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I. EXECUTIVE SUMMARY

A. El Salvador - The Economic and Business Setting

The economy and business environment of E1 Salvador are in what can be
characterized as a subdued, if not depressed state of affairs at the present.
The various sub-sectors have all been affected to a major degree b§ the combined
effects of depressed agricultural prices, increased impcrt prices and of course,
the political violence. The Gross Domestic Product has declined by 20% in real
terms, and almost 200 businesses have closed since 1978; unemployment has jumped
to 25%Z; investment has declined by 137% and international reserves stand at a
negative $197 million as of year-end 1981. Lack of inves:or confidence, foreign
exchange and credit (the latter somewhat open to question) are complaints heard
from all quarters in the business community. While the situation is grim, how-
ever, there are some positive aspects to be discerned. The private sector as
a group is still very much alive and active; a large part of the sector's
physical infrastructure remains intact; the majority of middle and upper level
managers remain as does a large, moderately skilled labor pool; and finally,
the common will to improve this situation is still very strong. Those factors
taken together with a recent warming in political relations between the Salvadoran
public and private sectors bode well for the future assuming violence subsides
and sufficient financial and other economic assistance measures are taken to
support El Salvador, its private sector and their own efforts to get back on

their feet.

B. The CBI and its Impact on El Salvador

The CBI, while impressive in concept and scope will have a positive but
modest effect on El1 Salvador in the near future. The $100 million (the Mission's
latest understanding of the amount under consideration in Congress) resulting
from the CBI supplemental will have a major, positive effect on imports and
industrial production in El Salvador in 1982 as well as additional ESF funds
programmed for fiscal years 1983 and 1984. The injection of dollars cannot
treat the subtler, long term problems of lack of confidence, credit and know-
how, however. The effects of the Free Trade Area strategy will be much less,

with only $17 milljon in additional exports estimated to result from reduced
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tariffs. Investment ir the medium term should increase by even less, assuming
the investment incentive measure passes. The CBI should have a longer term
effect however in that it wiil seek to initiate changes in Salvadoran production
and marketing strategies and finance efforts to serve additional credit and
capital resources from the U.S. private Sector.

C. The Strategy

The Mission's CBl strategy for El Salvador will mirror the concept of aid,
trade and investment. Large amounts of ESF balance of payments assistance will
be passed into the economy in order to maintain production and employment levels.
Significant amounts of technical assistance and training will be employed to
increase the Salvadoran private sector's export promotion and market exploitation
capabilities and in so doing, capitalize on the Free Trade Area ideas. Finally,
the Missior will work with the Salvadoran public and private sectors to establish
guarantee systems or some other arrangement designed to inspire investor confi-
dence and bring about new investment in this country.

Modest but, in the Mission's opinion, achievable targets within the CBI
have been established as follows:

CBI TARGETS - EFL SALVADOR

Sub-Sector Actual Actual CBI Targets
1978 1981 1982 1983 1984
Industrial
Production ($000) 481.9 492.1/ 494, 519. 545,
Employment
(000 persons) 194,5 218.4 1/ 219.6 231 242,
Exports 261.4 221.2 210, 231, 254,
Investment (MM) 2/ 137.4 55.8 55, 83. 110.
Apriculture
Preduction ($MM) 843.9 873.8 880. 893, 906.
Employment (GO0O
persons) 568.6 571.5 1/ 586. 595. 604,
Exports ($MM) 526. 537.9 545, 553. 561,
Investment (SMM) 29.3 14.5 13. 16. 18.

Current Dollars

1/ Employment statistics available only through 1980.

2/ Includes estimated U.S. investment (combined) of $3.7 millionm.



D. The Action Plan

While the strategy is simple in concept, its actualization will be more
complicated. Over the next few months the Mission will be engaged in the
development of a series of new Projects or amendments to existing ones.

The principal Programs and Projects to be employed over the next two years,

together with projected dollar contribution are as follows:

($000)
Private Sector Support Program (Balance of Payments

Support-continuing) 262,000
Industrial Recovery Program (Development Project) 56,000

Private Sector Organization and Planning (Development
Project) 1,500
Trade and Investment Development (Development Project) 6,000
Reform and Policy Planning (Development Project) 450

Regional Training Program (Development Project) 350



II.;i. ECONOMIC SITUATION

OVERVIEW
The 1981 Salvadoran GDP, the value of all goods and services produced

in the nation, was approximately $3.4 billion measured in current dollars.,
(See Table II-1), 1In real terms, 1981 production was almost 20 percent
below that of 1978, with predictable implications for private consumption,
employmant, worker/management/ government relations, and political
stability.

The causes for this decline lie both within and outside of El1
Salvador. Within El Salvador, political instability culminating in a
military coup in October 1979 led to the ascendancy of a strongly populist,
reform-minded government, with little or no base of support among the
economic leadership of the nation. This government was successful in
stabilizing and reversing a trend toward growing popular unrest, but
only at the price of massive reforms of key sectors of the economy,
which confirmed and hardened conservative opposition against it and
severely taxed the economic structure of the nation. At the same time,
sharply falling prices in El Salvador's traditional export commodities,
weakness in the Central American Common Market to which El Salvador
customarily sells its industrial production, rising petroleum prices,
high commercial interest rates for those loans which E1 Salvador could
obtain, and a worldwide recession sharply reduced the financial resources
available to the government and the private sector to deal with the
nation's problems.

For the past two years, there has been a close relationship between
imports and production, net flows of banking and official capital (primar-
ily economic assistance), and the level of international reserves.
Increased economic assistance has permitted increased imports and produc-
tion or, alternatively, slower decline in reserves and arrearages. In
1982, U.S. assistance with direct impact on the balance of payments is
projected to be $140.3 million; if the CBI is passed as proposed, this
amount will increase to $268.3 million. At the higher level, U.S. assist-

ance will provide hard currency for approximately one quarter of all
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U.S.$ Million

1978/
.Consumption 2.553.0
Private 2.165.4
-Public 387.6
Fixed Capital Formation 714.4
Private Fixed Capital 501.1
Public Fixed Capital 213.3
Inventory Changes 73.0
Exports of Goods and
Services 978.3 -
Imports of Goods and
Services -1.217.3
GDP 3.076.9
Agriculture 843.9
Commerce - 733.2
Manufacturing 481.9
Public Administration 278.9
Personal Services 195.8
Transport, Storage and
Communications 116.4
Finance 103.8
Private Construction 73.2
Other Value Added 170.0
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Salvadoran imports for the year. IMF assistance for 1982 is projected
at $63.4 million, of which $21.4 million will be dedicated to imports

and $42,0 million will be utilized to improve the reserves/arrearages

position of the Central Bank.

GOES planners had projected 1982 imports at slightly more than $1.0
billion, which would imply zero GDP growth for the year. On the basis
of projected export earnings and assistance flows for the year, this
level of imports is theoretically possible. However, because of unexpected
delays in U.S. assistance and in disbursements of IMF assistance, much
of which will be made available only after the critical planting season,
it is unlikely that this level of imports and zero GDP growth can be
attained. DBecause of major uncertainties, especially regarding'the
timing and amount of U.S. assistance, it is difficult to project a
meaningful import level for 1982. GOES economic leaders, the Embassy,
and the A.I.D. Mission now believe that El Salvador will face a real
decline in GDP on the order of 3-6 percent, reducing 1982 GDP to 25
percent below the 1978 level in real terms. It is possible, however,
that with resolution of these uncertainties and an adequate level of
economic assistance the Salvadoran economy will bottom out at this low
level some time in 1982 and begin slow recovery in 1983.

In addition to critical hard currency requirements, the nation
faces a shortage of local currency for production and public sector
needs. The banking system is weighed down by a growing proportion of
credits for refinancing old loans, which implies that scarce credit
resources are not available to meet present working capital or investment
needs. Agricultural producers, in many cases, have been unable to
obtain bland bridgg loans to support them when they are unable to repay
their planting credits because of low export prices.

Key elements in the public sector are unfunded. In the govern-
ment's operational budget, only the allocations for the new Legislature,
the Central Elections Council which administrated the March vote, the

Foreign Ministry, and Defense and Public Security have been increased;



all others were reduced. For the first time in the nation's history,

the 1982 budgets for Public Health and Education were lower than in the
previous year. Compensation for agricultural reform, a crucial political
issue because of its implications for fomenting political opposition
within the country if not paid, is in jeopardy. At a time of perhaps 20-25
percent unemployment, the government's employment generation programs

and, indeed, employment within the public sector in general, is threatened
by a shortage of general funds.

More importantly, even though El Salvador will succeed in 1982 in
tightening its belt for the second consecutive year, local currency
constraints will prevent any significant economic recovery in the short
term. That is, even if sufficient hard currency were made available to
finance increased production and employment, local currency constraints

would place a low ceiling on improvement.

COMPONENTS OF RFAL GDP

GDP was almost 20 percent lower in 1981 than in 1978, in real

terms. Since 1978, overall private consumption in El Salvador has
declined by 24 percent (See Table II-2). Although population data is
scanty because of the nation's unstable social environment, the probable
agsumption that population has continued to grow during these years
would indicate an even sharper decline in per capita consumption. From
1970 to 1977, private fixed capital formation made up 13-22 percent of
GDP; in 1981, it had fallen to only 6.2 percent of GDP. In comparison
with 1978, exports of goods and services were a real 13 percent lower in
1981 and, most importauc for an import-dependent economy, imports of
goods and services were down by 47 percent. The hardest hit sectors of
the economy were construction (down 48 percent since 1978), merchandising
(down 37 percent), manufacturing, which depends on imports of raw mater-
ials and capital goods (down 32 percent), and agriculture, the mainstay

of the economy (down 9 percent).
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TABLE 11-2

PERCEN* CHANGE IN COMPONENTS OF REAL GDP

78/79 79/80 80/81 78/81
Consumption -4.1 -5.8 -7.6 -20.6
Private -5.5 -7.3 -8.2 -24.4
Public 5.1 2.9 -4.7 3.0
Fixed Capital Formation -22.2 -33.0 -25.4 -55.6
Private Fixed Capital -31.8 -47.7 -22.9 -69.3
Public Fixed Capital -1.6 -11.0 ~27.6 -27.5
Exports of Goods & Serves. 29.0 -6.1 -25.1 -12.6
. Imports of Goods & Servcs. =11.6 -22.9 -11.3 -47.2
6DP -1.5 -9.6 -9.5 -19.4
Agriculture ‘ 1.5 -5.9 -4.3 -8.7
Commerce 2.6 -13.9 -14.4 -36.8
Manufacturing -2.9 -15.5 -17.4 -32.1
| Public Administration 3.8 3.5 2.4 10.0
Personal Services -4.7 -8.4 -14.4 -25.3
Public Construction -11.3 -5.6 -8.6 -23.5
Private Construction -17.7 .67.7 -6.0 -75.0
Transport, Storage & Comm.  -6.5 -6.7 -17.4 -27.8
Finance 2.1 -8.1 -3.6 -9.6
Other Value Added 1.6 -5.3 -9.8 -15.9

SOURCE: Central Reserve Bank of E1 Salvador



BALANCE OF PAYMENTS

The Salvadoran economy is dependent on international trade to

provide markets for its industrial and agricultural production and, in
return, supply it with imports basic to production and consumption, such
as raw materials, capital goods, replacement parts, petroleum, fertilizers,
wheat, and medicines. Every major sector depends on imports. As a

result, there is a high correlation between the level of real imports
(especially production goods), national production levels and employment,
although less so. Moreover, although in the past El1 Salvador has financed
most of its own development, it will have to depend more on foreign
private investment, in order to absorb the pressures of an already dense
and rapidly growing population in the future. Thus, the proposed Caribbean
Basin Initiative, in both its trade and investment aspects, meets Salvado-—
ran needs during its immediate economic crisis and, in the longer term,

for development.

El Salvador's basic exports are coffee, cotton, sugar and, growing
rapidly, shrimp, and also manufactured products sold to the Central
American market. In 1979, exports reached a high point of $1.1 billion.

In 1982 exports are projected to decline to $775 million, a decline of
more than 30 percent in nominal terms. (See Table II-3).

Imports reached their high point in 1978 at slightly over $1.0

billion. However, imports fell a low of $972 million in 1980, but in

real terms the decline continued through 1981.

In 1978, El1 Salvador followed its traditional pattern of negative
balances on the trade and current accounts. 1In 1979 and 1980, because
of historically high coffee prices and an increased volume of coffee
sales, these accounts turned positive. In 1981 sharp decreases in
cotton and coffee earnings returned the trade and current balances to
negative numbers,

Historically, El Salvador has financed its negative current balances
with heavy inflows on capital account, traditionally private investment
capital. Starting in 1979, however, reduction in foreign bank credit

and capital flight brought the capital account into a negative balance.
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TABLE 11 - 3

BALANCE OF PAYMENTS

-=in US$ millions--

Proposed
1978 1979 1980 . 1981 1982
Exports 801.6 1,129.4 1,072.1 793.1 775.9
Coffee 385.6 675.2 615.2 452.6 3980
Cotton 98.4 84.6 82.8 52.6 58.1
Sugar 18.9 26.8 13.2 14.0 10.0
Shrimp 10.6 12.3 13.4 18.7 24.5
Other 288.1 330.5 347.5 255.2 285.3
Imports 1,029.0 1,024.5 971.8 930.8 1,043.4
Consumer 266.4 275.9 306.7 297.2 304.0
Petroleum 76.4 114.3 151.3 149.0 161.0
Non-Pet. Production 421.0 418.3 401.8 424 .8 469.2
Capital 265.2 216.0 112.0 109.8 109.2
Trade Balance -227.4 104.9 0.3 -187.7 -267.5
net Services -109.7 -121.5 -131.6 -127.6 -129.¢
Net Transfers 51.4 £1.4 48.9 28.2 40.0
Current Balance ' =285 7 " 17.6 -287.1 -356.7
Ne. Bank/Official Capital 128.6 103.3 186.( 253.0 464 .9
Net Private Capital 185.8 -246.2 -400.4 - 45.0 - 68.2
Capital Balance 314.4 -142.9 -?217 R 208.0 396.7
Balance of Payments 28.7 -108.1 -196.2 - 79.1 40.0
Closing Intl. Reserves 234.4 126.3 - 69.9 -149.0 -139.0
Change in Arrearages -0- -0- 41.0 45.6 -30.0
‘Closing Int. Res.
(with arrearages) *234.4 126.3 -110.9 -235.6 -205.6
Level of Arrearages -0- -0- 41.0 86.6 56.6

Note: 1982 balance of payments conforms to IMF requirements for reduction
of arrearages and buildup of reserves. It assumes passage of the
proposed CB. ESF loan of $128 million to E1 Salvador. Since this
may be reduced, tranchec,or delayed until late in 1982, the projected
1982 BOP should be viewed as optimistic. Any of the less favorable
scenarios would result in reduced imports, production and employment.
See text for discussion.

June 1982
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the same period, Central Bank and public sector debt mofe than doubled
from $608 million to $1.3 billion. (See Table II-4). Predictably, there
has been been an overall decline in the share of private sector foreign
debt from 36 percent to 13 percent, and within private sector debt there
has been a sharp reduction in short-term debt as lines of credit reach
maturity and are not renewed.

The balance sheet of the Salvadoran banking system continues to
show a disproportionate share of credit directed to the public sector.
Nevertheless, the situation is improving. Credit and investments to the
private sector rose from $856 million in March 1981 to $973 million in
March 1982, an increase of 14 percent. (See Table II-5). For the
remainder of 1982 and into 1983, private sector credit demand can be
expected to outstrip the financing available, which will act as a brake
on economic stabilization and recovery.

Money supply (M1) has shown a 26 percent increase over December
1978 levels. The primary source of this increase derived from an overall
increase in cash in circulation.

Money Supply
(Millions of U.S. Dollars)

12/78 12/79 12/80 12/81 3/82
M1 476 570 624 627 599
Index 100 120 131 132 126

Source: Banco Central de Reserva

The central government budget, already austere in 1981, has been
cut back still further in 1982. (See Table II-6). Current inflows will
reach $443 million, an increase in nominal terms of two percent over the
1981 budget, but a significant decline in real terms. Current outflows
bave declined absolutely this year, in spite of a high debt service
burden. Capital outflows were also down in nominal terms, due to a
reduction in public works projects. Real capital investment by the

government declined frowm $154 million in 1981 to $93 million in 1982, a

Prewlous Paca Blemk



Private Sector
Short Term
Med and Long Term

Central Bank
. Short Term
" Med and Long Term
Public Sector
Central Government
Official Instits.
Total Debt

Total Non-Private Debt

June 1982
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TABLE 11 - 4

FOREIGN DEBT LEVEL

--{n US$ million--

347.7
178.6
169.1

192.6
-0-
192.6
414.9
260.6
154.3
955.2

607.5

12/1979

12/1980

252.2
91.
160.

486.
185.
300.

475.
338.
136.9

;o [oa Mo,

N =t

1,213.3

961.1

12/1981 3/1982
215.1 205.2
67.7 64.8
147.4 140.4
601.2 640.9
235.3 221.8
365.9 419.1
649.3 708.1
499.1 552.2
150.2 155.9
1,465.6 1,554.2
1,250.5 1,349.0






TABLE 11 - 6
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CENTRAL GOVERNMENT BUDGET

--in U.S.$ millions--

Current Inflows
Income Tax
Net Worth Tax
Coffee Export Tax
Import Tax
Other Tax
Non-tax income

Current Outflows
Salaries
Goods and Services
Foreign Debt Interest
Foreign Debt Amort.
Domestic Debt Interest
Domestic Debt Amort.
Transfers
.Other

Subtotal: Current Deficit
Capifa] Inflows
Capital Outflows
Real Investment
Transfers

Subtotal: Capital Deficit

Total Deficit to be Financed::

By Foreign Debt
By Domestic Debt

dune 1982

a‘ (3]

b
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189.3
285.3

81.6
203.7
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reduction of almost 40 percent. In spite of reductions in both current
. and capital expenses, the government still faces an overall deficit of

$167 million to be financed through increased foreign debt.
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IT.B. EMPLOYMENT AND THE LABOR FORCE

Emgloxment
A ROCAP study 1/ undertaken in early 1981, estimated unemployment

in 1980 to average 225,000-245,000 persons, or 16-17% of a labor force

estimated at 1.5 million (Table II-7). This figure includes the openly
unemployed and the unemployment equivalent of persons involuntarily
working less than full time. The sectors most affected have been agri-
culture and construction (Table II-8). Besides the 1981 GDP decrease of
9.5%2 a major contributor to this level of unemployment was an annual
. increment in the labor force of 50,000 workers.
Of particular concern is the number of business closings since

1979, as shown in the table below:

BUSINESS CLOSURES

1979 1980 181 1982 Reopened Net Closures
No. Firms 29 108 86 13 45 191

No. Employees 6,981 10,004 5,829 1,782 1,992 22,604

SOURCE: Ministry of Labor, through March 1982,

Employment and unemployment, it should be pointed out, are subject
to considerable seasonal variation. Seasonal unemployment is especially
high from March through May, following the end of the principal harvest
season for the country's major crops. Underemployment is also a problen,
both in terms of fewer than desired hours of work and incomes too low to
meet basic needs requirements.

Wages

The GOES has established minimum wage levels for various occupations
and wage differentials between tha Metropolitan San Salvador area and
the rest of the country. For non-agricultural workers, the last minjmum
wage law was enacted on April 29, 1980. The law’'made effective a minimum

wage which increased daily salaries for workers in San Salvador and in

1/ °*"El salvador: Economic Assessment and Policy Issues”, Clark Joel (AID-

RCCAP) and Clarence Zuvekas (LAC/DP).
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the rest of the country to 11.00 colones ($4.40) and to 10.00 colones
($4.00), respectively. As an emergency measure, the Law of Economic
Stabilization (Decree 544) promulgated on December 22, 1980, effectively
froze all salaries until March 31, 1983, with the exception of a one-
time 107 salary increase permitted after February 15, 1982, Public
workers in fact will not be permitted the 10% increase. (See Table II-
9.

Price Controls

Specific price controls on basic food grains, medicines, medical
gervices, education, and rent remain in effect. No increases are pre-
sently expected for these goods and services, nor for petroleum products,
which are also regulated. Prices on consumer non durables continue to
raise. While the official consumer price index as of October 1981 was
14 percent, some goods--particularly in the import sector, registered
Price increases in 1981 exceeding 100%.

L

Union Activity

The current Labor Code permits erployers and employees to form
industrial unions, company unions, ard traded unions. It is the employer's
option, however, to hire union or non~union workers. In 1980, registered
unions totalled 124 with total membership of slightly ove. 71,000,

While the manufacturing industrial sector accounts for over half the
total number of unions (69), the construction sector accounts .Jor the
greatest portion of membership (31,140 members, 43.8% of total union
members). Total union membership peaked in 1977, with over 76,000
registered members; while in 1978, total membership declined to 55,200.
Membership climbed in 1979 to nearly 65,600 and continued to grow in
1980 to over 71,000. Sectors currently showing membership greater than
Previous years are: agriculture and fishing; commerce (including restaur-~
ants and hotels); transport and comrmunication; finance and insurance;
and services. Construction, utilities, and manufacturing industries
show memberships below their 1977 levels.

In 1979, the number of collective labor disputes (103) almost
quadrupled the number registered in 1978 (29), with the vast majority
(86) occurring in the manufacturing industry sector. In 1980, as the

number of business closings increased from 29 (in 1979) to 137, the
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number of labor disputes declined abruplty to 42. The total number of
workers affected by the disputes in 1980 was 13,904, resulting in 47,511
man-days of labor lost. The causes of the 42 disputes were: desired
salary increased (27); laying off of workers (5); solidarity with other
strikers (5); and other causes (5). While statictics for labor disputes
in 1981 are not yet available, it is likely to have declined further as
a8 result of an additional 86 business closures and the enactment of the
aforementioned Law of Economic Stabilization. The Law not only effectiv-
ely froze all salaries but also prohibited all organized labor activity
with potential economic repercussions.
Skill Levels

From 1970-1980, the labor force grew at an annual rate of 2.8

percent. From 1980-2000, the growth rate can be expected to climb to
3.5 percent annually, creating a major employment generation problem. A
breakdown of the 50,000 new labor force entrants each year shows that
about 47 are executive, professional, and technical. Another 28% possess
middle-level skills, while the remaining 68% are unskilled laborers for
whom productive employment is not readily available. It is estimated
that for every new job created, there are four workers available to fill
it. Due to the high growth rate and young age structure of the popula~
tion, the primary education system absorbs only 75% of the 7 to 15 year-
old age group. As a result, about 40% of the total labor force and 56%
of the rural labor force are illiterate. Only 157 of agricultural
workers have more than a third grade education, compared to 827 of all
industrial workers. The low level of educational attainment in rural
areas constitutes a barrier to the introduction of modern techniques in
agricultural and livestock production. Although the modern sectors have
grown (from 1960 to 1979 the percentage of the labor force in industry
shifted from 17 percent to 22 percent; in services the shift was from 21
to 27 pecrcent), employment opportunities in these sectors were insuffi-
cient to absorb the excess labor force in the agricultural sector.

Training Capabilities

Local industries in E1 Salvador traditionally have met their needs for
skilled personnel through competitive wage policies that have attracted better

trained workers from either the public sector or other private firms. These
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workers are provided "on-the-job" training to upgrade existing skills. At the
semi-skilled level, a few cooperative apprenticeship training programs have been
conducted with the help of the Ministry of Labor, while others have been run by
the industries themselves. Very small firms generally hire unskilled apprentices
and provide informal, long-term on-the-job training (usually paying less than
minimum wage). The apprenticeship training given by employers is of poor quality
in general, is not properly supervised, and is often used as a means Lo avoid
paying minimum wages and taxes.

The most important non-formal vocational training program for the modern
sector is operated by the Ministry of Labor (MOL). The MOL created the Manpower
Department in 1962, which received technical and financial assistance from USAID.
The Department undertakes three basic activities: a vocational training service,
and employment service, and a migrant worker's service. Problems with this
program which were to be addressed by the IBRD Agricultural and Industrial Training
Project initiated in 1978 (but not yet functioning) are:

1, The MOL mode of training is inflexible and does not meet individual

needs;

2. The accelerated training program is too long (it lasts for nine months)
and almost half of the trainees drop out because of lack of money for
subsistence;

3. The MOL hes little or no relationship with private sector enterprises
in order to encourage an improved apprenticeship system and emphasis on
upgrading and inplant training to promote labor productivity.

GOES Strategy and Policies

The thrust of the GOES' development strategy is to change the structure of
production in the agricultural sector in the medium term and to diversify the
economy mainly through industrial devclopment in the long term. As there is no
single institution charged with employment planning, each sector develops its own
programs which are integrated by the Ministry of Planning. The GOES employment
policy, as stated in the 1981-1983 Development Plan, attempts to reverss the
decline in employment by concentrating on the implementation of projects with

high labor content, especially those in the agricultural and construction sectors.
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The principal employment generation programs envisioned in the plan are:

l. A special program for support of non-traditional exports with
high labor input.

2. Medium term financing of activities related to traditional crops.

3. Financing of municipal and community projects.

4. Creation and strengthening of cooperatives.

5. An expanled artisan and family industry program.

The importance of reshaping the industrial training system to support the
general economic development of the country has been recognized by a series of
governments in E1 Salvador. On December 15, 1977, Executive Decree No. 33 was
Promulgated to establish a National Vocational Training Council for the purpose
of ensuring cnordination among all Ministries and agen:zies involved in vocational

training. In practice, the National Vocational Training Council has not functioned

for such coordination, the Ministry of Lz »r presented to the Revolutionary
Governing Junta of E1 Salvador in the final months of 1981, a proposal for a law
establishing a Salvadoran Institute for Professional Development (INSAFORP). The
proposed law is being re-evaluated by the new GOES. The INSAFORP plan is encounter~
ing resistance as it requires businesses having over 5 employees and decentralized
government entities to contribute 1Z oi the total value of salaries paid to the

new institute's budget.

Bilateral and Multilateral Assistance:

In 1978, USAID/E1 Salvador initiated a $3.85 million Basic and Occupational
Skills Training Project to be implemented by the Directorate of Adult and Permanent
.Education (DAPE) of the Ministry of Education. Planhgd Project activities included:
1) the planning and evaluation of course offerings; 2) development of curricula;
3) the delivery and supervision of skills training; and 4) the provision of in-
service'tfaining to DAPE administrators and teachers. The Project was suspended
in August 1980 due to lack of ministerial coordination and progress in carrying
out project activities. '
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In 1978, the IBRD initiated a $9.7 million non-formal, agricultural and
industrial training project. The Project has three main components: a) Agricultural
Training; b) Management and Supervisory Training; and c) Industrial Training. The
Agricultural Training Component is currently being implemented by the MAG. The
Project has experienced considerable delay; however, construction of training

centers is nearly completed.

The Industrial Training Component has been suspended because of a lack of
sufficient counterpart interest and weakened capacity to cover recurrent costs.
The MOL was to execute this component, which would have provided for the construc-
tion and equipment of three permanent Vocational Training Centers in three separate
cities, provision of 16 mobile training centers, and the creation of a central
administrative center in the MOL. The goal was to provide 5,500 persons annually
with training in 33 different occupations. Courses were to have been oriented
to rural interests and include bricklaying, carpentry, electricity, plumbing, and
agricultural mechanisms. Also, an in-plant training division would be created in
the MOL to provide industrial firms with diagnostic services in determining train-
ing needs and implementing on-the-job training programs. Mission discussions
with the IBRD suggest that A.I.D. willingness to assist in these areas could ensure

project continuation.

The Management and Supervising Training Component provides short-term courses
for private~sector, middle-level supervisors and industrial engineering, administra-
tion, and maintenance through the National Productivity Center (CENAP) of the

Ministry of Economy. The component is currently being implemented.

