraon o icnj Pu e i 
U ji \ ' .Ht ,U i r l i %: Wi + IO 0 ! ' , o I c o n.t, r v n-t i , r a-nd ,+a-:r i c, ] 1ur a l di .

,urri ic: i TI: ) ivi'. , i do i0 tnL e I Li i,,:: n:nt of 'n.c ,

p isu% t- pi L uc: puiu bI,-'. cIi Il ond iM,0o prouiden , '-term:,7C, si.)rtI 

loon-, for c/.,p.ort Crop% Wit in this ivi ,io:, (h:A Nlai:rqi S 

tic cuIL(Y i n..lierievrr I r'hiccK ,nn, i n.n i pi .ided. 

Thu Divi : tih FW -. L.:,. r - "ir( i" ori itf,! pr'i ,: rily to niippari 

financial ,and technical , .,nist-nce needs of sral1 and mcdium size 
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fumber of ToiwaI Finuicud ToLa1 ,Y c a r Loan, ,', 

19/T - Al(. 7 931 J" 16,72.685 '. ,'",, 

197- " (A9 ,. 1 97 21)9 ,0,8:" 5OC 

19. 1 P. IAij 10,920 67 ,33493? so c', 

D.VA.,~ n~ FrtSl~u C.,~ -9z ;1 

I1/ INC IUDF-S IMPROVEDU) GRASS LANDS. 

2.1 IVAMN LR1 IL IZLL S..s I5P'R 

1'y the i, 1 t'l 11 :,, 9-95,0 p hvnvs Did bcn fin; nrcd 

i.1- ii. [in i. (.62,0 Wr U :; yrni ;, . I 0 xf r: c"', n, on(, 

7,158 misc'lan1nous. Of the 62,135 in hasic grains;, ab,,l L Q;7prc'.it 

wa.; f inancud Ihrough the Economic D,,,lo'ml:,L'rt soft winic,.' 

la;i prnins (corn, sorghum, bean; and r CC) fjnaicud b'y thc 

Bank .'. 2), r?9,9'inn . i 1973, ris:inj to 62,1 ri'n..n:ni. in .nn(, 

1974, an indicatd in the following data. 
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'Area] 1.lonted with B,F.A. Financi.,Q ]97/i 

. A r e i 

Banking Di\. 

, i]' d ('. 

Ec. ).Dii.s;on Total 

C r o p s 

Basic Graln, 

Export Crops 

Other 

25,470 

7,598 

13,383 

4 ,489 

6GL /4)5, 

7,6, 

12, 7("; 

2,6(A 

4/,'' 

26,1')l 

7,158 

T 0 T A L 50,9110 139, W.;8 19(),8 ... 

Source, "Memoria B.F.A.", 1974 
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Agricul tural. Bank Ioans, 1974 

Table- I and 2 are presented on the following page, 

including (1) authorized loans for the Agricultural Bank during 1974, 

and (2) number of loans by sector. The Banking Division, which serves 

medium and large farmers, authorized over 056 million 

in loans in 1974, of which almost V20 million was for fertilizer 

imporl-' and V17 million for other agricultuial activities. At the 

same time the Economic and Social Development Div'ision of thc Bank (the 

soft window for small farmers) authorized over V30 million in loans 

of which V23 million was allocated to agricultural activities. The 

total loans authorized by the Bank as shown in the table was V86 

million in 1974 with 41 million in credits to agriculture, 

8 million to livestock, and almost 020 million to fertilizer imports. 

The number of loans made by the Bank in 1974 increased measur

ably from the earlier period, reaching a total of 14,211 for the year. 

Of this total, 1,173 were made through the Banking Division, and
 

13,038 through the Economic and Social Development Division. It 

appears on the basis of the data given in these two tables that the 

average size loan for borrowers in the Banking Division was 023,835
 

per loan (017,447,828 divided by 732 loans). During the year 11,367
 

loans were made through the Economic and Social Development Division 

for a total loan portfolio of 023,519,250 or an average size loan of 

02,070 per loan. 

The Agricultural Bank exceeded its planned quota for invest

mant during 1973 by 24 percent. The Agricultural ,ector loans 



LOANS AUTHORIZED - COLONES
 

Divisi6n 

Bancaria 


1- Agricultura 9 17.447.828 
2- Ganader5'.a 3.985.048 

(Vacuno, jxrcino, 
avicola, aplcola) 

3-Otras inversiones do 
Capital 2.610.008 

4- Pago de c1eudas y otros 
pre-arlio]as 1.598.242 

5- Agr-o Iniuv&trias 2.220.000 
6- Pre-Exrzraci O6n 5.000.000 
7- In portac.in P-'erUt

lizantes 19.679.100 
8- Descumtos grlcolas 3.800.000 
9- Otros 202.600 

T 0 T A L 9 56.542.826 

2- NUMBER OF CLIENTS SERVED BY CREDIT USE 

Divisi6n 

Bancaria 

I-Agricultura 732 
2- Ganaderia (Vacuno, Por

cino, Av lcola,Apicola) 193 

3- Otras inversiones de
 

Capital 141 
4- Pago do Deudas y otros 

pre-agr~colas 77 
5- Agro-Indstrias 3 

6- Pre-Ex1ortaci6n 1 
7- Inprtaci6n Fertili

zartes 3 

8- Descuc2 tos Agricolas 2 


9- Otros 21 


'I1.AL 	 1.173 


Source: Memoria Anuida, Banco de Fomento, February, 

Livi s-i.n 
Fax.Ecn. y Soz. TcIAl 

9.23.519.225-40.967.053 
4.026.297 	 8.011.345 

890.616 3.500.624
 

1.611.453 	 3.209.695
 
2.220.00f
 
5.000.000
 

19.679.100
 
3.800. 000
 
202.600
 

0 30.047.591086.500.417 

Divisi6n 
Fcm.Ecn.y Foc. 'lOTAL 

11. 367 12.099 

986 1.1.79 

374 515 

311 388 
3 
1 

- 3 
- 2 
- 21 

13.038 14.211 

1975.
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3 - QUOTAS ATTAINED FOR 1974- INVESTMENT PLAN, BANCO FOMENTO 

PLAN BFA 
1974 1 D 

SOcLor Agricola 29.535.000 40. 967. 053 139 % 

Sf.ctor Ganadero 8.455.000 8.011.345 95 % 

Mcquaaria Agricola 1.985.000 2.504.208 126 % 

I.z juras 1.915.000 996.416 52 % 

Pago de doudhs y
 
otos pre-agricolas 3.110.000 3.209.695 103 %
 

SUB-'rnTAL 45.000.000 55.688.717 124 % 

nIportac16n Fertili 
zantes 25.000.000 19. 679. 100 79 t 

Descuentos AgrIcolas -.- 3.800.000 

Agroindustri.as - - 2.220.000 

Pre-exportac16n - .- 5. 000. 000 

202.600
Otros -. -

SM- 'WTAL -. 11.222.6001-

T 0 T A L V 70.000.000 0 86.590.417 124 t 

Source: Memoria nual de 1974, Banco de Fomento, February, 1975.
 

http:Agroindustri.as


1974 
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exceeded the planned expenditures by 39 percent, while in agricultural 

machinery the actual loans were 26 percent above those planned. As
 

indicated on the following table, the total Bank loan quota for 


was 070 million, while actual. loans amounted to 086 million, for a 24
 

percent excess of actual over 
 anticipated loans.(Table 3) 

More impressive, however, was the willingness of the Bank to 

make loans on crops that are traditionally cultivated by the small 

farmer. For example, Table 4 shows the planned investment in the
 

agricultural sector and
by major crop, indicates that actual loans 

exceeded planned loans for corn production in .974 by 89 percent, 

sorghum production by 235 percent, bean production by 41. percent, rice 

production by 47 percent, vegetables by 95 percent, and overall agri

cultural loans exceeded the planned investment by 47 percent. In 

short, the Bank has apparently moved more aggressively than anticipated 

in the financing of basic grains and other fruit crops which are tra

ditionally cultivated the smallby farmer. 

Profit and Loss 174 

The overall results of the financial operations of the Central 

Bank for 1974 reveal an interesting pattern which, upon reflection, 

is what one would expect in terms of profits and losses. These data 

are summarized in Table 5 which shows that the Banking Division (loans 

largely to medium and large farmers with good security) made a net 

return of 01,608,879 for the year, while the Economic and Social De

velopment Division made a net loss of 01,]06,522. On balance, therefore, 

the Bank made a net return of V.502,357 for the year in which the losses 
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4 -Jt=ERAGE OF INVESTMENT PLAN, 1974, BY CROP.
 
(M AN Z A N A S)
 

PIAN M. 0:)M'lIIUA INDICEMM-ERSICZ/ 74 PLVN 31 -XII/74 % 

AGRICULTURAL SECTOR 64.910 95.444 147 %
 
Corn 24.000 45.389 189 %
 
Sorghum 1.000 2.352 235 %
 

Beans 
 5.000 7.065 141 %
 
Rice 5.000 7.329 147 %
 

Vegetables 
 710 1.390 195 %
 
Other Crops 3.500 5.429 155 %
 
Cotton 19. 000 
 18. 415 97 %
 
Sugar Cane 6.700 
 5.256 78 %
 

Perennial Crops 
 -.- 2.819 

5 - PROFIT AND LOSS
 

Divisi6n Divisi6n
 
Bancaria Fom.Ecn.y Soc. TOTAL.
 

REVENUES ¢ 4.373.976.31 ¢ 2.084.415.90 6.458.392.21
 
EXPENDITURES 2.765.096.94 
 3.190.938.14 5.956.035.08
 

PROFIT 1.608.879.37 
 - .1- 1.608.879.37 
LOSS 
 . 1.106.522.24 1.106.522.24 

NET RETURN -.- 502. 357.13-.-

http:1.106.522.24
http:1.106.522.24
http:1.608.879.37
http:1.608.879.37
http:5.956.035.08
http:3.190.938.14
http:2.765.096.94
http:6.458.392.21
http:2.084.415.90
http:4.373.976.31
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through the small farmer soft window were offset by prof i ts made through 

the large farmer. The Agricultural Bank therefore, if it is to fulfill 

its mission as a creditor of last resort to small farmers, really has 

two basic options to maintain its long term mobility, including (I) 

to obtain £Lant funds on subsidies to absorb the losses illservicing 

the higher risk, low-income marginal. credit applicant, or (2) to devote 

a considerabl.e portion of its resources to making loans to medium and 

large farmers with a good collateral in order to interwilly gn;,rnatv 

sufficient profit to subsidize the Economic and Social Development 

Division. If one were to hypothesize the reason for thL' Iosses il tIL, 

Economic and Social Development Division, it probably would be becaw; 

of the paperwork required to process 1.3,000 loans (as opposed to 700 

loans in the Banking Division) plus undoubtedly some higher rate of bad 

debt write-off.
 

Bank Financing of Marginal Farmers, 1974
 

The Agricultural Bank, as noted in the 1974 NMenoria, has placed 

special attention on the weakest link of the agricultural community i.1 Il 

Salvador, those who are most affected by inadequate access to credit, vary

ing market prices, and unemployment throughout much of the year. In 1974, 

the Bank established a new method of reaching this group through what 

it calls Grupos Solidarios. The Bank's initial evaluation of this new
 

loan approach has been satisfactory, and they expect to increase con

siderably the number of small farmers reached through the G Soli

dario. Thd process is to make working capital loans to sr 11 groups 

of farmers rather than to individuals, with the groups responsible 
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Rochac for 
for credit approved (See memorandum of meeting with Dr. 

explanati on). 

indiwhich reached the small farmer as
The activities in 1974 


Memoria are the following:
cated in the Bank's 

Grupos Solidarios 

A tntal of 158 agricultural groups received loans in 1974, 

loans werefarnters. The working capital
comprising 963 individual 

to finance the cultivation of 1,770 manzanas as follows:
designed 

corn, 1,393 mz. sorghim 25 mz., beans, 275 mz., rice, 64 mz., and 

Total financing allocate!d to this group, V345,000,
vegetables 13 mz. 

of the Crupos Soli-
and the average size plot cultivated by members 

1 1/2 mz. 
darios were as follows: corn, 1 3/4 mz., rice 1 1/2 mz., beans 

its Gruposit is clear that the Agricultural Bank throughAs a result, 


is exactly rural farmer that is con-

Solidarios Pro gfram reaching the 


AID assistance, In a meeting with Bank

gressionally mandated for 


the Bank's
Alfonso Rochac, (elsewhere in this report)Advisor, Dr. 

evaluation of the Grupo Solidario progress is outlined.
 

Individual Loans of Goods
 

The Bank also makes loans to individuals in kind. Usually
 

exceed 01,000 and are authorized in

such working capital loans do not 

the form of the following types of goods: fertilizer, improved seeds, 

4,473 agricultural workers
and pesticides. In 1974, the Bank assisted 


with loans of inputs.
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Agricultural Cooperative Associations
 

As indicated in Table 6 the Bank also makes loans to agri

cultural cooperatives. The amount of financing made available in 

1974 reached 04,428,355 as opposed to 01,294,900 in 1973, for an 

increase of 03,133,455 in one year. The number of cooperative; 

assisted increased from 16 in 1973, to 67 in 197i, and the nmber of 

members reached in 1973 was only 942 as compared with 5,292 in 1974. 

Table 6 gives information on the amount of credit extended for 1'.. 'oals 

and basic grains through cooperatives. Corn received thc lar,:;t 

amount at V1,750,400, followed by cotton cooperatives with (1,345,?99. 

The Table /aln in 19/'also gives daLa on the number of mai a s fina .ced 

and 1974 through agricultural cooperatives. in 1973, the bank finan

ced 2,721 manzanas for agricultural cooperatives, including 1,368 

manzanas of corn (TableI6). By 1974, the figure had increased over 

three-fold to 12,448 manzanas, an increaseof 9,727 mal;zanas over the 

year. The largest single crop financed in 1974 was corn (8,062 mz.) 

followed by cotton (1,298 mz), beans (1,350 mz), sorghum (1,226 mz), 

rice (301 mz.) and sugar cane (211 mz.)
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Table 6 

A-ricultural Develo? ,ent Bank Loans to Cooperatives 

1 9 7 3 1 9 7 4 increase 

NUMBER OF COOI'ERAT3VES ASSISTED 16 67 51 
NUMB1ER OF Ml.:,.ThERS 942 5.292 4.350 
AMOUNT F]NNCED £ 1.294.900 , 4.428.355 9? 3.133.455 

Corn 182.765 1.750.400 1.567.635 
Sorl-an 5.375 66. 460 61. 085 
Benls 59.710 184.690 124.980 
Rice 38.250 111.030 72.780 
Cotton 348.000 1.345.295 997.295 
Sugar Cane 53.270 142.000 88.73n 
Cattle 26.500 119.340 92.640 
achincry 

Other 
and Equipment 57.100 

523.930 
18.030 

691.310 
( 39.070) 

167.380 

AREA FINANCED 

MANZANAS 

Typv of Cultivation 1 9 7 3 1 9 7 4 Incrense 

TOTAL 2.721 12.448 9.727 
Corn 1.368 8.062 6.694
 
Sorgham 96 1.226 1.130 
Beans 517 1.350 833 
Rice 130 301 171 
Cotton 490 1.298 808
 
Sugar Cane 120 211 91 
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Comparison of Basic Grains and Uxport Crop Financing 

The Agricultural Bank has clearly directed special atLention 

to stimulating the production of foods which provide the primary diet

ary intake for the Salvadorean population. This includes curn, beans, 

rice, milk and meat. ThO emphasis upon these crops may he measured 

by the amount of land which is being financed through the Bank for 

them. The following is a summary of manzanas financud for the period 

1972 through 1974, including basic grains, export cr(,ps, vegetables, 

and others.
 

Basic 

Year Grains ExporL Crops Vegetab] Cs Others Total 

1972 24,597 16.334 790 1.016 4,2.737 

1973 29.983 20.310 944 3.878 55.1.15 

1974 62.135 26.151 1.390 5.768 95.444 

The data show the rapid expansion of basic grains financing 

as compared with export crops and vegetables. For example, the incr

ease in financing of basic grains was from 24,597 mz., in 1972 to 

62,135 mz., in 1974, for an increase of 153 percent. At the same 

time, financing of export crops rose from 16,334 mz., to 26,151, for
 

an increase of almost 62 percent.
 

The manzanas financed for cultivation of crops consumed inter

nally in the country for 1973 and 1974 are as follows:
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Item 1973 1974 Manzanas % 

Corn 21.608 45.389 23.781 110 

Sorghum 883 2.352 1.469 166 

Beans 4.422 7.065 2.643 60 

Rice 3.070 7.329 4.259 139 

T 0 T A L 29.983 62.135 32.152 107 

Distributjon of lertilizr, Seeds and Pesticides 

In 1974 the value of direct loans for fertilizers, improved 

sceds, and pusticides through the Bank reached V18,654,523. Through 

its lrovi si~n A5,ricola Diviosion the Bank maintains a wa.rehouse of 

storage facilitics for these inputs.. BFA Indicates in its 1974 lemoria 

that it has sufficient inputs for its customers throughout the agri

cultural cycle of 1975-76. In addition, the Bank assists other agencies 

such as the Federacion de Cajas de Cr6dito, FEDECACES, Fun' cion Pro

motora do CooperaLivas, providing them with fertilizers for distribu

tion to small farmers who principally cultivate cereals. 

The amount of fertilizer made available by the Bank during 

1974 to these agencies were as follows:
 

Formulas Sulfate of Ammonium 
Sacks of 100 k s. Sacks of 100 kg,. 

FEDECACES 800 1,431 
Federaci6n de Cajas de Cr'dito 11.753 22.998 
Fundaci6n Promotora de 
Cooperativas 1.050 1.300
 

T 0 T A L 13.603 25.729
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Bank Personnel 

The personnel of tie Agricultural Bani: in 1973 included !55 

employees, while by the end of 1974 it had reached a Lotal of ,62 

distributed as follows: 

ProfessionaIs - 18 

Technical 128
 

Administrative 189
 

Service - 127 

The available information thus suP,ge:;t.s tlot the AgriculI ,r.I 

Bank has utilized these resources during the past two .ycars Io 

hchieve, within tle requirements that -it earn a ro'turn, the object ive 

of maximizing service to the sa 11 farr.IcIr and count er-bi, ai .n;; I .w 

losses by gains from its loans to the large exporter. 
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Audit' Report of thejji3ricultural DeOy ment1ank_. Peat, MarwckL 

Mitchel l and CorPan. 

A diagnostic report on the Agricultural Development Bank was 
issued the 24th of February, 1975. The following discussion is a 
synopsis of some of the findings recorded by Peat, Marwick, Mitchell 
and Com,,any on the basis of their analysis of the Banco de romecto's 
financial condition in 1974. The report states that the conversion
 

of the old ABC into a Development Bank created 
 in E1 Salvador a sig-
nificant increase in credit activity aimed at the low-income agricul.

turai famil ier . is
This largely the result of fank',j more solid 
and flexib Je f inancial structure than its predecessor well asas the 
entlhusiasm with thewhich Bank's administration implemented its new 
charge. During the first year of its existence, the planners of the 
Agricultural Bank dedicated themselves to developing a system of 
~p.j~pervd credit for a substantially increased number of small 
farmers. As a result, in only two years the Bank quadrupled its loan
 
portfolio from V22 
 million in December 1972 to V93 million in December 
1974, while at the same time reducing the percentage of bad debts 
by more than 25 percent. At the same time, the Bank adopted an aggressive 
policy in the financing and commercialization of agricultural inputs 
which has contributed to the establishment of low-cost resource inputs 
for agricultural production in the country. As a matter of fact, the 
Bank now has investments of more than ,15 million in inputs  ferti
lizers, seeds, etc. Further, through the Banking Division and its 
credit policies, the Bank was able to increase its net worth and support 



the financing of its .ocial and economic development operations.
 

The Peat, Marwick, Mitchell and Co., report indicates that,
 

in order to achieve the dramatic g"owth in such a short time, tLh'
 

administration of the Bank found it necessary to adopt an informal
 

bank structure, provide assistance to and reward meritorious servic., 

enthusiasm anO loyalty of its workers. At the same time the Bank 

implemented substantial modi fications to the organization and manl:gt 

ment systems that wure operative under the old ABC. 

The report does recommend that the Bank improve its: adminis

trative and financial procedures, increase the internal audit ftuct ion 

and the accounting systems relating to informaL ion control, tlhe
 

budget and credit system, and the portfolio budget, and juLroduce a
 

system of electronic processing of data.
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Memorandum of ConversaLion with Dr. Alfonso Rochac, Advisor, 

Agricultural ]c,,lopment Bank. 

The meeting was held in Dr. Rochac's office June 16, 1975, 

with Dr. Wilford, Mr. Pefia and Mr. Molina in attendance. Its pur

pose was to explore with Dr. Rochac the basic structural framework 

of the Agricultural Bank, to learn of its activity since having been 

consolidated with the old ABC, and to determine the extent to which 

the Bank has moved to accomplish in 1974 its mandate to provide credit 

and technical assistance to the small farmer. 

Dr. Rochac began the discussion by reviewing the organization 

of the Bank, which consists of the headquatrters in San Salvador and 

38 regional offices throughout the country. Functionally, the Bank 

is divided into two major divisions: the Economic and Social Develop

ment Division and the Banking Divisioi, Dr. Rochac took great pride 

in indicating the success since 1972 in reaching the small farmer, 

and reviewed the programs undertaken by the Bank to provide financing 

for this economic group, including the cooperatives, individual credit, 

and Crupos Solidarios. 

As regards interest rates, Dr. Wilford raised the question 

as to whether or not they are established by a legislative decree 

or by Bank policy. Dr. Rochac replied that the interest rates are 

variable depending upon the burrower, with the small farmer receiving 

concessionary rates, and the rate increasing for large borrowers.
 

Interest rates are set by negotiation between various groups, includ

ing the Banco Central, the Agricultural Bank, the Junta Monetaria, 
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and the M1inistries of Agriculture and Economy. While one would 

normally expect higher rates to be charged for sinail loons withI 

higher credit risks, just reverse appears to b, the case for Agricul

tural Bank. The current rate charged a simall farmer begins it 6.5
 

percent for the production of basic foods, cereils and grains. An
 

8.5 percent rate is charged cotton and coffe grevw-ers, iand when
 

crop production 
 exceeds an annual /500,000 hilj;cr intere.;L ratt.s;
 

are applied. Dr. Rochac indicated that he w,,ould provide us wit t. 
 a 

set of current data on the Bank, incl.uding the int-rest rate .r'tur. 

Comnercial paper obtained tlhrouh loans for basic grains is di ;cinttd
 

at the Central Bank at one perccnt , providing tlrin,it, a 7 porc 'it
 

spread on loans for the Agricultural lBank. 
 'Ihi:sprc.d, howe\,r, j:.,
 

not sufficient to cover costs of 
 the Economic and Social I)eveol ,eut 

Division and, as was pointed out 
in the MCIirior a, its loF:ses are com

pensated for by pi-fits from the Banking Division. 

Personnel
 

The Bank actively promotes the development of personnel, 

education and the implementation of policies which encourage the 

valuable employee to continue their banking careers with it. Most
 

of the banks key employees are around 30 
to 35 years of age, and
 

therefore, Dr. Rochac feels that a young dynamic group has been mar

shalled who can be a long-term service with the Bank. An annual fund 

of 020,O00 is available to cover scholarships to graduate and under

graduate students in the agricultural field. English classes are
 

available to interested employees, since Dr. Rochac points out that
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most of the good material on banking policies is written in English. 

Policy and operations manuals who helped it develop and are kept up

to-date, and the Bank publishes two Newsletters, one dealing with 

general economic trends, and the other to matters ofrelated agricul

tural production. Rochac is concerned about the quality of skills 

possessed by the employees in the Research Division, and has requested 

specific assistance from AID for any materials relating to bank poli

cies, supervised credit, and other areas in which Bank employees might 

improve their skills. 

