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I ]NR.oY)U C, .ON 

The prpo, e of this rerort is two--fo.: (1) to presen L:
 

a macro.-ovorview of El. Salvador's current ecnomic 
 situation 

and outlook for 1980-81, inc:luduii; aln.ysis. of the ,a.la lce of 

payvien[., -trends in monery uJ)py, prices, the GIP, employment , 

gover 	menL revenucs and t!:: K iturs anid the current Eood of 

the private sector; and (2) hrisefiy sta he the economic justif:i.­

cation for a iss ion-propsed $20 million ES' pogram to fi­

nance imports of essential .:aw mater-ia2 s and in termod f te goods 

by the irdustrial socLor bor thre purpose of assisting in ihe 

reactiva t:ion of the Salvadoran eonomy. This justification ap­

pears in t:] Ann,:, of i:h:s" report. 

II. 	 TIE BA Y;'U'O A1W', 'AS7' 

The ba].lace of pa-ymcnts projections for 1980 and 1981 

are pre2;en ted i:n Table . In my previous reports, I lave pl,,eC(-. 

my own projections alongs:ido the unofficial projections of thce 

central bank, !owever, the central bank's current unofficial­

projection strikes ie as reasonable and conserva Live, and 1 have 

accepted it for both years. In the case of certain key items 

such as imports, the not private capital outrlow an. the offi­

cial capital inflow, it was agreed* that it would be prudent to 

define a range ra th r than offer a single figure Thu., two 

alternative smates; 1a.c.- both 19P0 andw, for 	 198.. 

*By the technic:i ;tn In charyoj of the central bank's balance 
of payments section and myself. 
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The detailed assunmptioo1.n underlying the projections are 

presented in the footnotes of Table 1, The main conclu:ions 

are as follows; 

1. The overall balance of payments deficit may be a man-­

ageable $100 milli on in 1980; however, for 1981, the outlook is 

for an increase of the defic:it to a ranco of $150 to $200 mil­

lion. As we shall ee in the following section, El Salvador 

does not have the internationail reserves to dover the com­

bined deficits of 1980 and 1.983 unless the authorities agree 

to sl. their gold stock, an option the anthorities do not 

conider feasible for both political and economic reasons 

(discussed further in Section 11T). 

2. The 1981 projection must be understood as being 

"requirements" or "gap" oriented. Specifically, the Salvao­

ran authorities cannot actually olera c a decline in reserves 

of $150 to $200 mi.l.ion in 1.9P1 on top of a decl ine of about 

$100 million in 1.980. The decline in rcserves projected 1]­

lustrateq the magnitude of the foreign exchange resources gap. 

It is not a prediction of what will in fact take place. In 

practice, the authorities will have the following options: 

(a) see]: additional external financial assistance, either in 
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the form of off.cial, loans,* new luanz from the commercial 

banks or additional] as.sis aco from the ::.F :i.n the fVi.m of a 

secojd nd th:ird tr.nchc' stand-by A . e auLthoritls :are most 

relucL nt - ,l I .,, t. i.. course); or (b) c L. lown on .im.:rts. 

Since t:eO1tter wecre ;con rervat ivu-]. proij.ccd to inc rea se by 

only 15n in 1981 over 19801 , most cA which is .iknly to be 

taken up by in flati.on, a cut-back in import:s in likely to Wa 

incons..tent v.ith the rea utiAiation of the c:onoamy n,:-: V year. 