Qutlook

Unemployment continues to climb in E1l Salvador with little hope that unskilled
labor force entrants can be absorbed in either the agricultural or industrial sub-
sectors. Industrial and agro-industrial development efforts must be pursued as
vigorously as possible in the short and medium term. Laws prohibiting union
activity and factory closings are likely to guarantee a stable, skilled work
force for the export sector in the short term. With salaries frozen, wages will
remain competitive. Taking into account the uncertainty in institutional organizz-

tion, prior A.I.D. project experience, and present problems confronting the IBRD
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efforts in industrial training, no new initiatives in skills training are
recommended for the short term. However, if A.I.D. were to provide local
currency funding of GOES recurrent costs for the industrial training centers
contemplated in the IBRD project, medium and long term availability of skilled
workers could be at least partially assured with a marginal investment. GOES
ability to absorb these costs over the long term should be carefully considered
and a plan developed to ensure resumption of recurrent costs over a specific,

e.g., five year, perioc.
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TABLE 11-7.

CONJECTURAL EMPLOYMEMT AND UNEZMFLOYMENT DATA, 1971-10981
(chousands of persons)

(1) (2) (3) () (5) (6) (7)
Labor Emplovy- Adjust- Employ- Unerpley- Uncemploy-  GDP
Force . ment ed Employ- ment Growth ment ment Rate  Growth

ment Rate Ratc
1971 1,116 1,028.9 1,029 - 87 ' 7.8 L.6
1972 1,153  1,076.8 1,077 4.7 76 6.6 5.7
1973 1,191 1,124.6 1,125 4.6 66 5.5 5.1
1574 1,230 1,172.4 1,172 4.2 b 4.7 6.4
1875 1,270 1,220.3 1,220 4,1 50 3.9 5.6
1976 1,313 1,263.2 1,263 3.5 50 3.8 3.¢
1877 1,357  1,307.7 1,308 3.£ 49 3.6 5.2
1978 1,403  1,234.5 1,352 3.4 51 3.6 L. L
197° 1,451 1,222.2 1,340 -0.9 111 7.6 -1.2
1880 1,500 1,256 -6.3 244 16.3 -8.7
"~ 1981 1,550 1,256 0.0. 254 19.0 c.0

.. TSources: (1) iDB, Eccnomic and Sociz! Progress in Latin fAmerica,
1977 -Redort, Chapter 5.

(2) E1 Salvador, Ministerio de Planificacidn y Coordinacion
de Desarrollo Econdmico y Social, £} Salvedcr: Informe Eccnémico v Social
1672 (San Salvador, Aucust 1580).

. - {3) 1271-77: Column-(2) figures, rounded; 1975-81: Basec on
th: elasticity of employment with respect to GDP fromr 15871 -to 1577.

(4) Column (3).
(5) Column (1) minus Colu=n (3).
(€) Columa (L) divided by Column (1),

(7) 1971-72: same as (2); 1980: Centiral Bank estimate;
1981: past-case assumpticn. :



TABLE II-8

OPFN UNFRPLOYMENT RATES DY SOTIOR, JANUARY-JUNE 1980

(rercentaacs)
Fconamically ‘
Active Unemployment Rates
Economic Sector Ponulation January Febvruary = March Anril May June
ALL SECTORS 1,625,000 7.5 15.8 23.3 22.0 15.4 14,2
Auriculture 711,000 11.8 25.6 48.3 43.3 22.5 18.6
Hinine 1,000 - - - - - -
tanulacturing 244,000 2.0 6.2 5.6 12.9 8.3 10.5
Utilities 14,000 4.1 9.2 - 7.8 10.7 -
Constiuction 70,000 14.7 12.6 18.8 13.7 11.0 24.0
Camuerce 256,000 1.2 3.1 1.7 3.3 5.3 4.0
1ransrort 57,000 4.7 7.3 6.4 11.3 9.0 . 8.8
Rankingt and Finance 25,000 5.4 4.9 13.2 15.2 6.5 -
Servicos 234,000 3.0 7.6 7.5 4.7 5.0 5.7
Othev 7.000 - - - - - -

'Sonrce: Proyvecto Indicadores de Procreso Social, unpublished preliminary dat&.
February 27, 1981.

Note: Sce text for the defiﬂltion of unarploviment used in these surveys.

-Gz~
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TABLE II1 - 9

TARIFAS DE SALARICS MINIMOS SEGL..

710 Y ACTIVIDAD ECONOMICA 1965 - 1980

.]./ E.SL".ol.'.l -ill}lg)

2

v bus Municipios de San Salvador, Ayutuxtepeque, Cuscatancingo, Oelgada, Soyapaigo, ITopango, San

Salvadar, Mojicshos,
Incluye Hunicipio de Apopa,

Lewidro 12 ]
! TRAGAJADORES INDUSTRIAS AGRICOLAS |  INDUSTRIAS Y .
MOEI0 | a0 oFienL | AGRoPEcurRics RECOLECCION OE COSECHAS DE_TCRPORAOA SERYICIOS COxERC 10
EJECUTIVO VARONES  [MUJERES KENO- [ c A F E CAR\ DE AZUCAR |  ALGODOM g |lo 2, | sm¥ OTROS | MUNICIP, |  GTROS
MAYOKES 0E ?ﬁsvuﬁ.ég v S | Soeosl s S SAVAR [Hunicie, | st | pacie,
ne | reom  fwe | oreom 16 wios R EEIN b pareobal platar | g Ton, [pfdta | pftib ) plafa R R SALYACLA
R A AN 2.25 N 045 2.25 | 1,125 | 2,25 0,025 2,25 :

N0 | 25/Scp/66 |192 | 20/0ct/66 050 2.50 | 1.25 | 2,50 }0.025] 2.50 .

21 5/0ct/67 N7 | 13/0ci/67 2,5 2,501 2,5 3,20 2.80

I eleea/70 | 7 [ 13/ERc/70 B 3.50 1 3,20
351 A/vet/70 193 | 22/6¢t/70 0,701 3,50 | 1,75 | 3.5%0 '0.0279 2,75

49 1 15/0ct/T 130 | 15/0ct/N 0.70{ 3,50 | 1.75 | 3.50 ; 0.0279 2.75

10 | B/Mav/72 (207 | B/hey/ 72 0751 3.75 | 1.075] 3,75 0,03 | 3.00 :
55 | W13/ 13 (136 | 2300:/13 N 2,25 .20 3,204 3,20 4,10 3.60 4,50 | 3,00
€O § E/cv/73 |26 | T/hee/T3 - 0011 4,05 1 2,05 | 40 10.033) 230 . | 2

66 | 1622117 (136 | 23/301/74 000 8,00 8.00| 55Y) w0 | 50| a0
[ 12/49:/1% 155 | 23/0ge /T4 3.10 2,50

§5 | 21/cct/74 1190 | 23/0ct/74 0,051 4,25 | 2,30 | 4,60 0,036 | 3,60

€6 1 9/0ct/75 (168 | 10/0ct/75 110 5,50 | 2,75 | 5.50 0,045 4,50 Y

€0 | M/0ic/75 1233 | 23/0ct/75 5501 5,50 5.501 6,20 5,50 6.50 | 5.60
30 118/abe/96 | 6 | Ve/aLel6 | 3,75 3,15 ’
1] 5/0ct/76 Yo | Cjoct/16 1,60 6,40 | 2,75 | 5.50 ]0,06 | 6.00

21 L 15/ 102 | Whevi 1,051 9.25 | 2.75 | 5.50 0,06 | 6,00 )

80 21/0ic/17 ;233 | B3/0icd . 7.00] 6,00} 6.25 2

N2 | 23/01c/77 (239 | 23/6ic/ 7 "1 1.00 6.10 7.20 | 6,20
3125 3af13 120 ] 29/ dunf 70 4,25 3.65 .

€3 ) 22/eet/1s (20 Y 2103ct) 13 1951 9,5 | .75 |5.50 0,065 6,50

K1) 330809 ez | o3l 5.20 4.60

821 8/ IS Ty 2 9.00 | 8.00
$3 ) BN IS 1YS 1 25000 1 9.00 0.00
€5 | &/0ct/15 [106 | S/uct/79 2,20 {11,00 | 3.25 | 6,50 {097 | 7.co
€5 10/Cet/1y 10 | Njoct/79 8.0 0,00) 8,00

V{35079 120 | Ypticej 19 2,85 114,25

2 Wi e s 4,50 |9,00 0,08 | 6.00

b | 30ic/19 225 | 3/vid 14,00 Y

20 | 23/ae/CC | 1) | 29/ hbr/u0 1,00 <1 10,00 1,00 |10,00
SV | €/0ct/30 (137 | Gfuct/an 2,85 {1425

v 4 22/uct] 20 Nys | 227000/ 5.5 [1N.50

02 100 (15 | a0 0,105 {10,50 ]

arcos, Antiguo Cuscallén, Nueva San
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World market prices have dropped during the past four years, decreasing by

approximately 38 percent, from $69.07 per cwt. to $49.81.

_ Meanwhile, production costs have risen by 33 percent from $618 per
acre.. to $822, not surprising given the increasing reliance upon numerous

applications of insecticide.

Lt should also be noted that in the past a significant portion of the
cotton produced ended up as raw materials for domestic textile producers.
From 1980 to 1982, it is estimated that approximately $42.4 million in cotton
products will be imported for textile operatioms. Previously, Salvadora=n

producers supplied all the cotton raw material toc these textile operatio=ns.

About 30 percent of the cotton lands fell under Phase Cne of the lard
reform pregram where yields for the reformed sector averaged 16.2 cwt per acre
- compared to 17.6 for the non-reformed farms. Approximately 30 percent cf all
cotton lands would fall under the recently rescinded Phase Two of the land
reform. The Constituent Assembly has temporarily suspenced the Decree 207
reform Phase wherein it affects cotton, cane and basic grain production. These
two acts may stimulate additional cotton cultivation.

A definite obstacle, according to the Cooperativa Algodonera, is that
production credit is not available in sufficient amounts. The Cooperative
estimates that RCR credit lines will only finance 75 percent of the potential
crop in 1981/82 constraining output and leaving thousands of farm labecrers

without employrent.
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C.1 INDUSTRY
DESCRLI"TION

After agriculture and commerce, manufacturing makes the largest contribu-
tion to El Salvador's Gross Domestic Product. In real terms, the contributions
of this sector were 18.9%, 18.7% and 17.5% in 1978, 1979 and 1980 respectively.
The importance of manufacturing is further highlighted by the fact that it ac~
counts for approximately 30 percent of the total value of the country's exports

and provides employment for nearly 15 percent of the labor force.

The last census of manufacturing in E1 Salvador in 1978 identified 10,065
establishments, of which 1,319 were plants employing five people or more. 1In
that year, thesc establishments employed 96,844 people, of which 80,055 worked

for those plants employing more than four people.

Payments to workers and employees in 1978 reached US$155.5 million of which
847 were salries and the remainder other labor costs. Raw material costs were

about $920 million, of which some 29% was imported.

The gross production of the manufacturing sector in 1978 was $1,845
million, of which $684.2 million was value added. This production was heavily
concentrated in food products (including coffee beneficiating and sugar refining)
and textiles which generated 54% of the gross production and 447 of the value
added.

Included in the manufacturing sector mentioned above are those agricultural
beneficiating plants comprising the preparation of crude coffee and cotton, and
the sugar mills. While these plants generate a substantial 37% of total industrial
gross production, and 22% of its employment, their capacity as economic generators

. . . 1
1s relatively less than that of the other manufacturing sub-sectorST/

1/

— These include the following: Food products, beverages and tobacco; textiles
angd leather; wood and wood products; paper, paper products and printing;
chemical products; non-metallic mineral products; basic metals; metal products;

and others.
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In the context of the CBI, there appears to be limited opportunity to
increase agro-beneficiating production and exports by means of the resources
deriving from this program. Such increases will depend mainly on the increase
of agricultural production in response to intermational market demand and prices.
The main opportunities for achieving results from the CBI lie in increasing
production and exports in the other manufacturing fields outside of agro-
processing of coffee, cotton and sugar. The following analysis therefore,

applies principally to these other manufacturing fields.

DEVELOPMENTS SINZE 1978

Salvadoran industry has suffered from severe negative pressures from 1978
to the present, resulting from terrorism, labor unrest, political uncertainties,
loss of markets, lack of foreign exchange and financial problems. Of 1,128
manufacturing firms with over 4 employees which were operating in 1978, 68 firms
had shut-down by 1981 and factory employment declined by over 31%. During the
same period new private investment in industrial fixed assets, which was $137.4
million, experienced a 60% drop. Industrial production declined at an acceler-

ating rate of 697 of 1978 levels, in real terms.

POTENTIAL FOR INCREASED INVESTMENT, PRODUCTION, AND EXPORTS

Given adequate internal and external financial resources, and the invest-
ment incentives and trade opportunities to be provided under the CBI, El Salvador's
manufacturing industry has excellent potential for a rapid increase in investment
and production over present levels, and in the longer term, for a substantial
increase in exports of manufactured goods. This conclusion is reached taking
into account the following factors:

a) Physical Infrastructure:

With the aforementioned decline in industrial production, over half of which
took place within the last 18 months, the country has a substantial unused manu-
facturing capacity already installed. Included in this unused capacity are the
68 factories now shut down. Of these, 59 employed more than 20 people, and 42
more than 99 people. Many of these idle plants are in first-class condition,
and located in the San Bartolo Free Zone described elsewhere in this document.
Restoration of these plants to production is thus feasible with a short lead

time and a minimal investment.
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According to a recent study by Checchi and Company, it has been estimated
that 80% of 1978 production could be restored within 12 months, provided that
some $239 million were invested (either as credit or equity) for plant re-

conditioning.

b) Human Resources

El Salvador has a highly skilled and vigorous entrepreneurial and managerial
class. Although the country suffered some "brain-drain" due to internal political
conditions, the vast majority remained in the country and no serious shortage
of qualified people exists. Furthermore, the results of the elections held
recently have started a modest, but significant, reverse flow of entrepreneurs
and professionals who are returning. Assuming no worsening of the internal
political situation (including violence), the reactivation of industrial produc-

tion would tend to accelerate the return of entrepreneurs and professionals.

Although no immediate shortage in middle management perscnnel is foreseen,
A substantial expansion of industrial production in the longer term would be
faced with problems in the supply of middle managers, unless an adequate training

program is undertaken to meet this contingency.

The industrial labor force of the country is outstanding. It has an
excellent record of productivity and quality production, and has demonstrated
its ability to compete successfully with other countries, such as Japan, in
international markets. Salvadoran labor has a first-class reputation in world
industrial circles and this reputation is the principal factor which attracted
the establishment of foreign-owned assembly plants in El Salvador (Texas
Instruments) and the contracting of prodﬁction in the San Bartolo Free Zone by
many U.S. companies.'

According to an estimate by Salvadoran Association of Industries about 70%
of the factories in El Salvador are unionized. According to a recent survey,
iaBoy relations are excellent and businessmen are optimistic that they will

continue so.
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¢) Willingness of the manufacturing communitv to invest and expand production.

Salvadoran industry is highly motivated to increase investments and prodr.:-
tion. In a recent survey of manufacturing firms in El Salvador, 837% of the
responses indicated intention to expand current production if political un-
certainties were resolved and sufficient foreign exchc..ze and local credit were
available. Of these, over 357 indicated willingness to invest to replace or

increase plant capacity.

d) Improved Political Climate and Business Confidence

The outcome of the March, 1982 elections, and the new government subsequently
formed in April, have restored business confidence and removed much of the

political uncertainty previously felt by private business.

Harmony between the Government and the private sector has been improsved,
and the two have begun to work cooperatively towards economic recovery of the

country.

This improved confidence on the part of the Salvadoran business community
must inevitably influence favorably the attitude of prospective foreign private

investors.

PRINCIPAL PROBLEMS AND CONSTRAINTS

@) Financial Problems

After over three years of unfavorable environment, many local industrial
firms have suffered losses, decimation of their inventories, physical plant
deterioration, and are overburdened with 'short-term debt.

These conditions have created the following problems:

(1) Technical insolvency. Because of the deterioration of their current

ratios these firms cannot qualify for new working capital loans until they work

out a revised capital structure.

(2) Deterioration of bank liquidity. Because these firms are legitimately

unable to repay their loans, banks are renewing such loans as a temporary measure.
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To the extent that this continues, credit for industry will dry up, and bank

liquidity will be progressively more impaired.

(3) Lack of Investment Credit. There is no adequate supply of medium and

long-term investment credit to finance reconditioning and expansion of existing
plants, and in the longer-term to finance new projects. Such financing came
traditionally from external sources which are now cut off due to the high
political rivks of lending to El Salvador, and from the government development

bank, INSAFI, which is now bankrupt and in reorganization.
Traditionally, the commercial banking system has limited its industrial
credit to short-term working capital loans, and the banks have not developed

any substantial capacity in investment credit evaluation.

b) Lack of Foreign Exchange

Because of the deterioration of the country's balance of payments, industry
has suffered from an insufficient supply of foreign exchange to finance the

import of raw materials and for maintaining the physical plants.

According to estimates prepared in December, 1981, industry will require
$341 million to finance imported raw materials, and $239 million for plant re-
conditioning in the next 12 months in order to reach an industrial recovery
equivalent to 807% of 1978 production. This total of $580 million required is
$195 million in excess of anticipated foreign exchange availabilities in El

Salvador for these purposes during the period in question.

¢) Political Risks

The country has suffered from severe problems of guerilla warfare, urban
terrorism, negative balance of payments, and loss of internal business confidence,
which have seriously restrained the movement of external credit and investment
to.El Salvador, and impaired the ability of the country to engage in the export
of its manufactured goods because of the doubts of the foreign buyers of the
ability of Salvadoran manufacturers to perform contracts reliably, due to the

aforementioned problems.
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These problems have resulted in:

(1) Shutting down of assembly plants in the San Bartolo Free Zone, which
depend primarily on the import of semi-processed goods for further processing

or completion.,
(2) The suspension of major export contracts because of the questionable
ability of the manufacturer to obtain sufficient foreign exchange for raw

material supplies to assure performance.

(3) The suspension of supplier credit and short-term bank lines to the

country.

(4) A net negative foreign investment to the country (capital flight).

d) Lack of Export Know-How

Salvadoran industry has historically produced about 70% of its output for
internal consumption, and a large part of its exports of manufactured goods were
sold in the Central American Common Market. The country's industrial exporters
do have limited experience in third country markets, such as the United States.
However, trade connections, knowledge of the markets requirements in terms of

price, quality, packing, etc. could be vastly improved.

Furthermore, over 90% of the manufacturing firms are small to medium-size

cowpanies with extremely limited or no export experience whatsoever.

For a more in-depth discussion of the industrial sub-subsector, the reader

is referred to Maintaining El1 Salvador's Private Sector: Industrial Recovery,

Checchi and Company, Washington, D.C., December 1981.
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€.2 AGRICULTURE

Sector Irportance

Agriculture is of prime importamce to El Salvador's economy, accountiug
for 25.8 percent of the 1981 GDP. Major activities include coffee, sugar and
cotton cultivation and livestock raising, comprising 11.9, 2.3, 1.0 and 2.9

percent of the 1981 GDP respectively.

From an employrent point of view, 689,089 agricultural workers rade up
42.2 percent of the total 1950 labor force. In that vear, 118,160 verkevs v
17.1 percent were unemployed. This uremployment rate had risen sirarply fron
3.3 percent in 1978. Traditionally agricultural empleyment has Yeen seascunl
according to crop cycles. Many agricultural jobs are generated during four ov
five months, leaving considerable unemployment and uncer-erployvrent cdurings zhe

-

rest of the year. There is a high rate of labor supply growth in the agricul-urzl

sector.
Agricultural-activities utilize 88.1 percent of total land area:

Current Land Use 1980/81

Has. 2
Agriculture

Traditional Export Crops 272,271 12.9
Basic Crains 480,690 22.8
Agroindustrial Crops 25,971 1.2
Others 1,076, 5982/ 51.2
Sub-Total 1,832,150 88.1

Forestry ' 174,903 8.3
Non-Arable 73,567 3.5

2,104,000 160.0
Agriculture is also very important regarding foreign exchanje generaticrn,
In 1981, agricultural exports made up for 68.1 percent of total counzry exrcres.

Coffte alone made up 57.2 percent of all exports.

-AIConsists primarily of pasture lands.
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Private fixed capital formation in the agricultural sector has declined

dramatically, approximately 50 percent in nominal terms, during the past four

years:
Private Fixed Agricultural Capital Investment
(US $ millions)
1978 1979 1980 1981
Investment 29.3 17.2 14.9 14.5
Index 100.0 58.7 50.9 49.5

Major crops and other agricultural activities are experiencing a serious
decline which can be attributed to several major factors: declining world market
prices, increasing agricultural input prices, sporadic violence and uncertainty
surrounding the ultimate status of lands which may be affected by the land

reform program.

Without a more in-dep:h analysis it is difficult to determine which factor
may have the greatest impact upon agricultural production. No matter the
precise source, the production decline has seriously eroded export earnings,
reduced both farm and related employment and has had a very deleterious effect

upon the economy as a whole. Major agricultural activities are discussed below.

Coffee
1. Resources

Coffee growing represents the country's single most important economic
activity. There are approximately 40,779 coffee farms covering 147,639 hectares,
or about 10.1% of total agricultural lands. There are also more than 100 coifee
mills with a total installed capacity of'250,000 tons, West Germany and the
U.S. purchased 49.5 and 35.3 percent of total 1?81 exports.

2. Constraints

World coffece market prices increased from 1978-80, causing strong coffece
export increases which were partially responsible for a positive trade account
surplus in 1980 and 1981. Prices have subsequently dropped by 22 percent.
Simultaneously, labor, insecticides, herbicides, and roya disease control costs

have risen considerably. The price reduction coupled with the cultivation cost
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i{ncreases have resulted in many growers operating near breakeven or at a less,

and there was a 14 percent production drop during last year.

Coffee Production

78/79 79/80 80/81 81/82
Production (000 cwt) 3,913 3,702 3,498 3,375
Index 100.0 94.6 89.4 86.2
Exports (000 cwt) 2,396 4,362 4,003 3,601
Index 100.0 190.0 167.0 150.0
Average price ($/cwt) 160.90 148.00 153.70 125.70
Index 100.0 92.0 95.5 78.1

An additional factor contributing to the procduction decline has beer the
lack of confidence of those coffee: growers whose farms wcoculd fall under Frace
Two of the land reform program. These farmers have resisted replacing their
trees (about seven percent must be replaced annually) and they have not uscd
fertilizers in sufficient amounts. Approximately 45,000 hectares or 30 rercent
of coffee lands would be affected by Phase Two. Recently, the Constituecn:
Assembly rescinded Phase Two in an attempt to restore some reasure of coniidencs

to these growers in order that they might raise production.

This dimished output (approximately 26,900 tons below 1978 levels) has
created serious economic repercussions. It has resulted in a lowered ne: foreign
exchange inflow and increased farm unemployment. Furthermore, reduced vclumes
handled by privatc coffee processors has placed many of them in financial

difficulty.

The exportation .is handled by the Instituto Nacional de Café (INCAFZ).

This organization is discussed below under Public Sector Institutions.
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World market prices have dropped during the past four years, decrcasing by

approximately 38 percent, from $69.07 per cwt. to $49.81.

Meanwhile, production costs have risen by 33 percent from $618 per
acre - to $822, not surprising given the increasing reliance upon ntmerous

applications of insecticide.

It should also be noted that in the past a significant portion of the
cotton produced ended up as raw materials for domestic textile producers.
From 1980 to 1982, it is estimated that approximately $42.4 million in cocton
‘products will be imported for textile operatious. Previcusly, Salvadoran

producers supplied all the cotton raw material to these textile operations,

About 30 percent of the cotton lands fell under Phase Cre of the lané
refornm program where yields for the reformed sector averaged 16.2 cwt per acre
compared to 17.6 for the non-reformed farcs. Approximately 3C percent of all
cotton lands would fall under the recently rescinded Phase Two of the land
reform. The Constituent Assembly has temporarily suspended the Decrce 207
reform Phase wherein it affects cotton, cane and basic grair production. These

two acts may stimulate additional cotton cultivaticn.

A definite obstacle, according to the Cooperativa Algedunera, is that
production credit is not available in sufficient acounts. The Cooperative
estimates that BCR credit lines will only finarce 735 percent of the potential

crop in 1981/82 constraining output and leaving thousands of farm labcrers

without employment.
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Cotton
1. Resources

Approximately 1,133 farms utilize 3.1 percent of all arable lands for
cotton production. In 1981, cotton production accounted for 6.7 percent of

all exports. Japan was a major purchacer of Salvadoran cotton, obtaining 53.1
percent of all exports in that year.

2. Comnstraints

The same factors affecting coffee production, reduced world market prices,
increasing input costs, reduced cultivation due to violence, and the uncertainty
caused by the land reform program have resulted in a 43 percent reduction in

-

cottor lands cultivated and a 45 percent reduction in fiber production.

Cotton Production

18 B 80 81
Production (000 cwt fiber) 1,575 1,430 997 867
Index 100.0 © 90.8 63.3 55.0
Exports (000 cwt) 1,682.7 1,228.0 1,133.5 644.7
Index 100.0 73.0 67.4 38.3
Average price ($/cwe) 1/ 69.07 56.46 55.00 49.81
Index 100.0 81.7 79.6 72.1

1/ Annual reports of the Salvadoran Cotton Cooperative (COPAL)
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Sugar Cane

1. Resources

At present 28,000 hectares or 1.5 rercent of a1l agricultural lancs ar:
used to cultivate sugar. Sugar acccunted for 1.S percent of total GDP and

generated 1.8 percent of total 1981 exports,

2., Constraints

Sugar cane, as in the case of tke other majer crops, has experienced =
dramatic decline in pProduction, a 40 percent drop with exports declining bv
60 percent. Major reasons given for the reduction were violence, low werld
market prices, and high costs of procuction, resistance by owners to plant aad
maintain cane fields while the status of Phase Two of the land reform preogran
is undecided. Other problems cited are: overly short terms of production
credits; a lack of planning and good raragement practices on the part cf
INAZUCAR.

Sugar Production

78/79 79/80 80/81 81/82
Milled cane (ton) . 3,321 2,564 2,142 1,983
Index 100.0 '77.2 64.4 59.7
Exports (000 cwt) 2,477 3,286 750.5 972.7
Index 100.0 132.7 30.2 39.3

Of the thirteen sugar mills, only three have remained in private hands.
There were, however, only seven mills in operation during 1981/1982, and onlv
one of the privately-owned mills operated during the harvest. The governmenz—
run mills are reportedly run in a very inefficient manner. The mill closures

apparently caused additional transportation costs for some growers.
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Livestock
1. Resources

El Salvador uses a very large portion of its agricultural lands, approx-
imately 51.2 percent, for livestock pastures. The livestock industry is well
developed yielding beef of export quality and has several dairies which produce

milk products of all types.

2. Constraints

El Salvador has been a net beef exporter, selling the bulk of those exports

to the U.S. During recent years, these cxports have declined dramatically.

Beef Exports
(Millions USS$)

1978 1979 1980 1981
Refrigerated or frozen beef 12.5 13.5 4.2 .8
Index 100.0 108.0 34.0 0.4
Exports to U.S. 12,2 12.5 3.4 .5

El Salvador has not become self-sufficient in milk. It did reach its
peak production recently in 1979, but production has currently declined to e
level below what it was ten years ago. Imported powdered milk supplements
domestic production. Powdered milk purchases rose from $18 million in 1979

to approximately $40 million in 1981.