Political. Stance 

Political autonomy is a prerequisite for successful operation 

of the Bank according to Dr. Rochac. fie suggests that, since the 

Bank is not politically aligned with any party, it is constantly being 

probed and placed in an unfavorable light by political parties, and 

it spends a great deal of time sidestepping political pressures. ln 

short., the policy of neutrality, with ics advantages, also means that 

the Bank has no. political parties as allies, and is open to criticism 

by politicians in general. In spite of this consideration, lie consi

ders political neutrality as indispensible for a successful operation
 

of the Bank.
 

Grupos Sol idarios 

Perhaps the most interesting part of the conversation with 

Dr. Rochac related to the new experiment of the Bank of lending funds 

to groups of families (usually in units of ten) to collectively insure 

a debt. While the Bank is mandated to work with cooperatives, and
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has indeed increased its participation in financing of cooperatives 

from 16 in 1973 to 67 by 1974, Dr. Rochac was a bit doubtful as to 

the viability of credit to cooperatives. He indicated that the pro

vision of credit to cooperatives has practical drawbacks, although 

theoretically appearing to be a good idea. Rodhac, while not going 

into detail, left the Impression that he was not enlircly satisfied 

with the cooperative as a customer of the Bank. lie was, however, 

extremely pleased with the new experiment which the Bank has iden

tified as Gr-os Solidarios. This loan procedure is to provide 

assistance to perhaps ten fami lies who are willing, as a group, lo 

make one loan from the Bank and to collectively pledge its payment. 

The advantage of this novel approach is that it permits small groups 

to band together (probably on the basis either of social, religious, 

or familial ties) in an economic unit. It also perm,its farilies with 

common interests and with some sense of group identity to create Lheir 

own mini-cooperatives. The advantages clear: the Bank can make larger 

loans, transaction costs are lowered, the risk of non-payment 

is reduced because a larger number of families participate in guaran

teeing one loan, and there is clearly group pressure (particularly 

for loans to family groups) for repayment. Dr. Rochac believes that 

while it is somewhat early to make a final evaluation of the success 

of Grupos Solidarios program, he left the distinct impression that
 

preliminary evaluation has been extremely encouraging, and this probably
 

isa more effective device for channeling credit than the cooperative.
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Supervisory Cred! t 

Dr. Wilford inquired as to the extent of the Supervisory Credit 

Program at the Agricultural Bank. Dr. Rochac replied that the Bank 

spends a good deal of time a:id effort in Supervisory Credit, and in

deed when it makes loans of fertilizer, seeds, and pesticides it 

does so througih a team of credit agents across the country who serve 

as technical assistance supervisors. Interestingly, Rochac pointed 

out that a number of the credit supervisors are members of the Peace 

Corps.
 

The meeting closed with a request from Dr. Rochac for assist

ance from AID in terms of any teaching aids and materials that might 

be available to improve the skills of the Bank employees, including 

slides or movie, films that relate to agricultural issues. lie pointed 

out that approximately five years ago AID had provided two technical 

assistance advisors to the predecessor of the Agricultural Bank (ABC)
 

and that they had established tie guidelines for issuance of credit 

that the Bank utilizes this time. lie did not specify the names of the 

technicians, but was most complimentary in terms of the contribution 

of the advisors in establishing loan procedures for ABC. 

In the discussion of interest rate policy for small farmers,
 

Dr. Wilford observed that interest rates at the 6 1/2 percent level
 

(or even at 8, 9, 10 or 11 percent) as required of coffee growers
 

should result in a substantial unsatisfied demand for funds. Given
 

the fact that the per annum inflation rate in El Salvador has been
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at least 15 percent for the past two years, borrowing of funds at any 

rate of less than 15 percent suggests a negative real rate of interest. 

resulting in demand for as much credit as the system can provide. 

Dr. Rochac agreed, and replied by showing a series of plhotographs indi-

eating long lines of individuals awaiting opportunity to ale appl ic

ations for credit at the various agencies of the Agriculturl Banik. 

Clearly the demand for credit for agricultural or other purp;es in 

the country (given the artificially low interest rates) should lQ. 

infinite for rational entrepreneurs. 

The meeting closed with an invitation by Dr. Rlochac to visit 

with some bank officials the various agencies ouL. in thle ficld in 

order to get a better idea of the loan procedurcs and Lhie type.; of 

loans with which the bank i, involved. 



CHAPTER VTI 

FEIDERACTON DE CAJAS DE CREDITO 



Organized in 1943 through legislative edicL, 'Ind Ie;avily hacLd by
the government, 'la Federaci 6n de Caja,; d,.- CrL.diLo" is ma do up of 1
 
offices ("Cajas") sprinkled throughouL ru-a I El Salvaidor. 'r1w Ac'to's
 
avowed purpose is to participate in finaniat Jundin, pro ralns 
 that fo:;tor 
increased productivitV and social .eli-hei o. As of H:lay, 1974, li10
 
"Cajas" had 44,2]5 atifi] i[,ted i:ienbers.
 

A parent 	office , "La Fed or::- ii'", provides adr i i :.1 i tri .u;e j10 rt
 
and supervision to each of tie "Cajas". 
 There are ::ix div i,.ion. itl~in
 
this office, including:
 

1. 	 The Financial Division 

Handles the paperwork invo]vci.d in the proceSq.;Ing, of Over 25,000 
loan applications every year. 

2. 	 The Ad,i.nistratjve Coun,-.! , Dii.;ion 

Beside.'; the oby.io ci )11(n:see 1 i o\'Cr:ee i f unc t i( , tLiVV1 ,1; 

division i s chrg;ed wit>i 
 tt!e 	 coll ecL i of overduw. I o; 1,:v, nt .,pa
hand lign about 2 ,/(} case; an7d condic- I iii ; over 1,000 home j nt, vv i w,; 
with individuails each ycar. ThrCugli it!; effo)t,, the y'early ii:.i-pali ,i 
rate has been reduced (in 1973-74) to about 8.4 p. rcent. 

3. 	 The Apprasal1Division 

Carries out above 900 urban and rut-a] real estate appraisals, 
with an appraised worth of over V14 iii]lion. 

4. 	 The Auditiim Div i ion 

Performs needed auditing functions within the system. 

5. 	 The Technical Division 

Charged wit h promoti ng and impl ementi ng agr i cultural programs, 
it usually carries out the following activities: 

a. Mkakes "in person" visits to promote the use of credit; 

b. llolds seminars among farmers to explain and promote the 
use 	of credit;
 

c. 	 Makes "in person" visits to promote sugar cane cultivation 
techniques; 

d. 	 Makes "in person" visits to promote cereal and grain 
cultivation techniques; 
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TABLE I 

"FEDERACTON DE CAAS Dl, CREDITO" - 1973-74 

AMOUNT OF LOANS BREAKDO'.,UN* 

AMOUNT OF LOAN 
NO. OF 
BORROWIERS % TOTAL, CTEDIT % 

- 500. 
501.- 1,000. 

1,001 - 2,000. 
2,001 - 5,000. 
5,001 - 10,000. 

10 0)1 - 15,0')0. 
15,001 - 20,000. 
20,001 - 25,000. 
25,001 30,000. 
30,001 - 3, 000. 
35,001 - 40,000. 
4C0 000 ann-

7,192 
6,595 
3,892 
1,862 

544 
97 
32 
18 
14 
6 

12 
9 

35.48 
32.53 
19.20 
9.18 
2.68 
.48 
.16 
.09 
.07 
.03 
.06 
.04 

( 2,626.288 
59336.439 
5,847.100 
6,133.874 
4 111,252 
1,264.1-33 

572.042 
402,700 
397.500 
198,145 
450,000 
490,535 

9.44 
19.17 
21.01 
22.04 
14.77 
4.54 
2.06 
1.45 
1.43 
.71 

1.62 
1.76 

T 0 T A 1, 20,273 100.0 027,830,608 100.0 

*Source: "Memoria Federaci6n de Cajas de Cr'dito" - 1973-74 
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TABLE II 

"FEDITrACTON DE CAJAS PE CREOI)']O" -- 1973--.74 

LOAN 'TELR BIZI'AI\TD)ON* 

NO. OF 
TERI OF LOAN BORROWE, S 7 TOTA L 1) T -I2 

Up to 1 year 6,373 31.44 ¢5,7/67.5Y5 20.7? 
1 year to 2 3,669 18.10 3,200.wT5 II.,)0 
2 - 3 5,294 26.11 5,/. 331 , 
3 - 4 521 2.57 812. -65 2.(2 
4 - 5 1,696 8.37 3,01(j./31 18.10 
5 - 6 1,449 7.15 3,1 17.983 II.:; 
6 - 7 131 .65 52q.019 1.90 
7 - 8 374 1.84 1,54-3.389 5. 
8 - 9 14 .07 62.200 .22 
9 - 10 737 3.64 4,079.019 V4.66 
more than JO 35 .07 2 _-._7(-218.-.I 

T 0 T A 1, 20,273 100.0 _ __27,8 _10.60, 100.0 

*Source: "Memoria Federaci6n dc Cajas do Crtditu" - 1973-74 

http:1973--.74
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e. 	 Makes "in person" visits to promote the use of agricultural 
tools; 

f. 	 Conducts feasibility studies relating to agricultural 
production and other programs; 

g. 	 Conducts feasibility s tidies sponsored by "H0 E" ("Fondo do 
Dcsarrollo Econ6mico"); 

h. Conducts inspections of on-going projects financed by the 
"Prograimn dc Fomento Agropecuaro" in order to insure proper 
impliementa tion or provide counseling. 

5. 	 1,eJial Jivsion 

fhandle,s legal matters for the system. 

Funds for tli, "federavni" come largely from "Banco Cent tal". Listed 
nmang the syst,',s long term creditors, besides Kepublic Nat icnal Bank 
01 Now York, "CR- nuhdo - do Econ 6;r' OC BID","BCR londo Desnrro ll m 'ce, 
11Ci -- ile t i ' ', and o thr urramcd banks, and cred i L insti tt]ondo (;,iian i ens 
As of May, 19 /", tie .1ou ', ecm debt enc. cid ¢17 1,11;l.on. Sher t term 

tt obl i;a tions nrP [Siijl V rditiLos flicIsi"i 0' owed As',Co Central anid 
amoulin to juIs t o ,c, Q million. 

Also dur'. that year, the aggro'nnt' f!"i,':ncial] assistance provided by 
the hyst"m cvaii to almtost Mi in_, of ..nich (01mil]lio went to the 
agritIltu l v,'tector. rituids for "co:'plumentary .ervires" (mninly fortili-', r 
sulppl ies and ,,15.tr can pi t,-mnarkvt 1,;) rai sed the agricrultur"] nssistance 
fi, ure to jus, ovcr V14 illion, and the poreentile share of the whoe 
from 38 prptit to 45 pOrcnt. 

As determin d by the "Junta nonetaria", the "'1ederacin" lends money 
to the "Ca las" at 7 percent annual interest. The 'Cajas" in turn charge 
borrowers betwen 10 and 11 percent, to which is generally added a one 
percent surcl,.lr.,r to defray the cost (If processing the loan papers. 

The 	 "Fomeit. o Agro pecua rio" program, as t he syst emnPA Lf,.ricul tu ral 
credit piogram i s cal]ed, is directid in particular to the small faimer. 
Host of it; loans are designed to fill the farmr's workin. capi tal needs. 
Of tie VI 1 million Lhnt wenlt to the agricul1Lural sector, the greatest 
amount (14 milli on) went to corn production. Thir was followed by cotton 
(02.8 miliion), and sugaur cane (02.2 million). A dlistant filth was coffee 
for which juti over hialf a million eolones were ioand (see Table ). 

Of 20,273 loans made between the first of June 1973 and the 31st of 
May 1974, 13,787 (68 pcrcet-lit), were for V1,000 or less, With most of 
these given out as personal un secured loans. The grvatest number of 
loans, 7,192 (35 perrent), was in the 0500 or less category. This is not 
to say that loans for sizeable amounts were not made. During this period 
also (see Table I), 188 loan; were made in excess of 0J0,000 each, amount
ing to over 1(0 percent of the money lent. With the addition of 544 who 
borrowed at least V5,000, these borrowers accounted for fully n third of 
the 	 loaned funds. 

http:1,11;l.on
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TABLE Tll 

"'FEDERACION I)L: CA.IAS DL CIIJ)T'TO0" - 1973-7!j 

TYPI:S 01: COIl ATI! AI, 

NO. 01' 

TYPE" OF COILTLI(AI, BJ(Wf,,S 7 lO'Al, ci T'I T - -

P:RSO:*:AL 13,261 65. 41 V.1 0, 70i1 802 38 0 

CHATTEL 126 .62 353. 573 1.27 

REFACCIONARIA 504 2.49 1,355.060 4.87 

MORTGA(;E 6,382 31.48 15,417.173 55.60 

T 0 T A L 20,273 100.0 (27,830.608 100.0
 

*Source: "Mrnmoria Federaci6n de Cajas dc Cr~lito" - 1973-74 
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In general, it is considered that loans over 11/,000 can be profitable,
and it is these profits which help offset the losses incurred through the
 
thinly supervised smaller loans. Tlis balancing factor appears to be
 
built into the system; quite likely, without it, lending programs to the 
very small farmer could not be made viable. It may well be that very
small loans cannot ever be made prof.i Lable because if losses are now
 
incurred th rou;h lack o proper 
 sup'rvision , proper supervisioni would 
lessen this type of loss but its own cost might then plunge this loan cate
gory back into the red. 

Collateral requirements are not stringent. In fact, fully 65 percent
of all the totans made were classified aq "personal" (see Table III).
When a collateral was required, though, mortgages were by far the prefer
red type. During the year ending in May 1.974, for instance, 6,382 of all 
the loans, or 32 percent, were backed up by mortgages. But even this 
figure appears low when related to the number of loans made at long term 
(2 years or more) which was 10,231, loans which by their very nature would 
require a stron;er collatLeral. Over halt (55 percent) of the money Jent 
went for loans secured by mor igages, and invariahly these were long term 
loans. 

As shown on Table IV, the great majority of the agricultural loans 
(88 percent) weP used for working capital. These also account for thrre
fourthis of the irmny borrowd for agricultural purposes. It is signifficant
that in the 8,095 Oans used for working capital the average ize of each 
loan was less than 0 1,000. 
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TABLE IV 

"FEDERACION DE CAJAS DE CRED]ro" - 1973-714 

Working Capital 


Fixed Investment 

Debt Refinance 
(working capital) 

Debt ef inance 
(Fixed Investment) 

1-ome and Family Needs 

Fixed Investment 
(Home Improvement) 

Debt Refinance
 
(home needs) 


Det Refinance
 
(home improvement) 

SUB-TOTAL 


Complementary Services:
 

Fertilizer Supplies 


Sugar cane pre-marketing 


USES OF ACRICULTURALCH, T* 

Sive ofNumber of Total 
Loans 7 Avr;yy I~n 

8,095 87.50 7,780,267 74.22 973.uo
 

493 5.32 1,173,767 11.06 2.380 

208 2.24 408,076 3.84 1.961 

160 1.72 529,220 4.98 3.307 

19 0.22 6,912 0.06 363 

165 1.79 400,596 2.78 2,427
 

37 0.39 71,424 0.68 1,930
 

75 0.82 147,111 1.38 1,961 

9,252 100.00 10,617,373 100.00 

1,831,827
 

_19595O94 
0 14,044,294
 

Source: "Memoria Federaci6n de Cajas de Credito" - 1973-74 
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TABLE V
 

"1'EDE]RACION DE CAJAS D1 CREDITO" - 1973-74 

CROP BREAKDOWN* 

SURFAC1, 

TYPE OF CROP .(EIICTARI.S) CREDIT TOTAl, 

Cotton 9,042 ,2,779,587 

Rice 1,627 696,634 

Coffee 2,455 570,580 

Sugar Cane 3,050 2,213,304 

Beans 1,827 427,393 

Sorghum 813 46,199 

Corn 21,118 3,972,782 

Fruit and Other Vegetables 1,022 _2])920 . 

T 0 T A 1, 40,954 V10,922,399 

*Source: "Memoria Federaci6n de Cajas de Crodito" - 1973-74
 



CH1A'TEIR VIii 

THE IN'rEIEWST RATE SIRUCTURE AND SNALL FARMER CIIDYI' 
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Intcrcst R-1t Poiicy 

If we assume that the current interest rate structure in 

El Salvador continues, an-j that the real CO.tS of borrowing capital 

are negative for the foreseeable given an inflation rate of 15 

20 percent per year, we may further assume that the demand for loan

able funds is perfectly eastic at the current subsidized rates. 

Given the linited credit availabi.-ity and perfectly elastic demand 

at the current price (interest rate) it is not reasonable to expect 

that finnncial resources will be channeled in to the traditional, 

technologically backward sector through commercial banks. At best, 

considering ths cost of handling siall loans, the risk involved in 

low or nonco] lateral loans, it is difficult at best to channel re

sources to the small noncapitalized farmer even if the interest rate 

structure wVcre flexible, i.e., such that it could serve the rationing 

function. In short, given the high risk and cost of managing small 

operating luvins for rural farmers, Hip cost of borrowing would be 

prohibitive compared with the expected return on crops. Compound 

these problcms of high service cost with the interest rate ceiling 

below equilibrium and one recognizes the impossibility of the commer

cial banking system or Ilipotecario Bank to serve as a useful channel 

for small farm credit. Indeed, if one wishes to assure credit to 

rural farmers, who by their very nature are high risk, the first 

assumption must be that for social (not necessarily economic) reasons
 

it is desirable to provide the additional resources. Therefore, it
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becomes necessary to subsidize credit through a special institution 

whose function is not to maximize profit but to assure that th" loans 

made to small farmers either individually or through cooperative are 

eificiently utilized. Further, one should recognize that efficient 

utilization of a loan through subsidized interest rates does not nece

ssarily imply that the lending institution must be proffitable, or even 

that it should maintain capital over time. It all too oftei tim 

t idency on the part of AID and international development ageu11CiL's 

in general. is to measure success of financial intermdiariJes involved 

in development on the basis of ability to mainta:in and increa(* (api

talization over time. The dual objectives of (I) maintaining capit,] 

profitability, and (2) serving a secror in which credit- does not 

normally flow because of the high risk and low rate of rettrn, and 

by their nature in conflict. We are not saying that development can 

be an excuse for making bad loans, for not having internal and exter

nal audit policies to maintain efficiency in the achievement of social 

goals, and to attempt to obtain repayment where feasible, but we are 

suggesting that a development bank may require, over time, infusions 

of capital from most government or international agencies even if it 

is performing its job diligently.
 

It is possible, however, if the interest rate structure were
 

determined by the market rather than ceilings, that some more funds 

would flow into the rural sector although the cost of borrowing would
 

be high. Professor Robert Sammons, in a March, 1974 USAID/EL Salvador 

mqmorandum makes the following observations on artificially low
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interest rates which reinforces our judgment that, under current 

conditions of monetary policy, one cannot expect effective channel

ing 	of resources to the rural traditional sector, 

"There are at least three reasons for believinL that the 
general level, of interest rates .inEl Salvador is "too low", and 
that, contrary to popular theology, higher roLes of interest would 
be conductive to economic growth. The folloving observations, none 
of them new, I am sure, seamn pert ir, et. 

a. 	 El Salvador, like most LDCs, is u ecuntry in which labor 
is cheap and p2entiful , but capl.tt-0 (savirAs) is relati
vely scarce. Keeping the p-ice ,f a scarce rusource 
ar"Ificially low leads to rationing by p' rscn- judgment 
(or worse, favoritism), to the use of vapita.'. in re] 
tively loss produictive forms (rerovrces trisa,.i oc,,ti,-n), 
and f.o investment in relatively cap- tal-vtensive en': r
prises. 

i. 	 Current rfates of interest seei: t be bE," ?1hose pfvail
ing abroad, tending to induce &5i..odoreansto p '- t'zLi" 
i-money abroad, and '-o rfIt!c(. inceritivts for for-.3 :n ii,,est.
ment in the country. ' one assuii,is that .apital. flows 
are, sooner or lI.ter, firansJated into flows t-' go ds and 
services, this means tit Lhe country c-:uld .,tain more 
real sources f-iomn ubroicd, and thus ' cconomic 
growth, if interes t raias w,.re igher. 

The 	 recent increases liav_ obvioi.sly veen in tfle right. 
direction, but fE;Jl wt'iJ shrLv of th., r. .:.nt acceleration 
of inflation and, at ler.;: :i so,-v c s lucv Salva
dorean ratet. well );J.oi' ti,,.,. ,r ; g inevIALT irt!rn-itional 
markets. AP-hougL I unders.cad a d -ied , of tne 
subject was recently made by the (etc q] aanK. mucet. more 
could prLfitably be ;.t:tempted, inc.lud-ng an e-'fort- to 
measur,- 'chc effects of intc:eEt ra.te; on investment, 
consumptio,,, and international capitil flows in the p.st, 
with a .,ic'.7 to ,alirng such further coanges a3 would appear 
economically helplul. One change tIht miht b- ,;tudied 
would be the abolition of ceilings oi bmail I .-. , rates. 

If profit levcls it private industry are h, ,, .bi I 
suppose th) qrf i E'' Salvador, it -,oe,,. VI :hat 
tiie availabiliy .rodit ratler than its 
principal credit variable affecting thzU vC"L i; .'1vate 

(	 investment. In other words, higlirr inter .. ,,ght 
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not reduce the total demand for credit by potential
 
investors, but could serve to induce a more rational
 
allocation of resources.
 

I realize of course, that interest rates are a politic
ally sensitive issue all over the world, but the resent 
seems to be one of the best opportunities in a long time,
 
with rapid fiuctun t:ons of rates in major financial 
markets, to introduce more flexibility iiito sVstems 
long characteri,-ed by excessivc rigidity, and to allow 
rates to rise to levels that will clear tLhrmarket. 

c. As is well known, inflation reduces the real rate of 
interest in relat:ion to the nominal rate, thus di scour
aging saving in financial for-M (boids, doposits) aid 
accentuating the unfavora ole effects of "Iow" interest 
rates on investments de;cribeod in (a). t.hil i is pro
bably wrong to exp.ct that an increas;c of one percnLt
age poitt in the rate of inflation ought always to be 
(or wil1 always be, in a free ra rket:) accoepanied by a 
similar increase ini the noinlo. rate of in.erc tt, tlieme 
should obviously be someliioV'Lmem :in the Name dire tion, 

d. The maintenance, by official action, of different: rates 
of interest on different instruments or on loans tC
 
particular sectors is a colimon prnctice in El Salvador 
and elsewhere and undoulbtedly Ii s some of the dies .ircd
 
effect on tihe direction of credit nd invest ment . But 
the fungibility of money miitatesagainst the effect ive-
ness of such measures, particully in1 a country liMP El 
Salvador, where a single econom'ic unit (say, a fami ly)
 
is engaged in many liies of en.ntrpri se. In this connect
ion, the rediscount programs of tho CenLtral] Bank apparently 
operate to produce significantl IV lower rates for soie 
borrowers at commercial banks than otherq, giving a 
strong incentive to funnel as much of ithe total credit 
demands as possible into favored ciannels.'' 

While our philosophic bias in terms of the market determination
 

of prices, including the cost of capital or interest, is evident from
 

the foregoing comments, the matter more directly at hand is the issue
 

of how to channel financial resources to the AID target group. Even
 

under a strict market interest rate structure, given the scarcity
 

of capital in El Salvador and therefore the relatively high
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price (interest) associated herewith in a free capital market, the
 

lower productive, technologically primitive agricultural subsector 

would fail to attract credit simply because it could not afford market

set rates. As a result, if we deem it desirable for whatever reason
 

social, political, or because of the Congressional Mandate - to 

provide resources to the rural farmer special institutions must be 

El Salvador toestablished. The only major potential institution in 

Banco de Fomento (Agriculturaldistribute such credit currently is the 

Development Bank), and therefore it is important that we review its 

performance to-date and look at its potential ability and willingness 

to serve this income group. 
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Market'. Rate of Intr-rest -for El Salvador, 19 7 3 -75: i, (,'ate,;Som r;;t 

Conceptuflly one may distinguish four factcrs, which influ-ji.e 

the market interest rates on agricultural credit loans (1) the oppor

tunity cost of capital or the average return on investment on equal 

risk in the economy at largel (2) the costs of administe iiig a loau, 

which are inversely related to loan size; (3) a prePium for average 

delinquency or default on loans with this rish factor and (4) a pre

mium for the interest rate. 