Milk Production
(Millions of bottles)

1971 1978 1979 1980 1981
220 409 200.0

During the last several years domestic meat and milk prices rose sharply:
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1979 1981
Milk $ .24 bottle $ .48 bottle
Cheese $ 1.20 pound 2.40 - 3.60 pound
Cream 1.20 pound 2.40 - 3,60 bottle
Primebeef 1.40 pound 2.40 - 3,60 pound

Primary causes for the decline of milk and meat production is violence in
the Northern, Central and Eastern parts of the country, decapitalization by
owners of Phase one reform properties just piror to intervention, and liquidation
of herds by Phace One cooperatives (sometimes in order to pay back their production -
cred.t loans). The amount of time required to build beef or dairy herds back to

frll production is four to five years,

Shrimp

Shrimp has recently become an important export product for Ei Salvador.
During the past five years, exports have demonstrated steady increases iwth

almost all of the shrimp catch exported to U.S.

Shrimp Exports
(Millions of USS)

18 9 8 81
Total Exports 10.4 10.6 12,3 13.4 18. 7
Index 100.0 102.0 118.3 128.8 180.0
Exports to US 10.3 10.5 12,2 13.4 18,7

Shrimp obviously has not been affected by the violence or uncertainties
surrounding the land reform pProgram. a related product, lobster, has experienced
growth in exports to the U.S., from $15,384 in 1978 to $1.2 million in 1981.
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C.3 COMMERCE
1. Background

Commerce is the second largest contributor to El Salvador's
gross domestic product, following the agriculture sector. Percent-
age contribution for the GDP in 1978 was 23.8%; 23.2 in 1979 and
23.7 in 1980.

According to the latest census for the year 1978, there
- were 1,349 commercial establishments empioying five people cr
more. These firms employed 29,025 people and paid them a total
of $79.5 million in remunerations. Gross sales were $1,360 million
and value added was $382.4 million.

The commerce sector has suffered equally with other sectors
of the economy from the negative pressures of the past three
years: since June 1979 some 167 commercial firms have gone out of
business.

2. Constreints

It is important to note that, historically, the principal
exporting activities of the private commercial sector were in the
sale of the country's agricultural commodities, coffee and sugar,
(Cotton was, and, continues to be, exported by a growers coopera-
tive). Exports of manufactured goods were mainly handled by the
producing factories, and not by exporting firms. The remaining
private commerce of the country has been largely concentrated in
importing-distributing firms, and retail merchants.

With the nationalization of the exports of coffee and sugar,
the activities of the commercial sector-are mainly directed to
importing and internal commerce, and thus of secondary concern to
the CBI.
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2. Constraints

There seem to be no obvious constraints to expansion of shrimp and lobster
production. Discussions should be carried with fishing and packing companies to
further understand their problems,

Other Agricultural Activities

1. Resources
There are several additional non—-traditional agricultural
activities worthy of mention including: melons, shredded coconut,
balsam, honey and beeswax, sesame seeds, castor beans and okra.
As noted above, only about 1.2 percent of total agricultural
lands are used for agroindustrial crops. If these activities are
aggregated, they represent a small, but growing portion of the

total country exports.
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Selectced Non-Traditional Arricultural Txrorts

(000 USS$)

80 81

Melons 601.0 -
.Shredded coconut 1,570.0 864.2

Balsam 2,076 1,969

Honey » 2,033 2,252
Beaswax : 129.5 10.5

Sesamc seeds 51.0 1,858
Castor beans - 34.4
Okra 846.7 928.1
Ornamental plants - 38.8

7,307.2 7,955

2. Constraints
~onstraints

Non-traditional agricultural activities are conceptually very attractive.
However, there are many constraints to entering the U.S. market. All of these

products are subject to U.S. agricultural health and sanitary regulations.

To be acceptable in the U.S. market, these products nust reet certain
industrial norms. For example, melons must be harvested having a certain
diameter range. To achieve this requires careful attention to planting cycles

and supervision of harvesting and packing.

. Depending upon the perishability of the procduct, processing plants will
be required and their developrent can only take place in the medium term.
The.largest constraint is introducing such products into long-established LU.S.
marketing channels. In the past, Central American non-traditional agricultural

product exporters have encountered considecrable barriers in penetrating these
channels.
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C.4 TRANSPORT SECTOR

This sector comprised of land, rail, air, port, and storage activities
accounts for a relatively small share, only 3.5 percent, of GDP. Land
transport accounts for by far the greatest portion of sectorial activity
with 63.7 percent of transport GDP. 1In 1981, there were 61,918 transportation
workers, or about 3.8 percent of the total labor force, at work in the
transportation sector, of which according to the most recent labor
survey, 3.6 percent were unemployed.

Private fixed transportation capital has suffered a precipitous

decline implying that many assets sorely in need of replacement:

Private Fixed Capital Formation
(USSMM - Current Prices)

78 79 80 8L
146.0 107.9 74.1 60.7
Index 100.0 74.0 50.8 41.6

Land Transportation

1. Resources
The land transportation sector consists of passenger and cargo
carriers and rental cars. The total number of vehicles registered for

use in these areas is shown below:

Transportation Sector Vehicles

78 79 80 81 % Charge
Rental Cars 1,724 1,858 2,040 2,213 28.4
Buses 4,396 4,756 4,945 ' 6,021 37.0
Commercial 9,832 10,634 11,048 11,112 13.0
Tractor-Trailer 69 64 64 57 (17.4)

Vendor 706 691 650 643 (8.9)



~46-

2. Constraints

Bus operators and cargo carriers have borne a considerable amount of damage
inflicted by terrorists. Passenger buses have been especially hard hit with the
apparent motive of demoralizing the civi%ian labor force, thus destabilizing the
country's aconomy. Since 1979 more than 600 buses have been damaged. In 1980
A.I.D. assisted transportaticn companies and cooperatives by providing €0 buses
at modest prices payable in five years. The calm in the wake of the March 1982

@lections has been punctuated in May and June with the burning and bombing of

nearly 50 buses. Additional buses are a critical need.

A special Central Reserve Bank (BCR) line of credit in the amount of $2.4
million was developed to assist owners to repair buses partially damaged by
terrorist violence. The conditions of the loans, channeled through the BCR to
the Fondo de Financiamiento y Garantia para la Pequefia Industria (FIGAPE) and
commercial lenders were not satisfactory and the loans were resisted, in large
part, by the bus owners. FIGAPE handling of these loans was described as very

bureaucratic.

It has become very difficult to obtain spére parts, tires, etc. given the
foreign exchange shortage. A second BCR line of credit in the amount of $4.0
million was made available through FIGAPE for financing spare parts imports.
FIGAPE's performance with this line of credit was once again described by bus

owners as dismal.

Rising costs plague operators while fares for most routes, no matter their
length, are held constant by the Government. A typical fare is six U.S. cents.
Microbuses, trucks and pickups have begun to fill the breach left by the diminished
number of buses, charging fares up to three times those charged by bus operators.
While the Government does subsidize bus operations somewhat, bus owners consider
this overall situatiorn, with its heavy tolls in te;ms of damage, the difficulty
ir btaining credits for parts and repairs, fixed fares and increasing competition

wu cheis not subjected to fixed fares, to be highly unfair.

Truckers share with the passenger bus operators the same problems in obtain-
ing parts, rising operating costs, and possible terrorist damage. While their

current financial positions are precarious, the truckers are looking at two medium-
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Acajutla, by far the more important port, has eight deepwater berths along
two piers which can handle general cargo, dry bulk, and container shipments. One
pier is equipped with high-speed conveyor equipment capable of handling 500 tonms
per hour. Acajutla handles the major portion of the country's coffee, sugar and
cotton seed meal exports; and fertilizer, grain and soybean meal imports. Petroleum
is off-loaded near the port at a buoy-pipeline off-loading facility. The port is
being expanded to accommodate a new roll-on/roll-off trailer and lift-on/lift-off
container facility. This expansion, to be primarily financed by IDB and the
Venezuelan 0il Fund, will cost approximately $60 million and should go under

construction in 1983,

It is felt that Acajutla's facilities are adequate for at least five years,
even if the economy recuperates to pre-1978 levels., Although La Union's port is
in rather very poor condition, a recently completed fishing port at Punta Gorda
is capable of handling general and bulk cargoes and it is currently under study as to

vhether La Union should be abandoned altogether.

Air Transportation

1. Resources

Internal air transport is not well developed primarily due to the size of
the country, however international passenger and cargo services are very adequate.
Most air traffic enters or leaves the country at the new Cuscatlan terminal in

the South Central Region of El1 Salvador about 45 kilometers from the capital.

2. Constraints

The air passenger traffic has shown a considerable decline reflecting the

drop in business travel and leisure tourism discussed elsewhere in this paper.

Air Passengers

18 79 80 81
Arrivals 162,684 151,997 107,069 101,209
Index 100.0 93.4 65.8 62.2
Departures 163,503 154,584 125,165 105,432

Index 100.0 94.5 76.6 64.5
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term improvements which, if made, could vastly increase efficiency: a Metro-
politan San Salvador freight terminal and the reduction of customs inspection
requirements at international borders. Amnother problem, concerning the land
transportation system as a whole, is the number of bridges (nearly 50) which

have been destroyed by guerrilla activity.

Maritime Transportation

El Salvador has two major seaports, Acajutla and La Union, administered by
the Comisidn Ejecutiva Portuaria Autdnoma (CEPA). Ship arrivals have been de-

creasing by twelve percent per year, consonant with the overall economic decline.

Ship Arrivals

18 19 80 81
Acajutla 535 459 383 364
La Union _67 _10 _25 _36
602 529 408 400

Index 100.0 87.8 67.8 66.4

Cargo Offloaded
(000 Metric Toms)

8 9 80 8L
Dry cargo 1,075 956 850 738
Index 100.0 88.9 79.1 68.6
Liquid bulk 772 750 631 605
Index 100.0 97.2 81.7 78.3

Cargo Loaded
(000 Metric Tons)

8 79 8 81
Dry cargo 523.2 514.9 359.7 302.0
Index 100.0 98.4 68.8 57.7
Liquid bulk 21.3 23.3 1.1 45.1

Index 100.0 109.4 5.2 211.7
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Air Cargo
(000 Kilograms)

18 1 80 81
Arriving 11,829 11,068 4,962 4,830
Index 100.0 93.5 41.9 40.8
Outgoing 6,850 8,479 9,028 5,155
Index 100.0 80.8 106.5 60.8

Incoming air cargo has dropped precipitously as the GOES has moved to restrict
(-]
the importation of luxury goods. Air cargo exports have been variable and are
priwarily generated by companies operating in the free trade zone such as Texas

Instruments,

Rail Transportation

The rail system is comprised of 602 kilometers of track which connects the
ports of Acajutla and Cutuco (La Union) with San Salvador. The system has approx-
imately 500 rail cars and eight operating locomotives. Nearly 60 box cars and
three locomotives have been destroyed by guerrillas. Major cargo of the railroad
is coffee and cement on the San Salvador-Acajutla line and coffee and cotton onm
the San Salvador-Cutuco line. CEPA, which manages the system, will oversee a
feasibility study in the near future to datermine whether the rail system should

be rehabilitated or ultimately abandoned.



C.5 BANKING
The Banking sector is comprised of the Central Reserve Bank (BCR),

and the
10

1
8
1
1
2

4

following various financial institutions:

commercial banks, and 1 finance company

niortgage bank

savings and loan institutions
national home loan uank
agricultural development bank
savings unions, and

foreign commercial banks

INSAFI, the national industrial development bank was recently

dissolved due to deep financial problems; it is very doubtful whether

its newly created successor institutions, Banco Nacional de Fomento

Industrial (BANAFI) and Corporacidn Salvadorefia de Inversiones (CORSAIN)

will ever function.

General

Outlook

As can be seen in the table below, the commercial banks have tradi-

tionally had the majority of deposits and loans outstanding:

Table II-10

GLOBAL DEPOSITS AND CREDIT LEVELS, YEAR-END

($ millions)

Deposits 1979 1980
A. Commercial Banks $ 695 $ 757
B. Rest of Financial
Sector 240 291
Total Deposits §=222 1,048

Loans Outstanding

A. Commercial Banks § 932 $ 788
B. Rest of Financial

Sector $ 706 § 782

* Total Credit $1,638  $1,570

7/1981

$ 770

N/A

-NA

$ 461

N/a
N/A
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For the three-year period 1977 through 1979, the nation's commercial
banks--including the Banco Hipotecario--kept their loan levels fairly
constant at around $950 million with only a slight decline over time.
This slow decline in loans outstanding at year-end turned more sharply
downward in 1980 when loan levels fell to $788 million, down from $976
million in 1977, for a 23.8 percent drop.

This constant decline in outstanding credit reflects the weakening
of El Salvador's economy, i.e., the fact that real GDP has fallen by a
real 207 since 1978,

By December 1981, loan levels had not increased significantly;
loans outstanding amounted to $950 million. However, considering that
the inflation levels for the four-year period exceeds 50 percent, the
volume of loans outstanding is significantly lower in real terms.

As can be seen in the following table, refinancing increased sharply
from $107 million in 1977 to an unwieldy $150 million in 1580, caused

primarily by the banks' seriously weakened cotton and coffee portfolios,

TABLE II-11
Bank Loans Outstanding at Year End

($ millions)

1977 1978 1979 1980 % Change
Agriculture $262 $234 $225 $202 (29.7)
Industry 128 129.6 118 78.8 (38.4)
Construction 54.4 69.1 57.2 30.7 (77 )
Commerce 400 394 . 400 314 (27 )
Refinancing 106 116 94 150 +42
Other Loans 25.6 20.1 37.4 12.7 (101 )

5
Total Loans $976 962.8 _931.6 $788.2 (23.8)
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The greatest reduction in credit was felt by the construction and
industry sectors, whose financial needs were sacrificed to provide
refinancing of unpaid loans. By September 1981, refinancing require-
ments had reached an extraordinary high $244 million.

External Financing

Over the last few years, El Salvador has seen its external bank
financing and trade credit decrease alarmingly. It is estimated that the
commercial banks lost approximately $500 million in short-term, trade-
related credit facilities from foreign banks since 1979, contributing
significantly to the drop in foreign exchange reserves. Official net
international reserves were $266 million in 1978, dropping to a minus
$197 million by year-end 1981.

Concurrently, trade credit levels have also been reduced substan-
tially. For example, commercial banks are now obliged to deposit dollars,
as collateral on an average of 90 days prior to the shipment of goods
just to have their clients' letters of credit confirmed. This excessive
demand for scarce foreign exchange reduces the economy's ability to
import vital raw materials to keep production up.

The severe lack of foreign exchange has been the major constraZnt
to industrial reactivation, greater even than constraints of terrorism
and security problems.

The drop in exports and produciion between 1977 and 1981 caused a dramatic
increase in public external debt, from $280 to $649 million. While

Precise data is not readily available, it is obvious that the term
structure of El Salvador's external debt is exceedingly too short, not
providing sufficient time to bridge finance the country's economic
problems.

But the term structure problem is not limited to the commercial

banks' foreign exchange funding. The preponderance of 1981 bank loans
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was funded by $800 million in deposits of the public in local currency;
35 percent of those deposits were on a demand basis, 28% on time, and
only 377% of those deposits were in passbook savings, which provide
longer term funds to the banks.

The only other significant longer term funds came from special BCR
lines which reached $200 million at year-end 1981. But subtracting the
$77 million in bonds and treasury bills outstanding (which the banks
must invest in) left slightly more than $100 million in longer term
funds outstanding to finance industrial and other long-term projects
Presented to the banks. While precise data is difficult to obtain, the
Checchi study estimates that the average loans term in bank portfolios
is about six months. But whatever the true average life, it is obvious
that the banking sector does not have the necessary long term funds
internally or externally to fund development needs, let alone to jolt
the economy out of its stagnant state.

Lending Policies

Before nationalization, contrcl and management of the commercial
banks were heavily interlocked with owners of large and medium agricul-
tural, commercial and industrial enterprises. Production and working
capital loans were made largely on the basis of persomnal knowledge and
long-standing client relationships. Principal reliance for funds was on
the bank's own resources with minor use of BCR rediscount facilities.
Few loans were over one year; intermediate capital came largely from
external financing and from direct local investment. Under these
circumstances the banks did not need or develop any substantial capacity
in credit analysis and assistance to clients.

In this sense, it is essential for the Mission to implement an on-
going credit analyst training program to support the human resources
needed to prevent the bank reform from deteriorating.

Commercial banks recognize their deficiencies in credit analysis

capability; some of them are trying to alleviate it by employing addi-
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tional staff. Progress is slow, owing to government austerity programs
against increasing personnel in nationalized institutions; pay scales
are frozen at low levels, and there is limited availability of people
possessing the necessary skills.

Bank Nationalization

On March 7, 1980, E1 Salvador's financial system was nationalized,
pursuant to Decree 158. Nationalization involved three basic ac.ivities:
(1) taking over management and control of the affected institutions; (2)
carrying out financial audit to determine net worth of former owners;
and (3) issuance and payment of bonds for compensation.

Management and control: This step was achieved by progressive steps

culminating in a control of the bank boards by the Central Reserve Bank.
Valuation

As of this date, the Commission has complgzgd the financial audit
of each institution, thus evaluating the net worth accounts of the
Previoug owners. As part of the valuation process, doubtful assets
(mostly loans) have been turned over to the deposed owners so that they
may attempt to recover their cash from shaky borrowers.

Approximately $61 million in compensation was made in the form of
five~-year bonds bearing nine percent interest (which is taxable). These
interest payments to date have been made on time,

Many complaints relating to the bank reform have to do with the
fact that the GOES did not consider any intangible '"goodwill" in the
valuation of the assets of each institution. The critics argue--with
some validity--that the organizat-<ons nationalized were really worth
more than their book value. They point out, for instance, that years of
image building, development of branch locations, and managerial experience
etc., were assets which did not appear on the balance sheet but did have

economic value.
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ASSESSMENT OF THE BANK REFORM

It is difficult *to assess the true success or failure of the bank

reform. One view is that this reform, together with the agrarian reform,
helped defuse the country's political time bomb, and was s long-standing
economic and social necessity. Others see it as one of a series of

actions which have brought the country to the brink of economic disaster.

A.  Oper:itional Aspects

Partially as a result of the lack of confidence in a nationalized
banking system, the Salvadoran public in mid-vear 1980 began to withdraw
large sums of money from the banking system; demand deposits dropped
from $400 million in March to $270 million in August. The BCR had to
make stand-by facilities available to the banks, until confidence was
regained and deposits returned to previous levels,

By anc large, the management, operational aspects, and loan policies
of the banks have remained the same. Presently, all upper level bank
management is directly responsible to the BCR, and can be replaced at
the discretion of the BCR. All bank personnel including officers have
had their salaries frozen at 1980 levels.

As with most operational policies, higher bank management salary
scales are determined by the BCR, and are excluded from any profit
sharing or additional compensation schemes, regardless of performance.
Critics of the bank reform argue that this uniformity will tend to
lethargize the historically dynamic vanking system of El Salvador, as
more competent managers will be slowly lured away by private firms
offering better pay scales. The mid-career tankers who do not leave,
will tend to seek guidance on even day to day operational aspects of the
banks, so as not to jeopardize their positions and their accrued security
benefits.

Only three directors -all chosen by the Monetary Board - make up
the bank boards. There are presently no private sector directors on any
bank *oard, nor are there any private sector representatives on the

board of the BCR or the Monetary Board.
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$890 million Since 197g to $943 million a¢ Year-enq
1987,
Tota] Credit ¢, the Public Sector op the Other hand, grew dramatlc

ally by 424 Percent for the Same Period, 54 can pe Seen beloy,

TABLE II-12

Loang Outstandin b Private and Publjic Sectorg
($ millions)
4

1978 1979 1980 198] Charge
Private Sector $ 8sg 995 870 943 + 6.1
Pubiic Sector )
Autonomous Agencjeg 159 250 565 534 + 236
fencral Government 19 54 229 398 + 1,995

Tota] Publj. Sector $ 178 $304 $794 $932 + 423



-57~

Critics of governmental credit policies state that the GOES is and
has been crowding-out private firms' needs for scarce loanable funds.

The GOES response has been that when the gsocial and political crisis got
difficult, the private sector refused to invest, creating an unacceptable
impact on production, and particularly on unemployment levels, thereby
obligating the government to invest to prevent an imminent economic
collapse. These new investment policies, forced the GOES to go to

market internally and externally to fund its programs. External funded
government debt for instance, increased from $280 million in 1977, to
$649 million in 1981, while internal government debt increased by 337
percent in the period.

Notwithstanding the larger share of the Government in total loanable
funds of the system, the only real pressure upon the banks by the
Government, has been to assure that the banks provide adequate funding
for the agrarian reform operations. During the agricultural year
1981/1982, a total of 256 cooperatives were financed by the banks for a
total of $80 million, with a surprisingly high degree of success in
terms of repayment.

C. Policies Towari Foreign Banks

There are four major foreign banks with direct presence in E1
Salvador:

Bank of London and Montreal (Lloyds)

Citibank, NA

Bank of America, NT & SA

Banco de Santander y Panara, S.A. (Santander group of Spain)

The British-owned Bank of London and Montreal is the oldest,
having opened a full branch to complement the advent of British invest-
ments in railroads, tobacco and industries, in 1917. Cltlbank established
a full banking office here in 1965 and the Bank of America and Banco de

Santander y Panama, S.A., established banking offices here in 1977, but
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were not permitted to take local deposits due to a change in the banking
law. Both institutions increased their lending capability by funding
their operations in eurodollars, thus assuming a great deal of cross-
border exposure.

These foreign banks have all lost money since the present crisis
began, and are on the verge of closing their doors, although considerable
political pressure has been placed upon them not to do so. One foreign
bank has ceased operations: Manufacturers Hanover Trust Company of New
York quietly closed its very successful representative office in 1979 in
response to increasing security problems.

After the nationalization of the local banks, foreign banks with
full branches were required to sell their local branch operations and to
spin-off deposits in local currency, thus leaving all foreign banks on
the same no-deposit basis. Wank of London quietly complied with the new
rules of the game. Citibank has apparently been the most resistant to
spinning off its local currency deposits, postponing the final decision
until year-end 1982.

The foreign bankers feel it is unfair for them to operate without
the resources of local deposits and point to the importance of their
continued operations particularly at a time when other foreign banks are
extremely wary of extending new credits to El1 Salvador.

Moreover, members of the private sector mention that the foreign
banks' presence breeds excellence in local banking practice, giving
competition to local banks.

One possible solution to the foreign banks' dilemma could be for
the Monetary Board to permit all four banks to establish full branch
operations, allowing them to take local deposits in direct competition

with the nationalized banks. A quid pro quo cculd be established in the

sense that these four banks would be obliged to extend trade-related
credit facilities in some multiple of those deposits, to the BCR and/or
the local ccmmercial banks, alleviating somewhat the Present lack of

Jdnternational credit.
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Such action would give a positive boost to other foreign banks
which could constitute the beginning of regaining the credit levels
which the country has lost.

Besides creating more competition (thus extending cheaper and
better bank services to the consumer), the foreign banks might also be
enlisted to collaborate with the Mission's efforts in training bank
analysts. Citibank, for instance, has one of the best credit training
programs in Latin America, which is conducted in Puerto Rico. Conceivably,
Citibank's program could be used to irain local bank analysts using LAC
Project funds.

Summary and Recommendations

In light of the CBI's principal purpose to involve the private
sector of El Salvador in solving some of the serious economic problems
of the country, it is recommended:

1)  that the BCR and the Monetary Board give immediate priority to
allow private sector representation on the boards of the BCR and all the
Commercial banks.

2) That the third phase of the banking law pursuant to Decree 158
be implemented by the immediate sale of 497 of all bank stock to the
public, particularly to the employees. For this to occur, it is necessary
for the BCR to first define the mechanics for such a sale, utilizing
perhaps, private sector intermediaries as investment bankers who would
offer the sale of the shares to the general public for a profit.

3) That the forcign banks be permitted to compete freely with the
local banks, with the understanding that their head offices extend
short-term credit facilities for trade related purposes in some multiple
of the local deposits.

5. That the decline of loans outstanding to the private sector be
arrested, by the local currency disbursements.of all PSS funds. For
this to happen, it is necessary for the credit analysts of the banks to
be better trained, perhaps utilizing the services of one of the foreign

Panks who could collaborate in this regard.
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C.6 TOURISM SECTOR

1. Resources

At first glance, this sector would appear to be relatively insignificant:
{ts 12 major hotels have only 1,200 rooms, and its private sector direct exploy-
ment in hotels, food, travel agents and tour operators totalled only 4,782 at
its peak in 1979.

Yet its importance in export earnings is revealed in the Téglg_below: tourism
wvas the third largest foreign exchange earner in 1977 and 1978, exceeding sugar
and shrimp; and it was the fourth largest foreign exchange earmer in 1979 In
addition, the multiplier factor of this sector is well-recognized, and w1ll be

especially so in a country as high industrialized as El1 Salvador.

TABLE T11-13 )
RELATIVE RANKING OF TOURISM TO OTHER EXPORT ACTIVITIES
1976-1979
(Millions of US$)
Tourism
Year Coffee Cotton Sugar Shrimp Tourism Rank
1976 375.8 64.0 40.5 11.8 21.0 4th.
1977 596.4 80.9 26.4 10.5 31.8 3rd.
1978P 432.8 100.5 18.9 10.7 36.7 3rd.
1979P 675.1 . 87.0 26.8 12.6 24.9 4th.

P/ Preliminary figures.

This sector began to develop its international tourism plant in 1975. During
the period of 1975 to 1979, much of the total tourism infrastructure constructed
, in response to increasing flows of tourists. The number of internatioral leisure
travelers had increased from 278,761 in 1977 to 293.0?0 in 1978, resulting in an
.veiage hotel occupancy of 65 percent in those years. A new high-standard inter-
pational airport was constructed mear to existing and proposed beach resorts.

2. Constraints

By May 1979, El Salvador's civil tensigns had become headlines and the hotel
Occupancy rate dropped to 39 percent. A traveler's advisory was placed an El
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Salvador by the U.S. State Department in June of that year, and the occupancy
rate plummeted to 15 percent. This rate has recovered only slightlv since 197¢,
to 20 percent during 1980 and 1981 and 25 percent in 1982. This low influx of
travelers has adversely affected tour operators and other tourism-related

businesses.

As it requires at least a 45-50 percent occupancy requirerent to break-even,
81l hotels except the Hotel Camino Real (where all the foreign journalists stax)
8re operating in the red. Hotel rates have been slashed by half. The result has

been a heavily battered tourism sub-sector.

Travelers to E1 Salvador which will generate foreign exchange can be dividad
into two categories: (1) business travelers and (2) leisure travelers. Business
travel will increase as the economy recovers, and there is little which can be

done to directly affect an increase in business travel.

The latter category, externally-generated leisure travelers, present arnother
problem. The fact that there continue to be areas of the country which are still
not safe for travel, and that there are bombings and murders and a military
pteéence in the streets makes it unlikely that a travel agent would suggest
El Salvador as a destination, even if the U.S. State Department should lift its
travelers' advisory in the near future. The dangerous image of El Salvador will
be adequate to keep tourists from visiting the country for several years to core.

However, unles; El Salvador can maintain some sort of toe-hold in the leisure

traveler marketplace its recovery will take even longer. Maintenance of hotel

Most importantly, the tourism base cannot be maintained under the present
ceircumstances. Bank loans are not being repaid--approximated $16 million is
currently outstanding--and Physical plants are not being maintainea, meaning that
several hotels may be forced to close in the near future or will be inade:‘iate
for &ccommodating foreign travelers.
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D.1 STRUCTURE AND ORGANIZATION OF KEY PUBLIC SECTOR MINISTRIES

Ministry of Foreign Commerce (MICE)

That past Salvadoran Governments had the political will to foment
exports and welcome foreign investment is evident from the promulgation
of appropriate legislation. The Export Development Law approved by the
Legislative Assembly in September 5, 1974, established not only a mandate
but also a legal institutional infrastructure to foment further indus-
trialization. The National Foreign Trade Council comprised of the
Ministers of Finance, Economy, Foreign Affairs, and Planning, and the
President of the Central Bank was established to formulate aud direct
policy vis-a-vis foreign trade and investment. The Salvadoran Institute
of Foreign Commerce (ISCE) was established as the implementing agency
within the Ministry of Economy.

In January of 1980, Decree No. 68 created the Ministry of Foreign
Commerce, which essentially absorbed the mandate of ISCE. While ISCE has
not been legally dissolved, much of the supportive human resources such
as lawyers, administrators, auditors, etc. which the Ministry of Economy
provided to ISCE were not shifted to new MICE. It is still not clear
whether ISCE will be maintained as an autonomous agency or phased out,

Within MICE's organizational framework there are
four Departments reporting directly to the Undersecretary: i) Imports
and Exports; ii) Services, Capital, and Technology Transfer; iii) Export
Promotion and Development; and iv) Planning. Other entities included
under MICE are the National Sugar Marketing Institute (INAZUCAR) and the
National Coffee Marketiﬁg Instituce (INCAFE), as well as ISCE.

A. Imports and Exports

This department's basic function is to implement the overall policy
of the MICE with regard to foreign trade. It issues export and import
licenses, issues certificates of origin, gathers data on exports and
import, analyzes internal and foreign commerce and is in charge of
investigating problems related to importing and exporting goods and
services.

The division also administers and controls bilateral trade agreements

and interfaces with the Central Bank on international payment mechanisms,



-63-

B. Services, Capital, and Technology Transfer

Some of the MICL's more important functions are carried out by this
Department, and it is apparent that some reorganization is necessary as
is some kind of budgetary support.,

For example, the Ministry of Lconomy was previcusly in charge of
investigating and authorizing foreign firms who desired to establish
operations in El Salvador. Now that it is a MICE function, its staff
are either hard-pressed to deliver, or simply cannet, for lack of human
resources caused by an inadequate budget.

The Department is also responsible for eleborating an export service
strategy, monitoring and controlling bilateral and multilateral service
agreements, and assuring that agreecments with regard to capital and
technology transfer are being met,

Another important function of the Department, which was previously
carried-out by the Ministry of Economy, has to do with all non-short-
term external debt. All such loans or credit facilities must now be
first presented to the Services, Capital, and Technology Transfer Depart-
ment, where the applications are processed, authorized, and passed to
the BCR for appropriate registration of the incoming foreign exchange.
At maturity, the borrower goes to the BCR with the appropriate form
authorized by MICE to request the foreign exchange be sent back to the
lender.

Perhaps the most important function which this Department has under
its purview is the overall management of the country's industrial free
zone, located in the San Salvador suburb of San Bartolo.

C. Export Promotion and Developmrent

The third Department is the Export Promotion and Development Center
(CENTRODEC). 1Its principal functions are to increase and diversify the
country's exports and to penetrate new markets. The unit supports the
small and medium size firm which has little or no export experience,
quality control and/or working capital,

D. Planning
The principal objective of this Department is to develop foreign

trade policy based on the overall social and economic development policies
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of the Government. Its principal functions are to:

) I ﬁesign. formulate and propose foreign trade policies.

2. Implement economically feasible export projects.

3. Analyze proposed eccnomic integration schemes.

4., External market research.

s. Identifying n 'w export projects which would require inter-
ministerial support to assure their success.

E. INCAFE and TNAZUCAR

In March 19580, the GOES established two state monopolies, the
National Coffee Institute (INCATE) and the National Sugar Institute
(INAZUCAR) to purchase and market coffee and sugar. Under the new
organization of MICE, both institutions report to the Minister of Foreign
Commerce, through the Undersecretary. It s obvious that this reorgani-
gation is strictly a theoretical one, as the two powerful institutes are
very autonomous; it is doubtful that they will relegate their autonomcus
authority to the new MICE. Presently, both INCAFE and INAZUCAR face
serious financial difficulties and are the object of considerable criti-
eism. The criticism stems primarily from perceived operaticnal and

marketing inefficiencies.

INCAFE. This organization inherited from its quasi-public predecessor
organization large debts and corziitments and an adoministration in disarray.
After more than one year's activity by a conmission of auditors, intermal
accounts are being reviewed and only recently has a draft audit been
concluded. '

Criticism of INCAFE stems mainly from the fact that while world
coffee prices are down, and labor, input and roya disease control rosts
gre increasing, thus, squeezing the farcers' profits, INCAFE takes an
extremely long time to liquidate its payables to farmers. This delay in
payment creates considerable problems for the farzers to pay off their
crop credits at the bank, and often requires loan extensions. These
3oan extensions often continue into the following crop year. This means

' " . - - -
ghat the coffee farmer will be incurring lnterest expernses not only on
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the present year's crop credit, but also on credit from the previous
year, at the relatively high rate of 16 percent. Legal fees and stamp
taxes paid in connection with these loan extensions (can amount to up to
2.5 percent of the outstanding loan.

These additional costs are making it increasingly difficult for
coffee farmers to turn a profit. Complaints regarding this aspect of
the INCAFE operation have been registered by not only large farmers buct
also cooperativists involved in Phase I of the land reform program.
Under the previous system coffee farmers could sell their product at any
time they felt it was convenient and coffee millers and/or exporters
* paid them cash for their production.

Additional complaints are heard regarding INCAFE's lack of aggressiwve
marketing. Apparently, it has concentrated on larger buvers and has
bypassed opportunities to move some of its surplus to smaller purchasers.
Additionally, INCAFE's nixing of all grades and qualities has caused =z
loss of some of the well known Salvadoran millers' 'marks'" in the marlket
place. INCAFE has also held back stocks in anticipation of a ccffee
price increase and reportedly the result has been a slight cut in El
Salvador's quota as set by the International Coifee Organization. As a
result of reduced world market demand for cofiee and the practices
described above, INCAFE has held a surplus of 1.6 million cwt during the
past two years.

INCAFE deducts from the price paid to the farmer fees for trans-
portation, insurance and export taxes (the largest source of revenue
for the GOES). Farmers with long experience in growving coffee claim the
margin charged by INCAFE to cover these costs are excessive.

Ir apite of its inherited financial and operational problems and
its political opposition, INCAFE will probably continue to hold a moropoly
on foreign coffee transactions. As the nation's most icportant earrer
of foreign exchange and as the dominant force in a key economic sector,
the government is unlikely to change its policy ' of control during a -
period of economic crisis. So far, the newly forzed sovernrcent has not

loged to change even the management personnel at INCAFE.
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INAZUCAR

INAZUCAR fuaces much less political opposition than INCATE. Because
sugar is a basic consumption commodity in E1 Salvador, INAZUCAR has
subsidized production to ensure that domestic demand is met. As a
result, Salvadoran sugar producers receive pPrices higher than their
counterparts in other nations. Nevertheless, because of political
uncertainty, guerrilla attacks on cane fields, and adverse world prices,
sugar production has declined sharply during the last three vears.
Exportable sugar, the residual after supplying domestic demand, has
fallen even more sharply, resulting in reduced foreign exchange earnings
and a potentially troublesome level of shortfall in reaching the quota
set by the international Sugar Orgaunization.

INAZUCAR's subsidies to sugar producers and lack of experience in
dealing with such large~scale operations have resulted in a deficit of
$25-40 million in its two years of operation. At a time of severe
credit shortage, this deficit represents a serious drain on national
financial resources. 1In order to alleviate the problem, domestic retail
sugar prices have increased from 50 cents to 60 cents per pound. Even
with this price increase INAZUCAR may still face deficits in the coming
year,

It.is Probable that INAZUCAR will not be modified significantly by
the new government. The same need to control export earnings and produc-
tion of basic commodities which affect coffee also applies to sugar. In
addition, the need also (o control domestic prices of sugar reinforces
the political argument in favor of a state monopoly institution. Never-
theless, some of INAZUCAR's policies will be modified. The management
of INAZUCAR recently was replaced. Major investment programns designed
to stimulate production will probably be postponed or reduced in scope,

in deference to the shortage of investment capital.

THE MINISTRY OF ECONOMY

The Ministry of Economy after the loss of some functions to the Ministry

of Foreign Commerce is still in a state of transition. Some departments
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are in the process of reorganizatioﬁ, as is the case with the Transport
Office; some are inoperative; and the status of some of the autonomous
dependencies, such as the National Industrial Development Bank (BANAFI)
is in doubt.

The general objective of the Ministry of Economy is to orient
national economic policy and apply it to those sectors of the economy
under its responsibility. Its scope covers principally: industry, tourism,
energy, mining, transport, internal commerce, and private capital forma-
tion.

On paper, the Ministry is organized according to the foliowing
functional divisionms: Operational Divisions; Regulatory Bodies; Planning,
Coordination, and Statistical offices; and Autonomous Entities,

1. Operational Divisions

a. Industry and Tourism: administration of the legal and fiscal

incentives relating to industrial and tourism investments. The division's
functions include: promotion, proj.:t evaluation, granting incentives
and control.

b. Energy and Mineral Resources: responsibility for the development

and implementation of the country's energy policies, and for the develop-
ment of the minerals extraction industry.

c. Transport: When fully organized, this office will be respons-
ible for the development and regul:tion of land, water and air transport,
including rate regulation.

d. Internal Comnmerce: responsibility for the development of

internal commerce and consumer price controls.

2, Regulatory Bodies: This division authorizes the organization of

new private companies which fall into one of several categories, iimited
liability company, limited liability company with variable capital, or
an anonymous society; and controls their operations as stipulated by

law.
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3. Planning, Coordination, and Statistical Division

a. Directorat: of Plz-ning: planiing of all activities at the

Ministerial level; preparation of Ministerial budgets; and provisional
technical assistance to the Ministry.

b. Directorate of Economic Studies and Evaluations: preparation of

general and sectoral economic studies and prepares national account sta-
tistics.

c. Directorate of National and Regsional Economic Integration:

planning programs and evaluating the integration process. This division
is virtually inoperative at present.

d. General Directorate of Statistics and Census: responsibility

for the census and the collection of other statistical data.

4, Autonomous Entities

The following autonomous operating entities are dependencies of
the Ministry of Economy.:

Executive Commission for Autonomous Ports (CEPA), responsibility
for seaport and airport development and operationms.

Salvadoran Tourism Institute (ISTU), tourism promotion.

National Industrial Development Bank (BANAFI), Provision of
medium and long-term industrial credit.

Salvadoran Investment Corporation (CORSAIN), Promotion industrial
investment.

Indnstrial Guarantee Fund for Small Business (FIGAPE), provision
of small business credit.

National Productivity Center (CENAP), industrial development
assistance.

Electric Power Commission (CEL), electric power development,
OUTLOOK

As is evident; a number of functions of this Ministry and its
dependent autonomous entities, are critical to the success of the
CBI program. Nevertheless, the Ministry's general disorganization
casts doubt on its ability to meet its responsibilities unless it

is substantially strengthened,
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On the bright side, the new Minister and his Undersecretary have
been brought in from the private sector and their disposition toward CBI

objectives to bring about economic recuperation of private sector stimulation
is favorable.
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D.2 PRIVATE SECTOR ORGANIZATIONS

There are numerous trade associations and other organizations representing
private sector interests in El Salvador. The majority of these belong to one
"umbrella" organization, the Salvadoran Association of Private Enterprise (ANEF).
Major organizations, each with its own constituency, which belong to ANEP are:
Salvadoran Chamber of Commerce, Salvadoran Association of Industry (ASI), Council
of Agricultural Entities (CEA), the Union of Directors of Salvadoran Businesses
(UDES), and the National Federation for Small Enterprise (FENAPES). There is
also a political organization comprised mainly of the boards of these organiza-

tions called the Productive Alliance.

ASI is considered to be the most liberal and progressive among these
organjzations, and has been supportive of a recent A.I.D.-financed evaluztion
of the industrial sector. ASI was established in 1958 and has approximately

300 members who are involved in medium- and large-sized industry.

The most outspoken critic of the various reforms undertaken by the Christian
Democratic Junta has been the Chamber of Commerce. The Chamber currently has
700 members representing all sizes and types of businesses. Its objective is to
defend the principles of free enterprise as fundamentals for progress of the

country.

The Council of Agricultural Entities has been described as the most conserv-—
ative group. Its membership is made up of association representatives involved
in coffee cultivation, coffee milling, agricultural input suppliers, iivestock

and milk producers, and cotton producers.

The Union of Directors of Salvadoran Businesses tends to intesrate repre-
sentatives from all fields of private endeavor. The organization is described

as not having much influence.

The National Federation of Small Enterprises is perhaps the least powerful
organization. It has only 34 members: 1l small industrialists, nine from the

transport sector, nine representing services, and five from agriculture.
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Within ASI, the Committee of Exporters of El Salvador (COEXPORT) was
founded in 1973 for the purpose of creating more job opportunities through the
establishment and expansion of export industries. The association assists
industrialists which export or are interested in exporting non-traditional
products outside the Central American Common Market. The stated objectives

of COEXPORT are:

1. Recpresent exporters' interests in governmental, private, and
international institutions.

2. Obtain and provide information, documentation, and assistance
needed to facilitate export activities.

3. Study and recommend measures which would improve the competitive-
ness of exporting industries.

4. Facilitate the adoption of systems which would improve and
control the quality of goods manufactured in E1 Salvador,
particularly export products.

5. Improve export capabilities of businesses through the organiza-
tion of courses, séminars, round tables, conferences, and the
exchange of experiences to benefit jndustrialists in general and
exporters in particular,

6. Obtain consulting services and technical assistance in matters
related to export activity, including feasibility of exporting a
particular product, identification of markets, distribution
channels, packing and shipping, storage, financing, insurance,
fiscal and monetary incentives, attraction of foreign capital,
and establishment of export industries.

7. Take necessary measures to improve conditions in the transport of
merchandise for export, and ensure that exported products arrive
in the international markets in optimum und competitive condition.

8. Collaborate with government and private institutions in internatiornal
trade fairs in which El Salvador is a participant.

9. Undertake all efforts which directly or indirectly contribute to
the development and diversification of the country's exporting
capacity, to increase the exportation of manufactured goods, and

to create a favorable export climate.
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COEXPORT has been instrumental in promotiug El Salvador's participation
in international trade fairs, most recently in Frankfurt, Gernmanv (1980 and
1981), and in the "Feria de las Américas" in Miami (March 1980). Participa-
tion in the Frankfurt fair in 1981 resulted in the establishment of artisan
marketing contacts in Israel, Holland, and Grecce. Also, the Association has
cultivated relationships with a number of intermational organizations, which

have provided assistance in export development threugh seminars and conferences.

The Central Armerican Institute for Research and Industrial Technology
(ICAITI) has provided COEXPORT mermbers with information on export opportunitics,
training, technical assistance, and marketing infcrmation on specific preducts.
In 1980, COEXPORT staff members attended several international trade cenferences

(Canada and Venezuela).

COEXPORT is not only a source of informatior and internaticral contacts
for private sector exporters, but also performs an irportant function as a
source of expertise to public sector entities on export related matters. The
associatien has participated in working groups with the Ministry of Foreign
Relations to support efforts in signing of trade agreements with Honduras and
reactivation of a treaty with Panama. COEXPORT has also encouraged the signing
of a bilateral trade agreement with the Republic of China, which contemplates

measures for technology transfer, financing, and investment projects.

In addition, COEXPORT acts as a lobbyist for exporters' interests on the
domestic scene. In this regard, COEXPORT spearhecaded the request that the
Export Dcvelopment Law be revised and its regulations up-cated, particularly
those pertaining to incentives for exporting businesses. The association is -
presently participating in a Mixed (private sector and public sector) Cormission
assigned the task of reviewing the Law. COEXPORT is encouraging: 1) a clear
definition of the government's support role in the export sector, and 2) the
establishment of instruments to provide export incen*ives such as financial
tesourccs, fiscal measures, and tariffs. With the possible phasing out of ISCE,
COEXPORT believes it is critically necessary to establish new mechanisms for
private sector participation in decision-making regarding the export sector.

For example, COEXPORT has requested that the private sector be permitted to take
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par% in the programming of the Country's official participation in inter-

national fairs and expositions with ISCE or its replacement as the coordinator.

COEXPORT's fundamental concern at present is the potential involvement
of government entities in the marketing of non-traditional exports such as
honey and sesame. The association points out that the Export Development Law
clearly states that public sector initiatives in this area should only be
undertaken when private sector initiatives have not resulted in efficient
marketing, and then, only on an experimental, pilot project basis. Moreover,
COEXPORT considers the markets for such products to be highly specialized znd
sensitive to variables of production, quality, and marketing, which require

experience and "know-how' not usually available in public sector institutiens,
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D.3 PUBLIC AND PRIVATFE SFECTOR RELATIONS

It is somewhat difficult to measure the quality of relations between the
Public and Private Sectors, as they presently are in transition. The outcome
of the March 28th elcctions does seem to have produced a more harmonigus
state of affairs between both sectors. During the past two yvears there had
been a complete split between the two sectors which has not completely dis-
appeared. Some private séctor antagonism has been directed toward the USG

as a result of its support for the reform process.

Under the sponsorship of ANEP, ASI, the Chamber of Commerce, FENAPES, and
UDES, there have been two national symposia. At these symposia held in July
1981 and May 1982, each economic sub-sector was invited to expound upon its
particular problers. The syrposia served to bring the plight of Salvadoran

businessman to the attention of politicians and cormon citizens alike,

The Private Sector now appears to be, if not nore confident, certainly
more at ease with the direction of the present Government. The heretofore
estrangement of both sectors has eased, as it is evident from the Private
Sector's interest in ccoperating with and joining forces with the present

government in solving the economic crisis.

Notwithstanding this new apparent spirit of cooperation, there are some
fundamental problems plaguing this new government. Interministerial coordina-
tion is seriously lacking, a clear-cut overall policy seems non-existent, and
some serious sectoral prcblems in the banking, foreign cormerce, and other vital
areas of the economy are evident. There appecars to be no definite plan for
reversing the economic decline, and the time required to reverse it in light

the civil strife looms as an important factor.

In June 1982, the Salvadoran Productive All}ance responded to a request
by President Magana to nominate 18 of its members (3 for each of six key
ministries) to work closely with and advise the Government on key aspects of
the®cconomy. These cormittees are viewed by the Mission as key to the establish-
ment of linkages through which mutual cooperation between the GOES and the
productive sector can be enhanced, and this effort will be supported as a part

of the CBI program.
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D.4 EXPORT AND INVESTMENT DEVELOPMENT

Current Export and Investment Development Policy

With respect to export promotion, the GOES' 1981-1983 Three-Year Plan
calls for: a) the consolidation of the Foreign Trade Reform to manage more
efficient use of the Country's foreign exchange earnings; and 2) creation of
an environment conducive to increasing non-traditional exports in order to
recuperate industrial and artisan production to an acceptable level, as well
88 to improve the economy's base over the medium and long term. As the
economy recovers, [oreign investment will be welcomed, particularly in the
‘areas of export-oriented industries that use local labor, materials, and

other inputs. Joint ventures are preferred.

Exp;ort Development Law

On September 5, 1974, the Legislative Assembly approved the Export
Promotion Law, which is still in effect. The Law, in effect, established a
mandate and legal structure for stimulating industrialization. The legisla~
tion implicity recognized the importance of developing extra-regional markets
by offering fiscal and other incentives to industries exporting all or part of
their products to non-CACM countries. The Law is presently under review for
uvpdating of incentives and re-definition of public and private sector roles

as & result of changes in agencies involved in monitoring the Law's application.

Free Zone

To aid investors, the country's first Free Industrial Zone has been
established in the San Salvador suburb of San Bartolo. The Zone was the first
of several planned to be established under the Export Development Law to permit

export-oriented industries to operate u- 'e= advantageous conditions.

Industrial zone firms (which may be 100 percent foreign and export AN
pefcent or more of their products to non-CACM countries) enjoy uuty-free import
of equ%pment, raw materials (including fuels), and other inputs for the project's
life ir addition to other general incentives. Export-oriented local industrialists

under the Export Development Law would also enjoy most of these benefits; but,
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particularly for the foreign investor, the zone offers certain advantages over
domestic production: no administrative processing of imports and exports, no
obligation for local investor participation and access to factory facilities

and infrastructure.

There are presently four companies employing 800 workers still operatirg
in the San Bartolo Free Zone: AVX (U.S.; electronics: ceramics): Form~O-Youth
(U.S.; textiles); TME (Spanish; coats); and Expon (U.S.; pharmaceuticals). Bv
comparison, during 1979, the zone contained some fourteen firms employing 4,2C0
workers, and plans called for an increase to 20,000 workers by 1982. DMotcrela
alone, wanted to set-up an operation employing 5,000 workers and Beckman Instru=ents

was in the process of expanding its operation to 1,500 workers.

With little additional investment, reactivaticn of the San Bartolo Free
Zone in the short run, and establishment of additional free zones in the mediuc
term could significantly alleviate depressed employment and production levels

while generating scarce foreign exchange.

This prospect is particularly true if assembly operations, which prior to
1980 employed thousands of Salvadorans, could be revived or promoted to locczted
in the free zone. Given the location of the international airport, and the new
highway connecting the airport to San Salvador, the town of Comalapa may te

an ideal location for a second free zomne.

General Treatv for Central American Econormic Integration

El Salvador is a subscriber to the General Treaty for Central American
Economic Integration. Signed in December 1960, this treaty established tkhe
Central American Comron Market (CACM). Under the CACM the most important
incentives regarding investment and trade development are: a) free trade within
the CACM area for products of "integration" industries; b) tariff protecticn;
¢) import duty exemption on machinery, equipment and raw materiais for rew cr

established integration industries; and d) income and other local tax exemptions

for variable periods according to industry.
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- E1 Salvador's CACM Expericnce

By 1968 El1 Salvador had the largest share in intra-CACM trade in manu-
factured products (35%) and its industrial sector was the most dependent on
CACM trade, exporting about 33% of its growing manufacturing output (excluding
food, beverages and tobacco) to the region. The economic consequences of the
conflict with Honduras in 1969 proved to be very serious, resulting in a sharp
drop in exports by El Salvador to the CACM. A crisis in the textile industry
which has traditionally provideq about 257 of the country's manufactured
exports to the region also caused a decline in El Salvador's CACM export
.share. In 1975 El Salvador had for the first time a balance of trade deficit
with its CACM partners.

Textiles (mainly cotton fabrics), clothing and footwear constituted the
major manufactured exports from El Salvador to the CACM, almost 357 of the
total in both 1968 and 1976. Chemical products were the second major group
of manufactured CACM exports, with a constant share of about 20% since 1968.
Major chemical products included soaps, detergents, cosmetics and sirilar
products, pharmaceuticals, fertilizers and insecticides, plastics and synthetic.
fibers. Paper and paper products, particularly packaging materials, have
grown rapidly since 1968 and reached more than 9% of manufactured exports to
the region by 1976.

The results of an IBRD study of the Conmon Market completed in 1980 1/
indicate a series of positive results from the regional integration efforts:
(1) substantial increase in the degree of inteidependence among the CACM
countries; (2) an expansion of market size which has made possible the growth
of local industries which individual national markets could hardly have
supported and which has encouraged some degree of specialization; (3) encourage-
ment to tha development of technical and managerial skills and (4) important

improvements in regional infrastructure.

For a wide wvariety of non-durable consumer products whose output has been

.tlmufated domestic prices do not appear to be, at most, more than marginally

l/Central America, Special Report on the Common Market, World Bank, Washington,
D.C., September 29, 1980.
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above internationally competitive levels and for a number of products the
basis has been created for relatively substantial exports towards third
countries. On the other hand, the IBRD roport warns, the protectionist
character of the policies adopted to stimulate exports provides a framework
in which misallocation of resources (g;g., investment in unecononic inter-
mediate goods industries) could occur, unless changes are made in a number

of critical economic policies. Similarly, while the basis has been set for
export expansion to other areas, the pattern of economic incentives which have

been provided has not been sufficiently focussed to achieve that objective,

Common Fxternal Tarif{f (CET)

The present CET had its origins in the Central American Convention on
the Equalization of Import Tariffs signed in 1959; under its provisions, agree-
ment was reached on common tariffs for 10% of the items within the Uniform

1/

Central American Customs Nomenclature (NAUCA)=, With the adoption cf the
General Treaty in 1960, the establishment of a complete CET and, with it, the
liberalization of intra-CACM trade were to be accomplished in five years.

By 1966, after a series of protocols, cormmon tariff levels had been accepted
for all but 33 products in the trade classification; those not covered included

major agricultural products (e.g., grains) and a number of consumer duratles.

Central American Agreement on Fiscal Incentives for Industrial Developrent.

Signed in 1962, this Agreement was not ratified until 1969. Its main
objective was to replace the various national investment laws with a common
system for incentives. The principal btenefits granted under this system were
exonerations from tariffs on imported inputs and capital goods and from income
and related taxes for varying periods of time in accordance with criteria
established in the agreement. The most important type of fiscal incentive to
date in terms of monetary value to the recipient firm has been the exoneration

of import duties on materials, equipment and fuel.

1/ NAUCA was adopted by each of the five countries in the period between 195C
and 1959. This is essentially a trade classification based on the main
physical substance constituting a product and, as a consequence, tends to
group under one heading a number of items with different economic (end-use;
characteristics.
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There appears to be a consensus that the present fiscal incentive system
to promote industrial investment has been excessively costly to the countries
in terms of lost revenue. Even within the private sector there is growing
discontent with the competition which has developed among the countries and
which has contributed to uncertainty over the competitive position of any new
invescment. Moreover the system has tended to encourage investment in industries
not appropriate to the resource endowment of the region with low value added and
both high import and capital intensity. Secondly, the contract providing tariif
exonerations on imported inputs to a specific firm for a fixed time periced
while its output is protected from external competition, does not enccurage
the establishment of industries with economic viability. Oftentimes, vested

interests are created to find means to perpetuate those benefits. -

Constraints to the Expansion of Extra-Regional Exports of Manufactures

The bias toward regional import substitution in the CACM trade policy 1is
one of the most important constraints on the growth of industriel exports out-
side the area. The structure of the CET, combined with the granting of duty
exonerations under both the previous national systems and the regional industrial
incentive agreement, has provided a widely dispersed pattern of protection
which is excessive for the food processing, textiles and clothing industries and
discriminates against those producing intermediate and export goods. Thus
these protected industries recorded substantial output increases in the first
years of the CACM development but did not establish external export markets
during this time. Exports to third areas were largely pursued as a means of
taking up the slack in capacity utilization when the internal markets lost
their dynamism. On the other hand, there has been only limited growth of 'new"
industries primarily oriented at third-country exports, the major exception teing

the wood products industries developed in Honduras and Nicaragua.

The emphasis on import substitution has encouraged individual enterprises
to produce a broad range of products in accordance with regional demand patterns
(e.g., textile enterprises in El Salvador) rather than a few items which could

be produced in large series and thus be competitive in international markets.
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The easy cntry into highly protected domestic marketslcontributcs to
the problem of idle capacity which plagues especially the textile industry.
Simiiar situations appecar to exist in the pharmaceutical, deterpent and some
food processing industries. In 1976 expectations regarding profit margins
in protected markets were high, while duty-free imported equipment and inter-
mediate materials were chcap compared to domestic irmputs. This had two effcets.
Firstly, it was comparatively cheap tc leave capacity idle and, secondly, the
choice of technology in industry-favored, capital-intensive processes over
processes using the relatively inexpensive domestic inputs, specifically

labor.

The textile industry is one example where equipment of highly advanced
technology which, in addition, was standing idle. Thus, an important scgment
of industry in the CACM countries is producing at high costs, reducing long-
term competitiveness in foreign markets. In the short rum, exports will be
undertaken to employ temporary excess capacity to cover marginal costs, but

not full average production costs.