Let us hypothesize various rates for each of these fact-ors
 

in El Salvador. The opportunity cost of capital (tOle average 
 rct iirrn 

on capital) in an emerging country is usually consider;ibly higher 

than in a developed country because, among other tliings, capital is 

relatively more scarce in LDCs. A real rate return of 12 percent on
 

invested capital is probably a conservative figure for foreign in

vestors. Institutional overhead costs will vary with loan but
size, 

they may be expected to be relatively high for the type of production 

credit -loans usually required by small farmers. We estimate these 

costs, on the assumption of an overall 01,000 loan, at a minimum of 

five percent per year, a figure which is probably relatively low con

sidering the fact that most loans to small farmers are associated with 

some technical assistance and loan monitoring which raises real costs. 

The premium for risk delinquency or default depends again upon real 

factors but, at a minimum, one can estimate this at approximately 

seven percent for the poorest of the rural farmers which are the AID 

.target group. Final.ly, in El Salvador inflation rate for the past two 

http:Final.ly
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years has been at 15 percent per annum. Summing, a market interest 

rate for El Salvadorls smal.l farmers would be at least 12 + 5 + 7 + 15 

or 39 percent per annum. While one expects market set rates for 

risky borrowers to be considerably higher than good credit risks, the
 

Agricultural Development Bank in El Salvador (the primary supplier of
 

institutional production 
credit to small farmers) gives preferential 

subsidies by charging interest for these loans at 6.5 percent per year, 

as compared with 11 percent per year on cotton and coffee loans. Re

gardless of 6.5 or 11 percent rates, the fact still remains that the
 

subsidized interest rate structure in El 
Salvador does not reflect the 

cost of papital, and the rate differentials between various types of 

borrowers do not represent market differentials.
 

Indeed, in some cases the differentials are just the opposite of 

what one would theoretically expect. For example, the small farmer 

is paying an absolt ely lower interest rate for production loans than 

the more secure commercial coffee and cotton producer on loans from 

the Agricultural DevelopmejL Bank. One could certainly make the 

argument that all borrowers, commercial and small farmer, can afford 

to pay higher rates than currently extant in El Salvador. In a period 

in which inflation is at 15 percent per annum both the small farmer 

who is borrowing from the Agricultural Bank at 6.5 percent, and the
 

commercial borrower at 11 percent, find 
that the real cost of borrow

ing is negative. Indeed, for the small farmer fortunate enough to
 

get an Agricultural Bank loan, the real rate is a negative 8.5 percent
 

with a 15 percent inflation rate. It is difficult to understand
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why both commercial and development banks indicate a strong unful filled 

demand for credit in El Salvador. The demand for credit should be 

perfectly elastic at negative real rates. 

While there are strong theoretical arguments in favor of morkat 

set iuterest rates, it is also important that we r(-cognlze at this 

point that the government of El Salvador, through -its Monetary Board, 

its Central Bank, its financial intermdciaries (both public a,d 

private) is not going to alter substantially its iiitcrest rate struct

ure. Under these circumstances, while w:e shall posit below the theore

tical justification for such a policy, it is well to realize that 

policy recommendations on credit should, as a matter of pragmat isi, 

be based upon the assumption of subsidized interest rates. 

We recognize the merit of market set rate structures for a number 

of reasons, including (1) they serve to allocate scarce capital among 

its competing uses, (2) they permit higher interest payments on 

savings deposits, thus theoretically marshalling additional voluntary 

savings for the development process; (3) they stimulate the inflow 

of foreign capital if rates are sufficiently high. Further, increasing 

the interest rate structure in El Salvador would probably not reduce 

investment demand in the country, ie., the marginal efficiency of 

capital function is more than likely interest inelastic within the 

ranges of 0 to 20 percent interest. We hypothesize this on the assunmption 
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that for most investment activities the nominal rate of return expected 

on scarce capital. in El Salvador is probably closer to 35 to 45 per

cent, and the demand for funds would probably exhaust available credit 

even at rates considerably in excess of the inflation rate, perhaps up 

to a 20 - 25 percent rate. 

As economists we would make the strong case for the freeing of the 

capital structure to permit interest rates to be reflective of demand 

and supply conditions in the various capital markets. Even under this 

circumstance, however, it is probable that the small farmer, as a re

latively inefficient, low-productivity unit, could afford to borrow at 

interest rates set for his particular capital market. 

It is doubtful that a small farner could reasonably be expected to 

pay 35 to 45 percent for production loans unless the inputs were combi

ned with other delivery systems so as to substantially increase margi

nal productivity of labor. 

Given the fact that the interest rate structure as a whole is too 

low, the selective raising of interest rates for small farmers (be it 

the comnercial sector, through commercial banking structure or through 

the Agricultural. Development Bank) would be discriminatory. As a result, 

it is not clear that more resources would automatically be channeled 

to the small farmer - already a poor credit risk and suffering from 

low productivity - even if the rate structure were adjusted. It might 

be possible for a market set interest structure to exist if rural 

farmers were subsidized by grant assistance in the form of extension 

services, marketing assistance, etc. 
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Market Set Interest Rats__q and A1), Pol icfy: A l mL ricalI ,stir:it(
 

It is worthwhi Ie noting that AID/Waslhi ngton a lso concurs in I he
 

theoretical advisability of permiting the market to establish the
 

rate structure. Tn AIDTO Circular No. A418 dated June 6, 1974, and
 

titled "AID Guidelines on Project and Programming Planning for Small
 

Farmer Credit" the following statement is made (page 24):
 

Today, in many programs, interest rates are negligible or 
even negative in real terms, t:hat is after crrectinmw 
nominal rates for inflation. Such ]op (ras are eeoI'm i ic.l.y
unjustifiable, and A.D/'ashington b.] ievs strntgly that in 
most programs interest rates sh1ould be higher. A rea .;voble
 
initiaI 
target miglit he to rairc the inLercsut charge to 12
15 percent in real terms ...... 

Application of this criterion to El 
Salvador would imply the
 

following nominal 
interest rate structure for snall farm loans. The 

general price and debt for El Salvador, based year 1955 - 100, stood 

at 127.4 in January, 1974 and reached 146.2 by December, 1974, for an 

increase of 14.7 percent. The nominal interest rate therefore required 

for a 15 percent real rate would have been 29.7 p.rcent for agricul

tural loans in El Salvador during 1974, compared to the actual rate 

charged iy the Agricultural Development Bank of only 6.5 percent. 

According to the Revista Mensual of the Central Bank, the general
 

price index stood at 
115.7 in 1973, and 145.0 in 1974, which soggests
 

that prices rose between 1973 and 1974 by 25.5 percent, and using the
 

guidelines suggested by AID/W this would imply a rate of 40 percent
 

for loans regardless of risk differential.
 

While commercial banks have no incentive to make loans to the tra

ditional agricultural sector in El 
Salvador with the current established
 

maximum rate structure clearly to the extent that they could be
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additional resources wouldpermitted to make loans at higher rates some 

flow into the .rmall farmer market. One step, therefore, that ATD might 

wish to pursue as a long-run objective in El Salvador, is to support, 

(a) increasing the maximum permissible interest rate for in more risky 

(b) permit the commercial banksloan operation; by ending usury laws, 

to finance money lenders, in order to encourage liquidity among these 

groups who can in turn, at a price, channel resources to the rural 

sector. The pi ii.inry benefit, of course, of higher rates is that 

the banks are the!n permitted to pay higher deposits rates on savings, 

which may increase the absolute level of savings. The assumption of 

we not quaninterest-elasticity of savings deposits is one which have 

tified for El Salvador, but one would expect that the rates oil savings 

and time deposits would have to be raised considera.bly to increase 

measurably the supply of savings. This is, of course, because the 

real rate of interest, even with a doubling of the amount paid on 

savings and time deposits in El Salvador would remain negative at 

current inflation rates.
 

Perhaps one of the most important procedures by which the borrowing
 

coqt could be reduced is through decreasing the risk of non-payment. 

Group credit, whether through a cooperative arrangement, or through 

other procedures may assist in reducing the administrative cost and 

the risk premium on defaults. While the Agricultural Bank is not
 

entirely pleased with the performance of its portfolio loans to Coope

ratives, the Grupo Solidario experiment is a most promising avenue of
 

reducing cost of borrowing through group credit.
 



CHAPTER IX
 

PREVIOUS DATA ON RURAL CREDIT IN EL SALVADOR:
 
WILFORD COMPUTATION AND ANALYSIS OF COMPUTER
 
OUTPUT DATA ON CREDIT FROM DR. A. MADSEN SUR-

SURVEY; OBSERVATIONS ON THE LEBARON REPORT;
 
ANALYSIS OF DATA IN CENSUS AVANCE, 1970-71,
 
ON AGRICULTURAL CREDIT IN EL SALVADOR
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In 1974, Dr. Albert Madsen surveyed the small farmer in El
 

Salvador. While the primary interest of his survey was vegetable
 

production, the sample from which he derived the statistics also serves
 

as a reliable sample for the rural poor farm family in El Salvador.
 

Madsen, in a January, 1975 article titled "Methodology Use in Collect

ing Data for the Economic Studies of the Vegetable Marketing System
 

in El Salvador, 1974", makes the following statement on sample proce

dure:
 

From the 1971 Census, 8,432 producers constituted the cen
sus generated universe. Of this total, 6,390 fell into
 
strata #1 (.01-.50 zz.) 1,266 comprised the strata #2 (.51
1.0 mz.) Almost 91 percent of the total growers produced
 
on I manzana or less. Strata #3 (1.0-5.0 mz.) and #4
 
(5.01 + mz.) each had 694 and 82 producers, respectively.
 
It can thus be seen that the "small farmer" was the repre
sentative producer of vegetables in 1971 and any policy

changes should be directed at this sub-sec'or representative.*
 

Not only were the overwhelming majority of those interviewed
 

cultivating plots of less than five manzanas (Madsen makes the point
 

that 91 percent of the sample universe work one manzana or less) but
 

he reports that 391 out of the 428 families interviewed also grow corn
 

and/or other basic grains. As a result, his sample represents a valid
 

cross-section of the agricultural rural families in El Salvador work

ing farms of 3.5 hectares or less.
 

The sample in the Madsen study classified growers into four
 

*See "Situaci6n del Cultivo de Hortalizas", October, MAG, 1974.
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TABLE A
 

IS CREDIT UTILIZED
 

(Responses classified by size of farm)
 

Frecuency Percentage 

FAR1 I Ves No Yes No 
.0&-.35 Hectares 24 87 22 73
 
.351-.7 Hectares ~ 75 18 82 
.71-3.5 ?Hatares 51 116 30 70

3.51 and L' FHv-tares ,1 43 27 73 

T OY A L 107 321 25 75 
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groups: strata 1, producers with less than .5 manzanas; strata 2,
 

growers with .51 to 1 manzana; strata 3, growers with 1.01 to 5
 

manzanas; and strata 4, growers with 5.01 and above manzanas. Sam

pling percentages for ehch stratum were then divided taking into
 

consideration the total number of growers within each stratum. The
 

total number in the sample was kept to a level of 5 percent or less
 

of the total vegetable growers population. For each zone, the num

ber of growers which fell into each strata was listed, and the sam

pling percentages were 3%, 8%, 30%, and 100% for strata 1, 2, 3, and
 

4 respectively. These percentages were then multiplied against the
 

number of growers in each strata, resulting in the desired sampling
 

number. Madsen reports that on this basis a total of 428 question

naires were completed, including the following distribution:
 

Strata 1 111 producers
 
Strata 2 - 91 producers
 
Strata 3 - 167 producers
 
Strata 4 - 59 producers
 
Total - 428 producers
 

While the Madsen sample may be slightly biased in terms of
 

the rural poor farmer, it is a minimal bias. Even though the survey
 

related to vegetable production, it turned out that of the 428 inter

viewees, 391 also grew corn. One might argue that the vegetable grow

ers have incomes slightly above the poorest of the rural agricultural
 

families in that they are producing a largely cash crop in addition
 

to basic grains. However, for purposes of the credit analysis the
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sample appears tobe quite satisfactory. The tables that follow are
 

derived by the authors from the Madsen survey computer printout data
 

on credit questions. The questions on credit directed to the sample
 

groups by Dr. Madsen were as follows:
 

1. Questions asked in Madsen study
 

1. Do you use credit?
 
2. For what purpose do you use credit (fertilizers,
 

insecticides, labor, rent, etc.)
 
3. Source of credit (Banco de Fomento, otros bancos,
 

intermediarios, particulares, otros.)
 
4. Credit conditions
 

A. Interest per year
 
B. Term of loan
 
C. Total borrowed
 

5. Credit availability
 
A. the quantity necessary?
 
B. the length of time required?
 
C. available for desired objective?
 
D. at interest you can afford?
 
E. Explain others problems with credit
 
F. What problems have you encuuntered with the
 

.credit sources?
 
G. Do you utilize the same credit source?
 

The analysis of these tables as they relate to credit condi

tions as perceived by the rural farmer in 1974 accompanies the tables.
 

Tables A through N give the statistcal data on credit collect

ed in the Madsen study. Table A shows.the statistical response to the
 

question: is credit utilized? Of the 428 families interviewed, 107,
 

or 25 percent, indicated that they did receive some form of credit.
 

Thus three out of each four families interviewed indicated that they
 

did not utilize any credit. Table A also identifies the response by
 

farm size. Only 22 percent of the farms of one-third hectare or less
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TABLE B 

SOURCE OF CREDIT * 

Freq. % 
MA-icultural Develoejusnt Bank 46 42
 
Other Banks 
 12 1.
 
Ti:erx --,'ar.es 4 
 4"Cj.e creC dito" 8 7 
Co.eraives 
 7 6
 

2 2 
IndvIia-,s 10
Cther 19
 

T 0 T A L 1131 00 

*Some reapondents listed more than one source.
 
All responses are tabulated in this table.
 

TABLE C 

USES CF CREDIT 

".. ' Fr ...•
 

Fortilier 60 27
Pe .lcides 57 25
 

Ln-- o - 58 5 
Ran'. 28 12
 
Irrigation 13 6
 
Cther 8 4
0- _ZL. j0 
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received any credit, with the remaining 78 percent responding that no
 

credit was utilized. Only 18 percent of farms in the .35 to .7hectare
 

category received credit, while the percentage increased to 30 percent
 

for farms of .71 to 3.5 hectares. Of the 43 farms in the sample above
 

3.51 hectares approximately 27 percent received some credit. In short,
 

the survey suggests that around 20 percent of the farms in the .01 to .7
 

category received some credit during the year, while 80 percent do not.
 

Table B identifies the source of credit for those rural farmers
 

responding af irmatively to the.question on use of credit. Table B 

shows that there were 110 responses as to the source of credit, some
 

responded listing more than one source. By far the most important single
 

source of credit used by small farmers in El Salvador, as reflected in
 

Table.B, is the Agricultural Development Bank. Forty-two percent of
 

responses indicated that the Agricultural Development Bank was the credit
 

Other banks accounted for 11 percent of the responses, the Caja
source. 


de Cr~dito 7 percent, cooperatives 6 percent, individuals 9 percent,
 

intermediaries 4 percent, and INSAFOCOOP 2 percent. Approximately 19
 

percent listed credit sources other than those options indicated in
 

Table B, suggesting that at least a portion of the credit is extended
 

by families and/or by local stores.
 

Table C shows the use of credit for agricultural borrowers.
 

Since the respondents often listed more than one credit ose, Table C
 

shows a total of 224 responses. The uses are arrayed from the most used
 

(fertilizer), to the least used (irrigation). Twenty-seven percent of
 

responses indicated that the credit used was for fertilizers, followed
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TABLE D 

PERCENTAGE OF LOANS FINANCED BY 

SOURCE AND FARM SIZE 

FARM S 1ZE*
 
1 2 3 4 

SOURCE Freq.,% Freq. 7 Freq. Z' Freq. X 
Agricultural Development Bank 6 13 10 22 22 48 8 17 
Other Banks 3 25 - - 5 41 4 34 
Intermediaries 2 50 - - - - 2 50 
"Caja de Credito" 3 38 2 24 3 38 - -
Cooperati7ea 1 14 1 14 5 72 - 
"Insafocoop" 2 100 - - - -

IndividuaIs 2 20 2 20 6 60 - -
Other 6 29 2 10 10 47 3 14 

*Farm size by stratum includes:
 

1. - .01 - .35 hectares
 
2. - .351 - .7hectares
 

" 3. - .71 - 3.5 
4. - 3.51 hectares and up
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by labor (26 percent), pesticides (25 percent), rent payments (12 per

cent), irrigation (6,ipercent), and other uses (4percent). If the
 

respondents answered honestly, one must conclude that agricultural credit
 

in the rural sector finds its way in the purchase of legitimate resource
 

inputs, with fertilizer, pesticides, and labor payments constituting
 

around 78 percent of the total use of credit in the rural sector.
 

Table D shows the percentage of loans financed by each major
 

rural credit source on the basis of farm size. The Agricultural Develop

ment Bank, which, as we have seen, provided 42 percent of total rural
 

loans, loaned most frequently to farms in the .7 to 3.5 hectare range,
 

with 48 percent of all agricultural bank loans being directed to this
 

group. Thirteen percent of Agricultural Development Bank loans, accord

ing to this survey, went to farms of .35 hectares or less, while 22 per

cent were directed to farms of .35 to .7hectares. Larger farm units,
 

those of 3.51 hectares and up, constituted 17 percent of Agricultural
 

Development Bank loans in the sample.
 

Table D suggests that the most frequent farm size for almost
 

all sources was the .71 to 3.5 hectare plot, with 48 percent of Agricul

tural Development Bank loans in this category, 41 percent of loans in
 

the other bank category, 38 percent of loans in the Cajas de Credito,
 

72 percent of cooperative loans, 60 percent of individual loans, and
 

47 percent of other.
 

Table E shows the responses to the question on credit avail

ability as regards the adequacy of loan funds for the required purpose.
 

That is, the respondents were asked to indicate whether or not they
 

received credit for the purpose for which it was required. Almost
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E
TABLE 


AVAILABILITY OF CREDIT:
 

LOAN ADEQUATE FOR REQUIRED PURPOSE?
 

FREQUENCY PERCENTAGE
 

FARM SIZE YrS NO YES NO
 

.01 - .35 hectares 25 - 100 

.351 - .7hectares 14 1 93 7 

.71 .-3.5 hectares 48 - 100 

3.51 hectares and up 15 - 100 -

T 0 T A L 102 1 

TABLE F 

AVAILABILITY OF CREDIT:
 

AMOUNT NECESSARY?
 

FREQUENCY PERCENTAGE 

rARM SIZE YES NO YES NO
 

.01 - .35 hectares 21 4 84 16 

.351 - .7hectares 13 2 87 13 

.71 -. 3.5 hectare3 41 7 85 15 

3.51 hectares and up 11 3 79 21 

T 0 T A L 86 16 
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complete unanimity in the affirmative is recorded in Table E. Practic

ally all respondents who received credit were so granted for the purpose
 

for which they applied.
 

Table F reveals the responses to the question: did you receive
 

the amount of credit necessary? It suggests that those rural farmers
 

who did receive credit, were overwhelmingly provided with an amount
 

sufficient to meet their needs. Interestingly, 84 percent of the farms
 

of .01 - .35 hectares or less indicated that they received credit in
 

the required amount, 87 percent of families with .35 to .7hectares
 

responding affirmatively, 85 percent of those in the .71 to 3.5 hectare
 

category, and 79 percent of those with 3.51 and above hectares respond

ing that they received credit in the amount necessary.
 

Table F shows that an overall affirmative response of 86 per

cent was recorded for rural farm families on the basis of the inquiry
 

as to whether or not credit was received in the required amount, while
 

only 15 percent responded that they did not receive the desired or
 

necessary credit. Thus it appears that when a decision is made to grant
 

crediL to the rural farmer from whatever source, the borrower may expect
 

to receive the amount of credit that he perceives is necessary.
 

Table G shows responses to the question: was the loan period
 

adequate? Again, the data suggest an overwhelming affirmative response
 

ranging from a "yes" answer for 92 percent of those who received credit
 

in the .35 or less hectare category, 93 percent for those in the .35 to
 

.7hectare category, 94 percent for those in the .71 to 3.5 hectare
 

grouping, and 100 percent for those in the 3.51 hectares and above
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TABLE G 

AVAILABILITY OF CREDIT:
 

WAS THE LOAN PERIOD ADEQUATE?
 

FREQUENCY PERCENTAGE 

FARM SIZE YES NO YES NO 

.01 - .35 hectares 23 2 92 8 

.351  .7hectares 14 1 93 7 

.71  3.5 hectares 45 3 94 6 

3.51 hectares and up 15 - 100 -

TOTAL 97 6 

TABLE H
 

NIMBER PAYING INTEREST
 

FARM SIZE FREQUENCY PERCENTAGE 

.01 - .35 hectares 23 24 

.351 - .7hectares 14 14 

.71 - 3.5 hectares 46 48 

3.51 hectares and up 14 14 

T 0 T A L 97 100 
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category. Again, the data suggest that once the decision to grant credit
 

has been made from whatever source, be it institutional or non-institu

tional, not only is the required amount of credit granted but the matur

ity of the loan is also perceived to be acceptable by the borrower.
 

Table H shows the response to the question: do you pay interest?
 

As expected, practically all loans carry an interest charge. This question
 

appears, at first glance, to be redundant as one would expect a priori
 

that once a loan is granted it carries interest. It is interesting to
 

note, however, that while 110 respondents indicated that they had received
 

loans from some source, Table H shows only 97 responding affirmatively
 

to the question as regards of whether or not interest is paid. In short,
 

13 of the respondents, while they did receive credit, did not perceive
 

that interest was being paid. It is possible, of course, that family
 

friends made some loans at nominal interest rates. It is probably, how

ever, more realistic to assume that a number of those who borrowed did
 

not realize that an interest charge was included in the repayment. It
 

is quite possible that the terms of repayment were indicated in terms
 

either of pledging of product for repayment or a monthly amortization
 

payment, neither of which would necessarily make explicit the financial
 

costs reflected by interest rates.
 