A second constraint relates to the lack of knowledge concerning external
markets and the shortage of marketing skills., Traditionally, enterprise
management and marketing in CACM countries have concentrated on the processing
and export of agricultural products and on the impert of consumer goods.

Managers of commercial enterprises have gradually shifted towards manufacturing
establishments producing mainly for local markets and there has been an impressive
growth in the supply of production engineering kncw-how. But the inward
orientation of output has not encouraged the development of export marketing

skills.
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D.5 International Center for the Settlement of Investment Disputes (ICSID)

ICSID, a member of the World Bank Group, has been in existence since October
1966. The number of signatory countries now stand at 87. Once the legisla-
tive Assembly ratifies the agreement signed in June, El Salvador joins six

other Latin American and Caribbean countries: Barbados, Costa Rica, Guyana,

Jamaica, Paraguay, Trinidad, and Tobago.

ICSID offers a number of advantages to the parties of a dispute. Both arbi-
tration and conciliation are available, and the ICSID charter has enough flexi-
bility to take into account special requirements which the host government may
desire. For example, there are provisions permitting exhaustion of local reme-
dies, exclusion of certain sectors of the eccnomy from ICSID jurisdiction, and
designation of a legal system to be applied to a dispute. Both parties must
agree to ICSID jurisdiction, and they may do so either at the time the dispute
occurs or at the time the investment agreement is signed. Once the parties
have agreed to ICSID jurisdiction, there are protections against procedural
stalls aimed at preventing the establishment of a tribunal or keeping it from

hearing evidence in the case.

Bilateral Investment Treaty (BIT)

U.S companies in El1 Salvador generally have praised the Salvadoran regulating
environment as being open, flexible, and pro-investrent. The establishment of

a free zone with tax incentives and exonerations from import duty on machinery,
parts, and accessories as well as other fiscal incentives successfully attracted
foreign investment before the acceleration of civil strife in 1980. A Bilateral
Investment Treaty with the Unite States would provice additional support for

El Salvador's.gfforts to attract foreign investment by demonstrating good faith
and establishing the '"rules of the game" for foreign investors presently active

in El Salvador.

Preliminary negotiations fnr a BIT have been very successful. That the GOES is
interested in moving forward quickly is evidenced by its decision to join ICSID.
The outstanding issues relate to the treatment provisicn, expropriation/compen-—
sation, and free transfers. All issues are expected to be resolved, however,

by late July, and the prospect: are good for signing an agreement in early August
of 1982,
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ITI.E. POTENTIAL BENEFITS FROM CBI

A. | Traditional Exports - Free Trade Area Effects

It is evident from the foregoing discussion of coffee, sugar, and cotton
cultivation and marketing that these major activities have been reduced
due to exogenous variables (such as world market price, phase Two status)
upon which the implementation of the CBI will have little effect.
Possible exceptions might be the development of soluble coffee plants
which could market coffee surplus and increased sales outside of the
current coffee quote system; improvement in management, financial control
and marketing of INCAFE: provision of teclinical assistance to cotton
growers to lower costs of production; and utilization of sugar production
for new products. The CBI will not create any benefits as the result of
reduced tariffs, Sowever, some benefits may accrue however, from invest-—
ment in soluble coffee, candy or confectionary plants as a result of the

10 percent tax credit to be provided,

The only direct effect which the CBI will have upon livestock
raising wiil be the reduction of the 2 cents per pound duty which is
imposed upon refrigerated and frozen beef. This small reduction is not
likely to result in a large increase in beef exports or livestock produc-
tion,

Beyord the CBI, A.I.D. can encourage beef and milk production on
Phase One farms, as a great deal of the production decline derives from
those operations. Given an overall economic recovery, El Salvador should
be able to recover the $12 million in beef exports experienced in 1479,
and to raise milk production to decrease, in some measure, the $10
million in annual powdered mi.lk imports,

Shrimp and lobster production will receive no direct boost from the
CBI a: both currently enter the U.S. on a duty free basis. These products
possibly can be stimulated further by development promotion efforts:

shrimp exports to the U.S. have been growing at an average annual rate
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of 20 percent. New technologies can produce high yields on now totally
unusuable lands, an important concept for a nation of scarce land resour-
ces. lobster is growing at a phenomenal rate and although the total
amount is still small, further increases can be achieved. Oyster proces-
sing should be studied as a possible new export activity. The 10 percent
investment credit component of the CBI may further expand export capabil-
ity.

There are many tropically-grown products which do not directly
compete with U.S. agricultural production, which already enter duty free
and whose exports will therefore receive no direct stimulus from the
C3I. There are certain non-traditional agricultural products which
might be stimulated in the medium term through the provision of U.S.
technical assistance of research and much later, perhpas, investment
capital for plant expansion and modernization.

B. Non-traditional Exports - Free Trade Area Effects

Earlier analyses show that the Salvadoran economy is highly dependent
upon traditional exports which accounted for 66 per cent of total exports
in 1981, Nevertheless, some level of benefits is predictable resulting
from efforts to expand non-traditional exports through (a) a general
export promotion and (b) reduced levies under CBI legislation on certain

Products.

A careful examination of major agro-industrial andl{hdustrail exports

has been imade in Table II-14, Exports have been analyzed which are:
products currently subjected to U.S. import duties (and the actual 1982
tariff rate has been indicated in the exhibit) Excluded from this analysis
are products which enter the U.S. duty free; oroducts such as textiles

and apparel excluded from special treatment by the CBI; and products

which did not account for more than $50,000 in exports in either 1979,
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1980 or 1981. The products included in the exhibit represent approxi-
mately 27.0 percent of all 1981 exporters to the U.S. and 8.8 percent of

total 1981 exports.,

Estimates have been formulated for major exports through 1984, anticipa-
ting that the CBI will be enacted and implemented by early 1983, Assuming
an overall annual export growth rate equal to that of the rate of tariff
reduction under the CIB, tctal exports affecte. by the CBI are anticipated
to reach $86.9 million in 1984, or an increase over 1982 exports of

$17.0 million. Major positive influences will be felt by electronics
manufacturers. These positive impacts may be slightly understated as
firme adjust their productive functions to assure that they fall under

the 25 percent local value added clause. It is further assumed that an
aggressive expoxrt promotion program as described below, will have been
pursued during the two-year period, and that some investment will have
taken place Juring 1984 to take further advantage of the U.S. free trade

area.
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C. ~ INVESTMENT EFFECTS

Table 1II-15 examines direct foreign investment according to different
economic activities and time periods, up to 1970, from 1971 through 1975, and
1976 through 1981. Among the most important areas of investment over all of
these periods has been wholesaling which accounted for 20.0 percent of totzl
direct foreign investment. Thése investments probably were made in storage

facilities and transportation equipment primarily to handle imported goods.

The second most important foreign investments were in thread, cloth and textile
operations with 15.3 percent. Following textile investments, in order of
importance, were lights and electricity, 6.6 percent; financial institutions,
3.6 percent; fertilizer and insecticide production, 5.1 percent; and investment

in petroleum refinery operations, 4.8 percent.

Foreign investment peaked in 1979 at $22.5 million, and subsequently has

Plummeted to $3.6 million in 1981.

TOTAL FOREIGN INVESTMENT
(Millions of U.S. Dollars)
n 12 B3 om0 17 18 19 8 s

Investment 3.6 8.0 3.7 6.1 10.2 10.9 18.5 7.9 22.5 9.2 3.6

Index 100 222 103 169 283 303 514 219 625 256 100

The country source of foreign investment is analyzed in Table II-16
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TABLE II-E
FOREIGN INVESTMENT TREXDS
(000 U.S. Dollars)

Current Prices

Acéumulated

through 1971~ 1976~
1970 A 1975 x 1981 % Total yA

Agriculture 60.7 .1 470.1 1.5 142.8 .2 673.6 .3
Fishing 56.4 .1 267.9 .8 299 .4 623.3 .4
Mining (uon-ferrous) 1,045.8 3.3 272 iy 1,317.8 .9
Quarrying 17.4 .0 17.4 .0
Livestock . 99.9 .2 20.0 .0 119.9 .1
Dairy Products 198.2 iy 76.9 .2 (1,028) (1.4) (752.9) (.5)
Fruit and veg. Processing 68.0 .2 56.6 .2 124,6 .1
0ils, fats 200.9 .6 200.9 .1
Milling 1,280.0 2.9 306.0 1.0 (799.7) (1.1) 786.3 .6
Cacao, chocolate, candy 277.4 o0 3.2 .0 40 320.6 .2
Diverse food processing 60 .1 120 A 180 0 360.0 .3
Tobacco 3,320 7.5 70 .2 1,562.2 2.1 4,952.2 3.6
Thread, cloth, textiles 3,614 8.2 7,572.6 23.9 10,074.0 13.2 21,260.6 15.3
- Bopes 218.8 .3 218.8 .2
Clothing 476.9 1.5 884.9 1.2 1,361.8 1.0
Tanning 195.0 .6 (183.0) ( .3) 12.0 .0
‘eather products 20.0 0 20.0 .0
aoes . 310.0 1.0 465.0 .6 ©775.0 .6
Cardboard Containers 1,094.4 2.5 ; 245.0 .3 1,339.4 1.0
Puip, paper & Cardboard 904.4 2.0 450 1.4 3,327.1 4.6 4,681.5 3.4
Printing 275.2 .6 198.0 .6 79.6 .1 552.8 b
Chems. exc. fertilizers 55.1 .1 80.0 1 135.1 .1
Fertilizers, insectiec., 6,908.0 15.6 111.8 .4 40.0 0 7,059.8 5.1
Resins, plastics 230.0 .3 230.0 .2
Pagints, varnishes 97.8 o2 931.6 1.2 1,029.4 .7
Pharmaceuticals, medicines 693.6 1.6 90 3 460.3 .6 1,243.9 .9
Soaps, cosmetics 727.8 1.6 260 .8 211.8 .3 1,199.6 .9
Chemical nroducts 50 .1 145 195.0 .1
Petroleum rerfinery 3,921 8.8 1,439.6 .5 1,309.7 1.8 6,670.3 4,8
Tires 40 .0 307 1.0 347.0 .2
Rubber products 50 .1 (200.0) (.3) (150.0) (.1
Plastic products 257 o6 444.5 1.4 318.8 A 1,020.3 .7
@ement 203.9 .5 (74.7) (.1) 129.2 .1
Non-metallic, min prod. 329.3 o7 461.3 1.4 1,132.4 1.6 1,903.0 1.4
Steel Products 200.9 .6 200.9 .1
Knives, tools, hdwe. 450.7 1.0 348.4 1.1 799.1 .6
Structural rcetal 30.0 .0 2,559.0 3.5 2,589.0 1.9
Metal Prod. exc. mach. 741.7 1.7 154.9 5 (212.0) (.3) 684.6 .5
#g. Mach. & Equip. 160.0 2 160.0 .1
Ind. Mach. & Equip. 79.6 .1 79.6 .1
Office equipcent 4,734.1 6.5 4,734.1 3.4
Mach. and equiprcent 664.8 1.5 4 32.8 .0 697.6 .5
Qdectronic equipment 405.1 .9 269.7 .9 1,256.1 1.7 1,930.9 1.4
lome appliances 556.4 1.8 1,280.4 1.7 1,636.8 1.3
Elactric Machinery 1,955.1 4.4 803.3 2.5 2,859.4 3.9 5,617.8 4.0



Vehicles
Control instruments

Photographic & Optical

Mfg. NEI

Lights and electricity
Prod. & Distrib. of gas

Construction
Wholesaling
Retailing
Restaurants
Hotels
Transportat.un
Warehousing
Financial inst.
Other finan. inst.
Insurance

Real Estate
Technical Services
Renting Equiprent
Public instruction
Radio and Television

Total

7.6.82

Accumulated

through
1870

200

134.8
49
4
609.4
51.6
71,956.7
538.2

.884.3
635.4
103.0

2,612.8
456.2
160.0
717.9

90.5

108

.2
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1971~
1975 %
264.0 .8
75.0 .2
533.0 1.7
2,294.1 7.2
338.7 1.1
4,694.1 14.8
1,643.3 5.2
57 .2
(127.9) (.4
13.0 .0
1,600.0 5.0
114.3 .4
60.0 .2
934.8 3.0
45. .1

1976-
1981

15

597.5
134.6
8,647.9
1,798.6
132
15,219.3

100
80.4
250.0
3,598.8
51.7
880.0
438.8

20.0

Total

215.0
244.0
732.3
258.6
9,184.9
4,702.1
522.3
27,870.1
2,181.5
57.0
856.4
715.8
366.0
7,811.6
622.2
1,100.0
2,091.5
90.5
45.0
20.0

joe

W

1o
— O

— W
. . e .

o

108.0

29,918.1 100.0 64,991.0 100.0 139,110.4

. *» e & " e e LI )
HOOHULWLOSGTFTTLLOODOO P ONDUVLN -

100.0
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Of total foreign investment made between 1970 and 1981, the U.S. led all
investors with 46.1 percent, followed by Panama, 14.1 percent; Japan, 13.7;
and West Germany, 4.9 percent.

RS
Major U.S. investors have included Texas Instruments, 3M, Kimberly Clark,
Xerox, Citibank, Chevron, ITT, Bank of America, ESSO, National Cash Register,
Coordinated Caribbean Transport, AVX Ceramics, and Cargill. ﬁost of these
firms have formed wholly-owned subsidiaries. Subsidiaries mot of the wholly~
oﬁned variety generally have U.S. participation of 70 to 99.9 percent, however,
in some instances U.S. participation has been as low as 26 percent (Crown

Zellerbach) to 36.2 percent (Sherwin Williams).

——

It is anticipated that the prospects for generating foreign investment will be

. gfim in the near future. If and when the country becomes more pacified, foreign
investment will resume. The one-time 10 percent investment tax credit will
provide additional stimulus to U.S. investors, especially when that investment
is made in connection with export-oriented ventures whose products are destined

for the U.S.

Civen direct U.S. investments in El Salvador during the past ten years the
average annual U.S. investment has been $4.65 million. It is noted furthermore
that the U.S. investment level has been extremely variable during this period.
As a target, 80 percent of the average annual investment, or $3.7 million, is

scan as realistic. Given the current situation, it is felt that even this level
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of investment would not be forthcoming without CBI incentives, and, would be
realized only in the second year of the program. It is envisioned that U.S.

investment levels can be sustained over the remainder of the CBI program period.

U.S. DIRECT INVESTMENT
(Millions of U.S. Dollars—Cgrrent Prices)
32 13 74 13 16 11 18 19 80 81

Investment 2.7 1.3 .3 2.4 2.3 12.4 1.2 14.5 6.7 1.9

Index 100 52 52 96 92 496 48 580 268 76

Ten year average (current prices): $4.65 million



TSUSA

10610
1380580
13680
14509
15570
1706040
1708045
1845200

2565240
6121020
6121040
6121060
6762011
6765230
~6765210
6850018
6859054
6861035
6861052
6861060
6862400
6873010
6875813
6875831
6675835
6875870
6877531
6877535
6877553
6877586

PRODUCTLI

Agroindustry

Beef, fresh, chilled or
Okra, frozen, cut, sliced
Okra, fresh, chilled or
Coconut meat except copra
Honey

Scrap tobacco except cigar
Tobacco except smoking
Cotton sced oil cake

Total Agroindustry

Noun-agro, iudustrial

Boxes, paper, paper bd., mach
Copper waste and scrap

Brass waste and scrap

Copper waste and scrap alloyed
Electronic calculating mach
Parts of automatic data

Parts of calculating mach
Fixed capacitors, ceramic
Connectors, NSPF

Resistors, variable, except
Fixed resisters, film, NSP¥
Parts of resistors and
Automatic voltage and -itage
Light emitting diodes (LED)
Electronic tubes ex cathode
Monclithic integrated

TTL Bipolar monolithic

Other semiconductor except
Monolithic integrated

TTL Bipolar monolithic
Integrated circuits others
Photo cells, crstls, etc.

TABLE II-14
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MAJOR EXPORTS TO U.S. BENEFITTING FROM CBI
(Thousands of Dollars)

A.V.E. ACTUAL ACTUAL ACTUAL ESTIHAIFD ESTIHAI;D ESTIMA
DUTY 1979 1980 1981 1982— 1983~ 1984~

2.0¢ 1b, 12,879 5,496 339 322 328 367
25.0% 604 845 522 496 652 880

25.0% - - 162 154 203 274
6.9 206 215 160 152 171 200
1.0¢ 1b. 286 36 379 440 450 500
16.9 5 - 175 166 194 246
11.8 - - 944 897 1,003 1,222
4.1 - - 1,077 1,023 1,064 1,214
- 13,980C 6,592 3,758 3,650 4,065 4,903
6.6 - 81 106 138 147 171
1.3 - 446 184 175 177 197
1.3 2 52 57 54 55 61
1.3 10 127 73 69 70 78
4.7 6,096 7,113 4 4 4 5
4.8 5,169 4,227 1,014 963 1,009 1,125
4,8 9 3 69 76 80 89
9.9 0 15,662 15,895 19,074 20,962 23,475
6.0 1 93 52 49 52 60
5.9 9,422 5,411 473 449 475 550
5.9 1,006 81 32 50 32 37
5.9 1,644 39 96 91 96 111
7.1 4,417 5,431 1,227 1,165 1,247 1,460
4.5 - 157 464 510 533 610
5.7 - 260 22 21 22 25
5.7 - 1,676 208 198 209 233
5.7 - 20,630 8,823 8,381 8,858 10,248
5.7 - 881 407 387 409 474
5.7 - - 4,709 4,473 4,727 5,478
5.7 - - 29,074 27,620 29,194 33,777
4,24 - - 68 65 68 78
5.3 - - 385 186 406 468



TSUSA

6877587
7090940
7092700
7316500
7342040
73730

7379565
7722045
71724200

1/

= Includes all products accounting for more than $50,000 in exports to U.S. during 1979-81.

PRODUCTlI

Electronic crystal components
Boogies, catheters

Medical and surgical
Artificial baits and flies
Game machines and parts
Stuffed toy animals

Toy par:s NSPF

Containers NSPF of rubber
Specified druggists sundries
Total Nun-agro Industry

Grand Total
Index/1Y81

Percentage of total exports to U.S.
Percentage of total exports

—I 6-.
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A.V.E. ACTUAL ACTUAL ACTUAL ESTIMA ESTIMA ESTIMA
DUTY 1979- 1980 1981 1982~ 1983= 1984~
4.2t - - 1,038 986 1,028 1,174
4.2 418 288 236 224 233 266
8.0 28 339 494 543 586 691

10.8 312 226 313 297 329 397
6.9 117 149 7 7 8 9
5.4 85 99 18 17 18 21
7.1 151 127 87 69 74 87
7.1 510 611 426 405 433 507
5.3 88 - 36 34 36 42

29,485 64,209 66,097 66,960 71,577 82, 004
43,465 70,801 69,855 70,610 75,642 86,907
100.0 101 108 124

12.4 17.6 27.0

3.8 6.6 8.8

Z-/Assumes 52 reduction based upon negative GDP g:owih projections.

3/

= Assumes annual growth at ad valorem tariff reduction percentage, thereby assuming perfect elasticity of supply and demand.

the 25Z rules of origin test. All textile and apparel items have heen excluded.

Assumes products meet

4 . . . . . . . .
—/Assumes annual growth at ad valcrem tariff reduction percentage plus 10Z due to increased foreign investments and increased working capital due to
export increments.
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U.S.A.
Canada

Asia:

Japan

Taiwan

Korea
Europe:

West Germany
Luxembourg
England
Switzerland
Liechenstein
France

Italy

© Spain
Netherlands
Latin America:
Costa Rica
Guatemala
Mexico
Nicaragua
Panama

Venezuela
Colcmbia
Caribbean

(Netherland Antilles

(Curacao
Puerto Rico
Bahamas
Cayman
Bermuda
Middle East
Israel

TOTAL
1/

DIRECT FOREIGi. .NVESTMENT

BY COUNTRY

(000 Uu,s. Dollars)lj

='Current dollars.-

1970- 1976~
1975 Percentage 1981 Percentage Total Percentage
11,542 31.3 38,910 53.6 50,452 46.1
605 1.6 1,674 2.3 2,279 2.1
7,857 21,3 6,928 9.5 14,785 13.5
225 .3 225 .2
470 .6 470 A
1,900 5.2 3,472 4.7 5,372 4.9
227 .6 40 .0 267 .2
289 .8 4,458 4,747 4.3
989 2,7 2,082 3,071 2.8
195 S5 (178) (.2) 17 .0
53 .0 53 .0
141 A 340 .5 481 A
33 .0 33 .0 - S
1,953 5.3 640 .9 2,593 2.4 e
336 .9 224 .3 550 o5
643 1.7 815 1.1 1,458 1.3
1,399 3.8 394 o5 1,793 1.6
2,730 3.8 2,730 2.5
6,716 18.2 8,755 12.0 15,471 14,1
532 1.4 48 2.9 580 .5
80 .1 80 .0
648 1.7 200 3 848 .8
193 .5 388 .5 581 .5
10 .0 10 .0
600 1.6 848 1.2 1,448 1.3
@)) .0 @) .0
48 .0 48 .0
52 .0 52 .0
36,810 100.0 72,661 102.0 109,467 100.0



TABLE II-16

MAJOR EXPORTS BY REGION

(US$ million)

i9 7 8 1 9 7 9 1 9 80 1 9 81
Rest Rest
PRODUCT Total CACM World| Total World | Total
Total 1,129.1 266.7 524.1] 1,069.4 331.3| 789.4
Traditional Exports 798.9 - 489.7 724.6 300.6| 537.1
Coffee 675.2 - 405.1 615.2 215.3| 451.8
Cotton 84,6 - 84.6 82.8 78.7 52.6
Sugar 26.8 - - 13.2 6.0 14.0
Shrimp 12.3 - - 13.4 0.6 18.7
Non-Traditional Exports 26 330.2 266.7 29.1 34.4 344.8 291.7 22.4 30.7} 252.3 203.1 8.4
Meat 0 13.5 - 12.5 1.0 4,2 0.2 3.4 0.6 0.8 0.2 0.1
Manufactured Products 10 198.5 176.4 5.9 16,2 207.5 188.6 6.6 12.3] 147.9 132.8 7.9
Chemicals 3 45.1 41.4 - 3.7 43,3 38,6 0.1 4.6] 30.4 26.2 4.1
Food Products 6 38.9 21.1 8.8 9.0 40.4 22,1 9.4 8.9 34.1 18.1 1 5.0
Machinery & Transport. Eq. 0 17.8 16.9 0.2 0.7 18.4 17.5 0.2 0.7 8.8 8.6 0.2 ‘L
Crude Products 4 7.6 2.1 1.7 3.8 10.7 5.8 2.7 2.2 9.9 3.3 4.8 w
Other - 8.8 8.8 - - 20.3 18.9 - 1.4|] 20.4 13.9 6.3 !
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F.1 SUMMARY OF IDENTIFIED CONSTRAINTS

In this section is summarized the major constraints identified in the
foregoing assessment of the economy as a whole and its important sub-sectors.
In such discussions, there is difficulty in separating constraints to economic
growth from symptoms of economic decline. To the extent possible, only constraints
are listed below, recognizing that at times there is a 'gray area' as to whether
a particular phenomenon is a constraint, merely a svmptom, or both. It is also
recognized that not all constraints can be or should be treated with Mission
programs, as some constraints are best resolved indirectly through an improvement

in general economic conditionms.

Macroeconomic Situation. A negative balance of pavments and scarce foreign

exchange availabilities are true constraints to importation of much needed

industrial and agricultural inputs, replacement parts for the transport sector
(especially for trucking and bus operations) and products for sale by the commerce

gector,.

EMPLOYMENT AND LABOR FORCE

The high number of unskilled labor force entrants, nearly 50,000 per year,

makes it impossible under present economic conditions to maintain these workers
in gainful employment. Currently, there is high unemployment, over 200,000

persons, which creates the possibility of increased civil unrest.

INDUSTRY

Manufacturing firms face severe financial problems: technical insolvency

caused by several years of operating under depressed conditions; deterioration

of credit availability from the banks; lack of investrent credit for projects

requiring medium—-cern financing; and the lack of foreign exchange cited above.

Given the overall situation, industrial lack confidence to invest, however,

this constraint will be overcome if some measure of the above financial problems
are resolved. Given a long-standing reliance upon the national and CACM as out—

lets for industrial sales, manufacturers have a lack of export know-how.
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7.2 AGRICULTURE

The major constraint is. the reduced world market prices feor major

agricultural exports. Simultaneous with the drop in world market prices has

come an increase in most agricultural inputs; and the introduction of coffee

roya disease hds increased costs of production for that crop. Recently, scme
agricultural inputs (fertilizers) have not been available due to foreign ex-

change shortages. Lack of adequate credit is reducing output and, at the same

time, is causing increased unemployment in the countryside.

Uncertaintyv regarding the status of lands which will fall under agrarian

reform, especiallv those under Phase Two, have created a resistance to invest

and maintain agricultural assets (such as coffee orchards).

Decimated livestock herds will require several years to rebuild to regain

beef export and milk production levels.

COMMERCE

Lack of foreign exchange restricting inventory levels and general reduction

in buying power has reduced sector's sales levels. As the sector is non-basic

in nature, it is believed that these constraints can be overcome by actions taken

to affect the basic sectors——agriculture and industry.

TRANSPORT

A severe reduction in the number of passenger buses brought about by

terrorist activities may impede the ability of laborers to arrive at their work-

places. The lack of foreign exchange used for replacement parts hampers the

ability of bus operators and truckers to keep vehicles running. The destruction

of bridge infrastructure by puerrillas impedes the smooth flow of goods and

passengers to all parts of the country. Primitive customs inspection require-
ments at the frontiers disrupts the flow of goods and incurs additional costs

in terms of time and damages.
L]
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F.3 BANKING

The most serious deficiency is the apparent overall reduction in credirt

levelg caused in part by a decrease in external bank.financing and trade credits.

In this regard, the restraint demonstrated bv OPIC ard EXIM Bank has acted as a

etrong financial constraint. The short-term naturs of foreign lending is in-

adequate in light of the need for medium term working capital and investment

eredit.

The lack of investment credit for the industrial sector is compounded bv

the deficiency of loan officers to perform, investmwent credit and project

analyses.

There is a lack of private sector representaticn on the bank boards and the

CRB board which could enhance a closer working relationship between the banking

and private sectors. The banking reform has not been completed. namely the steps

which would bring about divestiture of government-held shares to the bank
employees and public-at-large, and this has created a certain element of distrust

surrounding the entire banking reform.

In addition to the reduction of bank financing cited above, foreign tanks

are hampered in carrying out their financial functions by not being allowed

to receive deposits and otherwise provide a full rante of banking services.

TOURISM

This sector is seriously constrained by the reduction in business and

leisure travel. Reduced business travel is considered a function of the reduced

activities of other economic sectors; and reduced leisure travel has been brought
about by the State Department Traveler's Advisory and the dangerous image of
the country and the region as a whole. There is little that the CBI can do to

directly assist t¢his sector.

PUBLSC SECTOR

MICE is relatively new and important entity regarding foreign trade and

investment, but which lacks institutional capabilitv to effectively carry out




the trade ang investment development aspects of the CBI. There ic a serious

constraint in the amount of governmental red tape required for both exporter

and investor, There is an overall lack of commercial information for investors

abroad and for exporters who require information concerning third markets,

There is a need for interinstitutional coordination among the ministries which

will be involved in implementing the CBI,

INCAFE and INAZUCAR, both essential to effective coffee angd sugar marketing,

face serious administrative problems. INCAFE especially has demonstrated poor

marketing akility, pPoor pavment Rrocedures, and alleged bv charges excessive

margins for Services severely constraining coffee growers' ability to turn a

profit. Both organizationg operate very autonomously of the groups theyv serve

The Ministry of Economy which Must carry out some important functions

Vis-a-vis the CBI program is Presently in a general state of disorganization

.velx;

—~the export development 1ayw is currently under review and that Process
L

should be finalized to reduce uncertainty for exporters,

~The free zone represencs a positive development concept, and concretely
usable industrial assets3 whose fuller utilization need continued and

vigorous promotion.
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-The CACM is in jeopardy as a traditional export market. Its protectionistic

policies have led to misallocation of resources, under-utilization of plant

capacities, and, perhaps most importantly in light of the CBI, a lack of know-

ledge concerning third markets.
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III. The CB: Strategy

A. Introduction

In brief, the strategy of USAID/El Salvador in implementing
the Caribbean Basin Initiative will be to provide the resources necessary
to allow the Salvadoran and U.S. private sector to make the most produc-
tive and equitable use possible of the Initiative's key policy and
financial assistance elements.

The CBI Implementation Plan and Strategy for El Salvador is
based on a two year time frame. The volatility and fragility of the
political and economic situations are such that they preclude attempts
to set any meaningful goals beyond that period. Indeed, the targets
included.in this section may be easily subject to considerable change
and depend largely on certain assumptions set wut later in this section.

In general the CBI itself is expected to have onlv a modest
short term impact on che Salvadoran economy, in terms of production,
exports, employment and investment. Balance of payments assistance
flowing (hrough the CBI will, of course, help maintain import levels and
through them, keep production and employment from falling. The effect
will be short term in nature however, and will serve to meet only a
portion of total import requirements. Export levels will increase
slightly assuming the Free Trade Area concept as presented to Congress
is accepted. Investment activity is expected to increase only slightly
as a result of the Initiative confidence levels are low and will continue
to remain so unless measures in addition to those proposed in the CBI
are taken to reduce risk to investors interested in El Salvador.

The essence of the CBI program as it applies to El Salvador will be
reactivation and rehabilitation. The uncertainties generated by the
recent years' political and social upheaval have driven investors and
foreign exchange out of the country and reduced production, exports and
employment to levels not seen since the early seventies. In the near
future the Mission plans to uge two of the three main elements of the
basic CBI (balance of payments support and the Free Trade Area concept)

to keep the Salvadoran private sector and economy from sinking any
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further. Use of this near term strategy will serve to give the economy a
breathing spell while the Mission and El Salvador's public and privare
sectors make use of CBI investment incentives, large quantities of
technical assistance, training and additional financial assistance to
treat the private sector and the economy in a systematic manner and
bring it back on the road to recovery and growth.

In seeking to bring about the reactivation and rehabilitation of
the economy, the Mission will make use of complementary program vehicles
such as specific A.I.D. projects, and other agency resources to take
advantage of the Free Trade Area measure and so increase production,
export, and employment levels. A concomitant but longer term effort
will be made to capitalize in the investment incentive policy by develop-
ing a risk assurance program for El Salvador. Details on these approaches
and other parts of the action plan are discussed below, insofar as they
have been worked out.

The Mission's strategy envisions a phased effort over the next two
years which bring El Salvador through the process of aid and trade, and
beyond, investment. CBI-supported activities carried out in rough
sequence or concurrently in El Salvador would deal with the balance of
payments problem; stimulate export production, which will bring more
foreign exchange and keep the productive sector moving, and attract long
term investors. Each of the elements comprising the strategy are discussed
in more detail below.

While it is the aim of the USG to support that economic reactivation,
the facts of life are that achievement of that goal will depend in no
small part upon certain exogenous factors which are out of the Mission's
control. In preparing the CBI strategy then, the Miscion has assumed
that certain events will come to pass (or not, depending on the situation)
which would allow the CBI to have some positive effect. They are as
follows:

-The U.S. Congrees makes available the economic assistance funding
programmed tor El Salvador in FY's 1983 and 1984.
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. =Political violence subsides substantially in the next 18 to 24

months.

-The GOES receives continued financial support from the multilaterals,
most notably the IMF, over the next two years.,

=Critical import commodity prices, particularly those of petroleum
products and agricultural inputs remain r=asonably stable,

~Prices of key agricultural export products remain stable.

Assuming the foregoing conditions hold, the Mission feels there is
& good chance that the targets set out below can be achieved. The
potential of the Salvadoran private sector - and for that matter, the
eéconomy as a whole - is great. The USG and the GOES have been working
over the past two years to realize that potential through hard times by
providing hard currencies and employment opportunities. The time has
now come for the Mission, and the GOES to work with the private sector,
draw it into the reactivation process and do everything possible in
encouraging the szctor to realize its potential.

B. Objectives

The objective of the USG's effort throughout the Basin is to

increase investment, production, employment and exports. Here in El
Salvador targets will be relatively modest in the sense that achievement
of some semblance of employment, production and export levels that
existed in 1978 will be sought. The numbers set forth below represent
vhat we consider to be reasonable targets for bringing the economy back
upon its feet over the next two years, if the Mission's assumptions hold.
It is important to note once again that the Mission is well aware that
the impact of the CBI will extend well into the future. Our judgement
however, is that the sitﬁation in El1 Salvador is so volatile as to

pPreclude setting targets any further ahead than 1984,
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CBI TARGETS - EL SALVADOR

Sub-Sector Actual Actual CB1 Targets
1978 1981 1982 1983 1984
Industrial
Production ($000) 481.9 492.1/ 494, 519. 545,
Employment
(000 persons) 194.5 218.4 1/ 219.6 231 242,
Exports 26l1.4 221.2 210. 231. 254,
Investment (MM)2/ 137.4 55.8 55. 83. 110.
Agriculture
Production ($MM) 843,9 873.8 880. 893. 906.
Employment (000
persons) 568.6 571.5 1/ 586. 595, 604,
Exports ($MM) 526. 537.9 545, 553. 561.
Investment ($MM) 2/ 29.3 14.5 13. 16, 18.

Current Dollars

/ Employment statistics available only through 1980,

1
2/ Includes estimated U.S. investment (combined) of $3.7 million. See

Section II.E.

Targets were set for Industry and Agriculture only since they are
the two leading productive sectors of the economy which provide the bulk
of employment in the country and which earn almost all of the foreign
exchange. In drawing up the goals liste 1l above, the Mission took into
account as many actual factors as it had on hand. (USDOC import listings,
tariff schedules and so on). Where such works were available and consonant
with our strategy the Mission drew on studies or reports dealing with
production strategies. Finally, certain assumptions were made as
discussed in more detail below.

It should be noted that: (a) these estimates are expressed in nominal
terms; and (b) they tend to be as conservative as possible even as

expressed in nominal terms.
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Industry - It is estimated that overall industrial growth will increase
in 1983 and 1984 by 5% annually after bottoming-uout in 1982 at approxi-
mately 1981 lecvels. VFive percent annual increase will be considered a
relacively strong rate, given the currently weakened state of this
sector, and even this rate will depend heavily on foreign exchange made
available through the CBI. Employment will rise in response to this
recovery at the rate of one employee per every $2,225 in industrial
output, resulting in the re-sbsorption of approximately 10 perczent based
largely on $17 million increase derived from CBI program. Investment
will return to approximately 80 percent of 1978 levels, but these effects
will be felt more directly in subsequent periods. Investment will take
the place of replacement of capital goods, and not in plant construction
as the increase in output will utilize already installed capacity,
Agriculture - Total output is projected to increase at an estimated
1.5% per annum during the next two years. Output growth is based upon
further consolidation of phase ONe land reform operations and a decrease
in uncertzinty surrounding Phase II properties, but assumes no substantial
advances in world market prices of major agricultural exports. Some
increase in non-traditional agricultural production, will occur as a
result of CBI free trade area effect but seen in terms of overall output,
the effect will be minimal., There will be some recovery in agricultural
employment approximately 33,000 workers as credit levels for the sector
increase. Exports will maintain their traditional relationship with
total agricultural output (about 62 percent of the total), No minor
advances are foreseen for coffee and cotton. Sugar may shift upward to
meet its international cuotas. Beef exports will recover somewhat,
given CBI incentives. Shrimp will continue its healthy growth.
Investment is estimated to return to only 60 percent of 1978 levels,
as it is believed that agriculturalists will be more cautions in their

investments than will be the industrialists.

* As can be scen from the Assessment Section, the Salvadoran econcmy

is highly dependent upon traditional exports which accounted for 66
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percent of the total in 1981. 1In estimating production, exports and
employment figures for the planning period, the Mission examined current
export performance and determined what E1 Salvador could reasonably
expect to earn as a result of policies promulgated under the CBI.
Estimates for non-traditional (here taken to mean industrial) exports
through 1984 assume implementation of the CBI by early 1983 at the
latest. Assuming an overall annual export growth rate of 10 percent and
assuming that that rate will be increased by the rate of tariff reduction
under the CBI, total non-traditional exports are anticipated to reach
$53.1 million in 1984, or a two-year increase of $13,6 million in export
sales. With regard to tariff reduction, perfect elasticity of demand
and supply has been assumed. It is fuither assumed that an aggressive
export promotion program as as described below, will have been pursued
during the two-year period.

To estimate employment impacts from the non-traditional export expansion,

the following employment multiplier has been developed.

79 80 84
Employment = Total Exports 669 759 714

Multiplier Total Zmploym't.(Actual) (Actual) (Estimated)

An expansion of non-traditional exports as a result of the $13.6
million sales increase will result in 9,710 jobs which would not exist
if the CBI is not enacted. The estimated increase is very low, given a
total 1980 employment level of 1.4 million persons.

Calculation of the effects of the CBI on over non-traditional
production is difficult since the Mission has not yet been able to
establish a clear correlation between production and the flows of foreign
exchange, and imports. Research work by the Mission in the coming months

ghould help to make these relationships somewhat more understandable.
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C. Strategv Elements

As was noted in the introduction to the Strategy Section, the
Mission's basic approach to implementation of the CBI will be to make
priority use of the balance of payments and trade promotion aspects of
the Initiative with longer term goals being set for the investment
element. The following Strategy elements are arranged accordingly.

Each of the elements will lay out in general terms the Mission's plan

for dealing with identified problems or needs in terms of broad resources
requirements (specifically areas outside of direct Salvadoran influence)
direct institutions and policies, laws or regulations which deal with or
have an effect on trade or investment development. The Action Plan
which follows will provide specific activities to be followed in each
area, insofar as planning has been possible.

1 Balance of Payments

a) Resources

The strategy in this area is straightforward: inject as
much foreign exchange into the economy as possible in order to maintain
import flows and allow businesses to keep their doors open and people
employed. The Mission will strive to keep the foreign exchange inflows
high not only from A.I.D. but from the IMF and other multilaterals. In
addition, the BCR and commercial banks will work with outside banks to
attract foreign exchange on their owm.

b) Institutions

The Mission will seek to seek to improve the foreign
exchange management, control and use systems of the BCR.

c) Policies, Laws and Regulations

As part of the CBI implementation plan, the Mission will
work for refinement of the monetary and banking laws to allow some
degree of private sector participation in the direction of the BCR and
its policies. Steps will also be taken to encoutrage completion of all
requirements under the Banking reform and return at least part of commer-

cial bank ownership to private hands principally through the sale of
L J
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stock shares in the nationalized banks.

2)  Export Development

a) Resources
The Mission will strive for the most efficient use of
trade credit resources already or soon to be available under BID and
A.I.D. regional programs or the BCR's own lines of credit. The Mission
and the GOES will work to obtain more short term credit guarantees or
lines of credit from commercial or government sources in the U.S. and
elsewvhere.

b) Institutions

The Mission's strategy will be to upgrade the capabilities
of GOES and private sector entities to promote exports, carry out market-
ing research and otherwise develop export markets in the U.S. and else-
where. Work will also be done to strengthen export credit programming
and administration capabilities throughout the banking system.

c) Policies, Laws and Regulations

The Mission will work for improvements in the administra-
tion of the Foreign Trade Reforms as they affect the coffee and sugar
industries and updating of the Export Development Law. Efforts will
also be made to bring about more private sector participation in the
management of the coffee and sugar industries.

3) Investment Development

a) Resources
This Mission will work together with the GOES and the
private sector to incredse investors confidence in El Salvador. Specific
steps will be taken to establish a Bilateral Investment Treaty and some

type of medium term investment guarantee arrangement.,
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b) Institutions

The strategy here will be to strengthen GOES and private
sector entities in terms of financial and human resources so that they
can encourage or attract foreign investment to F1 Salvador or finance
investment projects themselves. Particular attention will be given to
the development of investment information systems, support of the Free
Trade Zone system in El1 Salvador and the strengthening of investment
institutions.

c¢) Policies, Laws and Regulations

The Mission's strategy here will be to reform or otherwise
improve upon laws and policies which would pose disincentives to investors

or which might conflict with the establishment of investment guarentees.
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IV. The CBI Action Plan - Through 1984

A, Introduction

The next two years will see a series of coordinated actions in
the form of program and project assistance provided by A.I.D. and other
agencies to El Salvador and its private sector. All activities mentioned
will pass through or are in accordance with the three main strategy
elements outlined in Section III, and are designed to specifically
address problems and constraints discussed in Section II. Many of the
steps outlined below will take place simultaneously in the near term
while others will follow somewhat later, particularly those that pertain
to investment. For presentation purposes, actions related to export
marketing and investment have been grouped under Section C., Trade and
Investment Development, since most of the Projects discussed in that
Section address the subjects of export and investment in combination.
The first stage of the Balance of Payments action plan is predicated up-
on the assumption that $100 million in supplemental funds related to the
CBI will be approved in time to allow the Mission to obligate the funds
in FY 1982.

All of the described program components are consonant with the
objectives set forth in the Mission's annual Budget Submission and
Country Development Strategy Statement. Since the ABS was submitted in
June, the Trade and Investment Development Project discussed below was
not mentioned in that document.

B. Balance of Pavments

1) A.IL.D.

In preparing an action plan related to balance of payments

support, the Mission has taken into consideration those projects which
impact in one way or another on the private sector and could be reasonably
expected to provide significant foreign exchange to the economy by the

end of FY 1984. What follows is a listing of those Projects or other
activities, which impact favorably on the balance of payments situation.

a) Economic Support Funds - Private Sector Support Programs.* The

Mission will provide $264 million in ESF funds to the BCR for specific

*This Section responds to State Cable inquiring as to the Mission's
position on conditions and uses of CBI Supplemental funds. The Mission

is in basic accord with position set forth in that cable.
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targeting to the private sector over the next eighteen months to two
years. Economic Support Funds will permit the GOES to allocate dollars
to the private sector for the importation of raw materials, and interme-
diate and capital goods. Those imports will in turn allow Salvadoran
businessmen to keep their doors open while they work with the GOES and
the Mission to devise longer term measures for economic recovery, The
period covered by this Strategy Statement will see disbursement of
dollars to El Salvador through either cash transfers or a series of
Commodity Import Programs (CIP). Each mechanism has its advantages and
drawbacks. The cash transfer can produce an immediate salutary effect on
the balance of payments situation; however it lacks the definitive
control features of the CIP. The CIP on the other hand, while much
slower in disbursing, has the advantage of providing greater control of
ESF funds. The requirements of the balance of payments situation and
the IMF/GOES Economic Stabilization and Recovery Program for 1982 are

such that the Mission will use the Cash Transfer mechanism to dlsburse

I

at least $82 million of the ESF funds requested under the CBI durlng CY
1982. Funds not required under the IMF Agreement will be administered
Tunder a CIP which should begin in early CY 1983. The CIP will be used
to disburse the balance of $18 million in FY 1982 CBI supplemental funds
and $164 million in ESF funds already programmed for balance of payments
support to the private sector through.FY. 1984.

The Mission had originally intended to tranche disbursements of ESF
woney in 1982, using those tranches as a lever to insure compliance with
any conditions negotiated with the GOES. The same considerations that
argue for a continuation of the cash transfer system in the remainder of
CY 1982 also apply to the tranching principle. If by some chance the
CBI supplemental were to pass in the last quarter of ¥Y 1982, the tranche
approach could be used; any later passage would make tranching impractical
in that the Mission would have to disburse the funds almost immediately
to support the 1982 monetary program.

Since CY 1983 will essentially be a new start in terms of both a
Monetary Program and, most likely, disbursement of FY 1983 A.I.D.

funds, the Mission plans to employ some sort of tranching system at that



-110-

time. .

Local currency generated by the ESF funds will be used as a
very large bargaining chip in negotiating on various points of mutual
interest with the GCES. Local currency generated by the FY 1982 ESF
funds have in fact been employed in negotiations between the Mission,
the GOES and the IMF in the context of the 1982 Monetary Program. Under
the Monetary Program the majority (Colones 267.5 generated from $107
million. For planning purposes, tﬁe Mission negotiated with the GOES on
the basis of a $125 million ESF Private Sector Program in FY 1982 of
that amount, $107 million were included in the 1982 Monetary Progrem
understanding that the dollars would be expended in the GOES with the
1982, The halance of $18 million would be expended in CY 1983. Of the
$107 million, $25 million have already been disbursed leaving 4 balance
of $82 million.) of the local currencies were used in a broader, macro-
economic approach which allowed them to become fungible with other
sources of the credit expansion financed under the program (e.g., expan-
sion of the money supply, increased interest earnings, and hard currency
loans). The Mission in turn concurred in the budgeting of certain
priority activities within the GOES as well as credit expansion program
to the private sector. The colones (£45 million) which were not committed
to the Monetary Program uﬁder the negotiations will be used to support
private sector activities including possible credit supplements to the
funds established under two earlier ESF-financed Private Sector Support
Programs. Actual estatlishment of additional credit funds will be
contingent however, on the results of credit demand and supply studies
to be funded under other parts of the CBI Program.

The Mission expects to use FY 1983 ESF Private Sector Support
funds for essentially the same purposes described above. Allocation of
local currencies will probably see the bulk of colones going to the GOES
budget again. A certain amount will be allocated however, to complement
the Mission's other Private Sector Support Projects in policy development

for example, or ir some other areas where the use of colones might
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increase the imract of scarce foreign exchange resources. 1In any event
exact amounts and uses of FY 83 ESF colones will be worked out in the
- course of Program design and negotiation.

b) Economic Support funds - Industrial Recovery Program (See FY 83 ABS

for a description «f this Project). Longer term balance of payments
assistance will go to the private sector through this Project which will
provide credit, technical and training resources through the National
Industrial Bank or an alternate institution to businessmen seeking to
reopen or rehabilitate industries in E1 Salvador. Balance of payment
impact under this Program will be significant since a major portion of
the credit will probably be used for import of capital goods and parts.,
While the balance of Payments targeting complements the Private Sector
Support Programs, the nature of this Program is such that the dollar
flow will be somewhat slower than in other programs, Approximately $35
million should be disbursed under this Project over the next two years.

c) Economic Support Funds - Public Service Restoration Project.

The private sector will also receive indirect balance of payment
support from this project which finances the import of maintenance,
repair and construction goods needed by the country's infrastructure
system. Maintenance of E1 Salvador's transportation, power, and communi-
cations systems are essential to the Private sector's continued operations,
so while dollars will not go directly to the private sector, their
impact will surely be felt.

d) Economic Support Funds - Employment Generation.

Less direct balance of payments assistance will also be used during
the next year to address another symptom of E1 Salvador's depressed
economy, the high level of unenployment. As with the basic foreign
exchange problem, immediate and continuing measures must be taken if
further declines in employment levels and their political consequences
are to be averted. At the same time it should be realized that recovery
of the private sector and its ability to provide employment at pre-1979

levels will require several years. The Mission therefore intends to
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continue financing a public works support program into FY 1983, and FY
1984. While one step removed from the private sector at this point, the
program will help maintain employment and income levels while recovery
and reactivation measures take effect. The program will be similar in
essence and intent to that of the Public Sector Employment Project, but
will be to focus on developing public work projects producing positive
economic returns. Economic Support Funds will be used to finance this
program also. Finally, since the costs “avolved in the program are
local currency costs in the main, most of the dollars . covided will have
a positive effect on El Salvador's international reserves situation.

e) PL-480 Title I

The Mission has programmed a substantial PL-480 Title I Program in FY

1983 of up to $30.0 million. Because E1 Salvador probably will continue
to encounter problems in importing essential food commodities normally
procured through commercial term credit, PL-480 assistance will help
provide substantial balance of payments relief in an important element
of the country's economy. Although final needs have not yet been pro-
jected, it is estimated that ar additional $32 million of Title I funds
will be used in FY 1984,

f) Commoditv Credit Guarantees

The Mission also proposes a Commodity Credit Guaranty Program for the
next two fiscal years. If approved at the levels proposed ($25 million
in FY 1983 and $25 million in FY 1984), this program would provide major
assistance in encouraging short term suppliers credit for foodstuffs and
agricultural comodities.

g) Other Mission Programs

Local currency and dollar funds from ESF or the Reform Policy and Planning
Project will be used to support GOES policy initiatives or activities -in
the areas of foreign exchange control and administration. Specific
efforts will be directed toward improvement of the price checking system,

review and modification of the foreign exchange control law clarify
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policies regarding the parallel market and bringing about any other
-changes which stimulate the economy without undue negative results.
Further details or initiation of other efiorts in this area are contingent
upon future studies and negotiations with the GOES funded or otherwise
taking place under other parts of the Mission's CBI program. The Mission
Plans to press for greater private sector participation in development

of policy initiatives by negotiating for inclusion of more private

sector representatives on the boards of the BCR and otber banks,

2) Other Institutions

a) The Inter-American Development Bank (BID). BID has recently

begun an Industrial Recovery Project designed to disburse $40 million
through the BCR over the next five vears. The Project would provide
foreign exchange to eligible borrowers for importation of raw materials
and intermediate goods. Priority will be given to net foreign exchange
earners although other importers will be allowed to participate.

b) Regional Office for Central American Programs (ROCAP).

ROCAP is in the midst of pPreparing a $4.0 million export development
project to be managed through the Latin American Bank for Export Develop-
ment in Panama (BLADEX). Foreign exchange will be passed through
participating institutions in Central American countries, to eligible
borrowers (in this case net exporters only). This Preoject will be comple-
mented by a ROCAP export and investment promotion Project discussed in
more detail later in this Section. ,

c) The GOES. The GOES and specifically the BCR are expected to be
carrying out further work in the area of foreign exchange control, price
checking and the formalization of some sort of parallel market systemn.
The BCR will also be negotiating on its own with the multilaterals, the
IMF and commercial banks to bring foreign exchange in through lines of
credit, loans or other arran.aments.,

d) The Private Sector. Regarding direct private sector participa-

tion and as it might touch upon the balance of payments, the Mission
Plans to push for establishment of an intersectoral committee between

the BCR and the business community along the lines of the intersectoral
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committees mentioned earlier in Section II. Establishment of such a
committee would bring some measure of private sector outlook and attitudes
if not participation, into BCR policy development - something which was
migsing under the previous GOES administration. We would expect that
each committee would become involved in issues such as refinement of
the bank reforms, sale of bank stock shares, clarification of parallel
market rules and so on. Several of the commercial banks have been
working (with little success to date) to establish credit lines with
banks in the U.S. in an effort to draw more foreign exchange into the
economy. They can be expected to continue doing so over the life of the
CBI.

e) The IMF. The IMF has negotiated a program for CY 198 which
calls for disbursement of about $75 million this year. The terms of the
agreement are such that only a portion of those funds will go for imports
of new import items, however; the rest of the IMF funds will be used to
improve the BCR's International Reserve position.

c. Trade and Investment Development

The Mission recognizes that pure foreign exchange programs in
support of import levels only buy time and do not address the root
causes of the problems affecting the economy. While the foreign exchange
is flowing into the economy, the Mission will be working with the Salva-
doran private sector and the GOES to use other CBI program resources and
policies in stimulating trade and investment in El Salvador. Steps have
to be taken to get the economy back on its feet, essentially weaning it
from the foreign exchange provided by A.I1.D., and drawing traders and
investors back into a prominent - and traditional-role in the economy,
The following initiatives are being or will be taken in the next two
years as part of the Mission's medium term recovery and reactivation
strategy for trade and investment under the CBI.

In the case of E1 Salvador those steps will include using a combina-
tion of Mission, ROCAP and LAC Bureau resources together with GOES and
private sector help from both El1 Salvador and the U.S.

1) A.I.D.

a) Private Sector Organization and Planning Project. - (See
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FY 1984 ABS for description of this Project.) This Project which is
described in more detail in the FY 1984 ABS is designed to assist at
private sector entities. The purpose of the Project is to enabtle the
private sector itself to increase production stimulating reinvestrent
increase employment levels. Realization of this purpose will entail
provision of technical assistance and training in management and organiza-
tion techniques. Private sector beneficiaries of the Project would also
use services provided under a complementary LAC Bureau Project, Private
Sector Initiatives, which would help bring Salvadoran businessmen in
contact with the U.S. business community. These contacts would be used
to develop new export and marketing prospects and formulate industrial
recovery and programs.

b) Reform and Policy Planning Project. - As part of its CBI

strategy, the Mission will be using some funds from this existing project
in working with the GOES to develop new policies and strategies or
modify old ones in such a way as to encourage the private sector to
assure a longer responsibility in moving the Salvadoran economy forward.
An example of this would be working with the BCR, private sector, MIPLAN
and other relevant parties to complete the final steps of the original
Bank Reform (i.e., sale of bank stock) A next step would be to bring
more private sector representatives in bank boards (including that of
the BCR itself) and eventually majority private sector interests in the
banks. Another effort which may be funded in part here (depending on
how much funding used in the LAC Regional Training Project; see below)
would be training, in particular, for BCR and commercial bank emplovees
in loan and project analyses to enable them to make bankable loans.
Funds in this Project which might be directed to the private sector are
limited however, so additional activities of the type discussed above

will be funded in the main under the other projects listed below.

c) Agrarian Reform Support - (See FY 1984 ABS for description of

this Project). This Project will use some P}oject resources to carry
out research in the production of non-traditional crops and greater
private sector involvement in the managenent of Agrarian Reform farms.

L ]
The Mission will seek to develop these ideas in conjuntion with the
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intersectoral committee idea.

d) Trade and Investment Development Project. This grant Project

will constitute the Mission's principal response to constraints identified
in the development of the CBI implementation plan. In so doing, it will
complement the various Projects and Programs described above and serve
as the focal point of A.I.D.'s medium term strategy of reactivating the
economy. Its basic purpose will be to act in the Mission's strategyv of
fomenting production, exports, investment and employment development
while supporting about a shift from the public sector to the private
sector as the prime movers of the economy.

Key components in the Project would include:

i) Intersectoral Policv Development - Project support will be

provided under this element to intersectoral committees established in
June between a series of key GOES Ministries (excluding the BCR) and
several groups of privace sector representatives. The “ission sees the
development of their committees as one of the more important events in
the recent, strained history of intersectoral relations and intends to
use Project resources to capitalize on that development to the extent
possible. Some of the private sector members have suggested the need
for some full time staff assistance to the committee members, all of
whom are working on their own time. The Mission and some committee
personnel have also noted that there remains a need to develop concrete
policies and direction for the committees. Project ‘-esources therefore
will be used to assist in the development of an umbreila group and
provide staff and administrative support which might be needed by that
group. As an important part of this activity, the Mission will seek the
establishment of intersectoral working committee with the BCR since it
is one of the public sector institutions having the most impact on the
private sector.

This activity will be used -ogether with the Private Sector Organiza-
tion Project to support greater private sector participation in policy

development and programming within a number of public institutions
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directly affecting the sector. Special attention will be paid to bringing
more (or the first, depending on the organization) private sector repre-
sentatives on the boards of the BCR, INCAFE and INAZUCAR.

ii) Institutional Support

Funds under this component will be used to support the organiza-
tion named above in their efforts to develop export, marketing and
investment strategies for El Salvador.