Table I identifies the interest percentage by interest rate,
 

paid for the 97 families responding affirmatively to the question; do
 

you pay interest? The table lists annual rates of interest from .1
 

percent to 100 percent as well as the frequency and percentage responses
 

for each of the four farm-size stratum. Perhaps the most significant
 

feature of the table is that there were practically no interest charges
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TABLE 

PERCENTAGE INTEREST RATE* 

ANNUAL 1 2 3 4 Sample
RATE OF INTEREST Freq. % Freq. % Freq. Z Freq. % Freq. % 
.1 - 4.9% 1 4 - - 1 2 1 7 3 3 
5 - 6.9 3 13 3 21 4 9 1 7 11 11 
7 - 9.9 8 35 6 43 15 33 6 43 35 36 
10 - 11.9 1 4 2 14 2 2 - - 5 5 
12 - 13.9 7 31 3 21 19 41 3 21 32 33 
14 - 15.9 2 9 - - - - - - 2 2 
16 - 19.9 1 4 - - - - 1 7 2 2 
20 - 29.9 - - - - 4 9 2 14 6 6 
30 - 49.9 - - - - - - - - - 
50 - 74.9 - - - - 1 2 - - 1 1 
75 - 99.9 - - - - - 
100 - - - - - -
T 0 T A L 23 100 14 99 46 98 14 99 97 99 

*Farm size by stratum includes:
 

1. - .01 - .35 hectares
 
2. - .351 - .7 hectares
 
3. - .71 - 3.5 hectares
 
4. - 3.51 and up hectares
 

Note: Percentage totals for the various categories dc not all add up
 
to 100%- th'.s is due to the rounding off of d-cimals prior to 
addition.
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of 30 percent or more per annum with only one respondent of the 97 indi

cating that an interest rate above 30 percent was paid. As indicated in
 

the final two columns of Table I, the annual rate of interest perceived
 

by borrowers ranged in the neighborhood of 7 to 14 percent. Thirty-six
 

percent of all respondents who paid interest listed their annual rate
 

at 7 to 9.9 percent, with 38 percent of respondents listing the effect

ive rate between 10 and 13.9 percent. Indeed, 88 percent of those in
 

the sample indicated that they paid an interest rate of 13.9 percent or
 

less. On the basis of this response it does not appear that rural farmers
 

in El Salvador are making loan applications to, or are being exploited
 

by, loansharks. Further, it seems clear that the interest rate charged
 

for rural agricultural loans to small farmers is much below that which
 

one would expect the free market to set. The latter would have to be
 

considerably in excess of 14 percent to make it attractive for financial
 

intermediaries to profitably lend to the higher risk small farmer. What
 

little credit is being directed to the rural sector appears to be offered
 

on concessionary terms. This conclusion may be verified both by the
 

interest rate ceilings established by the Monetary Board, by the comments
 

of the Agricultural Bank and commercial banks as regards the interest
 

rate which they charge for agricultural loans, and finally by this sample
 

survey which indicates the effective interest rate placed in the hands
 

of the small farmer. If one conclusion can be made from the study vis
 

a vis interest rates to the rural farmer, it is that the funds which do
 

find their way to that sector are subsidized one way or another below
 

The process of subsidy does have the advantage
the free market rate. 


of rationing existing agricultural credit at concessionary terms, but 
it
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TABLE J 

LENGTH OF CREDIT TERM* 

1 2 3 4 Sample 
LOAN TERM Freq. % Freq. % Freq. % Freq. % Freq. %
 
1 month - - - - - a 

-2 months - -. - - - - - 

3 months - - 1 7 1 2 1 8 3 3
 
4 months 	 - - - - 1 2 1 8 2 2 
5 months 1 5 - - 1 2 1 8 3 3 
6 months 4 19 3 21 9 21 2 15 18 20 
7 months 1 5 - - 1 2 - - 2 2 
8 months 4 19 4 29 4 9 1 8 13 14 
9 months 2 9 - - 3 7 - - 5 5 
10 months - - - 2 5 1 8 3 3 
11 months 1 5 - - - - 1 8 2 2 
12 months 8 38 6 43 22 50 5 38 41 45 

T 0 T A L 21 100 14 100 44 100 13 101 92 99
 

*Farm size by stratum includes:
 

1. - .01 - .35 hectares
 
2. - .351 - .7hectares 
3. - .71 - 3.5 hectares
 
4. - 3.51 hectares and up
 

Note: 	Percentage totals for the vwrious categories do not all
 
add up to 100%; t:is is due to the rounding off of
 
decimals prior to addition.
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has perhaps the most important disadvantage in that subsidized interest
 

rates preclude the ability of the financial market to direct resources
 

into the rural farm sector simply because the institutions are not
 

permitted to charge a price (interest) which covers their cost and risk.
 

The subsidized interest rate procedure therefore limits the flow of
 

credit into the rural small farm sector.
 

As indicated earlier in Table G, the respondents overwhelmingly
 

felt that the loan repayment period was adequate for their needs. 
Table J
 

identifies the length of credit terms from one to twelve months for each
 

of the farm size groups, and for the sample as the whole. 
The table
 

shows that the most often used loan period for agricultural credit is
 

twelve months, with 45 percent of all loans being made for that period.
 

The scond most frequent length of credit was for six months (20 percent
 

of sample), followed by 8 months (14 percent). Indeed, 92 percent of all
 

the loans were for a period of 6 months or more. It therefore appears
 

that almost one-half of those who receive credit do so on a continuing
 

basis. Since 45 percent indicated that they received credit for a twelve

month period, one may assume that most of these respondents use the credit
 

facilities regularly. Indeed, it appears that 45 percent of the respond

ents have maturity terms of 12 months or more, which suggests that they
 

pay off debts once each year only to reapply very quickly for another
 

loan. More than likely, a 
number of these borrowers have continued in
 

lines of credit with financial institutions.
 

Tables K, L, M, and N disaggregate the source of credit for
 

respondents by farm size. 
Table K shows the most often used credit
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TABLE K 

SOURCE OF CREDIT 

FARM SIZE .01 - .35 HECTARES
 

FREQUENCY PERCENTAGE 

Agricultural Development Bank 6 24
 
Other Banks 3 12 
Intermediaries 2 8 

'Caja de Credit6' 3 12 
Cooperatives 1 4
 
"1NSAFOCOOP" 2 8 
Individuals 2 8 
Others 6 24
 

TABLE L 

SOURCE OF CREDIT 

FARM SIZE .351 - .7HECTARES
 

FREQUENCY PERCENTAGE
 

Agricultural Development Bank 10 58
 
Other Banks  -


-Intermediaries 
"Caja de Crldito" 2 12 
Cooperatives 1 6
 

-"INSAFOCOCP" -

Individuals 2 12
 
Others 2 12
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facility for farms between the .01 and .35 hectares size. The Agricul

tural Bank is.the most of ten cited source of credit for very small El
 

Salvadorean rural farms, providing 24 percent of the number of loans
 

obtained in the sample by this farm size group, while "other banks" and
 

the "Caja de Cr~dito" were the second and third most important categories
 

for the very small farmer (Table K). It therefore appears that the Agri

cultural Bank does reach some very small farmers, and if the Agricultural
 

Bank is not available the smallest of farm entrepeneurs in El Salvador
 

tirn either to "other banks" or to the "Caja" (24 percent) or other non

institutional sources (24 percent).
 

The small farmer with a family plot of .35 to .7hectares relies
 

heavily on the Agricultural Development Bank. As indicated in Table L,
 

the Agricultural Bank provided loans for 58 percent of those who received
 

credit in this farm size category, followed by "Cajas de Credito" (12
 

percent) individuals (12 percent) and other (12 percent). Only one of
 

the respondents in this group indicated that credit from cooperatives
 

was received. The pattern is repeated for farm size of .71 to 3.5 hec

tares, as indicated in Table M. Forty-three percent of those who received
 

credit in this farm size relied upon the Agricultural Development Bank,
 

with 32 percent relying either upon individuals (12 percent) or other
 

non-institutional sources (20 percent). Finally, Table N reaffirms the
 

trend showiug that the Agricultural Bank was responsible for 47 percent
 

of the total number of loans in this farm category. As would be expected,
 

the second most important single source for the relatively large farms
 

is other banks - largely commercial and hipotecario banks. For the three
 

smaller farm sizes the "other bank" category provided credit for around
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TABLE M 

SOURCE OF CREDIT 

FARM SIZE .71  3.5 HECTARES 

Agricultural Development Bank 
Other Banks 
Intermediaries 

"Caja de Cridito" 
Cooperatives 
"INSIIOCOOP" 
Individuals 
Others 

FREQUENCY 

22 
5 

-
3 
5 

-
6 

10 

PERCENTAGE 

43 
10 
_ 
6 

10 
-
12 
20 

TABLE N 

FARM 

SOURCE OF CREDIT 

SIZE 3.51 HECTARES AnD UP 

Agricultural Development Bank 
Other Banks 
Intermediaries 

"Caja de Credito, 
Cooperatives
"INSAFOOOP" 
Individual3 
Others 

FREQUENCY 

8 
4 
2 
-
-
-

-
3 

PERCENTAGE 

47 
24 
12 
-
. 
-

-
17 
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10 percent or less of loans, while the category increased significantly
 

its financing of loans for the larger farm category. Indeed, the "other
 

banks" category financed 24 percent of the number of loans for sample
 

farms 3.51 hectares and above.
 

Dr. Madsen summarized his findings on rural credit in his Pro

ject Report to USAID/El Salvador dated June, 1975 (pages 72, 73, and 74)
 

as follows:
 

Credit Use by Vegetable Producers (Table No. 46)
 

PURPOSE AND AVAILABILITY
 

Twenty-five percent of the producers said that they
 
used credit. Credit was used with about equal frequency
 
for purchase of fertilizer, purchase of insecticides, herbi
cides, etc. and to pay labor. There did not seem to be a
 
large scale lack of credit available since 84% of the users
 
indicated that they could obtain the quantity of money re
quired at interest rates they could afford. However, 15%
 
of the producers could not get the credit they required.
 
Most (94%) could borrow for the length of time they needed
 
money and for the purpose they requested money.
 

CREDIT PERIOD AND INTEREST RATE
 

Somewhat less than half of the credit users borrowed
 
money for 12 months or more.
 

The most usual interest rates paid ranged from 7% to
 
9.9% and from 12-13.9% which are not usury levels in todays
 
money markets. This may be due to the governments direct par
ticipation inmaking agricultural loans.
 

SOURCE OF CREDIT
 

Twenty six percent of the responses identified the devel
opment bank as the supplier of credit and 12 percent said they
 
received credit from other sources not specifically identified
 
in the questionnaire. Thirty eight percent of the respondents
 
did not reply to the question asking for identification of
 
suppliers of agricultural credit.
 

Most (48%) of the credit users indicated that usually they
 
deal with the save credit source.
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TABLE No. 46 CREDIT USE BY VEGETABLE PRODUCERS, EL SALVADOR, 1974 

Ue credit 

Yes 
Number 7 

107 25 
Number 

321 

No 
% 
75 

For what is credit used Credit Availability 

% of reopcne f:equency .. Yes 7 

Not identified 15.8 Credit available in quantity needed 84.3
 
Not fertilizer 22.6 " for time 94.2
 
Buy inse.tic-.des, 
herbicides, etc. 21.4 for purpose " 99.0 
To pay for labor 21.8 at in1:erast rate 

can afford 84.0
 
Land rental or
 
purchased 10.5
 
Irrigation 4.9
 
Other 3.0 Deal with the credit source 83.5
 

Credit pericd Ifttoreit rate
 
Moinths % of users Rate aid . of user.
 

1 0 
2 0 0 - 4.9 3.1 
3 3.3 5 - 6.9 11.3 
4 2.2 7. - 9.9 36.1 
5 3.3 10 - 11.9 5.2 
6 19.6 12 - 13.9 33.0 
7 2.2 14 - 15.9 2.1 
8 1,.1 16 - 19.9 2.1 
9 5.4 20 - 29.9 6.2 
10 3.3 30 - 49.9 0.0 
11 2.2 50 - 74.9 1.0 
12 -144.6 75" 0.0 

100.0 100.0
 

Sources of credit (% of respoijies) 
Y.o. % 

Not identified 66 37.5 
Banco dc I'emiento 46 26.1 
Other banking 12 6.8 Deal with the same credit
 
Intermedi'aries 4 2.3 source: percent yes 83.5
 
Individual 10 5.7
 
Other 21 11.9
 
Cajas de Cr6dito 8 4.5
 
Coopcrative 7 4.0
 
INSA.OCCOP 2 1.1 
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Credit Institutions: The LeBaron Report
 

The preliminary draft of the report by Allen LeBaron and Associates 

titled "Investigation of the Social and Economic Aspects of the Pro

posed Tenure and Production Program, Report #1: Findings of Field 

Survey and Productivity of Target Families" dated June 15, 1975,
 

gives the following brief summary of their interview findings on
 

credit institutions in El Salvador.
 

Our survey revealed that most families understood the role credit
 
might play in seasonal farming operations. Some families were happy
 
that-they did not have to rely upon credit, others complained that
 
they could not get credit as long as they raised basic food crops.
 
This is due to the fact that collateral is often asked and many, many
 
families who are nominal owners of land do not have clear titles
 
to pledge.
 

Undoubtedly all kinds of credit institutions play some kind of 
role. However, we did not hear as much about private credit from 
millers and wholesales as we would have expected cf 4 . The most 
mentioned source of credit is "ABC" (Banco Fomento Agrrcola). Our 
survey did not go into questions of credit effectiveness, need for 
supervision or loan policies. 

Some credit can be obtained by a few persons banding together
 
(Asociaciones Comunales) and two members, having land or other se
curity can sign for the rest. Everyone is responsible for everyone
 
else's payment so the "friendship" bonds must be strong. Members of
 
coops can get credit, if the coop is strong and organized. In some
 
cases, this source is flexible enough to partially finance new land 
purchases or will support rent payments on additional land. Persons 
of more than one tenure class may be in a coop. Coop managers and 
active members prefer to have especially enterprising and capable 
farmers as members. One coop we know of mainly arranges credit and 
its membership increased from a few to over 150 farmers in 4 years;
 
membership is now closed. Ownership or production of livestock is
 
often used to secure credit; some small farmers use livestock credit
 
to support their basic grains operations.
 

We do not foresee, at present, any great requirement for changing
 
the credit sources, the current ones should work. Simple cooperative
 
arrangements on the parcelled lands may provide adequate security.
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ANALYSIS OF CREDIT DATA FROM
 

AGRICULTURAL CENSUS ADVANCE STATISTICS
 

DIRECCION GENEPAL DE ESTADISTICA Y CENSO
 

The Census Advance undertaken by the Ministry of Economics for
 

land of
the Agricultural year 1970-71 identified 272,432 pieces of 


various sizes totally on partially utilized for agricultural production.
 

Of these, 17,300, or 6 percent had been granted credit by some type
 

of lender or institution. In aggregate, these lands had been
 

extended credit totalling 0l70,920,O70. From the 17,300 farms that
 

had received credit, 961 (6 percent) listed a commercial bank as
 

the source - six percent, then, of the six percent who had received 

credit, obtained it at a commercial bank. Based on the total number
 

of farms identified by the census, commercial banks had extended
 

credit to 0.4 percent of them.
 

By far the most important source of farm credit during that period
 

was the "Administraci6n de Bienestar Campesino" (known as ABC), and
 

which today is the Agricultural Development Bank. According to the
 

census advance, ABC accounted for 5,694 loans or 4,733 more agricultural 

loans than all the commercial banks put together. To be sure, they
 

cater to a different type of.customer. This can be inferred from 

the fact that the aggregate loaned sum by the commercial banks based 

on 961 loans came to 086,670,421, whereas ABCs total credit was just 

In percentage terms, ABC accounted031,845,060, based on 5,694 loans. 


for 33 percent of the 17,300 agricultural loans made (versus 6 percent 

by the commercial banks), and when combined with the 2,210 loans made
 



Table 0
 

SOURCE, BY DEPARTMENTAND AMOUNT BYNUMBER OF FARMS, CREDIT 


AND SIZE OF FARM, AGRICULTURAL YEAR 1970-71
 

I I i I 'Exp1otacones seg~n fue:-ne y 

m:onto total I monto dielos c:6ditos 

N Departa:no y tama o Tote de : do exp.o_1-o~al 

o i-a-ide xpiotaci6n expkea- tacion-s Con :os en col- o 
a (En hecd:reas) I ciones crdito ncs - Mono en

I ! Explotaciones colones1 

17243j/300 170 q20 070 961 86 670 42117
1 TOTAL 

3 524 721 70 20 704
132 907 2 8942 Menores de I. 40 12 6179 3z9 214'
59 842 3 974
De 1 a3 1.99 066, 99 605 028 
2 .99 44 332 4 807 21 307

4 
9.99 13 730 2 210 9 125 6671 100 489 562 

5 " 

I !71 3142
8 977 1 4335" 19.99 1 129 14 7961 116 1 697 278 

20 49.99 6 772 10 
7 416 32 621 184, 129 18 ("'152 24i
99.99
8 " 19 798 91-1 99 17 01a 178 

1 . 1 S. 1 11:3 226
9 "10
0 250" 4s9.99 640 114 29 357 -94 25 597 3.5


99 40 371 4C350 9995 . 141 11 756 7 2ii 
20 171 

11 16 72 4
730
6
12 1 0 0 


Direcci6n General de Estadisticas y Censos
 Source: Agricultural Census Advance Statistics, 

C 



Table . 

NUMBER OF FARMS, CREDIT AND AMOUNT, BY SOURCE,
 
BY DEPARTMENT, AGRICULTURAL YEAR 1970-71 (colones)
 

Explotaciones segCn fuente y 

Mon'o total monto de 1os cr~ditoS
Toade eospldNo.de Departameno Total de exploI dneeecon- los Bancolfnea taciones taciones con tos en colo-


If a i n scr~dito es Explotaciones nt eo-n.3Monto en 

1 TOTAL 272 432 17 300 170 920 070 961 86 670 421 

2 Ahuachap~n------------------ 18 848 1 114 11 026 150 48 4 126 052
 

3 Santa Ana ------------------- 24 595 1 368 48 202 528 81 26 899 433
 

4 Sonsonate ------------------ 17 895 846 9 757 684 85 7 001 716
 

5 Chalatenango---------------- 21 226 2 026 7 955 735 12 255 000
 

6 La Lbetad ------------------ 20 i65 2 233 30 173 176 
 45 3 213 397
 

7 San Salvador----------------- 14 731 524 4 988 917 68 2 995 838
 

8. Cuscatlin ------------------ 17 555 964 947 679 31 537 068 

9 La Paz --------------------- - 118 1 094 14 937 806 102 12 827 652 

10 Caba.tas--------------------- -15 494 1 001 1 481 499 23 125 849 

11 San Vicente------------------ 13 089 903 9 929 451 53 9 280 246 

12 Usulut,n -------------------- 20 605 2 634 16 318 311 177 11 084 771 

13 San MNguel ------------------ 29 057 1 565 10 742 235 157 6 373 419 

14 Moraz~n -------------------- 19 291 435 1 093 621 23 114 800 

15 La Uni6-------------------- 24 763 593 3 365 278 56 1 835 180 o 

Source: Agricultural Census Advance Statistics, Direeci6n General de Estadisticas y Censos,
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by the Sistema de Caias de Cr6dito, together accounted for 46 percent
 

of these loans during that period. In real terms, the percentage
 

of loans these two institutions made to the small farmer is much
 

greater than this, because the 17,300 figure Includes farms of every
 

size, and also because included in it are cattle ranches.
 

Of the 961 loans made by the commercial banks, 752 (78 percent) 

went to farmers with at least 5 hectares of land, with the greater 

going to farms in the 10-20 hectare range. In markednumber, 151, 


(70 percent) to farmers with
contrast, ABC made 4,002 of 5,694 loans 

less than 5 hectares, with Its greatest number of loans, 1,959, going 

to farms In the 2-5 hectare range. The Caias de Cr6dito Rural, made 

(1,139 -ut of 2,210) to farmers with less
 over half of their loans 

The next greatest source of creditthan 5 hectares to their name. 


From them the farmer having less than were the Intermediaries. 

5 hectares received 2,375 loans out of a total of 3,300 (72 percent).
 

In the categories just examined, the total number of loans made
 

Of this total
with less than 5 hectares was 7,725.to farmers 

ABC 4,002 (52 percent), Caias

commercial banks made 209 (3 percent), 


percent), and intermediaries 2,375 (31 percent).

de Cr6dito 1,139 (15 


We have noted that the Census Advancc identified 272,432 farms in
 

Of these, 236,751 (87 percent) were farms of less than
 
the country. 


From within this farm size a total of 11,675 farms
 
5 hectares. 


no
 
received credit out of a population of 236,751, indicating that 


the farms In the country having less than
 
more than 4.9 percent of all 


5 hectares make use of credit.
 



NUMBER OF FARMS, CREDIT AND 
AMOUNT 3Y SOURCE, BY DEPARTMENT
 

THE FARM. AGRICULTURAL YEAR 1970-71
 AND SIZE OF 

drontcl___ N.2sxplotaciones segCn €I-,__ y Aet _ Ctra f-etount mitRuralres Coo c nt u nem ta.na'crrdros.Administraci n del *ICaja de Cr6d't Rura pin 


0'a Mnte I
npct, Explot, on:o 
ExpMo,-. Niontor j S1;:pooa i Monto en I %Iontoen 

-__S___nsc:onns .coOo:s 
_ i________ L c~one3 __ .s 

cvoncs 11 16 168 

157 41 149 10 98"s 588 1

751 956 3 300 114 S00 51.9 4 986 11

694 2 210 115 


1 203 136 582 138-321 1235 S954221 2
 
717 1 117 38 189 20 12232 3
 

4734 9951 310 2527353 753 30097 1 515 1 41355 

1 326 20 6 9-00 4S 3 739 69 '930 1 852C93559; 1 159 3 

1 929 11 03 9il A40 


0),7 40 559 ZcB 578 

630 31 9"';997 li!I6061 3963 3 215;98 e.781 190. 1 2..: 5:13 20 1 748728 236-335, 300 400237 413.O251 6
 
471 


!3 7 686 9391 8
1'469 425 42 502 186
267C S2
i9 i81g 9 2B 99 , !0 10 -,E5 , 9
28 52 5 

40 1 172 7 17 1 3 3 3 - $ Z I 3 


co,6 1II
373 5 8 , 62 44z. 4 85? 2140 5~c.... 19 1 4"f, ,21 11 4[{ 340 ' 8 

1 0 1 
221 930 122 '30 - -i320 0 

Census Advance Statistics, Direcci6n General de Estadisticas y Censos
Source: Aaricultural 




Table R
 

NUMBER OF FARMS, CREDIT AND AMOUNT, BY SOURCE,
 
BY DEPARTMENT, AGRICULTURAL YEAR 1970-71 (colones)
 

Explotaciones sen fuente y monto de los crtditos 

Administraci6n del Comradcres Otra fuente -eNo
3o i t Fuente mineaxcnestar Campensino Caja de Crfdito Rural InCrCfi 


Explota I Monto en Exploto Monto en Explo:t ,M-ntoen :xp. a Monto xp~o:a fMcn:o en
t 
Lones cc12nes ~Qonc. ¢2 n.'iA c. CI;___c oKj1:one ciones coo'es 

5 694 31 845 00 2 210 15 751 966 3 300 14 500 619 4 986 I 167 41 149 10 984 588; 1
 

388 2 727 351 148 1 723 300 424 1 978 509 103 389 938 3 81 00O
 

339 4 062 141 52 2 482 324 297 5 972 7991 588 1 573 1711 11 7 212 660 3
 

287 874 53S 129 275 296 212 659 594 122! 700 771 11 245 7721 4
 

572 3 810 192 207 1 289 523 213 785 6251 1 0191 1 788 782 3 26 6121 5 

815 13 555 874 275 7 120 4751 270 I1 978 308 795 4 006 8981 32 298 223 6 

144 634 748 30 11 454 126 464 6031 153 801 274! 3 81 000 7 

346 1 146 244 178 149 849 20 9 8241 379 66 3391 10 38 3551 "8 

492 824 866 .115 504 2831 174 332 030 189 246 049 22 202 926 9 

459 859 353 155 336 791 149 19 880! 213 87 826, 2 51 8001 10 

430 422 170 76 97 440 142 35 7801 204 93 815 - - 11 

670 I 1 887 843 541 844 901 636 1 184 085 587 515 340 23 801 371 12 

396 807 215 158 430 0891 432 635 532 408 689 650 14 1 806 330 13
 

129 175 050 121 438 500! 54 174 730 95 114 840! 3 75 681 14
 

227 1 057 47 25 47 7401 141 269 299 132 92 7231 12 62 858, 15
 

Source: Acricultural Census Advance Statistics, Oirecci6n General de Estadisticas y Censos
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THE WILFORD SURVEY
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Between July 15, 1975 and July 25, 1975 a survey team
 

consisting of four interviewers undertook an agricultural
 

credit survey inthe fourteen Departments of El Salvador. The
 

results of that survey are reported inthis Chapter.
 

The Structure of the Credit Survey
 

On the basis of the assignment outlined inthe Scope of
 

Work for this study a rural small farmer credit survey was under

taken during the ten- day period July 15 - July 25, 1975. Four
 

interviewers collected random sample questionnaire results from
 

184 small farmers who worked plots of four manzanas or less, 

The sample number was based upon minimal required response from
 

each Department as outlined inTable 1. The sample was constructed
 

so that the required number from each Department represented a
 

percentipge of the farms of two hectares or less size according 

to the 1970-71 Census Advance (Direcci6n do Estadrstica y Censos). 

For example, as indicated inTable 1,Ahuachapan had, on the basis 

of the 1970-71 Census Advance, 15,447 farms of two hectares or 

less which represented eight percent of total such farmns in the 

nation. Assuming a required sample size of 150 nationwide, the
 

required eight percent sample for Ahuachapan was twelve. Table I
 

shows the distribution of'Sample size by Department. The actual
 

survey resulted in184 interviews, with at least the minimal
 

number of responses from each Department as indicated inTable 1.
 



TABLE 1 

AGRICULTURAL CREDIT SURVEY
 

SAMPLING BREAKDOWN
 

FARMS * Sample Size
 

DEPARTMENT (2 hectares or less) % from 150
 

AHUACHAPAN 15,447 8.0 12 

SANTA ANA 18,726 9.7 15 

SONSONATF. 14,366 7.5 11 

CIIALATENANGO 14,229 7.4 11 
LA LIBERTAD 15,030 7.8 12 

SAN SALVADOR 11,345 5.9 9 
CUSCATLAN 3.3,749 7.1 11 
LA PAZ 10,661 5.5 8 

CABARAS 10,408 5.4 8 

SAN VICENTE 9,288 4.8 7 
USULUTAN 13,427 7.0 10 
SAN MIGUEL 19,709 10.3 15 

MORAZAN 11,260 5.8 9 
LA UNION 15,104 7.8 12 

T 0 T A L 192,749 100.0 150
 

*Based upon the Agricultural Credit Survey, Ministerio de Economia -

Direcci6n General de Estad'stica y Censos for the agricultural year
 
1970-71 (Census Advance).
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Inaddition to small farmer responses, the survey included
 

a representative sample of fifteen "tiendas" 
located Inareas
 

servicing the small farmers Interviewed.
 

The Chart on the following page shows graphically the
 

Departments in El 
Salvador, and the number of interviews included
 

Inthe sample from each region.
 

The Quest ionna ires
 

A copy of the questionnaires utilized in the study is included
 
in this chapter. 
The one-page "tienda" questionnaire istitled
 

Ituestionario para tienda," while the four-page credit questionnaire
 

follows the "tienda"l questionnaire. 

All respondents in the survey (1)work land less than three 
hectares, ano (2)grow at 
least some basic crops. The results of
 

thris 
random sample may be considered a scientific set of judgments
 

for the universe of such small farmers 
inEl Salvador, and may
 

be used al:ong with the M.adsen and census studies to draw specific
 

conclusions on the extent of credit utilization in the nation.
 



- -- 

CHART: Sample for Credit Survey by
 

Department, El Salvador
 

-. I4 ,; 

Zla 

- -,. -- . 
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CUESTIONARIO PARA TIENDAS
 

Cant6n
Departamento 	 Municipio 


1. 	LLe flan ustedes a alguien?
 

Si No
 

2. IA quienes les fran?
 

1. Parientes_; 2. Vecinos ' amigos
 

3. Agricultores
 

3. lQue 	es lo que dan al fiado?
 

1. V'veres ; 2. Insumos para producci6n agr~co]a como:
 

Semilla ; Fertilizante_ :Insecticida
 

3. Hlerramientas
 

4. LA qu6 	plazo fia?
 

1. Mensual_; 2. Trimestral ; 3. Semestral ;
 

4. Anual ;5. Por cosecha
 

5. 	jCobran interns?
 

Si No
 

6. LCuanto cobran de interns al mes?
 

7. lCuanto cobran de interns al afio?
 

8. ICu'nto cobran de interns pot cosecha?
 

9. jC6mo 	aceptan pago?
 

1. En dinero solamente_; 2. Frutos de la cosecha
 

3. Ambos
 

Enumerador
 
Fecha
(f) 




213
 

Cant6n
uniciplo
Departamento 	____ 


I. LDe que tamaflo es su finca? ....
 

2. 	tEs usted el duelo?_
 

no es el duefiot iC6ro paga el alquiler?
Si 


1. Dinero; 2. Cosecha; 3. 

LCu5l es el alquiler por manzana? _ __ Al aflo 

Por cosecha
 

tHa pedfdo alguna vez dinero prestado para el alquller?
 

S 	 No _ 

3. tQu6 cultiva usted aqui?
 

; 4. ,

1. Granos baslcos; 2. Hortalizas; 3. 


4. LCuantos 	miembros de su familia viven aqui?.
 

5. LCuntas personas adultas o nifios mayores do 12 aios trabajan aqui con
 

usted?
 

6. ICuanto tiempo 1leva usted o su familia 	cultivando 
eztas tierras?
 

1. Afio o menos; 2. Uno a 3 alias; 3. Mas de 3
 

Le ayuda su senora con el cultivo o la cosecha?
7. 


8. tEn qu6 mes siembra?
 

2. Hortalizas .....
1. Granos b~sicos 


3.
 

9. lEn que mes cosecha?
 

1.Granos basicos 2. Hortalizas 	__ 

3.
 

LQu6 parte (%)do sus cosechas consume ustod y quo 
parte vende?
 

10. 


Vende 	 %; Consume
 

.... ...
11. LCu~nto 	dinero le di6 su tierra el afo pasado? 
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12. IA qul6n le vende usted lo que cultiva?
 

1.	 4.;3.
; 2. 	 ;4.
 

13. LLe 	ayuda su sefora con las ventas?
 

14. IDOnde vende usted 1o que cultiva?
 

1. Aqut mismo; 2. Mercado; 3. Tiendas; 4.
 

15. ,C6mo 	le pagan por lo quo vende?
 

1. Driero ; 2....._ ; 3. 

16. 	 ILe ftan (o tene cr6dito) en un almacn o tienda?
 

,QuS es lo que usted ccmpra al fiado?
 

1. Implementos o herramlentas; 2. Bienes do consumo; 

3. Insumos para producci6n 

17. 	 LHa solicitado alguna vez cr6dito para produccl6n? ST No__ 

Si no lo ha hecho, Lpor quA? 

18. LA qui6n le ha solicitado cr~dito para producci6n?
 

1. Banco 	do Fomento Agropecuario; 2. Otros bancos; 3. Interme

dlarios; 4. Cajas de Cr~dito; 5. Cooperativa; 6. Parti

culares; 7. Otros
 

19. ,Le 	dieron el pr6stamo? S! No 

LA qu6 plazo?
 

LQul6n se lo d16?
 

1. Banco 	do Fcimento Agropecuarlo; 2. Otros bancos;
 

3. Intermediarlos; 4. Cajas de Cr6dlto; 5. Cooperatlva; 

6. Partlculares; 7. Otros
 

,Fue el pr6stamo sufIciente o tuvo que usar sus ahorros?
 

1. Suflclente; 2. Us6 ahorros
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20. 	LPara qu6 ha usado el dinero del prestarno?
 

1. 	Semillas; 2. Herramlentas; 3. InsectlcIdas; 4. Marto do 

Obra; 5. Fertflizartes; 6. Otros 

21. 	 tCuanto fue el pr.-tamo?
 

22. 	 ICue'nto tuvo que pagar de vuelta para cancelar la deuda? (Monto mas
 

Intereses)
 

23. 	 tLe han inegado aiguna vez un crdito para produccl6n? 

IQuie'n se lo neg6? 

1. 	PFA; 2. Otros bancos; 3. Intermediarios; 4. Cajas
 

de Crf.dito; 5. Cooperatlva; 6. Partfculares; 7. Otros 

Por quB le negaron el prestamo? 

24. 	 Aparte da uni pr.starno en efectivo, iha recibido usted alguna otra
 

a.uda 	del I2nncn de Fo'nento A.ropecuario? ST 140
 

QuA f, esa ayuda?
 

1. FertIlizuantes; 2. Semillas; 3. Herramientas; 

4. 	Consejos
 

25. IHa 	solicitedo alguna vez cre-dito para Inversi6n a medlano o a
 

largo 	plazo pa-a r,-Jorar la finca? ST No 

Si 	la respuesta es sT, Ide quiE.n obtuvo el credito?
 

I.,onto' _ ,._ ; Interms? 0 ; Plazo?
 

,CO'ho u&lz6 el cr'(!Ito? 1. Cercos; 2. Pozos; 3. Bz rdas;
 

4. Sistemas de riego; 5. Otros 

26.. 1Ia neces#;taeo Listed aiguna vez ]a ayuda de algin "coyote" para 

conceguir 	un pr~stamo?
 

VPara que us6 ese dinero?
 

1. Cultlvo; 2. Vivlenda; 3. Personal
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ICu~nto le p restaron? ___________ 

LA que' plazo?______________ 

LUus4:to tuvo quje pagar do vuelta para cancolar la dauda?
 

(M4onto wa's rntereses)___________ 

__Sicrnpre?__
LUsa usted ]a ayuda de un "coyote"? A tMenudo? 


LVor que' no le prde ese dinero a un banco? __________ 

27. OlFde usted pre'staros casi cada aflo?
 

283. Cuand', usted pide dinero prestado, tquA.3 cantidad pide gerierainet?
 

29. ICugnto se tmrdn en~ pagar el pre'stamc? __________ 

30. ICua'1 plazo ee prulstamo preferirra usted?
 

1. 6 meses; 2. 9 meses; 3. 12 meses; 4. 18 mases; 5. 24 meses 

3;. lQue' le piden de garantfla? _____________________ 

32. LVueule usted ofrezer los frulcs de ]a cozlcha cor-o -arantia? 

33. IPWd6 usted un prc'-si.arro pare ci cullivo de esta a~lo? 

Mafnsa hzccrlo? _____ 

LA quie'n le va a pedir cijpra'starm? 

1. BFA; 2. Otros bncos; T..In',r~icd~rios; 4. Cajas 

de Cr~dito; 5. Cooperati'a; 6. Particulares; 7.Otros. 

Enuireraidor (f~ Fecha
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A STATISTICAL PROFILE OF THE EL SALVADOREAN SMALL FARMER:
 

OBSERVATIONS BASED UPON WILFORD SURVEY
 

The nebuluous small farmer in El Salvador has, on the basis of the
 

Below isa word
 
Wilford survey, an Interesting composite life style. 


the basis of the composite
small farm family on
picture of the typical 


data generated from the survey.
 

.8 hectares.
1. He cultivates land that measures 


(58% do).
2. He's likely to own the land he works 


corn as his main crop (90% do).
3. 	He plants 


4. 	He lives on the farm with six additional members 
of his family.
 

5. 	Ishelped at least on occasion by two members of his family who are
 

over twelve.
 

6. 	Has lived on the farm over 3 years (49%).
 

7. 	Ishelped by his wife with farm chores (65%).
 

8. 	Derives a gross yearly income on crop sales amounting 
to 6294.80.
 

These are his total cash earnings from tile farm.
 

9. 	Has no credit at the local 1'tienda".
 

Has never requested a loan for agricultural production.
10. 


11. 	lie to as crophis 	maingravitates corn 
--because he grew up with corn
 

to plant
--because corn is easy 

can 	readily be turned into filling food (tortillas,
--because it 


tamales)
 
(farmer has no electricity)
--because it keeps well 


--because once it is planted it leaves him free for other 
jobs
 

12. 	 He's trainable only ip to a point 
--he is not literate
 

--he can understand only the simplest language
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Credit Data on 	 Farmer. R-spoldin- Afi.rmative to Quest ions 

Relating to Requests for Credit 

to Those Who Have Requested CreditAnalysis of the Data Relating 

Perhaps the most important single statistic from the survey is 

0 titled REQUESTS FOR AGRICULTURALreproduced in the accompanying Table 

The shows of the 184 interviewees,PRODUCTION CREDIT. table that, 


only 37 (20%) had ever asked for credit, and only 32 (17%) had ever
 

The seventeen percent figure identifies those
received credit. 


credit, along with
families who have, perhaps, had only one exposure to 

the substantial number who 	 are receivinjg credit for the first time 

lower the Madsen of percentthis year. It is somewhat than figure 25 

who received some credit. However, Madson 'sof the vegetable farmers 

somestudy was, for our purposes slightly biased in that it included 

farms above three hectares and that it was specifically directed to 

vegetable growers who, as a matter of fact, were found to grow corn
 

as well.
 

One would expect tle larger number of rural. families producing
 

only corn and beans to have access to less credit facilities than the
 

farmer. 
more technologically advanced (even though slightly) vegetable 

number of
 
The 1970-71 Census Advance 	cstimates that, of the total 


financing.
farms in the country of 272,432', only 17,300 received some credit 

assume that seventeen percent of the rural farmers have
While it is safe to 


credit, one may not conclude that 17 percent are currently

had access to 


receiving such credit, since a number of those interviewed preferred not,
 

for various reasons, to again request credit the following season.
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Tile El Salvadorean Small Farmer 
Survey Results
 

The survey results provide an insight into the life of the 

small farmer in El Salvador. Tables A through N present questions
 

pertaining to the small farmer, his livelihood, his farm, his family, 

and his farm finances. The tables are designed to offer some basic
 

information about the small farmer to facilitate decision-making with 

respect to this group.
 

Size of Farms and Farm Ownership 

Table A presents data which conform to a J-shaped frequency 

distribution. Those individuals interviewed with less than one man

zana of land far outnumbered any other category. Sixty percent of the 

interviewees had less than one manzana (.7 hectares) while a full 83 

percent worked less than or equal to two manzanas of land. However, 

the grimness of the picture is not fully presented since many of the 

farmers :in tile .01 - .7 hectares interval work much less than one-half 

manzana. A few individuals interviewed had less than a tarea of land.
 

The average farm size, based on our interviews, is .83 hectares. The
 

average small fanner in El Salvador has less land than many of our
 

backyards.
 

Table B shows that 58 percent of the farmers interviewed owned 

their own farm. This figure is encouraging especially in light of 

the aim of this study. Most of the credit agencies require solid col

lateral for making loans. Land ownership provides the small farmer
 

with leverage which is not otherwise available.
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TABLE A
 

SIZE OF FARMS
 

FARM SIZE FREQUENCY PERCENTAGE
 

.01 - .7 hectares 110 60
 

.71 - 1.4 43 23
 

1.41 - 2.1 9 5
 

2.11 - 2.8 22 12
 
;------------------ ---------------------


T 0 T A L 184 . 100
 

TABLE B
 

FARM OWNERSHIP
 

. YES : NO
 

Own farm 107 58
 

Do not own 75 41
 

No answer 21
 

T 0 T A L 184 100
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TAB LE C 

LENGTH OF TIME ON FARM 

FREQUENCY : PERCENTAGE
 

39
One year or less 21
 

One to three years 54 29
 

More than three years 90 49
 

1 
 I

No answer 


184 100
1-0 T A L 


TABLE D
 

DOES WIFE HELP ON FARM?
 

FREQUENCY PERCENTAGE
 
a* 

120 65
 
No 56 30
 

No answer 8 4
 

Yes 


T 0 T A L 184 99* 

100% due to the
*Relative frequency column does not add up to 


rounding off of decimals prior to addition.
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Length of Time on the Farm
 

Approximately half (49%) of the interviewees indicated that 

they had worked this land more than three years. The question is 

stated so that the family unit, not the individual, is considered. 

Twenty-one percent answered that this was their first year of pre

sence. Two alternate speculations can be made: (1) there exists a 

high degree of mobility -- forced or voluntary, or (2)movement is 

indicative of increased land availability to the small entrepieneur. 

Does Wife Help on Farn? 

Table D indicates that 65 percent of the interviewees answ, red 

affimnatively concerning the assistance of women on the farm. Tile 

role of the woman in the campo cannot be underestimated. Si:ty-five 

percent work directly on the farm. However, one can be sure that more 

than 60 percent of the women hold responsibilities in rural produc

tion. Some researchers feel that the financial structure in the El 

Salvadorean campo is matriarchal. Women are important in directing 

and controlling much of the family wealth. They traditionally have 

helped in distribution, as well as production, of the food. The wife 

is an integral part of the rural household. Any impact that rural
 

credit may have on the farming family will be felt equally by men and 

women. 

Crups Cultivated 

As Table E shows, the small farmer almost exclusively culti

vates corn. Ninety percent of those interviewed grew corn as their
 

basic crop. The remainder either grew different vegetables, produced
 

coffee, or did not respond to the question. Several respondants cul
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TABLE E; 

CROPS CULTIVATED
 

FREQUENCY PERCENTAGE
MAIN CROP 


90
165
Corn* 


Other 
 17 9 

No answer 2 1 

100
184
T 0 T A L 


*Fourteen of these respondents cultivate other crops 

s imultaneously. 
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TABLE 1
 

FAMILY MEMBERS LIVING ON FAR"
 

FRE QUE NCY PERCENTAGE
 

Uninhabited farms : 4 2
 

One member 2 1
 

Two members 8
 

Three members 16 9
 

Four members 16 9
 

Five members 23 13
 

Six members 29 16
 

Seven members 23 13
 

Eight members 19 10
 

Nine members 11 6
 

Ten members 14 8
 

Eleven members 6 3
 

Twelve members 6 3
 

Thirteen members 2 1
 

Fourteen members 1
 

Fifteen members 2 1
 

No answer 2 1
 

T 0 T A L 184 100
 
S S S 
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tivated two or more crops simultaneously. Most of these individuals
 

concentrated on corn, but made some allocation for another money crop.
 

Family 	Members Living on Farm 

A discrete frequency distribution of Table F would yield a per

fectly normal distribution of family size. Disregarding those who an

swered that the farm was uninhabited, family size ranged from one to 

fifteen members. The mode and the median of the distribution is six 

members. The average family contained 6.17 members. The variance of 

the distribution is (approximately) 8.61. The average El Salvadorean 

small farmer raises six children on less than one acre of ground. The 

correlation of land size and family size is not high. Tertiary exami

nation shows that increased land size does not mean increased family 

size. More than one of the larger families ovs less than one-half 

manzana of land. The poptlation density among the rural poor is a 

sociological question not addressed in this study. Rather, the high 

population density reflects the gravity of the short term needs among 

the El 	 Salvadorean rural poor. 

Family 	Members over the Age of Twelve Helping on Farm 

Table G shows the number of workers (over age twelve) on the 

farm. 	 The mode is two members while the median is slightly greater 

than one. Tie average number of helpers is 1.72. Since the averag:. 

family 	 size is 6.17, one can assume that three of these members are 

under 	 the age of twelve. The table does not indicate the real cir

cumstances of some of the larger families who report 8 to 12 children, 

but name only the wife as a co-worker on the farm. Again, the size 

of the 	family need not be strongly correlated with the niimbez of help

ers on 	 the land. Further, the size of the land is not highly corre
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TABLE G 

FAMILY MEMBERS OVER THE AGE OF TWELVE HELPING ON FARM 

INDIVIDUALS HELPING : FREQUENCY : PERCENTAGE 

None 22 12 

One member 72 39 

Two members 45 25 

Three members 22 : 12 

Four members 15 8 

Five members 2 1 

Six members 2 1 

No answer 4 2 

T 0 T A L 184 100 
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lated with the number of helpers over twelve years of age. 

Percentiles of Market Sales to Onfarm Consumption
 

Only 98 persons, or 53 percent, of the small farmers inter

viewed sold any of their production. Of these, about 50 percent sold 

less than half of their crop. Only 2 individuals interviewed sold
 

all of their crop and only 12 percent sold 90 percent of their crop.
 

These data suggest that most of the small farmers interviewed live 

at the biological level of subsistence. The interviewers reported
 

that a number of people are literally starving to death as crops fail 

or are spread thinly among burgeoning families. Though this is only 

a visual and not a scientific observation, the high percentage of to

tal crop consumption indicates a hand to mouth existence. 

Among those families who are fortunate enough to be able to 

sell any part of their crop, the highest frequency is at 50 percent 

consumption. Thirty-two percent sold more than 50 percent of their 

crop (this amounted to only 17.4% of the total number interviewed). 

The percentage of the crop sold was related positively to land size 

and inversely related to family size.
 

Gross Yearly Income 

Table I reports only the income derived from crop sales. For

ty-five percent of those interviewed reported no income while 5 per

cent did not respond. Of those who reported income from crop sales, 

the interval containing the mode was between 0250.1 and 0400. The 

range is from .0.00 to over V3000. Only one individual (he owned 4
 

manzanas, had credit, and a smaller than average family) reported an 

income over 03000. The average reported income per crop sold (given
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TABLE H 

FARM PRODUCTION 

PERCENTILES OF MAKKEI SALES WO ONFARM CONSUMPTION 

SALES 	 CONSUMPTION FREQUENCY PERCENTACE 

1310% 90% 	 13 

20 80 	 13 13
 

12 12
30 	 70 

4 : 440 60 


23 23
50 	 50 


60 : 40 	 1 . 

13 	 1370 	 30 

6 	 680 : 20 
S 	 So 

10 	 1090 	 10 

* 2100 	 0 2 

* I"1 	 INo answer 

T 0 T A L 	 98 98* 

,Relative frequency column does not add up to 100% due to
 

the rounding off of decimals prior to addition.
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"ABLE I
 

GROSS YEARLY INCOME*
 

INCOHE PER FAR1' FREQUENCY PFRCENTA.
 

No income 83 45 

1.0 to 50 colo,es 2 1
 

50.1 to 100 10 5 

100.1 to 150 10 5 

150.1 to 200 9 5 

200.1 - 250 1 .5
 

250.1 - 400 25 14 

1100. - 500 4 2 

500.1 - 600 .5
 

600.1 - 750 2 1
 

750.1 - 1000 13 7 

1000.1 - 1250 : 4 2 

1250.1 - 1500 4 2 

1500.1 - 2000 1 .5 

2000.1 - 2500 3 2 

2500.1 - 3000 . 1 .5 

Over 03000 1 .5 

No answer 10 5 

TOTA L 184 98.
 

,Includes only cash income derived from crop sales.
 

**Relative frequency column does not add up to 100% due to
 
digit rounding off prior to addition.
 



-- ------------------

230 

TABLE J 

LOCATION OF FARIMIERS' SALES
 

FREQUENCY PERCF NTAGE 

Town food market 56 51 

At own farm 30 27 

At wholesalers or agency . 16 15 

At neighborhood store 8 7 

T 0 T A L 110 100 

TABLE K
 

MODE OF PAYMENT TO FARMER
 

FREQUENCY PERCENIAGE
 

100
Cash '93 

Other 

93 100TO0T AL 
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land sold) varied greatly frum farm to farm. The discrepencies
equal 


are due largely to variances in land productivity, though some of the
 

the incomplete knowledge of those interviewed. The
variance is due to 

key point, however, is not how much income (whether it is 0550 or ]OO0 

cases respondingper manzana), but the reality that 80 percent of the 


reported income was 0400 or less. 

Locatjon and Mode of Pay=Lc a of Farm SalP 

Over 50 percent of those interviewed (see Table J) reported 

that tLheir outlut for producLion sales is the town market. Another 27 

percent sell dirccLly from their farms while 15 percent go to wlole

the market via developed
salers. Only 22 pvrcent of Lhe total enter 

produce market ing services (nipghborhood stores, wholesalers, or agco

cies). Of the total interviews, 88 percent reported n. it of their 

s . prodoce entering ti rough normal (wholesale-retail) channel lowever,
 

those selling produce rencive
it is encouraging that 100 percent of 


cash for their sales. This fact indicates that all of those who do
 

sell are within the monctized sector of the economy.
 

lhl. 


is clear from the sample that the El Salvadorean woman is
 

Does l.,ife th Sales 

It 


As inan active participant in the economic activity of the family. 


dicated in Table D, the wife.assists as a productive laborer in 65
 

percent of the families interviewed. It is undoubtedly true that
 

a far larger percentile perform productive chores as mothers in
 

Table L shows that the overwhelming
addition to vorking in the fields. 
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TABLE t 

DOES WIFE HELP !ITH SALES? 

FREQUENCY 	 PE RCrENTAGF 

: 	Yes 72 77
 

No 19 20
 

* 	 No aIIwe r 2 2
 

T 	T A L 93
 

*RcaLivc froque, :y coliwin dcw, , not a-dd p o 1 n , 

due to the rourditj off of dcci:1''; prim 01 ;ddil iul, 
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to thc question: does themajority of women (77%) answered "yes" 

wife help with the sales? Visual observation of the small farm
 

market process suggests that women are agents for transporting 
the
 

are the

goods that enter the monetary sector and that they also 


sellers and/or traders. Only twenty percent responded that the wife
 

percent did not respond. Indeed,

did not help with sales, while two 


the wife, in most small farm families, appears to be the major dynamic
 

enters as a planner of familial
force for decision-making, since she 


activities, as a partner in Lhe production cycle, and as the major
 

Vehicle for market sales.
 