The Mission has been working with three public and one private
sector institutions (The Ministry of Economy, the Ministry of Foreign
Commerce (MICE) the Pre-Investment Study Fund (FOSEP) in the Ministrv of

-Planning, the BCR and Salvadoran Export Committee (COEXPORT) involved in
export and investment development, foreign exchange control and budgeting,
and and related areas, to determine what their plans and strategies are
and how those institutions can be helped, particularly in bringing about
policy or planning changes or initiatives consonant with the Mission's
CBI strategy. Training has already been requested from 211 four institu-
tions and technical assistance needs are being assessed. Preliminary
indications are that there may be some material support requirements
from MICE, separate and apart from those discussed under the following
element.

iiji) Marketing and Investment Information and Promotion System

Preliminary meetings have been held with the Ministry of
Foreign Relations and MICE personnel to discuss the establishment of
Commercial Attaches offices in Salvadoran consulates throughout the U.S.
The Commercial Attache would serve as liaison and information links
between Salvadoran exporters and the U.S., and potential investors in
the U.S. and El1 Salvador. While the element as well as the others in
this Project are in very preliminary stages, indications are that some
form of communications system tied in perhaps with computer systems here
and in the states will be required. Commercial officers in the U.S.
would use either in-house or build systems to keep them up to date on

marketing trends in the U.S. or to answer specific questions from would
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be exporters in El Salvador. The same system would be used in reverse

for investmert inquiries. Commercial Officers would work in MICE to
develop investment information in El Salvador and to ansver importers'
questions or direct them to information services in the U.S. or elsewhere,
if need be. Results achieved under this particular component will of
course, be used to complement work going on under the first two components
in the Project.

Work in this element will require outside technical assistance
(possibly pruvided in part under the ROCAP Export and Investment Promotion
Program), training in tandem with that provided under the LAC Regional
Training Initiatives Project, and possibly substantial amounts of material
or equipment support, depending on the results of intensive review work.

iv) Research, Analvsis and Development

The complexity and scale of the export and investment system
together with the structure of the private sector and its problems are
such that analytic work leading up to the CBI Implementation Plan and
even the Private Sector Study of December 1981 have only scratched the
surface. Much remains to be done in identifying specific constraints or
developing strategies in such areas as credit demand and supply, guaranty
systems resolution of problems with the labor laws, the feasibility of using a
trading company approach, improvement of the
Commercial Reforms, and ways to monetize Agrarian Reform bonds, to name
a few. This element of the Project will provide financial support to
resolve identified problems affecting the private sector in those instances
where resources available under complementatry programs, especially the
Reform and Policy Planning Project, are insufficient.

Since essentially no Projeci. development has been done, Project

cost estimates are of necessity very tentative. The following is an
illustrative budget for the Trade and Investment Development Grant

Project.
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($000)

a) Intersectoral Coordination 500

b) Institutional Support 2,500
c) Marketing and Investment Information

System 2,000

d) Research, Analysis and Development 1,000

Project Total 6,000

d) Program Development and Support Funds. The Mission expects to

submit PID's on the Private Sector Organization, Industrial Recovery and
Trade and investment Development Projects sometime in the first quarter
of FY 1983, At the same time, if not sooner, a PAAD will be prepared
requesting authorization of another cash transfer Program together with

a follow-on CIP. Preparation of these documents not to mention the
Project Papers and implementation requirements that will follow will
necessitate extensive TDY and outside consultant assistance. The Mission
has requested that some ESF funds programmed under the CBI be used as
Program Development and Suppoxt: Funds to finance that assistance. In

the event that that proves to oe unfeasible, the Mission would plan to
request a substantial increase in the FY 1983 PD and S budget for Selected
Development Activities to cover the funding requirement.

2) Other Institutions

a) LAC Bureau Repional Yraining Initiatives Project. This

complementary training Project will be used over the next fiscal year to
train a small number of Public sector emplovees in institutions such as
the Ministry of Foreign Commer..e and the Ministry of Planning which deal
with the private sector and more inportantly, with export and investment
promotion. Specific training in the first year will concentrate on the
subjects of marketing analysis and research export promotion and pre-
investment feasibility studies. Subjects to be taught in subsequent
years will depend on future requests submitted by public and private
sector entities.

. b) ROCAP Export and Investment Promotion Program. This

Regional Program is being designed to complement the BLADEX balance of
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payments support Project mentioned earlier. Consultant work and some
training provided under this Program will complement marketing research
and development efforts contemplated under other Projects listed in the
Mission's action plan.

c) Overseas Private Investment corporation (OPIC)/Export-

Import Bank (EXIM). The Mission will continue lobbying with OPIC and

EXIM to expand ongoing or initiate new guaranty programs which would
provide short-term, high value coverage on import and foreign trade
transaction in El1 Salvador.

d) The Department of State. The Department of State has been

negotiating a Bilateral Investment Treaty (BIT) with the Ministry of
Foreign Relations for some time and expects to have a Treaty signed
sometime in August.

e) The Department of Commerce. The Mission has already used

the Department of Commerce's Caribbean Basin Information Center in
Preparing this Plan. The DOC is planning to expand its information base
on El Salvador and the Mission will put MICE in contact with the USDOC
as part of the development of the Trade and Investment Development
Project.

f) The Department of Agriculture. The Mission together with

other Embassy Offices will work the USDA to improve upon vegetable and
animal export product processing procedures in El Salvador, which will
help to reduce import rejection rates of those goods shipped from El
Salvador. USDA Training on this subject will be financed under the LAC

Bureau Training Initiative Project mentioned earlier in this Section.
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D. MISSION ROLE IN ACTION PLAY

The Mission's overall role in carrying out the strategy will be to de-
velop and implement at least three more balance of payment Program increments
and three Projects related to private sector organization and development, and
trade and investment development. In carrying out the CBI Action Plan, the
Mission will be designing a series of Projects simultaneously while beginning
the implementation of a number of others. The following is a discussion by
Project or Progra.. -f development steps to be taken in the next few months.
Scheduling of consultant assistance has been made so as to make maximum use
of SDA PD and S funds in FY 82. This will require significant coordinating
assistance from AID/W and maximum use of the IQC contracting approach, in
addition to TDY field assistance from AID/W. To the extent that the Mission
is unable to contract (obligate) the services described below in FY 82, or the
funds do not suffice, we ask Priority consideration in allocation of additional

PD and S funds in early FY 83 (late October at the latest).

LAC Bureau - Regional Training Initiatives Project No. 598-0622

l. Mission sends eligible course request cable to AID/W - July 19

2. AID/W responds affirmatively. July 30

3. Mission works out details with participating institutions and
signs PIO/P's., Mid-to-late September.

4. Training takes place October 1982 - March 1983,

Reform and Policy Planning Project No. 519~0260

1. Mission signs Project Agreement Amendmant late August 1982.
2. Consultarts carry out research for use of Project funds in con-
junction with PID and PP development of the Private Sector Organ-

ization Project and the Trade and Investment Development Project.

Private Sector Support Program-Project No. 519-0267

1. Mission hires consultant for initial research in credit demand
and supply situation. Late July or early August,

2. Mission develops PAAD Supplement for approximately $100 million
to be disbursed partly as a Cash Transfer and partly on a CIP

using AID/W TDY assistance. Mid August to early September.
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PAAD Supplement submitted to AID/W early September.
PAAD approved and Project Agreement Amendment signed mid-to

late September.

Consultant requirement: Credit specialist, four weeks § 10,000
AID/W TDY costs: $ 2.500

Private Soctor Organization Project No. 519-0286

1.

6.
7.
8.

Mission contracts consultants in organization and management,
economic planning and busine:s com.anications to work with
private sector groups in development of PID. Mid August-mid
September.

PID submitted to AID/W late September.

PID approved for intensive review late Septembear,

Mission brings back consultants for PP development (or some
contract obligated in August). Early-late October.

Mission develops PP with AID/W TDY assistance. Early October-
mid November.

Mission submits PP to AID/W late November.

PP approved by AID/W late November.

Project Agreement signed. Mid-Decembe:.

Consultant requirement: Organization and Management

specialist $ 20,000
Planning specialist $ 20,000
Communication expert $ 20,000
AID/W TDY costs: $ 5,000

Industrial Recovery Program-Project No. 519-0276

1.

Mission contracts consultant assistance iq the areas of project
financing, analysis, organization and management, and training
for possible beneficiary organizations and for individuals.
Late August - late October.

PID submitted to AID/W. Mid-late November.

PID approved by AID/W late November-early December.

Mission brings back consultants for PP development. Early

January-mid March.
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3. Mission developes PP with AID/W TDY assistance. Early January-
late March or early April.

6. PP submitted to AID/W. Early April.

7. PP approved by AID/W. Mid April.

‘8. Project Agreement signed. Late April-early May.

Consultant requirement (assumes all FY 82 PD and S money used) :

Organization and Management

specialist $ 30,000

Project financing expert $ 30,000

Training specialist (for in-

and-out of country) $ 30,000
AID/W TDY costs: $ 5,000

Trade and Investment Development Project No. 519-0287

1. Mission contracts consultant assistance in the areas of organiza-
tion and management, export and investment promotion, market
research and analysis, systems analysis, training and program
planning for PID development. Late September-early/mid November.

2. PID submitted to AID/W. Mid-January.

3. PID approved by AID/W. Late January.

4. Consultants return for intensive review work. Early February-
late March.

3. Mission completes PP and submits to AID/W. Mid/late April.

€. PP approved by AID/W. Late April-early May.

7. Project Agreement signed. Mid May.

Consultant requirement: Organization and Management $ 30,000

Expert and investment

promotiocn $ 30,000
Market, research and analysis 30,000
System analysis $ 30,000
Training $ 20,000
Program planning $ 30,000
AID/W TDY costs: $ 10,000
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Total consultant costs - Project Development $330,000
Total AID/W TDY costs Project Development $ 23,500

The Mission will also avail itself of ROCAP TDY assistance when required.
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ANNEX 1
PRIVATE FIXED CAPITAL FORMATION |
U.S. $ Million-Constant Prices
Percentage
Changes
Real Terms
1978 1979 1980 1981 1978/81
CAPITAL GOODS 151.6 93.4 56.7 43.8 -71.1
Agriculture 12.0 6.2 4.6 3.9 -67.5
Commerce 3.9 2.6 1.3 1.1 -71.8
Manufacturing 56.4 32.3 20.5 15.1 -73.2
Services 5.7 4.6 1.3 2.5 -56.1
Construction 10.1 6.8 3.8 3.2 -68.3
Transp. Storage .

& Commerce 59.9 38.8 23.0 16.5 -72.4
Finance 0.3 0.3 0.2 0.2 -33.3
Other 2.9 1.9 1.1 1.2 -58.6

CONSTRUCTION 5.1 47.3 16.7 ' 12.9 -76.2
Houses 42.9 36.0 12.8 9.8 -77.2
Industrial 0.2 0.1 0.1 0.0 -100.0
Commerce or Servcs. 8.5 8.8 3.1 2.4 76.8
Other 2.5 2.3 0.8 0.6 -76.0

TOTAL PRIVATE FIXED
FORMATION 205.7 140.7 73.5 56.7 -72.0

——— e—— eeee—— e cmm————
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GOP ANNEX 2
PERCENTAGE STRUCTURE-CURRENT PRICES

1978 1979 1980 1981

Consumption 83.0 81.2 90.3 96.2
Private 70.4 68.4 75.4 81.1
Public 12.6 12.8 14.9 15.1
Fixed Capital Formation 23.2 18.1 13.8 12.0
Private Fixed Capital 16.3 11.4 6.8 6.2
Public Fixed Capital 6.9 6.8 7.0 5.8
Inventory Changes 2.4 -2.4 -2.0 -0.5
Exports of Goods & Servcs. 31.8 39.7 31.8 27.6
Imports «f Goods & Servcs. -39.6 -36.6 -33.9 -35.3
GDP 100.0 100.0 100.0 100.0
Agriculture 27.4 30.0 26.6 25.8
Commerce 23.8 23.2 23.8 23.4
Manufacturing 15.7 15.2 15.3 14.5
Public Administration 9.1 8.8 10.4 11.2
Personal Services 6.4 6.1 6.6 6.5
Transport, Storage & Comm, 3.4 3.3 3.6 3.9
Public Construction 2.6 2.0 2.6 2.7
Private Construction 2.4 2.3 0.7 0.8
Other Value Added 5.4 5.7 6.7 7.7

SOURCE: Central Reserve Bank of E1 Salvador
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FOREICGN TNVESTMENT TRENDS
(000 U.S. Dollars)

Current Prices

Accumulated
through 1971~ 1976~
1970 % 1975 4 1981

Agriculture 60.7 .1 470.1 1.5 142.8
Fishing 56.4° .1 267.9 .8 299
Mining (non-ferrous) 1,045.8 3.3 272
Quarrying 17.4
Livesteock 99.9 .2 20.0
Dairy Products 198.2 .4 76.9 .2 (1,028)
Fruit arnd veg. Processing 68.0 .2 56.6 .2
0ils, fats 200.9 .6
Milling 1,280.0 2.9 306.0 1.0 (799.7)
Cacao, chocolate, candy 277.4 .6 3.2 .0 40
Diverse fcod processing 60 .1 120 A 180
Tobacco 3,320 7.5 70 .2 1,562.2
Thread, cloth, textiles 3,614 8.2 7,572.6 23.9 10,074.0
Ropes 218.8
Clothing 476.9 1.5 884.9
Tanning 195.0 .6 (183.0)
"eather products 20.0
~hoes 310.0 1.0 465.0

dboard Containers 1,094.4 2.5 245.0
Pulp, paper & Cardboard 904.4 2.0 450 1.4 3,327.1
Printing 275.2 .6 198.0 .6 79.6
Chems. exc. fertilizers 55.1 .1 80.0
Fertilizers, insectic. 6,908.0 15.6 111.8 b 40.0
Resins, plastics 230.0
Paints, varnishes 97.8 .2 931.6
Pharmaceuticals, medicines 693.6 1.6 90 .3 460.3
Soaps, cosrtetics 727.8 1.6 260 .8 211.8
Chemical products 50 .1 145
Petroleum refinery 3,921 8.8 1,439.6 .5 1,309.7
Tires 40 .0 307 1.0
Rubber products 50 .1 (200.0)
Plastic products 257 .6 444,5 1.4 318.8
Cement 203.9 .5 (74.7)
Non-metallic, min prod. 329.3 o7 441,.3 1.4 1,132.4
Steel Products 200.9 .6
Knives, tools, hdwe. 450.7 1.0 348.4 1.1
Structural retal 30.0 .0 2,559.0
Metal Prod. exc. mach. 741.7 1.7 154.9 o5 (212.0)
Ag. Mach. & Equip. 160.0
Ind. Mach. & Equip. 79.6
Office equiprment 4,734,1
Mach. and equiprent 664.8 1.5 32.8
“lectronic equiprent 405.1 .9 269.7 .9 1,256.1
tdome appliances 556.4 1.8 1,280.4
I :tric Machinery 1,955.1 4.4 803.3 2.5 2,859.4

ANNEX 3

Total

673.6
623.3
1,317.8
17.4
119.9

(752.9)

124.6
200.9
786.3
320.6
360.0
4,952.,2
21,260.6
218.8
1,361.8
12.0
20.0
775.0
1,339.4
4,681.5
552.8
135.1
7,059.8
230.0
1,029.4
1,243.9
1,199.6
195.0
6,670.3
347.0

(150.0)

1,020.3
129.2
1,903.0
200.9
799.1
2,589.0
684.6
160.0
79.6
4,734.1
697.6
1,930.9
1,836.8
5,017.8

C.

~

(.

p—

£ r—



Vehicles
Control instrucents

Photographic & Optical

Mfg. NEI

Lights and electricity
Prcd. & Distrib. of gas

Constructien
Wholesaling
Retailing

Rest.:'.. nts

Hotels
Transportation
Warebousing
Financial inst.
Other finan. inst.
Insurance

Real Estate
Technical Services
Renting Ezuipment
Public instruction
Radio and Television

-otal

7.6.82
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Accumulated
through 1971- 1976~
1970 4 1975 % 1981 z Total Py

200 A 15 .0 215.0 .1
244.0 .8 244.0 .2
134.8 .3 597.5 .8 732.3 .5
49 .1 75.0 .2 134.6 .2 258.6 .2
4 .0 533.0 1.7 8,647.9 11.9 9,184.9 6.6
609.4 1.4 2,294.1 7.2 1,798.6 2.5 4,702.1 3.4
51.6 .1 338.7 1.1 132 .2 522.3 A
7,956.7 18.0 4,694.1 14.8 15,219,3 20.9 27,870.1 20.6
538.2 1.2 1,643.3 5.2 2,181.5 1.6
57 o2 57.0 .0
884.3 2.0 (127.9) (.4) 100 .1 856.4% .6
635.4 1.4 80.4 .1 715.8 .5
103.0 .2 13.0 .0 250.0 .3 366.0 .3
2,612.8 5.9 1,600.0 5.0 3,598.8 4.9 7,811.6 5.6
456.2 1.0 114.3 A 51.7 .0 622.2 A
160.0 A 60.0 .2 880.0 1.2 1,100.0 .8
717.9 1.6 934.8 3.0 438.8 .6 2,091.5 1.5
90.5 .2 90.5 .1
45. .1 45,0 c.0
20.0 .0 20.0 .0
108 .2 108.0 .1
44,201.3 100.0 29,918.1 100.0 64,991.0 100.0 . 136,110.4 1G0.0
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All items in U.S. imports for consumption from El Salvader, ANNEX 4

26FEB32:18:38 1979, 1980, 1981, January-(null) 1981, and Januvary-(null) 1982
(In thousands of dnllars; custems value)
: : : : : vJanuvary-(nul}l)--
TSUSA : Daescription : 1979 : 1980 : 198 1 : -
Number : : : : : : -
: : : : : 198 1 : 1932
1003100 : BIRDS, LIVE, NSPF, VALUED~=-==-—- : 30 : 6 : 24 : 0 :
1007500 : HORSES LIVE, NT FOR SLGHTR=-—===: 3 : 2 : 1 0 :
1009580 : AMIMALS, LIVE MSPF-=-m-m—cceece- : 24 : 0 : 18 : 0 :
1061060 : BEEF, FRESH, CHILLED, OR~-=-=---- : 12,879 : 5,696 : 339 : 0 :
1111500 : SHARK FINS MOT OTHERLISE PREP----: 2 : ' 8 ¢ 1 0 :
11464515 : LOBSTERS, IM AIRTIGHT -----mmeaa : 0 : 0 : 364 : 0 :
1144525 : POCK LOBSTLR TAILS, HOT IH---=<-: 70 @ 105 : 265 : 0 :
1144530 : LOBSTERS, MES, HOT IH----c-cee—m : . 136 : 208 : 866 : D :
1144545 SHRINPS AND PRAINS,--=—ccmmemeee; - 13,417 : 15,282 : 19,860 : 0 :
1144557 SHRINP, PECLED, RAW, HOT IH--—-=-: 5,948 : 2,761 : 972 : 0 :
$144562 : SHFIYPS AND PRALING HOT IN-=-==--- : 124 @ 96 : 10 0 :
11644590 : SHELLFISH, JHCLUDING PASTES=--~-- : 1 250 : 1,000 : 0 :
1178845 : CHEESE SURSTITUTFS MADE FROM G--: 0 : 0 : 5 : 0 :
1178355 : CHEFSE, SURSTITUTES M5PF, OVER--: 0 : 10 35 0 :
1178875 : CHEESES AND SUBSTITUTES,—--=~=w- : D : 30 : 4 @ 0 :
1258400 LIVE TLAHIS SUITARIE TQR~-==-==u: 0 : 23 : 21 : 0 :
1270100 : GRASS SEEDRS AND OFHIR FTORAGE----: 0 : 0 : 1 0 :
1271000 : GARDEN AMD FItiD SEENS EXCP~----- : 4 G4 3 4 0 :
1368G00 : OKRA, FRESH, CHTILLED, OR---=-===: 0 : 0 : 162 : 0 :
1380520 OFRA, FROZEN, CUT, SIICED, ~==w=m : 604 : 845 : 522 0 :
1384250 VFGETADLFS.NSP[.TPO?!N.CUT.SLI~-= 0 : 0 : 1/ 0 :
1450700 COCONUT NPAT, [XCIPT COFRA, ——=—= : 2n6 : 215 @ 160 0 :
1491500 PLANTATINGS, PRIPAEID OP-vcmeeaoac: 0 : 0 : 1 0 :
1552045 CAHE OR RLET SUGARS, STRUPS, ===~ 27,290 : 21,646 : 13,406 0 :
1557000 & MONEY------oemoo Do 2 00 20 286 : 36 : 379 0 :
15710020 CARBY A GTHER CONFICITONERY?-=-—-= : 0 : 4 : 19 0 :
1601020 COLEFE, CRUPE=- o~ w1 212,821 : 261,293 : 123,549 : 0 :
1601040 COEFED ROASTED DB GROUND-~—~ce—m: 6,779 : 174 : 178 : 0 :
1602000 COTtLE, SOLUBLFE OR INSTANT ===~ 4,367 : 2,781 : 2,692 : 0 :
1611100 CARDA O - - == e e e 0 : 0 : 22 ¢ 0 :
1621500 HIXTD SPICES, GPICE SIIDG, ~—mmmmw : 0 : 0 : 32 0 :
1705900 TORACEH STENRS,HOT CUT GROUND~-—--: G 0 : 6 0 :
1706040 SCRAP TOPACCO EXCEPT CIGAR==——=—= : 585 : 1/ : 175 0 :
17066400 CIGARETTILS, NHSPf-==-cccommema o : 0 : 17 : 2 0 :
1706500 CIGARETTES,HOT COMTAINTIHNG cLov--: 0 : 0 : 2 0 :
17072714 CIGARS AMD CHIROOIS, 115G - ~-meen 0 1 1 0
1707285 CIGAES AKD CHERNOIS, [F5G=-=mm——e— 0 n 3 0
17020405 rarscen, 12001 SUCETHG opg, ---- 0 0 344 0
1754500 SESANE SEED--v- o e el ___; 515 529 448 0
A —d4
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All item

26FEBB2: 18:38 1979, 1980, 198

s in U.S., imports for consumption from El Salvador,

1, January=(null) 1981, and January-(null)

1932--Continued

(In thousands of dollars; cuskams value)

: January~-(null)--

TSUSA Description 1979 : 1930 1981

Humber o :

1822000 BISCUITS,CAKE, WAFERS, SIMLR----: 3 : g : 2 0

1830500 EDIBLE PREPS HSI'F COHTAINING----: 0 : 1 2 0

1845200 SCYREAN AMD COTIONSEELD OIL CAK--: 0 : 0 : 1,077 0

1882400 OTHER BALSANS NAPF, HATUPRPAL-----~: 1,375 : 1,492 1,085 0

1823270 OTHER GUNS, GUIN PESTHS AHD---~---: 0 : 4 3 62 0 :

1904500 FISH OR SHELLFISH, (IVE, FUR----: g : 0 473 : 0 :

2063040 Houn DIORS, EXCERT FLUSH,-===-===: 0 : 41 22 ¢ 0 :

2070020 WOUD CLRVING, HOPF---=cmemmea 2 2 5 : 0

20701030 AETICLES OF LOOD, HOSPF=~-m—mmee—: 12 : 14 : 3 : 0 :

2224200 BLASYETS AND BAGS, OF PATTAN---—- 7 : 11 17 : 0 :

229400 BSY.TS AND BAGS OF YHAPUH--——-=—=: 11 18 3 0 :

226000 ARTICLES MES,OF BANROQN--==-—-===: 0 0 1/ : 0 :

2565220 SANITAREY 100D & REV CHONIRS,---—=: 4 0 35 @ 0 :

2565240 BOXES, PAPER, PAPERBD, [ACH=----=: 0 81 106 : 0 :

2565440 BOXES, PAPER, PAPLPROARY AHD----: 0 4 15 : 0 :

2565400 ROUKD RIARY. BOOYS, DIARILS, ~—===: 1 2 6 : 0 !
2700500 FEINIED 'Y TTR By LITIRARY OR----: 0 0 {1 : 0 1
2702540 BOOKS EXCERT BIBLES [1C, ----~——= 0 : 0 | V4 : 0 !
2702580 BOCKS, NHOT SPECTALLY -—--rememam= 9 : 0 1 0 !
2708500 FRINIED CATALOGS,I'PICE LISTS----: 0 : 1] 1/ : 0 1
27644000 STAVPS,POSTAGE AND RITVENUE, -=-~--: 1 1 1 V4 : 0 |
2744500 -RAY FILM, EXCOSLD, L'HIIHER----: 3 13 4§ : 0 1
2767040 FHOITOS, FRERYQS, 10, 0P, B0T--=-=—= 6 3 14 0 '
2747560 LITHOGRAPHIC PRINIED NATIIR---~= 3 0 17 H 4] |
2749040 FRIHTED NATIER, Rl - eemmmeeaae 0 1 7 : 0 '
Jo1300n0 YARH UH COT HOT PLEACHED-~--—=-== : 964 988 1,270 : 0 : !
3n220°46 TAEH UG COTION BLEACHE]D - mm 0 : 1] 8 : 0 : :
32020452 FAERTC NES WH COT BOT 121 QP -=-==: 276 : 271 138 : 6 : !
3272500 WAFED FALRICS O -~ - s oo 0 : 0 1 : 0 : !
3476240 OVHER RILPFON MAH DIADE TIRIP-=-===- 0 0 7 0 :

3s2Tno COTTEH NETTIING IW THI PIIGE-~-=—=-2¢ 1] 0 17 : 0 :

3525379 HETTING ITH THE PLECEY DIH'R, ~~=-= 0 0 1/ : g :

J6033ing PAN-1UADE CIR LDk COVIRINGS----: 0 0 2 : c :

J630120 COITON PILLOMCASES O EI1C----=- 0 0 17 : 0 :

3657317 COTTOH TOUELS AND LASHCLOTHS----: i 1] 1/ : 0 :

3662440 COT DISH TOUELS PILT OF TUFT----: 0 : 0 | V4 0 : !
3662460 COTTON TOLELS HES TERDY O0------=~ : 3,191 : 2,841 3.656 0 !
3662420 COT TOUNENS FPILE OR TUFIED-=~-==- 1,627 : 1,642 1,167 0 t
36660G0 COITON TURHISHIHNGS HLG--=-=-=--=-= 61 52 28 0 !
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All items in U.S.

imports for cons umptvon from El Salvador,

26FEB32:12:38 1979, 1930, 1981, January-(null) 1981, and Janz sary~(nuli) 1982--Continued
(In_thousands of dollars; customs value)
: : : : : January-(null)--
TSUSA Description : 1979 : 1980 : 1981 : ,
Number @ H : H : :
: : : : : 193 1 : 1982

3666500 : COTTOH TERPY CLTH FURMISHING----: 41 : 4 6 : 0 : 0
3673424 : OTH LIOOL FURMISHINGS H5PF NOT---: 0 : 0 : | V4 : 0 : 0
3743550 : GTHER MAMIADE FIBLR WGI LACE----: 0 : 0 : L 0 : 1
3744000 : OTH HOSIERY, NOT CPRHNANENTED, -~--: 0 : 0 : 1 0 : 0
3762430 : BRASSIERES MAH-MADE FIBER-----——1 3,311 : 1,461 : 1,228 : 0 : 0
3762830 : BRASSIEPES MAM-MADE FIRER-—-——~w : i 1,199 : 1,805 : 845 : 0 : 0
3786015 : HENS AND BOYS BPIFFS DRAMER---——: 0 : 0 : 1/ : 0 : 0
3800029 : MENS AHD BOYS COTION KHIT-————e—3 115 : 316 : 107 : 0 : 0
380046 ¢ MENS AND BOYS 0PN SPORT-———-emea : 0 : 0 : 7 : 0 : 0
3800640 : MEHS AND BOYS COTTGH KHIT~=-~=~e=: 42 : 66 10 : 0 0
3800652 : MEHS AND BOYS COTIOH KHIT-—————o : . 1,698 : 1,447 @ 1,527 : 0 : 0
3801840 : MEMNS OR DOYS COT MY, DRESSING----: - %22 ¢ 108 : 84 : 0 : 0
3803915 : MEMS A BOYS COTTOH HIGHTWEAR=---—¢ o : 0 : 3 : 0 : 0
3803924 : MENS OTHER TROUSLRS A SLACKS-—-——1 333 0 : 9 : 0 : 0
3203939 : MLHS AMD BOYS COTION WEARIHNG~=~~: 0 : 152 : 32 : 0 : 0
3806630 HENS OR BOYS LML DRESSTHG-==——=-- : 0 : 0 : 0 : 0
3808443 LEHS A BOCGS 01 NANNADE FIR-=~=~: 0 : 0 : 58 : 0 : 0
3820005 VONEH KHIT BLOUSES COLJOH---==—=2 21 : 0 : \s : 0 : 0
Jga20012 LIOVERS COTTOH PRESSES-—wccmmmmmms 0 : 0 : 1 : 0 : 0
3820014 GIRLS A IHFANTS COTION -—~-—m—eme : 0 : 0 : | 0 : 0
3820039 LESENS COTTON BLOYUSES HOT--—=e-=- : 143 : 56 : 161 : 0 : 0
3820055 LONTN GIRL THEANT OTHIR - - mmmm s 2 ¢ 1 1 2 : 0
3520057 VOIEHS COTTON CPESSIS HT KMNT-==vt 81 : 12 : 2 ¢ 0 : 0
33520059 INEANTS DEF3GES HOT KHIT---o—-=u: 0 : 7 22 0 : 0
3g20070 LONSEH GIRL THOANT POTIS FIC-=-—- : 0 : 0 : 1 0 : 0
3820080 LUGHIENS COTTON SZIPTS NOl---—-=== : 1 : 0 : 15 0 : 0
3820096 UONERS GIRLS THFANIS COTI0ON-=-=--- : 11 : \ V4 : | V4 0 : 0
3820413 LOBTHS KNIT DRESHES BAMIIADE-—-—- H 834 : 79 : 14 g : 0
3820437 UOIHEHS GINLS A THEANIS KENIT---—-- : 31 7 : 13 0 : 0
3820%47 WOMENS GIFIS A INFAMIS KENIT---—- : 529 : 77 : 13 0 : 0
3820459 UDNEN'S BLOUSES BHOT KHIT----—ec-n : 909 : 2,369 : 3,282 0 : 0
IBC0V78  UANENS GIPLS (R THE NI - = : 134 3 16 ¢ 2 0 : 0
3829428 : 0NN GIR [HFANT OFHIR DRH-=--~- : 110 0 1 9 0
3820660 : OTHER UGNENS GIRLS INFANIS=---~~~ : 41 0 : 16 0 : 0
3820669 OTHER UIJNENS SHIPTS COTTIQH=-=-=—-- : 31 0 : 17 0 : 0
3827671 : OTHLR GINL ANl INFANIS COTTOMN--—--: 105 ¢ 94 : 3 0 0
3821223 : WKOMENS OIHLR COfJUN COAlG----m=- : 0 : 20 : 53 0 0
3821820 : LIOITENS GIRLS OR IMFAHIS COT----- : 0 : 0 : 3 0 0

23 31 "3 0 6

3821370 : LIOMENS GIRLS OR INFANIS COT----- :
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197

All items in U.5.