Mode of 1Uaymct qnd Credit [or Tenant Former Rent 

they were basically
Of the 184 interviewcs;, 75 indicated that 

tenant farmer , i.e.. rented land as opposed to land o\,rner.;hip. In 

th iormrof rental payment to the landowner,an effort to d termine 


to form of rent payment the famnilics were asked to respond as 


cash, crops, or labor. Seventy-five responses were received, and
 

the overwhelming majority of 58 (77%) responded that payment was 

made in cash, while eight respondants (11%) indicated that payment
 

was principally in crops.
 

The second half ot Table M shows responses to the question:
 

did you borrow to pay rent? The considerable majority of tenant
 

borrow for rdnt payment. Sixty-three of the 75
families do not 


tenant respondants indicated that they had not borrowed (85%),
 

pay rent (8%).
while only 6 indicated that they had borrowed to 
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TABLE M, 

TENANT FAR11.RS -

MODE OF PAYMIENT FOR REN1 

* FREQUENCY PERCENTAGE 

Cash : 58 : 77
 

Crop 8 11
 

Labor 6 8
 

3 14
No answer 


T 0 T A L 75 100
 

DID YOU BORROW TO PA[%Y THE RFNT? 

FREQUENCY PERCENTAGE 

Have not borrowed 63 84
 

Have borrowed 6 8
 

No answer : 6 8
 
T---- ----------------

TO0T AL 75 100
 

http:FAR11.RS
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The remaining six (8%) did not respond. The picture is clear: the 

ty1 ical El Salvadorean tenant family is expected to pay in cash (as 

opposed to labor or crops) for land rent, and does not utilize credit 

to rent land during the crop season. This latter situation may be 

the result of (1) unawareness of credit availability where it might 

exist (the failure of the market information process); (2) the absence 

of credit availability; or (3) desiru not to risk the consequences of 

failure to repay in the event of crop failure. 

Annual RCet- PaymC.nLts Jr Mlnzana 

Table N identifies the range of annual rent pyments per manzana 

from 040 to 1200. The most frequent responses are grouped in the V80 

to (0150 per manzana categories, with 69 percent of the 46 families 

indicating that their annual rent fell into this range. The annual 

rent of V175 to 1200 is at the upper end of the range, with only 

five respondants (117). The median rent listed was V80 with only one 

rural families paying less than V60 per manzana per year. As 

indicated in the table, only 46 responses were deemed clear and unam

biguous as to the annual rent payment, although 58 attempted to 

respond to the question. 
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TAB LE N 

ANNUAL 	 RENT PAYMENTS PER "MANZANA"fl'-

ANNUAL RENT FREQUENCY . PERCENTAGF 

1 	 2
 

50
 

60 5 11
 

70 3 7
 

80 11 24
 

100 	 7 15
 

125 7 15
 

150 7 15
 

175 1 2
 

200 	 4 9
 

T 0 T A L 46 	 100
 

*One "nmanzana" is equal to .7 hectare. 

NOTE: 	 This table includes only those responses of the 58
 
dealing with annual cash rent paymeits, deemed by'
 
the author to be cicar and unambiguous.
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TABLE 0 

REQUESTS FOR 

AGRICULTURAL PRODUCTION CREDIT
 

FREQ. % 

Have requested such credit 37 : 20
 

Have never requested it 145 : 79
 

No answer 2 1
 

TOTAL 184 100
 

Have received such credit 32 : 17
 

Were denied credit *5 : 3
 

Never requ~ested credit : 145 :79 

OTL: 14 :100T 0 T A L : 184 10
 

T* 18 0 0 
. . ; .. . . .. . .. 0 
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Tables 0 through 17 are arranged in a logical pattern of re

sponse. The individuals whose answers are tabulated here can 

be considered the successful few of the survey; they constitute
 

the group who have at least known to request credit. In analyzing 

this group, it is important to remember that they are likely to 

be the best informed and more responsible segment of the total 

survey.
 

Requests for Agricultural Production Credit 

Table 0 does indicate that approximately 79 percent of the 

rural small farmers iih El Salvador have niever requested credit, and 

that approximately three percent have requested and been denied 

same. The picture of thje small farm in El Salvador is, for all 

practical purposes, one of a creditless, self-reliant, economically 

and biologically marginal subsistence unit.
 

Requests for Credit 

Table I lists the sources of credit requests. The Agricul

tural Devel.opment Bank is, by far, the source of credit most fre

quently requented. This fact indicates that the small farmer 

is aware of one of two conditions: (1) the Banco de Fomento 

has resources available foe the rural poor, or (2) other sources 

of credit are less accessable. There probably exists a com

bination of the two. Table . shows that availability of credit 

information corresponds with earlier findings. It should be 

noted that the Banco de Fomento and the cooperatives are mut

ually exclusive. The small number of requests for aid from coop
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TABLE 1
 

REQUESTS FOR CREDIT
 

%OF
 
WHERE APPLIED : FREQ.. % : TOTAL SAMPLE 

Agricultural Development Bank : 26 : 70 : 14 

Other Banks : 1 : 3 : 1 

Intermed iar ies 

"Caja de Cr~dito" 7 : 18 4 

Cooperatives 2 : 6 1 

Individuals 1 : 3 : 

Other
 

T 0 T A L : 37 :100%
 

TABLE 2
 

FARMERS RECEIVING CREDIT
 

% OF 
YES : NO : % : TOTAL SAMPLE 

Received Credit : 32 : : 86 : 17 

Denied Credit : 5 : 14 : 3 

T 0 T A L : 32 : 5 :100%: -
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eratives is surprising since many of the areas surveyed were focal
 

points of this type of program. It is also interesting to note that
 

the Cnjas de Creditos rank second (18%) in the nUmber of requests; 

this indicates an awareness on the part of the small farmer of the 

function of vArious financial institutions. The lack of requests to
 

intermediaries demonstrates that the "loan shark" type of operation is 

not active in the cawpo; possibly even their activities are non-profi

table in the campo.
 

Farmers Receiving Credit
 

Table 2 explicitly shows that 86 percent of tho~se indiv

iduals requesting credit actually received it. This is a surprisir,£; 

figure by iost standards. However, one must remember that 70 perccnt 

of the :equests for credit went to the Tanco r Fomento whose bus;

iness is subsidizing non-profitable loans. On the othur hand, 

100 percent of the loans refused were d(.enied by the BNnco de Forlenlo. 

Length of Last Loan
 

Table 3 presents a rightwardly skewed frequency distribution. 

The mode is 12 months and the median is 9 months. The average loan 

period is 10.13 months (the row of more than 24 months is ignored). 

These summary statistics indicate that only a short term loan structure 

is in operation with emphasis upon 9 - 12 month loans. The degree of
 

profitability would justify short term loans, as does the nature of
 

most small farmer loans (i.e., to improve crop productio,).
 

Last Source of Credit
 

The most recent source of credit is described in Table 4. The
 

Agricultural Development Bank provided 66 percent of the loans. The Agri

cultural Development Bank handled 70 percent of the credit requests and
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TABLE 3 

LENGTH OF LAST LOAN TERM 

LOAN TERM FREQUENCY PERCENTAGE 

3 months 

6 months 

9 months 

12 months 

18 months 

24 months 

More than 214 

No answer 

TOTA L 

6 

10 

12 

1 

1 

2 

32 

19 

31 

38 

3 

3 

6 

100 
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TABLE 4 

LAST SOURCE OF CREDIT
 

SOURCE FREQ. : TOTAL SAMPLE
 

Agricultural Development Bank : 21 G : 

Other Banks 1 : 3 

Intermed iar ies 

"Caja de Cr6dito" 7 22 4 

Cooperatives : 2 :6 1 

Individuals : 1 :3 : 

Other 

T 0 T A L * 32 :10) : --

LOAN AMOUNT SUFFICIENT?
 

NO : OF 
* YES NO . ANSWER 7, TOTAL SAMPLE 

13
23 7 : 2 : 72: 
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were responsible for all five of the requests denied. On the surface,
 

it seems surprising that all of the loans denied were refused by the 

Banco de Fomento. However, it appears that the amount of information 

among the small farmer group is quite high since even the most mar

ginal would approch the Banco de F,mento for funds. The remainder of 

tile figures correspond closely to those of Table 1. Again, the percen

tage of loans granted by tile savings banks is high (22%) and indicative 

of a more normal financial system. Since 18 percent of those receiving 

credit approached the Laja2 and 22 percent of the last credits received 

were issued by these institutions, it is hopeful that a program of small 

farmer loans through the existing private financial community is possi

ble.
 

Last Loan Sufficient 

Table 5 shows that 72 percent of those responding to the inter

view said the last loan received was sufficient t:o satisfy their demands 

for funds. This is a high rate of satisfaction among those who many 

have thought would not be servicabie. 

Uses of Credit 

As is apparent in Table 6, the credit was clearly earmarked for 

production investment. Ninety-eight percent of the funds was allocated for 

improvement of the crop. Thirty-five percent of the funds was used for 

fertilizer, 48 percent was utilized in land improvement expenditures, 

and 40 percent was designated for the purchase of seed. Since the agents 

filling most of the Banco de Fomento loans closely control the disburse

ment of funds, it could be assumed that the purchase of new seed carries 

increased productivity.
 



TABLE 6 

USES OF CREDIT 

USES FREQUENCY PERCENTAG[ 

Seeds 24 

Fertilizer 21 35 

Pesticides 6 

Labor 6 l1 

Tools 2 3 

No Answer 1 2 

S------------ -------------

TO0T AL 60In 
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TABLE 7 

SIZE OF LOANS 

AMOUNT (Colone,-) FREQUENCY PERCENTAGE 

.n1 - 1o . 3 : 9
 

I01 - 5 3 . 9
 

251 - 50Q0 I 34
 

n
51l - 75 2 6
 

751 - 1oo 6 1
 

1001 - 150): 4 13
 

1501 - 2n0 1 3
 

25n] - 300 2 , 6
 

T 0 T A L 32 99*
 

-':Relative frequency column does not add up to 1g07, 
due to the rounding off of dULimals prior to addition. 



246 

Size of 1,oans 

Table 7 deals with Iho! size of loans. The mode of the distri

bution is between V251 and (500; the median also lies within tli!- in

terval. The average loan is 0726.56. The variance in loan Size is somC

what correlated with tile variance in land size. Referring to our hnter

views wi th the cojamercial. banks, the minilM loan sir'e for thie'!e ilis Li

tutions is approximately 2000 before it is deemed prof i t:b e. o,:;t of 

the small farmer loans were we1I below this value. The lack of c,,'n-;Imp

tion type loans (see Table G) is verificd by the sm,' I freplmtncy of ans 

less than V250.
 

Interest Rate 

Table 8 inJ _c:jtes that the rt.e of interest: varied gre- Liv. A 

frequency distribution of Tablc 8 would have a node of 6.1 - 7.0 per

cent. The median rate of interest is between 8.1 and 9.0 rerc.iii wile 

the mean is 7.98 percent. The distr:ibution is righicardly skewt.d inidi

cating tia t the bulk of the r;ites charpc-d er.,below tie meon Tt.. raL.U. 

is our belief that the hitglh number of "n respones" does lot his.; the10 


summary statistic of the distribution, but ratheo indicates two thing: 

(1) some small farmers were unaware of th meaning ol the interest rate, 

and (2)many of those who knew they w(tre paying a particular rate of in

terest had no concept of its relative size and, consequently, its inlpor

tance. Given the rate of inflation in El Salvador and the nature of risk 

involved with the small farmer, a 7.98 percent average rate is extremely 

low. Further noting the elasLicity of demand for money at less than 

equilibrium rates of interect, it is surprising to find the average rate 

below the maximum allowable rate. This may be attributed to the Banco
 

de Fomento's policy of loaning to small farmers at much less than maxi
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TABLE 8
 

INTEREST RATE
 

ANNUAL RATE OF INTEREST FREQUENCY : PERCENTAGE 

. - 5.07 1 3
 

5.1 - 6.0 2 6
 

6.1 - 7.0 In 31
 

7.1 - 8.0 3 99
 

8.1 - 9.0 2 6
 

9.1 - 10.0 2 6
 

10.1 - 11.0 1 3
 

11.1 - 12.0 

12.1 - 13.0 1 . 3
 

13.1 - 24.o 

24.1 - 25.0 1 3
 

No answer 9 28
 

TOTA L : 32 * 98*
 

*Relative frequency column does not add up to 100% 
due to the rounding off of decimals prior to addition. 
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TABLE. 

NUMBER REI1USED CREDIT 

F' QUE NCY PERCENTAGE 

Refused 5 111 

Not refused 31 83 

No answer 1 3 
-------- i-----------------------
T 0 T A L 37 :3 

REASON FOR RFFrAI. 

FREQUENCY PEPRCEI'TAULL 

Lack of Proper Collateral 3 60 

Not enough Collateral 1 20 

No answer . 
------------------------------------------

20 

T 0 T A L 5* IrlO 

*:All respondents in this catcgory indicated Iaving 
applied at the Agricultural Devc lopment Bat., 
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mum allowable rates.
 

Numbers and Rea.sons for Credit Refasals
 

According to Table 9, only 14 percent of tho-e requesting cre

dit were refused credit wi L one individual not responding. Of the five 

persons who were rtfused credit (all by the Agricultural Development 

Bank), three denials were on the grounds of improper collateral and one 

rejection on the grounds l not enough collateral. This fact has two 

possible expl aati(ons : (I) the 3anco 0. .om_ento -mi ntains some of the 

rigorous standards of the coanmc-cial bankinrg system, or (2) the Bank 

used the lack of collateral reasons for not granting loans, though there 

may have been other reasons as well. Althovgh t1'p total picture of loon 

refusal cannol he drawn from Table 9, the jimporlpnt thing about this ta

1)le is the I= rate of rcfi. al. it. rMUfMlcts. 

Assis tance Ot h,'r Tlin Fun:a; ( !oL theA_ AEic tI ;l DevClopment BaInk 

'rabl s 10 and 11 indicate the degree to which loans are i.ade in 

some form oth.r Lhan money from the Banco dz' nm-ato. Only 27 percent 

received assis;ta vo-e other than money. This percentage is surprisiaigly 

low given the, Bank's EnL;,ance that it actively seeks to tie loans to 

non-monetary forms of assistance. It is our observation that the success 

of the Banco dv F'cmynto in increasing its available funds to the small 

fanrmer is dependent upon its lowering of the costs of this type of loan. 

Therefore, to lower costs, we suggest that the percentage of loans tied 

to technical advice or Mcans in the form of phyrical aid be increased. 

The type of assistance most often received was advice. This implies that 

an even greater percentage (than 70 percent) of the loans were in cash. 

Farm Improvement Loans 

TablM 12 shows that 94 percent of those responding to the inter
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TABLE 10 

ASSISTANCE OTHER THAN FUNDS FROM 

AGR I CULTURAL DEVELOPI'ZNT BANK 

FREQUENCY PERCLNI AC' 

Received such assistance 10 27 

Did not receive it 26 70 

Ne answer l 3 

T 0 T A L 37 .
 

TABLE 11 

TYPIE OF 

ASSISTANCE OTHER THAN [UND3 FRnM 

AGRICULTURAL DEVELOPiENT AlK 

PERCENTAGE:TYPE OF ASSISTA1CE FREQUENCY 

8 62
Advice 

Seeds 3 23 

15Fertilizer 2 


100
TOTAL 13 

• ,L
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TABLE 12 

FARM IMPROVEMENT LOANS 

FREQUENCY PERCENTAGE 

Have requested such a loan 25
 

Have neer reqIustcd it 31 84
 

No answer 4 11
 

T 0 T A L 37 1l nn 

TABLE l_ 

LOANS FROM "COYOTES"* 

FREQUENCY PERCENTAGE
 

Have requested loan 3 8
 

Have never requested it : 33 89
 

No answer 1 3
 

T 0 T A L 37 lOq 

*"Coyote", one of a variety of loan sharks.
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view never requested farm improvement loans. Most of the loan,. were 

made only for variable factors of production (seed, fertilizer, labor, 

etc.) . However, it is questionable whether fertilization of the soil. is 

considered a variable or a capital expenditure for all operations. The
 

two individuals who requested capital improvement loans were both land 

owners who had reasonable incomes from larger sile farms. Interesting

ly, one of the requests was for fencing. Perhaps the small farmer is 

too uncertain of the future to ask for credit to finance long range 

plans. His marginal subsistence probably will not permit him to think 

in those terms. Again, this is a problem which will have to be tackled 

by the educational programs if credit services are to hove major ]on5 

range effects. 

Laoan Shark in;' 

As can be seen in Table 13, loan requests for "coyote" loans 

are only 8 percent of the total loan requests. The "coyote" does not 

appear to be a major factor in the campo, or Lhe small farmer is wary 

of his services. 

Table 14 concerning frequency of borrowing is extremely enlight

ening. Thirty-two percent of those requesting loans do so on an annual 

basis. This figure is very high, but represents rational behavior given 

the present rates of interest and inflation. The individuals requesting 

loans have the best credit references (assuming the percentages for hav

ing received loans remain unchanged) and information about credit sources. 

Only 29 percent of the respondents said this was their first year to re

ceive a loan. Sixty-six percent of those receiving credit said they are 
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TABLE 14 

FREQUENCY OF BORROWING
 

FREQUENCY PERCENTAGE
 

Every year 12 32
 

Not every year 22 60
 

No answer 3 8
 

T 0 T A L 37 100
 

NOTE: 	 It may be significant that 10 of the 34 respondents 
(29%) , indicated that this was the first year they 
borrowed. 

;YES :% :NO : % :ANSVER: % 

Loan requested this year , 23 : 66 : 8 23 : 4 : 11
 

Loan will be requested : 5*: 71 : 1 : 14 : 1 : 14
 

*'Respondents in this category all named the Agricultural 
Development Bank as their next source of Agricultural 
Production Assistance. 
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TABLE l5 

AMOUNT USUALLY BORROWE-D 

AMOUNT (Cclores) FREQUENCY PERCIfACE 

.01 - 1o0 3 8 
101 - 250 • 4 

251 - 500 10 29 

501 - 750 1 3 

751 - 1O00') 8 23 

1001 - 1500 2 6 

1501 - 2000 

2501 - 3000
 

No answer 7 20 

T 0 T A L. 
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year. The 66 percent figure is encouraging andrequesting a loan this 

indicative of increased utilization of available resources. Only 23
 

percent gave negative responses to the question of loan requests for
 

this year. Another 14 percent said they plan to request loans this year.
 

All of those loan requests would be directed to the Banco de Fomento.
 

Amount Usually Borrowed 

Table 15 c.)rre.ponds closely to Table 7. The distribution is 

,751 1000 intervals. Thedistinctly bi-modal at the V251 - 500 and the 

median is in the V501 - 700 interval and the mean is 0525.89. 

Loan Term 

The term of loan, as shown in Table 16, corresponds closely to
 

Forty percent preferred 12 month loans and 37 percentthe time desired. 

received 12 month loans. The differential is only at the upper end of 

the loan period where more people preferred longer loans than were re

ceived. The overall desire for short term loans corresponds to the na

ture of the loan most frequently needed by small farmers. Further, the 

brevity of the loans would indicate that they are for variable costs of 

crop production. Since only one loan preference was for more than 18 

months, it follows that earlier conceptions concerning the nat,'.' of the 

small farmer's horizon are somewhat justified. 

Collateral Required 

Table 17 shows that the most widely accepted form of collateral 

is title to the property. This requires that the loan recipient be the 

owner of the property. Alternate securities, such as crops and co-signed
 

notes, accounted for only 22 percent of the type of collateral accepted.
 

However, 73 percent said their crop was an acceptable security. The
 

high desirability of property for collateral is not encouraging when one
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TABLE 16 

LOAN TERM 

USUAL -I-- R1: 

OF :7 
: LOAW :______ 

TRM 
PREFERRED 

_____ 

6 months 

9 months 

12 monihs 

18 months 

24 months 

No answer 

: 

: 

: 

6 

5 

13 

10 

17 

: li 

37 

:3:3 

: 

: 29 

' 

: 

5 

9 

L 

5 

1 

1 

14 

26 

: 40 

: 14 

3 

: 3 

T 0 T A L : 35 :100 
* 

: 
B 

35 : Mo 
• 
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TABLE] Z7
 

COLLATERAL REQUIRED
 

IRE QLIENCY PERCENTAGECOLLATERAL DEI',ANDED F 

Title to ProperLy 23 62 

Crop 5 14 

Co-s igner 3 8 

Other 2 5 

No answer 4 • 1 : 

37 prY)T 0 T A L 

Is crop acceptable as collateral? 

FREQUENCY : PERCENTAGE 

73Yes 27 


8 22No 


No answer 2 5 

TOT A L 37 f' 
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realizes that many of the poor are landless. However, the willingness 

to accept a crop a; collateral provides an alternate security for cre

dit allocation. 
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Tie Tienda Perception 	of Smali armer Credit 

the
Table IT includes a :Mumber of subsections, including 

to goods sold on credit,avallable data on questions relatin.g 

items sold on credit, repayment period,recipients of credit, 

repayment mode.interest charged, and 

in the survey, thirteen. or
Of the sixteen stores 	 responding 

they (lid extend some limited credit,
81 pc.rcent, indicated tlht 

while the rcti.,aininq three (19%) indicated that they did not.. When 

asked whcthur credit was exi.cnded priiarily to relatives, friends, 

of the cases that 
or farmers, the owners responded in nine (507,) 

users of credit, while three (33'/) mentioredfarmers were Lhe 


It is, of course, possible
three relatives.friends, and (17/) 


or could also be farmers, and
 
that relaLives and 	 friends neighbors 


basis might be somewh-it above 50% for farmers.

the figure or that 


credit is provided at the small country

The items for which 

(Table IT). Food accounted for 
store is 	overw,.helmingly for food 

credit use for 12 tiendas (867'.), while seeds, insecticides,the sole 

credit from only two stores. The
 
and fertilizer were bought on 


the
 
latter sold only seeds 	as productive inputs. In general, 


profitable nor does there appear
small store docs not fPnd it 

to be sufficient demand to stock significant Inventories of 

productive agricultural inputs. Further, as we shall see, the
 

for such inputs. And
 
farmer does not, in 	general see a need 

no to be the appropriate vehicle to
 finally, the store 	appears 
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"TIENDA"- CREDIT SURVEY
 

GOODS SOLD ON CREDIT
 

PERCENTAGE
FREQUENCY 


81
 
Stores granting credit 13 


19
 
Store, not qranting credit 3 

-----------------.--
100
16


T 0 T A L 


RECIPIENTS OF CREDIr
 

("'. CE1!-r.,ASFRE (', r 

17
3 

Relativcs 


336

Friends or r,eighlior:. 


50:
9

Fa ri e r s 


100
18

T 0 T A L 


ITEMS SOLD ON CREDIT
 

• PERCENTAGE
FREI r, 

8612

Food 


14
: 2

Seeds, Insecticides, fertilizer 


Tools
 
100
14


TOTAL 
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REPAYMENT PERIOD
 

FRE QUENCY PERCENTAGE
 

Monthly 13 100
 

Other
 
---------- -- i-------------- ---------- ------------------------------

TOTAL 13 100
 

INTEREST
 

_ FE RCE ,TAGE_ _FREWOENCY _ 

Do not ciJrCjc inleCiCmt : 13 100
 

Charge inLerest
 
--- ----------------------- -a----------- ------------------------

T 0 T/ L 13 100
 

RE PAYMENT MODE 

FREQUENCY PERCENTAGE 

Cash 13 100
 

Crop byproducts
 

Both
 

T 0 T A L 13 100
 

;'"Tlenda", a very small dry goods store where a farmer may buy
 

such Items as soap, beans, rice, aspirin, candy and cigarettes.
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extend credit since its h,is;toric practice has beci to limit crcdit 

(if it is offered) to around C3 - C5 per family. 

Table IT also shows the repayment period for tiendas. Of 

the thirteen responding, all rcplied that the duration of credit 

was monthly. No tienda indicated willinqncss to finance bcyond 

the one month period. Neither did the tiendas overtly charqc it

terest to borrowers. While none indicated an interest char!:, 

it would be inLeresting to deLcrro ltc w, 'ther or not tLo,;e L.t,:.t 

credit also had higher prices. It is potsihle tL t th IiOler 

cost of credit operation isis arnortizcd thirough ;t hi lh r rlctrrl 

price level for those 5tore offfcriii credit. Such ,6 .juesti n 

would have to he empirically e luai,". urter, it is . 

that stores, d si rous of mainta itiig qc,I t, r , provi('e

selective credit to the long-tcrin ne,-J;.,ors who ,cve c utabl i ted 

a good credit rating. In short, they ma, be willing to calry good 

customer credit facilities simply to najintain the accour.t. 

In all cases in whi ch there v-,s a res ponu Lo tic qucsti orA 

"do you receivc repayn;ant in cash or ctops , or both" the stoic 

owner responded that he acceepted only cas!h ill pay ent of dett. rio 

crops are ac.elpted by the amjfl u ti enda in paymen t of debt. 

The Farmer Perccpotion of Crc!i! rrofrds 

How does the sma lI farrier vlevi the tienda as a source of credit? 

Of the 184 fariners responding to the question as to the avai labi 1 ity 

of credit at the neighborhood tienda, 33, or 18 percent, of the
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TABLE 2T
 

AVAILABILITY OF CREDIT AT NEIGHBORHOOD "TIENDA"*
 

["RE tUENCY PERCENTAGE 

Credit grantud forfnrmr 33 18 

Credit noL availIablC 127 69 

No an"..er 24 13 

T 0 T A L 1 1.') 

-:"Tienda", a vcry nmal dry good- store where a farmer may buy 
Itcms such as soap, beans, rice, aspirin, candy and cicarettes. 



2614 

number of 127 the response was that credit was not aval lablu From 

the local tienda (69% responding negatively) while there were no 

answers from 2)4 families. In short, the tienda clearly gives 

credit, selectively, but the impression of the small farmer that 

it is (1) not univc'rsally available, and (2) it is not adequate. 

Sma I I Farmer Cr:r! it and I !-,e loca l Store 

The sma 11 farmer does not oppea r to have rcidy access to 

credit at tiendh in his n.ighborhood. Tough1 of sixtc'cII stor,_cs 

polled thirteen clairdcl t:c, grant credit-, only nire said thot 

they granted credit to farmers. Faimers themselve- , when u(A..io,'ed, 

claimed overwhelningly (69/.) not to have tiendai credit. To bc sure, 

credit, when cxt(endcd, is minimal . TIe itrns small farmuers Il.,y 

on credit such as sugar, bc,i;s, rice, etc., inu°L be sLretc,(:d to 

last over a long period, and so the bill at the end of the nonth 

does not normally amount to more tha: C4 or C5. 

Credit, when extended, goes to just about arybody dece.d credit

worthy. Exact criteria for crcdit-%.orthines, canot be spelled 

-arrive at its decit, ion on an individualout, however, since a store 

of the stores in the survey charcjedtrial and error basis. None 


However, one would suspect
;nterest on goods given out on credit. 


that the price for most items in which the store is principally 

a credit store would be somewhat higher than a competing store 

in stores providingoffering no credit. In short, higher prices 

credit my be the means of rccuperating interest, although this Is 

a hypothesis only. 

severalAs to length of term, it can go from a few days to 

someone runs up a bill
months. What hanpens most often is that 
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throughout the month and pays towards the end. Ithappens too that 

he may not he able to pay when held like to because of crop failure 

and the like. Inthis case, he will probably be allowed to continue 

drawing on his account and make settlement %,h.nhe's able to. Why 

part of the store owner? Probablythis undcrstandinc. on the 

because he hill1self cultivates a small piece of land, and because 

hc too is out there in Lhe country and needs the farmers' good will 

in ordei to btay in business. 

Ilayment for due bills is accepted in csh only. Again, because 

what the farmer grows the store owner himself also grows and, sinc:e 

so does everyone el e, tlhcse particular goods have no purchasing 

power in thu area. 

The Sall Farm Tierda antd 1-on-.use of Production Credit 

Why so many "tiendas'' grant credit and why so little of It 

goes to the small farmer probably relates to the selectivity exercised 

by the "tiendas" as much as it does to the relative lack of credit 

worthiness store owners see in the small farmer. Th. farmer may 

and known to the store owner, but his earningbe of good character 

power is at best so si,'ll and he's subject to the vagaries of weather 

conditions and unforeseen crop-destroying calamities, that how
 

dependable an individual is helps him not at all when It comes to
 

getting goods on credit.
 

"Tiendas" themselves do not go out of their way to cater to
 

farmers' needs. Only two of the 16 tlendas sold anything directly
 

relating to farming, and that was only seeds. Neither fertilizer
 

nor Insecticides could be had Ut any of t"e stores.
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Why couldn't a store In a farm area sell some of the things 

farmers must have? This question might have two answers. The 

first deals with poverty, the second with the general amateurish

ness permeating both the farming activities at this level and the 

store operations. But why should things in the small farmers' 

world be done inefficiently? Because he's ignorant and because 

store owners are also ignorant. Perhaps one of the worst kinds of 

ignorance is ignorance of potential - no one there knows low things 

might be if resources were available, few woeld be able to take 

advantage of opportunities, They're ignorant because t.hey'rc poor, 

most of them living just above starvation levels. Tiheir concerns 

are primary: how do we survive Loday. Topurrow and the next day 

they'll have the same fixed focus. That's why they plant their 

corn and hope worms will not inresl: it, rather than buy insecticides 

to be ready should they be needed. That's why they'll postpone 

getting fertilizer till the following year - after all, the soil 

looks dark and rich. And that also iswhy "iendas" would be foolis.h 

to stock up on expensive items they may never sell. 
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PROPOSAL I: BANCO DE FOMENTO 

('{ The present structure of the Agricultural Development Bank 

could very easily lend itself to allocation of credit to the small 

farmer. The program for allocation of small farer credit was deviscd 

in the economic davelopnent section of the bank. In discussing the pro

posed method of allocation, it is assumed that Chapter 6 is understowl. 

qouposSo ida ios 

Presently, accn,rding to Dr. Rochae, tiv! hank is succe.ful. in 

making loans to (rouyo.; S, :idar: o,, . We propose th t tl,:i type of loan 

1we continued. There are everal rea:sons type of .. sp.ri,,1this oan is 

to indiv.idtal l.oa,. (1) Uncdcr -1bc assumption o- nor-pcrfc. xi" nfortmif1io:, 

the hank c;,1 cut it,". transactions cests by reducin,; C ie time nee'lted ix. 

spreading inforimation about loans, whui.fier cash -r iiteri 1 1o ri' , 2) 

Transactjon!; costs-.aLe shifted from the ban, ;.:e g:c,up by th,: ver', 

nalre of a grou an This shift n respo, -ii-i y or inJ . uX7':. r,

dit allocaiLoil sence, a way of raising hec(cs, U'itetcst) to tIe 

farmer. (3) Transactions costs cre iowured as the n-W1' Y'-:'f people 

per .lo:i proce';ing increases. Again, this is .I.-hl -

bank officials havw bias grai iri 'e,, ,..occasiona*.ly somni alout c~as .. a 

certain amonnt , the size of t1e ]C-t ,,,ou'id 11: e suf -tly - t. 

overcome "psycholoi ical," w(].] oarr -rcq I as a,-.econonic tn .tl ins. 

(5) The group has a high, r probab.ility of repayir.nt than the indJi,'i, as 

risk is diluted air,,ng th'. mewbers of the group, t', eby lowering 1,i.vi 

dual risk. (6) Contact costs can le loweoied *.or the bank an6 rl'.'.i. div. 

dua 1.. The Bank can more effectively monitor its loans through u~ s 

field agents. Once the group is eh.ab.1ished, avail.ahli, , jitf,'*;",tion 

to the Bank would be more easily obtained. j 4 

http:repayir.nt
http:occasiona*.ly
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The problem with this type of loan arrangement, however, is 

the need for groups. The organization of groups could present diffi

culties though there are natural groups which are now not beng scriced. 

For example, the church constitutes a natural gathering place and is 

already organized among the small farme'is. Family and extended family 

ties also present possibilities. The mobility among this income group 

is limited; consequently there exists a greater lil-elihooi tlat nati:raL 

and enduring associations are formed. The same forces w'hich diini.,h 

the probability of freely flowing informaticn buihld natural o Cial 

groupings. 

The major problem, howe,,,er, is the disseminaI ion of infor-<ition 

concerning the availability of creriit to groups or idilviduals. Ast our 

survey has indicated a law percentage of smiall1 farmers take dvai: g

of existing credit. It is improbable to assum:o that all of thcsr, pc,,plc 

are irrational or were turned down for credit. It is more likely, as 

substantiated by our interviews, that many people are unaware of the pos

sibility of obtainiag credit, much less the process by which onC obtains 

such credit. One would certainly find an incre;iso, in the expected return 

of the bank from a small farmer loan as the inl Urmation gap is closed. 

The increase in information would provide a larger group from which the 

bank may choose recipients for avai [able funds. The process of .;pread

ing information about the availability of loans to small farmers need not 

be the responsibility of tihe bank alone. The agricultural extension 

worker for each area could act as a financial as well as an agricultural 

advisor. The local agencies would require little time or training to 

acquaint themselves with the Agricultural Bank's program of loans to 

small farmer groups. The utilizaLion of this group would provide a "free 
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good" to the bank. The service merely acts as a library of information 

or advertisement agency for the bank and not as loan officers. The field 

extension service would be able to direct groups of smal1 farmers to 
the
 

field representatives of the bank who would continue to act as disburse

ment agents.
 

Bank Credit Subsidy 

No miattcr what type of allocation procedures are used in pro

viding crediL to the small farmer, this phase of the Agricultural Devl

opment Bank's operation will have to be subsidized. The subsidy to this 

sector will exist until it is economically profitable to loan to the 

small farmer. Since the bank is encumbered with less than equilibrium 

rates of interest and thus perfectl.)' elastic demand, the small farmer is 

surely the last to rece'ive allocation. Therefore, any loan to small farm

ers reqUi-es some tyf.e of reallocation of funds from more profitable to
 

less profitable operations. There are ways by which this subsidy can be 

maintained. (1) The present procedure may be continued whereby the devel

opment bank may subsidize the development operations from its other bank

ing sector. This indicates that only a certnin percentage of the total 

portfolio will be allocated to the rural poor. The(2) "Junta Moetaria" 

could subsidize the loans via continua], direct subsidy. This policy
 

would have to be maintained until either the rural poor were no longer
 

an uneconomic group to serve or the financial markets were ailowed to work
 

without controls. 

It is convenient to allow this subsidy to be made by the profit

able sector of the bank's operationfbut in doing so one must realize any
 

increased capitalization of the bank wili help the rural poor only in con

junction with the economically viable sector. 
Any aid toward increased
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capitalization of the bank would only be suecessful if the bank itself 

were allowed to maintain this sectoral. approach to agricultural develop

ment. Therefore, not all aid would go to the poorest of the poor. As 

the loss in servicing small. farmers diminishes, a larger percentage of 

small farmers may be serviced. 

Interest Rate Recommendnl ions
 

Clearly the easiest way to allocate resources most efficient]y 

is to alluw the finaniial markets to work unencumberd at an equil ibrium 

rate of intereot. As this is not pirmissablc under preseTnt eCoiloirric 

policy, alternate procedures to increase the interest rate or to lower 

costs are needed. Specifically, a program for lowvrioio, He costs of 

loans to the small farmer woul i -en)blethe Ua1uu t of r.SOLIICe. of th( 

economic developmant sector of the Ag,ricultur,] Bail: t.o increase from 

its present 33 percent of total bank resources. The goeal must be to 

lower the amount of subsidy needed to finance dCvclopJment operations. 

Following are suggestioris for making rural development loans less costly 

for the Delo-opment Bank: 

(1) The Agricultural Bank presently gives credit at a rate of 

interest less than the rate being applied to large profitable operations. 

Since the risk of default is much greater for the small farmer, the rates 

are just the opposite of the natural course. As the interest rate is set 

at artificially low rates, it would be to the Bank's benefit to loan to 

smafl farmers at the maximm allowable rate. Clearly, this higher rate 

would allow more funds to be moved from the subsidizing to tile receiving 

sector. 

(2) The purpose of the Bank in charging a low rate of interest
 



271 

to the non-prof itable sector is understandable. A program needs to be 

developed Lying concessionary rates of interest to farmer education. 

The interviews indicate that something beyond credit is needed by these 

"poorest of the poor." The Bank could encourage extension-tied credit 

and cost of credit. Already many loans are in the form of seed and
 

fertilizer. The next step is to coerce the recipients of credit to meet
 

regularly with available extension or Bank agents. The program of edu

dealt with here, rather coercioncation is not but the method of and re

sult. Economic coercion has traditionally been effective in obtaining nosi

tive responses. The realization of a s-nalI farmer that his loan pay

ments decrease as be sees his agent is certainly recognizable. A program 

could be init.ated whereby the highest rate of intere,;t is charged to the 

individual who docs not utilize extension services, while lower interest 

rates are charged for those taking advantage of tHie service. The number 

of meetings with the agent and the implementation of his advice by the 

small farmer is inversely proportional to the rate of interest received. 

The Bank is the bcnficia ry in two respects. First, the individual is now 

better able to repay the loan as he has increased information; therefore, 

the Bank's expected rate of return is increased. Second, the rate of in

terest is not discounted for those who do not better themselves by uti

lizing extension services. Clearly, the Bank is in a better position for
 

collection and control. of loans.
 

(3) The field agents could work more closely with extension ser

vice officials to take advantage of existing contacts with small farmers.
 

This would allow costs to be shifted from the Bank to the Ministry of 

Agriculture Without the Bank sacrificing its control of the loan program
 

or its political autonomy. The utilization of the field service is
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ncces sary in tiw above propo,."l, for rducing incost s;n1 for effect ie] , 

Iower ing t Ihe neccess ry ra:te ( f i iL'c, rest f or LI ie );BI1. , 

Thve Centt ral and r 0k2BIll: 'ii Ihlilo Fo1'oinlitc) 

The ]CR presently has, fz c 11.1 i.e!; for di scount in,,, ,;ervicc:. 1The 

Agr icultural 1)cveloipnent Ba nk ' s ut::i. i ation of th is ,,,rv icc for i I;m 

farm I oans would enab) u a di ri-.c crd it, expans;ton. Thi-:; l.. (if Ion, 

however, iriplis; a dir.ct govc rieat11nt, ihidy to ;rcs a'm" :1,,c) 

the rate dcfault in i.ay alI eycd. 'Ih (Ii:,rd,':inl . t,of ,,ould no ac , 

uwi of the d.i t;count \.indu : for tO.w Apt ictil tu 'al P,111.: ts;I .' inm e,. 

det'endence upnn the ff.",: and , t ler(,iorc , t-:, 'rJumr; ' ,ryvt a ," ' 

vaJn t or ttiC B,1nC.O iC Fou ic o it: Lhe -io l i cf r- ;;.,w Pilli Lt 

1(ezst in p:vrt , to the BP. 

All) ard IJi, l;an,'I . ( i I ',I ( 

'The A rncy fuo inter i Lion -. , :;I I:id ( nt' iI,. I 

the Banco dc Fc,:,ento Ity ,"itsg io t-!(- '.prt . of inform :t ic . Worli 

th -ugh CFN'IA, the ag-ency is in po:; it.0 to c::pil t:(- _.,out of its ' 

mation conucroing- the flnma"cial, 'I; w.ell "!;, teciliical as,:; tanc ,: 

able to the farmer. Al1) and CE'\TA WO. (d CO 1 -ti,,, \ Ld oitt , th fL ._ 

agent, a to the avai lability of credit and to Lii ificf i'c csntrol ; 

which vould reduce farmer costs, :ic:rease product ivity, and, thereoi, , 

1ower the costs for the B)anco dL' Feinetito. thc, cycle wou]d rosul ii cm

creased credit in the devel.npment sictor ol the p 'cul tu r a 

Education of the extension agent. rOul d be thc lt ressary f irst 

step in the process since most of the agents' bckgrounds are L-cIii Ic:al, 

not financial. This program would be relatively inexpensive and 'Would 

provide a necessary link in extending credit to the rural sector. The 

extension agent would then be able to inforn hi s constituency of t:he 
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availability of education-tied loans, the education-tied interest rate 

structure, and general credit conditions. More importantly, CENTA and
 

AID can provide the information through the extension service on how to 

contact the Banco de Fomento's field agents. 

Banco de Fomento: Concluding Remarks 

The use of the Banco de Fomento for small farmer credit crea

tion has botl advantages and disadvantages. The advantages are mainly 

in the exisLence of necessary infrastructure of the Bank. The Bank pre

sently has the apparatus and philosophy necessary for the subsidy mechan

ism to operate. There exist experienced field operators who can facili

tate direct Bank contact with the small farmer. The Ban], currently has 

a program of small farmer credit which deals in commodity loans, i.e. 

fertilizer, seed, and implements. Also, the Dank is using already the 

Grupjos Sul id-ar ions approach. 

The Bank's position as the main supplier of credit to the small 

farmer is well established. The survey shows that 66 percent of the 

loans received by small farmers are from the Bank. The greatest advan

tage of the Bank over most types of allocat.on procedures is its infra

structure. Under the assumption that the aforementioned proposals are
 

adopted, the Bank's existing capabilities for small farmer credit ser

vices far exceed other alternatives. 

There are also disadvantages in using the Bank as the main 

source of small farmer credit allocation. The very nature of the Bank 

implies that these farmers are not within reach of the normal financial 

markets. Even if the Banco de Fomento were successful in reaching the 

small farmer, improving his productivity, and making him a better risk, 

the nature of the aid does not enlighten the farmer to natural credit 

http:allocat.on
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sources. The Agricultural Development Bank is a short-run solution. 

The nature of subsidy can be a disadvantage as well as aw advantage. 

The diverting of funds from profita'le to non-profitable oporations 

is a necessity for this type of service and has political advantages 

over direct subsidy; however,; 67 percent of any loan or grant allocated 

to the Bank will necessariLy arrive in the hands of large farmers or 

other profitable operations. It would be only a short-run solution 

if the funds were used to subsidize the small farmer loan progra,:i 

directly. 
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PROPOSAL II: FINANCIAL INTERMEDINURIES 

farmer credit allocation through financial. intermediariesSmall 

banking system) is paradoxical in many respects.(hereafter, the commercial 

First, the optimal system for credit allocations in any country is through 

its commercial banking system. Second, commercial banks already have an 

established infrastrcucture. Third, the commercial banking sys -em is de

given the perfectly elasvoid of government subsidy. On the other hand, 

tic demand for loams at the less than equoilibrium raites of interest sEt 

by the "Junta Nonetaria," the commercial banking system would be irrational 

to direct their services to the small. farmer. Further, the stockho]ders, 

as well as the directors, might find small farmer loans to be politically 

and economically undesirable. Also, much of the sociological attiCudks 

exhibited by thu bamkors intorviewed (See (',iaptecr 4 ) indicate po.ss.ibhe 

social 1i.irricV.. to prope'r functioning of the banks in this kind of siLu'k

t ion. 

Credit Allocation 

There presently exists a set of credit allocation controls in 

El Salvdor. The "Junta Monctaria" through the BCR has a set of guide

lines for sectoral credit allocation. The monetary board, according to 

Ley #407, is responsible for the 

establis:hment of regular aiid special quotas for Central 
Bank credit on the basis of resources available to satis

fy the financial needs of the different ucono'nic sectors 
of the economy. 

This ley follows the tradition of the Central Bank (since 1965) in apply

to the commercial loan portfolio of the credit institution.ing limits 


In developing
Portfolio controls are typical of most banking systems. 


countries where direct sectoral allocation is usually the rule, the mech
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Assumi ng that a cred it a] locatjon pr'1-:::I cuil d and wrmld be en

forced o e use ontro0].0may portfolio 0 o a Ilocae ! cr..!i V to r;atn I I 

farmer, Tile "Junta loetara" cn d]l oC'at ion g'1idLIinetS aidenCln)Or(ee ;,t 

tho se guidel in s under Lcey 1/407. Siinla ILI r;irc red it al.lo caiti-on, ,;1as %e1 

as sectoral credit allocation, req, ire:S 1R or goVrir)IInt il SupeWrvJ:Ion 
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The nitviLe of the banking sys t et i.! to mii bitizo ris tiknd rnai.

imize prof it. As the allocation progrm it:;elI i.,; than r..Lt.,, optimal 
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able loans to small farmers, it is in the interest of the banks to cir

law. Since the small farmer is one of the least productivecumvent the 

groups, the commercial bankj ;g systLm would service them to the smallest 

possible extent. The degree to which government constraints are binding 

is dependent upon economic and political factors. If the cost of not 

following allocation .uidelines is great enough, then they will be fo

uowed. snal.1 farmers are greaterIf costs associnted wi lh loaning to 

than the costs of not loaning (fine.s , bribery, pilitical pay-offs, ete.), 

then the banks will not loan. Hlowevcr, if the costs of avoiding all.oca

tion guidelin.s ate greater tlhn those asotlated with loaning to small 

farmers, then the banks ,ii1 wa.imize profits (under the constraint s) by 

loaning to small farmers. 

Allorati,,C,t rCe : 'V"mAiternaiie; 

A who] range of ,r'edit controls for the purpose of crLdit allo-

cation are ava ilable for ronsideration. The harshest forms of control are 

olwvus ly ihy-sical enfoiccment. The weakest form; arc AJmpIe gooe rnmntal 

guideli,.. Somewhere within thic.e boundaries lies the proper combination 

of credit al location controls. 

We propone that the "Junta Monetaria" provide the Central Bank 

with the authorization to enforce simall farmer credit allocation through 

the conimerclal ,rytem. The focal, point of this program is to proxide corn

mer i al bank hubsidiz ed ,mall farmer credit. Ass uming the HCR ca enforce 

small fa rmer credit, thu coimercial bank will have to reallocate funds 

from more profitable to these less profitable loans. The incentives for
 

the commercial bank to loan with a less tihan optimal portfolio structure 

are related to the degree to which the BCR enforces controls.
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The Central Bank can enforce the controls using ecither one of 

two methodological avenues: "penal ties" or "sub6idies." Choosing the 

former, tile "Jutla lionetaria," given its capablii ties for bank chartering, 

credit allocation, foreign reserve control, etc., can establish a set of 

credit allocation guidelincs and "game rule.." The "gavie ru.Ies" must be 

such that the costs to the cornmercial bank of not prewi ly fol loJin1. the 

guidelines vill be greater than the costs of adhering to tl;ose guidclines, 

The "Junta Monetaria," through the BC,, woud inec essar i I i,aintaki ,.Lf

',e:i]]ance of the irdividual comaercial ban];. Once dcvi-:ticns frOm, thLe 

gu delines occur, the BC(l must eoforce penalties. Thi. yje of co,;'v e 

1, .11 aiid b;,1,k,-. Iaction is u y i.-,fr Cctive costly tf) centrol TI., I i';e

ly outcome of this thtoret icil lproacl is little or ro enfurcem, n ('l 

gLidel inesLinspiLe o f a monument- I1 [, r'aucracv whmise p i!'f'(t- i s to Ln(I rce 

s.JId .u~ Id ICS. ihi. resu I ting oot:, to tlhe Vo'vvlCV'11- alld to the h( 

are high and the costs to the coim,rc-ial binkirig sy.-;t,:i !ie low. Wh re 

justice js parcelled to commercial ban% offender.s;, the ju; I;ice is u,,utlly 

piecemeal and, therefore, susceplible to graft anld cor lption, 

As the prlnist, that comrmercial aiik c(Pa of not following the,: t,; 

guidelines mnist be grea ter than the costs of foll vinog I(w guidelin s is 

held, it is in practice impossible, though ttiortica]ly possible, to al

' locte credit using the "pmnalt' " approach. 

The second method of guideline cinforcement iS thIrou 1h econOmic 

subsidy. The government',; iesponiibility is not to enforce strict, guide

lines by pIunii ring banl officials who ,;imply maiam:ize profit for the stock

holders, Rather, the government's responsibility is to ensure a reason

able profit while directing funds to the small farmer. The "Junto Mone

taria" can use present capabilities of the BJCR to enforce those guidelines 
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not through theoretical and impotent rules, but rather through the abso

lute lowering of bank costs. At a certain cost to the commercial bank, 

it becomes more profitable to make the loans than to circumvent the sys

tem of guidelines. This subf;idy can be in many forms. No matter the form 

of the subsidy, its purpose must be to lower the economic cost of serving 

tile ruraL poor. 