9, 1980. 1981, January-(null)

imports for consumption from €l Salvador,

1981, and Januarv-(null)

1982--Continued

(In thousands of dollars; customs value)

1979

January-(null)--

TSUSA Description 1980 : 1981
Humber :
s 1981 1982

3823309 WOMEHS OTH COTTOM BLOUSES----=-=-: 170 : 29 : 19 0 : 0
3823325 VIOHENS GIRLS AND INFAHTS QTH----: 227 : 16 : 2 0 : 0
3823347 LIOMEN OTHER COTTOH TROUSERG==—==: 379 : 126 : 29 : 0 : 0
3823361 LIOMENS COTTOH TPOUSERS---——-eewu=: 379 : 12 : 1 : 0 : 0
3823396 LIBITENS GIRLS IHFANIS COTTOM-==-- : 72 : 5 : 32 : 0 : 0
3827837 LONENS GIRLS & IHFANTS PAHTY----: 0 : 15 @ 7 0 : ) 0
31827866 WONENS KMIT SUITS MAH-MADE--~---: 185 : 26 : 1 : 0 : 0
3827895 OTHELR WLICNHMEN GIRL THFANT KHIT----: 5 ¢ 0 : 2 : 0 : 0
3228137 HOHEN NMAH-MADE FIBLR BLOUSES----: 3,217 : 992 : 1,514 : 0 : 0
3828163 WOMEHS OTHER MAH-MADE FIBLD----=-: 2,625 : 219 4 0 : 0
3828167 WONENS MAN-MADE FIB COV-ALLS----: 35 @ 0 : 8 : 0 : 0
3828174 LIONMPNS OTHER MAN-MADE FIDLR-----: 947 : 52 : 1 0 : 0
3328187 WONEHS GIRLS AHD THFAMTS MAHN----: 862 : 5 : 4 : 6 : 0
3855000 BAGS, SACKS EIC VEG FIB EXC----: 0 : 0 : 4 : 0 : 0
3260430 COTTOH LACE OR MLCT ARTICLES====-: 9 : 9 : 14 : 0 : 0
3JR60360 OTHFR LACFE OR HLT ARIICLFS-=-~===—: e : 0 : 4 0 : 0
Jg6t000 OTHER ARTICLES HOT OFH HSPF-—---=-: 2 J : 1 : 0 : 0
3%630C0 COT ARTICLES HSPF VULVYFEIELH--—-—-- : 0 : 0 : 1/ : 0 : 0
32845040 OTHER COTTON ARTICIIES HSPF=-~-c—=: 24 : 28 : 48 : 0 : 0
3873200 OTHER ARTICLES OF JUTE, HOT-==---: 0 : 0 : | V4 H 0 : 0
3873500 OTHER APTICLES VIGE FIDER HQOT---: 0 : 0 : 1/ : 0 : 0
6044600 CARTOXTLIC ACIDS W/ALCOHOL A---=: 0 : 0 : 4 0 : 1}
4502040 OTHIR FLAVOPIHG EXTRACIS CT1C----: 0 : 0 : 1 : 0 : 0
6528042 OILS, DISTILLED OR ESSEHTIA---~--— : 0 : 0 13 0 : 0
4750535 HEAVY FUFL OILS UM 25 DIG---—-=-—= : 0 0 13 : 0 : 0
5323108 CEFAMIC TIIFS, CXCIPT FLODR--~-- : 0 0 : ) 0 : (1]
5336300 CHINZUARE HUNBOKE HHOLD SPCC----: 0 0 : | V4 : 0 : 0
5348100 EARTHERUARE OR STONIIIARE . FG, --—=: | V4 0 : 1 0 : 0
53434700 EARTHENUARE OR STONFUARE, FG--—== : 0 2 3 1 : 0 : 0
5348700 CARTHERUMAFE OR STOHTUARE, FG----: 2 3 : 1 : 0 : 0
5349400 CULEHDID ARTICLES, HOFF QF---=-= : 0 0 : 1 : 0 : 1]
6015400 TURGH TN 0P -~ = me e e e o2 0 0 : 34 : 0 : 0
6052020 GOLD PULLTION, PITINLD -~ -===eeeem 146 126 60 0 : 0
6057020 COLD SULEPTIHGS AMD GULD USTE----: 0 75 110 0 : 0
6057040 STLYLR SUEEPINGS AHD WASTE--~---- : 10 35 8 0 : 0
6057060 FRECIOUS - TAL SWITPINGS AND----: 1 4 2 n 0
6060700 TRON A STEEL UASTE SCRAP HQT----: 0 843 300 0 0
6i21070 COFPEP UASTL AHD SCRAD,—-ommeme : 0 446 184 0 0
6121040 DRASS WASTE AND GCRAP~-—-—cc-ee-o 2 52 517 0 0
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All items in U.S. imports for consumption from El Salvador,

26FEB82:18:38 1979, 1980, 1981, January-(null) 1981, and January-(null) 1982--Continued
{(In_ thousands of dollars; customs value)

: : : : : January-(null)--
TSUSA Description : 1979 : 1980 : 1981 :
Number : : : : : :

: : : : : 1981 : 1982
6121060 : COPPER WASTE A SCRAP ALLOYED----: 10 : 127 : 73 : 0 : (
€403050 : CONTAINEPS EXCPT PRESSURE--—----=~ : 5 : 1 10 : 0 : (
6662600 : ALUMIMUM FOIL CUT 10 ZHAPE---——-: 0 : 0 : 20 : 0 : (
6465500 : NUTS OF IRON OR SILEL,-----==--== : 0 : 0 : 16 : 0 : (
6466040 : SCREWS OF JROM OR STEEL WITH----: 1 : 0 : \ V4 : 0 : (
6485300 : PICKS AHD MATTOCKS AND---——-—===: il 26 : 23 : 0 : s (
6686500 : MACHETES AND PARJS-----~——mme—ae: 103 : 236 @ 156 : 0 : (
6486700 : AXES,ADZES,HATCHETIS,ASINILAR-~-~: 41 @ 159 : 21 @ 0 : (
6501700 : KMIVES LIITH HAHNDLES (OF-----—wemez | I 15 : 1 0 : (
6502160 * KHIVES UITH THEIR HANDLES---—===w : 1 LI 2 ¢ 0 : (

: : : . : : 3
6514760 ¢ IRON OR STEEL HAMD TOOLS--===~== : 0 : 5 13 ¢ 0 : I
6533950 : PARTS OF ILLUMIHATIHG----——————==u: 0 : 0 : 17 : 0 : {
6540300 : BPASS HOUSLHOLD AMD SANITARY----: 0 : 0 : 2 ¢ 0 : (
6540535 : COIPER HOUSEHOLD AHKD SANITRY----: 0 : 0 : | V4 : 0 : (
6540900 : ALUM COUK WARE, EX CAST, HOT----: 0 : 19 : 46 : 0 : .t
65735640 : ARTICLES OF COPPER N CUATED--—-- : 4 : 8 : 1 : 0 : (
6577500 : LEAD APTICLES NSPF HOT PREC-=--=-: 0 : 0 : 32 : 0 : (
6605630 * PISTON-TYPE CHGIHLS, MES—~--m=—= : 0 : 0 : 5 : .0 (
6606718 : PARTS EXC COHHECTING FODS 8--—-- : 0 : 0 : | B 0 : (
6609200 : FUEL IHJECTIOM PUNPS FQR--=-=—===1 0 : 9 L 0 : (
6616800 : OTHER IHDUST MACH FETC,8 PTG§~m=—ww: 0 : 0 : 2 ¢ 0 : (
6623020 : WEIGHING MACHINES EXCIPT-——-ae—a—: 0 : 0 : 1/ : 0 : (
67076410 = PTS OF TEXTI MAC F PPODUCING--—--- : | P4 : 1 2 ¢ 0 : (
67643526 : GRIND & POLISH, IMTL-CUT MACH-~=-=: 0 : 0 : 2 0 : (
67643583 : METAL FORHING MACHIN® TCOLS,-=--=-: 2 0 : 1 : 0 : (
6760540 : TYPELRITERS, HOW-AUTONATIC, ~——--- H 0 : 3 : 4 0 : (
6762011 : ELCCIPUHIC CALCULATING TICHG=———=2 6,096 : 7,113 : 4 : 0 : C
6762017 : ELLCIFNC CALCS OTH TIAN HAND--~-: 0 : 1 11 o0 : (
6762019 : CALCULATIHG LIACH SPECIALLY--==-= : 5 : 29 : 1 : 0 : (
6765210 PLRTS OF CALCULATING NACH;I1--===: 9 : 3 : 69 : 0 : t
6765230 PARTS OF AUTONATIC DATA---——=c—— : 5,19 : 4,227 1,016 : 0 : t
6765270 PARTIS OF OFFICE MACHINES,-—===== : 1/ H 6 3 0 : t
6813900 HACHINERY PARTS HOT COH-===—=—=—= : 0 : 0 2 0 : {
6826050 PECTIFIERS AHD RECIIFYING--=-===- : 0 : 1\ 1 0 : (
6836090 ELECTRICAL STARTIHNG & IGHIT----- : 0 : 0 V4 0 {
€839550 SO DERING IROHNS AHD GUNS &------ : 0 : 0 2 0 : (
68646210 TELEFHONE SWITCHING AHD-—===-===: 0 : ( ! 0 : {
6858010 FIXED CAPACITORS, TANTALUI------: 0 : 1 92 0 : (
6858018 : FIXED CAPACITORS, CCRAMIC,------: 0 : 15,622 15,895 : 0 : ¢

: : : ° : :



26FEB82:18:38

All items in U.S. imports for consumption from E1 Salvador,

(-]
1979, 1980, 1981, January-(null)

1981,

and January-(null)

1982--Continuad

(In _thousands of dollars; customs value)

: : . January-(null)--

TSUSA Description : 1979 1980 : 1981

Number . : . . T

: : 1931 : 1932

6858040 ELECTRICAL CAPACITORS,-—~=——=m~=w-: 0 : 0 3 : 0
6859006 CIRCUIT BPREAXERS, EXC MOLDE-~---~: 0 : 0 2 ¢ 0
6859054 COHHECTORS, HSPF----m e meeee i 93 52 : 0 :
6855055 PRINTED CIRCUIT BOARDS-~-——=-—we=: 25 6 : 2 0 :
6853030 OTHER ELEC APPAR FUR MAKIHG=-=~-- : 19 : 22 : 10 : 0 :
6861035 RESISTORS, VARIABLE EXCEPT-----: 9,622 : 5,411 : 473 : 0 : ®
6861047 IXED FESISTORS, CAPRBNH--—=———====: 11 : 18 : 2 ¢ 0 :
6861052 FIXED PESISTIOCS,FILM, UGPF-—ae—u=: 1,006 : 81 : 32 ¢ 0 :
6861053 RESISTORS, FIXID, MIPLWLOUND-—---- : 0 : 0 : 1/ : 0 :
6861057 RESISTICORS, FIXID, EXCPT FILM--—-: 0 : 0 : 4 : 0 :
6861060 PARTS OF RESISTORS AHD-===- ==wew : 1,644 @ 59 : 96 : 0 :
6861800 AUTH VOLTAGE REG FTC FOR 6§,~==~==: 0 : 23 : 10 : 0 :
6862400 AUTOMATIC VOITAGE & VOLTAGE----- : 4,417 : 5,431 : 1,227 : .0
6871010 FLUORESCENT LANPS, HOT-----ecee-- : 0 : 0 : 3 : 0 :
6872010 LIGHT EMITTIING DIODFS (LFED)-=---- : n : 157 @ 464 0
6873030 ELECTRIC LUMINFSCEHT -~ mm ey 0 : 0 : 5 g :
6875810 ELECTRONIC RICLIVING == mmmmmes 0 : 6 : 5 a :
6875813 ELECTRONIC TURLS EX CATHODFE~~---: 0 : 260 : 22 0 :
6875827 TRANSISTORS WITH DISSIPATION----: 0 : 16 : 48 0 :
6875331 BONOLITHIC INHIEGRATLD-==—mmmeee 0 : 1,676 : 208 0 :
68753133 BIPOLAR MONOLTITHIC--~=—cmmmeee o2 0 : 1 V4 : 1 0 :
6875335 TTL DIPOLAR BOHOLITHIC-=---m=ee=: 0 : 20,630 : 8,823 0 :
6875840 BIPOQUAR MONN TIHIC--===mmmmcmme : 0 : 6 : 30 0 :
6875842 NOSE RARDONM ACCI35~===—-=- e 0 : 24 @ 24 0 :
65758353 THTEGRATED CIRCUITS OTHER T--: 0 : 6 : 3 0 :
6875859 ZENFR DIODES-=—--cm e 0 : n: 1 0 :
6875870 OTHER SEMICOHDUCTORS EXCEPT-----: 0 : 881 : 407 0 :
6375281 CHIFS, DICK, AHND WAFLRS, AS-—-~—-— : 0 1/ : 1/ 0 :
€276567 DIOGES 2ND PRCTIFIFRG-=mvemmee e : 0 0 : 17/ 0 :
6877027 TEAHSISTORS WITH DISOIPATION----: 0 0 : 2 0 :
6877523 ": ELECTROMNIC TUBRES, HEG---—mmm——we : 0 0 : 25 0 :
6877531 FCHOLITHIC IHIEGRATED-====mmemem : 0 0 : 4,709 0 :
6877533 BIFOL/R NUHOLTTHIC---=mmmmeeme 0 0 : 3 0 :
6877535 TTL BITOLAR BONOLITHIC-===-==a-=: 0 0 : 29,074 0 :
6377538 ECL BIFOLAR MOHOLITHIC-~===eeeu— : 0 0 : 4 0 :
6877542 HOSE PAHDOM ACCESG-—mmmemmmeeee : 0 0 17 0 :
6877544 [0S MENIRIES, EXCIPT~-—=-em—ce—a—a: 0 0 6 0
6377553 INTEGPATED CIRCUITS OTHER T--: 0 0 68 0 :
6877568 MOUNTED PIEZO-ELECTRIC---~======: 0 0 3 0 :
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3572. 26FEB82:18:38 1979, 1980, 1981, January-(null) 1981, and January-(null) 1982--Continued

3573. (In thousands of dollars; customs value)

3575. : : : 3 :

3576. : , : : : : Janvary-(null)--

3s5772. TSUSA @ Description : 1979 : 1980 : 1981

3578. Humbear : : : : : :

3579. : : : : : 1981 : 1982
3sgo. : : . : : : :

3582. : : : :

3583. 6877583 : PARTS OF SEMICOHDUCTORS,--—===-= : 0 : 0 : 6 0 : {
3584. 6877586 : PHOTOCLS,CRSTLS ETIC A P1S EX S--: 0 : 0 : 385 0 : t
3585. 6877587 * ELECTPOHIC CRYSTAL COMPOMENT H--: 0 : 0 : 1,038 0 : ]
3586. €923288 : PARIS HSPF OF NOTOR VEHICLE-~---: 0 : 0 : 17 0 : 0
3587. 6923510 : TRACK-LAYIHG TRACTORGS=--—=~==—mmewu : 0 : 0 4 0 : ¢
3538. : : : : :

3589. 6946200 : PARTS, MSPF, CERTIFIED FOR USE~-~-: 0 : 0 : 5 : 0 : X @
3550. 7003527 : FOOTUEAR, LEATHER, FOR WORK,===-: 258 : 0 : | V4 H 0 : a
3591, 7003550 : FOOTUEAR, L EATHLR, HES, FUR=---—=: 17 : 4 1 : 0 : ]
3592. 7003575 ¢ FOOTUEAR, LEATHER UPPLRS,-==———= : 8 1 10 : 0 : 0
31593, 7003580 : FOOTWEAR, LEATHER UPPERS,——===—==: 1 : 0 : + 0 : 0
31596, : : : : :

3595, 7004510 & FTWEAR, LEATHER, HES, CASUAL--=-=-: 7 : 0 : LI 0 : 0
3596. 7004540 ¢ FODIUEAR, LEATHER, CELMEHT-=-==~= H 2 ¢ 8 : 14 : 0 : ]
31597. 7004560 : FOOILICAR, LEATHER, FOP LIOMEN---=: 21 : 2 1 : 0 : 0
3598. 7005348 : FOOTIIEAR, EXCEPT SOFI SOLE,-=-=---: ) 21 3 8 : 10 : 0 : ¢
3599, 7023720 : HEACWEAR MO CAP PALMLEAF---=====1 4 7 : 4 : 0 : 0
1400. : H H : H

3601. 7063220 ¢ GLOVES LACE OR MHET A OTH ORH----: 1,832 @ 1,581 479 : 0 : 0
3602. 7066500 : LOOL GLOVES HOT LACFD QOR-=======: 65 ¢ ‘88 : 99 : 0 : 0
Js03. 7048520 : GLOYES MAH-MADE FID KHI FROM----: 352 ¢ 0 1 0 : 0
3604, 7058300 : GLOVES, RUBDER OR PLASTIC,--===- : : 0 : 4 1 0 : 0
3605. 7060400 : BILLFOLDS, LETTER CAGES AMHD=-====: 0 : 0 : 1 : 0 : 0
3606. : : : : : :

1607. 7061320 : LUGGAGE, BAGS, AND CASES MHES----: 0 : 0 : 2 3 0 : 0
J6038. 7062045 t LUGGAGE H-BAGS A F-GUOUDS TEX==-=: 0 : 0 : 1 0 : 0
3609, 7062806 ¢ QOTHER COTTION HANDBAGH HGPF-=====: 0 : 0 : 9 : 0 : 0
3610. 7066045 ¢ BILLFOLDS, LETTER CASES AND-=--- : 0 : 0 1 0 : 0
3611, 7060600 : AHESTHETIC APPARATUS AHD-=--—-—-=: 12 30 4 @ 0 : 0
3512, : : : : : :

3613, 7050720 : RURBBER CATHETERGS-=---mmmmmmemmem 0 : 0 : 33 ¢ 0 : 0
3614, 7050340 * BOUCIELS, CATHETERS HES,—==——m—e=w: 418 : 288 : 236 ¢ 6 : 0
3615, - 7091770 : ELECTIRO-MLDICAL APPARATUS--—===-=: 43 : 16 : 3 0 : 0
3616. 7092700 : MEDICAL AKD SURGICAL---=—=-me—-—c==: 28 @ 339 : 494 : 0 : 0
3617. 7094500 ¢ OXVGEH THLRAPY EIC APPARATUS----: 1,797 : 2,060 : 1,406 : 0 : 0
I618. : : H : : : .
3619, 7107200 : RULES, HOHFOIDING-=---=-cececo——: 0 : 0 : 2 ¢ 0 : 0
3620. 7124360 2 CIECIRICAL POLARIMEITRS, GAS-=-=-: 0 : 0 : ts : 0 : 0
362t. 7124950 ¢ FIFCIRICAL M ASURING, [IC.-~==-=: 0 : 2 : 3 0 : 0
36c2. 7225600 : FHUIOGKI'HC SKFLICERS, EDITQRS-~--: 0 : 0 : 2 : 0 : 0
J623. 7241025 ¢ FCATURE FILM,EXPOSED, 35HM==-==== : 0 : ] 17 : ¢ 0 : 0
31624. H H : 4 :

3625. 7271100 : FURMTITURE, AND PAPTS THFRPFOF----: 0 : 2 ¢ 3 : 0 :

3626. 7271200 : TURH A PARES, UNLEPUN | IDROUS--==: 0 : 8 it 0 :

3627. 7272900 : CHAIRS, UOOD, MSPF-=—m=cm—memee; 0 : 3 1 0 :

3628. 7273540 : FURHNITURE OF WOOD HOPF----m-mmun: 6 LI 1/ : 0 :

3629. : : : :

.35-



3631, All items in U.S. imports for consumption from El Salvador,

3632. 26FEB82:18:38 1979, 1980, 1981, January—(nugl) 1981, and January-(null) 1982-~Continued

3633 {In_thousands of dollars; customs value)

1635 : : : :

3636, : January-(null)~-~

3637 TSUSA Description : 1979 1980 1981

3638 Number : : :

3639 : : 1981 : 1982
36460. : : : H

3642 : H : H H

3643, 7275560 FURNITURE AMD PARTS OF-=-eecmee_; 4 : 12 : 2 : 0 :

3644, 7278200 MATTRESSES, PILLOUS, AHD==-e——wao : 0 : 0 : 1/ : 0 :

3645, 7300500 SWOPDS, BAYOMETS ETC AHD--==—u-o : 1 0 : H 0 :

3646, 7316500 ARTIFICIAL BAITS AHND FLIES------: 312 226 : 313 : 0 :

3667. 7342040 GAIE MACHIMNES HES, AHD PARTS----: 578 : 656 : 2318 : 0 :

3668 : - : : : H : .

3649 7367780 : GOLF EQUIPMENT AMD PARTS - 117 : 149 : 7 : 0 : I
3650 7373000 : STUFFED TOY AHItALS, VALUED---~~ : 85 : 99 : 18 @ 0 : |
3651, 7379560 TOY PARTS HOPF =~ m e, 151 : 127 : 87 : 0 : {
3652 7401300 OTHER HECKLACES AHD HECK---~=-—= : 0 : 0 : 1 0 : |
1653 7401400 SCUELRY @OF PPECIOUS METALS~===—w : 0 : 0 : 5 0 : (
3654, : : : : 3 :

3655 7603300 : JELIELRY ETC AHD PARTS HSPF, ~~--~ : 0 : 12 1 V4 : 0 : {
3656 7682100 : ARTIFICIAL FLOUERS, FRUIT-=-weec : 3 : L 1 0 : (
3657. 7683000 : MATURAL PLAHTS ETC, DRIED OR~---: |4 s 0 : 1 V4 : 0 : ¢
3658, 7651500 : SCULPTURES, STATUARY j == =eccmeee : 0 : 77 : 1 0 : L
3659, 7715500 : RUBBECR OR HOMN-CELLULOSE . -~===wuc : 0 : G 4 : 0 : 0
3660 : : : : : H

3661, 7722045 : COHTAIMNERS, HS5PF, OF PURBFR==~=- : 510 : 611 : 426 : 0 : 0
3662, 7725200 : SPLCIFIED CRUGGISTS SUHDPIES ===~ 88 : 0 : 36 ¢ 0 : 0
3663 7729500 : CHRISTIIIAS TREE ORHANEHT S mmm ey 5 : 43 52 0 : 0
3666, 71729700 : RCLIGIGUS ARTICLES DF RUBDBER=~=-~: 54 : 7 : 5 0 : 0
3665 7745030 : FOOTIEAR UPPERS, OF RUBRBER=-——=—w: 0 : 535 : 806 : 0 : 0
3666 : : : : : :

3667, 7745035 : PARIS OF FOOTWEAP, EXCEPT--=--w-= : 0 : 14 : 1 0 : 0
3668, 7905530 : FILAMONT RECIHFORCED PRESSURE--~=-: 0 : 0 1 0 : 0
3669. 7912700 : curt SHOE UFPEPS OF LEATHFR=-===w< : 0 : 0 44 : 0 : 0
3670, 7916000 : BELIS AHD BUCKLES, LEATHLR, -~===: 0 : 0 : t7 : 0 : 0
3671, 7916500 * BAGS, BASKETS, BUXES, AHD--~--=-; 17 21 : 11 : 0 : 0
3672. H H : : H H

3673. 7919000 : LEATHER ARTICLES MSPF-=—-ceeaoo : 14 : 15 : 21 : 0 : 1]
3674. 7930000 : WASTE AHD SCRAP HOPF e emee 141 193 : 132 0 0
3675. 8000035 UNITED SIATES GOODS-=-cem e 2,255 2,318 : 2,723 : 0 0
3676. 8062040 VALUE OF PEPAIR @ ALTERATIOH---=-: 44 86 : 55 0 0
3677. 9999500 UNDER 251 FaPMAL AHD-=~=-~em : 175 132 : 161 0 0
3679, ToEnl—~---—-----—~----*--—--= 350,229 402,999 : 258,524 1] 0
36&0. Total, ali: items imported

3681, from E1 Salvador~--——-~—-—-_; 463,167 426,383 258,524 0 0
3¢82 :

3684, t/ Less than 3500,

3685. Source: Compiled from official statistics of the U.5. Department of Commerce.
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