We do not: propose that direct economic payments he made by the 

1goverlnenL to 1't people via the BCR and thc commercial banking system. 

llowevcr, it is maintained that the combined program of credit allocation 

guidelII'1eS under BCV! control and the economic subsidy to the commercial 

bank tuiild reali costs mILch that tim coMmalerc ial banking sy""tem would 

followj those g idel ines. It: is ]eft to outline a progorm (,f allocati o 

conti , wlich coub i ne: tie proper" proportions r, hureat,c-at 1,: direct ion 

and .cCoMoi c subs iiy. 

T) i li scount ecl,.ini si as n Cpntrol 

The prcsent system of credit allocation is apparently ineffec

tive. A directive from the "Junta Monetaria" which would only place 

sviall farmer credit allocation under the existing set of "ruleb" would 

be futile. hIowiver, there exists a mechanism which could provide economic 

subsidy, maintain BCR supervision, and enforce proper credit allocation. 

This instrument of monetary pol jcy is the discount window at the Central 

Bank. Selective credit allocation to small, farmers necessilates econo

mic subsidy. The discount window can provide the subsidy and, therefore, 

the impetus for the commnercial banking system to make small farmer loans. 

Commercial paper which is rediscounted by the BCR is controllable. That 

is, the loan's final destination (sector, large or small farmer, large or 

small industry, etc.) is obvious to the BCR officer handling the discount
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ing. Prov iding diseoiin ts on sim..[1 f aY Ier 10;1iIS L'3II re,, ii,It I o; t oI t Ile 

small farmer lo:111 port folio of the idividua I bank wi ll lie viS i.1 e LL' 

the BCR, 'iherefore, th. use of the di-scouLnL mecknisin plilvid ?f.,v v ccli

troI. over the bank's smal.l farmer cvLdi t a] l.ocntion. 

Control and subsidy ran now be cOmllMnn ta ri Iy lhldied I'- t-l1 

BCR with e.isting4 bureauc raCic!s. ,uidOl ines ihich thu ".Junto t'i tL" 

chooses to establish con be enfoyced with Fria.II cost to L., ,.; .. , 

The options for .lig . cont1rol a11-c Ici:ctili Vi',t gov( rrlneulit 1!1 t' ! :;-.i-' 

therefore, cost:s attemptin C .PJc1,CteD r, I.v ,of ti' FCir L L. t 

banki ng syr.te are inr.S,. 

Con I1 l .I.Oll 

o! I L f: iDirc t.i.on . mPV : cci Lro',hi rr. A Ic 

-
J y; tC,., C(9,1 'Lr] nl id -L i ;'.vy requ i re', bol -1) CloI!," C .l . 

gl 'i t i;'v. I t:'tlo t.I; i"l' lly c;; gi, 1 . 's. t c I . , ' r, Ila 

j n t he iiL ercept of t o:?(', i ii l ig ., \y:t ,,,tIL di' i ,; t 1 

lines on1](ISS thC Cfen t. 0t doin3 is quite 1!,h. /1; th' -L 1 o),0 d i&-o 


sal. increisr:s and .ial]y x:ueod:a the co:;t of id(,, ti. t hoe i.i-" 

]iws. the "Jun!-a Moo [ii a' s'' pol icy will b c f ,l It,..'. Tih "Jili.t 

taria" nuLt provide a ,;poch-linsm Io eiis',jrc tlet tund.ilaltc,.t ed to li(, 

sina l f ariel , -inI fact, reach the-- 11 ar:m ;'. 

.

The best method of crc.,it J lcal ion ci FIore(,,.lt inrorpo ,:t

existing a cncjie'; wit il. ti0 BC]". i j our0 i .i 01 Ih.3t Cred It ll c

cati on guidl. inns bo fformulated only when the di.,;count win Iow i,,ui;.d to 

supervise and subsidize the operation.. 

http:FIore(,,.lt
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Appendix 1: A Humorous Aside
 

IN EL SALVADOR TIE COYOTE ,SALIVE AND VAOSPEjNG 

"THE COYOTE" 

There exists in El Salvador a unique kind of person known almost
 
exclusively by the nickname "coyote". Unlike in Mexico, where the term 
is applied to stockbrokers, "coyote" in El Salvador is used in general
 
to mean anyone who makes his living from commissions rather than salary. 
Professional salesmen, however, though they may live from commissions, 
are rarely called "coyotes.". Since the term is hardly a precise one, 
being used to cover so many people doing many different things, perlaps 
an example of what is meant by the verb "coyotear" will best explain 
the function.
 

Suppose that your old aunt Rosita has fallen on hard times (dis
regard for a moment that you played no small part in bringing on these
 
hard times), and that she is now forced to raise a little cash for her
 
frijoles and tortillas. Aunt Rosita, after much soul searching, reluct
antly decides to sell an antique gold bracclet of hers for (300. Now,
 
aunt Rosita is old a.J decrepit and does not know anyone who may want 
to buy her bracelet. This rules out her going out to sell it. Besides, 
she must sell it and have the money without anyone finding out about her 
hard times. Hard times are bad enough to suffer without others hearing 
about them, on top of all. Of course, there is you. .h1y can't she give 
you, her favorite nephew, the bracelet and have you sell, it? Well, 
she could, but she knows that a long spell is apt to go by beforL' 
she sees either you or the money again. No, there's only ono person
 
who can banC'le this delicate assignment: Don Chon, the "coyote". 

Don Chon is sent for and agrees promptly to sell the bracelet 
to the first person who will qay the 0300; from this Don Chon will keep 
030 as hi. commission. TIP assignment is an easy one for him, because 
in the many years that he's been "coyoteando" he's developed quite an 
extensive network of contacts, knows at once where he can best find a 
buyer for whatever it may be that he's been asked to sell. In this case 
your aunt Rosita will never meet the buyer or learn his name. Of course
 
that doesn't matter, what does matter is that her need has been satisfied.
 
Don Chon also, having successfully "coyoteado" the bracelet, can move
 
on to another assignment.
 

"Coyotes", then, bring buyer and seller together, and are often
 
the court of last resort when more traditional means (adds in the paper,
 
etc.) have failed. On this theme, a multitude of variations are possible,
 
and a "coyote" can be useful whenever someone needs a client, a customer,
 
or a buyer for almost anything. A "coyote" is a generalist; an exception
 
to the rule is the real estate salesman, who operates here in pretty
 
much the same way as his counterpart in the States, and is called "coyote".
 
Car salesmen are sometimes called "coyotes", though not always.
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The "coyote" function extends beyond the 1'pawn broker" operation 
identified above, and includes the bringing together of a money lender 
and a borrower. The match is augmented, in El Salvador, by a "black 
market" in credit, the difference between the ieal rates of interest 
and those which are charged by the financial system generates gives rise 
to placement of funds at market rates to higher risk borrowers through 
the services of the "coyote". The rate, according to undocumented 
assertion, will range from 3 qercent per month up to 10 percent per 
month depending upon risk, with 6 percent monthly not an unusual rate. 

The coyote may also be the money lender, i.e., he brings the cash 
and makes it available at the right price, 
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GLOSSARY OF AGRICULTURAL TERMS ASSOCIATED WITH CENSUS 

TABLES in APPENDIX 3 
Appendix 2 

Data culled from National Census Stadistics of 1971 (Third

Agricultural Census), published November, 1972 by the Ministry of
 
Economy - ")irecci6n General de Estad'stica y Censos" of El Salvador. 

AGRICULTURAL CONCEPTS AND DEFINITIONS
 

1. 	 "Explotaci6n Agropecuaria con Tierra" 

Any piece of laind regardless of size utilized totally or partially
 
for agricultural production by one person alone or with the
 
aid of others.
 

2. 	"Producci6n Agropecuaria"
 

Meant to be any crop cultivation - be it open air or greenhouse
 
and including the raising of livestock, poultry, etc.
 

3. 	"Productor"
 

Any 	individual responsible for the agricultural production on
 
a given piece of land, regardless of whether he's personallyj 
involved or delegates direct production duties to an adminis
trator. 

4. 	 "Regimen de Tenencia" 

Breakdown of agricultural production systems.
 

a) 	"En Propiedad," Land owned by the productor.
 

b) 	"En Arrendamiento Simple", Land rented or leased
 
to the "productor".
 

c) 	 '!En Propiedad y en Arrendamiento". A 4ybrid forn, 
of tenancy involving two or more pieces of land, at 
least one of which is "en propiedad." 

d) 	 "En Otras Formas do Tenencia". Any other form of 
tenancy such as: Renters with a commitment to buy, 
rent-free tenants, tenants under "Colonia ' , uses of 
land under probate, or any combination of these.
 

5. 	"Aprovechamiento de la Tierra"
 

Use given to "Explotaci6n" land during the agricultural year:
 

a) 	"Tierra de Labranza". Land under temporary cultivation
 
largely by means of plowing.
 

i. 	"Cultivo Temporal." Cyclical cultivation whose
 
cycle lasts less than one year, with the cycle
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ending totally after harvest.
 

Land left unused ("at rest")
ii. 	"Tierra en Descanso". 

The 	"at rest"
for 	some time before replanting. 


period must not exceed five years. Included in
 

this category are any lands which, having been
 

planted but not harvested during the agricultural
 

year, were damaged totally by floods, pestilence
 

or disease and not replanted again during that 
year.
 

Land surface made up of the
iii. "Superficie Bruta." 

total land area used to grow maize, beans, rice
 

and sorghum during the agricultural year.
 

Land surface made up of the
iv, 	"Superficie Neta." 

total tand area used to grow maize, beans, rice
 

those land
and 	"maicillo", but counting only once 


which more than one crop was cultivated
surfaces on 

during the agricultural year.
 

o) "Tierra con Cultivo Permanente." Land cultivated with
 

crops not requiring yearly planting after harvesting.
 

Land on which only
"Tierra con Pasto Sembrado."
c) 

It also includes land on which
 grasses are grown. 


corn is grown solely for cattle feed purposes.
 

Land used for shepherding.
"Tierra con Pasto Natural."
d) 


"Tierra con Montes y Bosques." Woods for lumber
e) 

on which trees are
Does not include land
production. 


grown for shading purposes.
 

Land occupied by buildings, stocliyards

f) 	"Otras Tierras". 


and pens, stables, roads, rivers, swamps, lava 
beds, etc.
 

6. 	"Cultivo Solo."
 

Land used only for one type of crop.
 

7. 	"Cultivo Asociado."
 

Two or three different types of crop sown one next 
to the other
 

in adjacent furrows, and which thus occupy the 
same general land
 

area during their growth period.
 

8. 	"Cultivo Industrial."
 

sesame seed, cotton, peanuts, sugar
Group of crops made up of 


cane, henequen, "kenaf", tobacco and yucca plant.
 

"Otros Cultivos Temporales".
9. 


Any temporary crop not yet named, such as watermelon, 
melon,
 

tomatoes, and garden produce in general.
 



Appendix 3
 

Tables Derived from Census Avance, 1970-71
 

Number of Farms and Hectares Worked, by Tenancy form and Department
 

Number of Farms by Land Tenancy Form and Department, 1970-71
 

Number of Farms and Type of Land Use, By Department, 1970-71
 

Number of Farms, by Tenancy Form, Department, and Size of Farm, 1970-71
 

Number of farms and superficie worked, by Form of Tenancy, Department,
 

and Size of Farm, 1970-71
 

Number of Fhrms and Classification of Land Use, By Department and
 

Size of Farm, 1970-71
 

Plowed Cultivation by Classification of Use, Department and Size of
 
Farm, 1970-71
 



NUMBER OF FARMS AND HECTARES WORKED, BY TENANCY FORM AND DEPARTMENT, EL SALVADOR, 1970-71*
 

(hectares) 

'Total Land Area Worked 
Departament" Farm Tot I Simpie owneO and .easedd. "Other Tenancy 

Total Owned Leasq o Owned Leasedi Forms 

TOTAL 272 432 1 463 859!1 118 0Q8 10 L,41 137 697 82 284 55 413 99 241 

AhuachapSn -------------- 18 848 75 915 58 389 5 3541 4 235 2 631 1 604 7 937 

Santa Ana ------------- 24 595 162 572 .'0 288 7 740 9 241 6 269 2 972 5 303 

Sonsonate-------------- 17 895 98 824 3$324 6 732 4 875 2 828 2 047 20 893 

Chalatenango ----------- 21 226 135 424 106 538 8 637 16 571 10 952 5 619 3 678 

La Libertad ------------- 20 165 131 714 110 104 7 542 5 930 3 502 2 428 8 138 

San Salvador-------------- 14 731 59 369 48 120 2 790 4 126 2 601 1 525 4 333 

CuscatlAn-------------- 17555 51 361 38 740 1 801 8 417 4 443 3 974 2 403 

La Paz ---------------- 15 118 91 712 68 884 11 528 8 278 4 426 3 852 3 022 

Cabaftas --------------- 15 494 57 514 39 674 5 670 9 826 6 217 3 609 2 344 

San Vicente------------- 13 089 72 447 54 603 6 702 8 041 4 817 3 224 3 101 

Usulutrn -------------- 20 605 125 541 88 994 12 793 11 975 5 639 6 336 11 779 

San Miguel ------------- 29 057 162 498 107 485 17 774 21 045 11 879 9 166 16 194 

Moraz~n --------------- 19 291 97 500w 80 692 3 242 10 744 7 272 3 472 2 822 

La Uni6n---------------- 24 763 141 468 109 2451 10 536 14 393 8 808 S 585 7 294 

*Agricultural Census Advance, 1970-71. Direccion General de Estadisticas y Censos.
 



ClIAPTIR HI
 

SHli"NRY AND) CONCLUS IN:l
 



NUMBER OF FARMS BY LAND TENWNCY FORM AND DEPARTMENT, AGRICULTURAL YEAR 1970-71*
 

Departament" 


TOTAL 


Ahuaohapfn ----------------------


Santa Ana ------------------------


Sonsonate------------------------


Chalatenango---------------------


La Libertad ----------------------


San Salvador----------------------


Cuscatlhn------------------------


La Paz------------------


Cabaflas -------------------------


San Vicente-----------------------


UsulutAn-------------------------


San Miguel ----------------------


MorazAn-------------------------


La U.16n 


Form of Tenency -

Number of Sim pIe Leasedahd 

Units Owned Leas.- . ned 

272 432 107 450 80 547 38 433 


18 648 6 067 4 819 1 252 


24 595 9 615 8 686 1 619 


17 895 6 001 5 805 1 033 


21 226 7 769 7 581 3 950 


20 i65 6 510 6 46S 1 757 


14 731 7 588 2 842 1 976 

17 555 10 110 2 321 3 500 

1 1181i----------- 6 723 3 914 2 509 


15 494 5 132 5 016 3 425 


13 089 4 779 4 148 2 172 


20 605 7 729 6 261 3 476 


29 057 .10 001 11 016 4 436 


19 291 10 372 2 980 3 896 


247634------------------------- 8 693
9 054 3 432 


Other Forms. 

46 n02
 

6 710
 

4 675
 

5 056
 

1 926
 

5 433
 

2 325
 

1 624
 

1 972
 

1 921
 

1 990
 

3 139
 

3 604
 

2 043
 

3 584
 

Source: Agricultural Census, 1970-71, p. 1.
 



NUMBER OF FARMS AND TYPE OF LAND USE, BY DEPARTMENT: AGRICULTURAL YEAR 1970-71
 

(hectares)
 

Superficie Pla. ted -in
 
Departament Total I trees


Favns - Toa I Cult. ermanen . I-
rnatural seeded gmour~tj OMers 

TOTAL 272 432 1 463 859 488 211 
 163 468 448 539 175 170
107 361 81 110
 

Ahuachapn ]-------------
18 848 75 915 20 518 18 478
16 828 4 995 10 999 4 097
 

Santa Ana--------------- 24 595 162 572 33 038 33 721 
 54 080. 8 831 25 798 7 104
 

Sonsonate--------------- 17 895 
 98 824 25 977 20 319 15 720
23 396 6 843 6 569 

Chalatenango ----------- 21 226 135 424 36 414 838 57 820 11 609 23 901 4 842
 

La Libertad --------------- 20 165 131 714 34 153 29 545 
 40 733 3 371 15 773 8 139
 

San Salvador ------------ 14 731 59 369 18 467 11 646 
 16 804 1 088 7 000 4 364 

Cuscatln--------------- 17 555 S1 361 25 540 3 627 - 14 252 568 3 896 3-478 

La Paz----------------- 15 118 91 712 41 938 7 532 20 341 7 322 6 642 7 937
 
Cabaftas --------------- 15 494 57 514 23 978 872 
 21 848 927 6 112 3 777
 

San Vicente ------------- 13 089 
 72 447 25 686 27 508
2 088 3 555 9 653 3 957 

UsulutA-n --------------- 20 605 125 541 20 60753 736 26 029 
 10 055 8 650 6 464 
San Miguel ------------- 29 057 162 498 64 439 10 323 42 939 22 166 
 12 506 10 125
 

Moraz~n 19 291 
 97 500 32 275 4 076 31 447 -9 536 15 018 5 148
 
La Uni6n --------------- 24 763 
 141 468 52 05 j 1 446 52 864 7 618 22 379 5 109 

A nI _ _de _ _ _ _:/Jg _cultuwra~l.Census_ 
 Advance, 1970-71, Direcci6n General de Estadisticas y Censos. 



NUMBER OF FARMS, B'. TENA-.ZY FORM, DEPARTMENT AND SIZE OF FARM
 
AGRICULTUR ; VEAR: 1970 - 1971
 

II 
Departamento y tamafto Total de Rgimende enencia en: 

de laeexploacin I explota- Arrendamienito Propiedad Otras formas
(En hecSreas) 
 ciones Propledad simple arrendamiento de tenencia 

TOTAL 	 272 432 107 450 80 547 38 433 46 002
 

Menores " de 1. 132 907 37 659 52 647 11 576 31 025
 
De 	 1 a 1.99 59 842 18 532 19 911 12 596 8 803 

2 " 4.99 ..44 002 .22 841 -6 822 9 511 4 828 
5 " 9.99 15 730 11 234 693 2 986 817 

10 " 19.99 8 977 7 459 260 1 019 239 
20 " 49'99 6 772 6 083 80 509 100 
s0 " 99.99 2 241 1 957 52 141 91 

100 " 199.99 1 115 974 43 58 40 
200 " 499.99 640 532 36 30 42 

"500 " 999.99 141 124 3 5 9 
1 000 y m~s 65 55 - 2 8 

Source: AqriculturaI Census Advance Statistics, Direcci6n General de Estadisticas y Censos
 

http:TENA-.ZY


NUMBER OF FARMS AND SUPERFICIE WORKED, BY FORM OF TENANCY, DEPARTMENT,

AND SIZE OF '.FARM: AGRICULTURAL YEAR 1970-71
 

(superficie in hectares)
 

Superficle trabajada

Depdrtamento y tamailo Total de 

en:
 

de la explotaci6n explota-
 Arrenda oiedad y ard-- oras(En hectAreas) clones Total Propedad miento oies r'1endade te
simple Tota I Propi r d 

- dad mie nto ,,ng,.-i 

TOTAL 272 432 1 463 859 1 118 080 108 841 137 697 82 284 
 55 413 99 241
 

Menores de 1. 
 132 907 70 568 17 091 29 701 7 955 2 721 5 234 15 821
De 1 a 1.99 59 842 83 084 26 079 26 973 17 829 7 561 10 268 
 12 203
2 " 4.99 44 002 134 163 73 007 18 334 29 109 15 955 13 154 13 713
S 9.99 15 730 
 112 590 81 271 4 853 20 815 14 863 5 952 5 651
10 " 19.99 8 977 126 5661 105 464j 3 715 13 950 9 847 4 103 3 43720 " 49.99 6 772 213 067 192 4591 2 606 
 14 856 10 523 4 333 3 146
50 " 99.99 2 241 154 840 135 343! 3 645 9 474' 6 191 3 283 6 378 
100 " 199.99 1 15 153 5141 133 8231 
 6 332 8 019 5 134 2 885 5 340200 " 499.99 640 192 250 159 288 10 732 9 391 6 467 2 924 12 839So 999.99 141 96 5471 000 y mSs CS 6531 1 950 3 030 1 491 1 539 5 91465 126 108 602 - 3 269 1 531 1 738 14 799 

Source: Agricultural Census Advance Statistics, 
uirecci6n General de stadisticas y Censos
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NUMBER OF FARMS AND CLASSIFICATION OF LAND USE, BY
 

DEPARTMENT AND SIZE OF FARM, AGRICULTURAL YEAR 1970-71
 

(superficie in hectares)
 

Superficie aprovechada en: 

Departamento y tamafto pot-Cul:ivo _________m_____ Montesdelaexloac~n Total de I ;Pastos Oa 
de la e...plotac16n explota- Total Tierra de Derma- I Natura Sembya Otras

0 a
labranza1 N'-aunISemb -- bosques terslaraza 1.s~bsue ira(En hectg-reas) clonesz nen~e l es dos 

272 432 1 463 8591 488 211 163 468 448 5391107 361 175 170 81 110
TOTAL 


70 568 56 183 4 3901 983 325 749 7 938

Menores de 1. 132 907 


5 201 3 128 242 1 774 7 101
 
De 1 a 1.99 59 842 83 084 65 638 


12 331 19 229 1 315 6 539, 10 124
" 2 " 4.99 44 002 134 1631 84 625 
11 165 6 692
5 " 9.99 15 730 112 590 50 334 10 391 31 141 2 867 

10 " 19.99 8 977 126 566i 43 141 15 0641 42 843 4 807 13 926 6 785 

" 49.99 6 772 213 0671 43 476 27 9061 84 930 14 658 33 4541 8 64320 

19 087. 6 146
50 95.99 2 241 154 841, 28 405 24 808! 60 227 16 168 

5 886
100 '" 199.99 1 115 153 5151 25 3S7 23 8211 61 522 16 857 20 072 

36 608 23 716 72 400 24 025 27 602 7 897
200 " 499.99 640 192 248 
34 246 12 534 13 623 4 592
 

- 500 " 999.99 141 96 547, 22 831 8 721 
126 673 ts 31 613 7 119 37 890 13 563 27 179 9 3061 000 y 65 

Source: Agricultural Census Advance Statistics, Direcci6n General de Estadisticas y Censos
 



PLOWED CULTIVATION BY CLASS IFICATTION OF USE, DEPARTMENT AND
 
SIZE OF THE FARM. AGOICULTu AL YEAR 1970-71
 

(superFc:;r-. in hectares)
 

Cereales y legurninosas para granos
 
Departamento y tamafto 
 Total te

de la explotac16n Cultivo Otros Tierrade la Cultivo solorra Cultivo indus(En hectireas) branza cultivos en des'-'- tLa- tf po
[Maciasocia-
 a tempora canso 
Mafz Frijol Arroz Ma id dTrigo lesdo 

TOTA_ 488 211 162_.32 17 551 U - 7 451 12 443 98 860 5 298 107 237
 

Menores 
 de 1. 56 184 21 571 2 476 572
De 1 933 28 638 720
a 1.99 65 638 20 024 3 993 373 901
1 332 - 1 474 33 085 2 275 482 2 973
2 4.99 84 627 24 1781 4 653 2 892  1 673 33 2581 5 043 702
5 9.99 50 332 11 626 2 545 1 729 -
12 228 

985 13 799
10 " 19.99 5 000 613 14 03543 141 7 712 1 435 882  545 8 823
20 49.99 43 475 5 952 5 768 975 17 001
1 220 1 004
so0 99.99a 28 4041 3 922 - 536 7 512 6 433 604 20 214100 199.99 480 1 052425 357 3 216 240 310 2 88!1 7 6641
520 - 165 582 11 4811 895 9 931 530 8 860 

200 499.99 36 609 3 5791 241 1 548 - 334 1 530r 21 245 248 750 999000 y r.Ss F 1,119311 62 
884 

Z,!613 i 521 134 - 12206 242 - 394 51 13 720 94 524473 21 041 95 
 6 G36
 

Source: 
 Agricultural Census Advance Statistics, Direcci6n General de Estadisticas y Censos
 