3. Exports were projected t- ducli, s gn.fi:ani.y in 

1980 and to cotr:ct further in 1981 a; a result of r':,uccd 

producion of coffce and (U Lon. Cffoe sales in 19 s were 

depressed by insti.tutional problems (abholit: ion of the private 

coffee company and substitution by the govervnment control.ed 

:offce lInsti I tte) as well as by currently d epressed pr:ices 

whichI caused Lho "nsti .ut- to dicon Linuo,, sales_," in July] CoE.­. 

fee exports are ]rojected tu decline furt:her in 1981 as a re­

su1t of: reduced production (awin WL nglect, shortagcs of 

fertili:zcr and itnsec'tic ides, and ino:nds ma,, by coffee rust); 

and ars a result of roduced s Lock carry-over from prior years, 

'Ac]d:i t..,na1 projo': t-rel 'd ni ,,,uld tooff ic ici1 at as wtnc: ]ave 
.e accompanied by a :;ignificant imlov.c.,;entLin procct imple.­

men Laiion per o:.'anc, if the addVi onal funds are to be of 
much hle].p in fina ncinq the 198. dcficit. 

http:control.ed
http:flati.on


4. A sharp dcc]:ne in cotton exports was projected for 

1981 as a result of a si.gn:ifictat. (20 to 25%) cutt-hac: in cot­

ton odu.c:..,, :clata to fe_ar nd urcncertkainty in tihe:co:LY,­

-
side which [n Lercred wiLth p]ani ng, as wll as rCluctance by 

growers uar dn. cDrront politi..cal conditVonls to inctur the hig.hji 

cost, outl.ays as ucia"l,- cd wMih cot <ru rodu~ction.* 

5,. E ort. of yjo(o (mosLy manufactures) to the CACI 

were projea,,:J to recover in 1991., to the #979leve] on the as-­

sumption oft L, impol carnLat:ion of the eCOnOliC reactivati.on 

program. 

6 Im:orts were p3-ojected to :.nci ccsu in .9 8 1 by aln-.uot 

10 in carrnt prices on thea aumption of the implcmentation 

of a reactivati.on program on a modest scble. 

7, A: a result of the'se ass;mp:tions, tho current ac-. 

ccun dWONfcit in projectd tio r:i.sL substLat1ia ly .- from a 

surpiu: of $11 m.'.l.ion in 1.979 to a deficit of $94 to $170 

million 190 and to a minus $290.n to $370 .mill on in 198] 

(see Table 1). It is hoped that this incrca<se wil1 be par­

tially compen<.atod by a reduction in the private capital out­

flow in 194i1, E]owever, e'iO Und or the manst op:tiimisti.c 

t nS h)OY] JuO. tin. ,L a substant.ial shif t of lands from cotton
 
to grains, articularly corn, has Liken place. Cost. of
 
p. anti ng j ra n s are maci Je ss. 

http:reactivati.on
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assumptions wi th regard to the pri\ate cani ta], outflow and 

long-term cap Ital inflow, a s..gna.. c,-i L :inar(--;o .in Lhe over­

all ]alance Mf paymcnerU (0E[..cHi app:ya..; uiv,.('.Oahl M!us:sw ad­

ditional. .onqc-tcr: f.fLnanci.nU can L. :.,ocurO or im or hold 

down to t he 192 ] v l. 'hu Ja Le.r would. .i Ktahil) mo -I-, 


cut-Loch i.n real te.rms (.Icec impart; pric arc likely to in­

creas- . i n 192.) , which in turn wo,.',uld make Q imposs.].ible to 

ilOe] even(91!a172tiv2moCdIs economic J1:oqa;ipro am* 

rends in! h ,ro; and not . ntcrn: ,i- ,al reIse rves 

for the .975 t hugu Stof 19 prusenLedpc-od •rouyK are 

in Tabl.e 2. I.: t theL the level of r.aserve2r- reachod a peak 

in Auguc-L of 3_979 but doeclin, shrply therc Fre. NUL 

internatlionD]. rcservs w,'ere $292 million on August 10, 1979, 

then declinod to $35 million at t,, end o f the year. They 

dropped to a minun $. mill.ion on April 4, 1980, but have 

reco 0,ercd sc,.rtwhah since, undnist. LU t.Lhe 1.N' s.t­i n L], c. C' 

uation was much wore serious :in Juno:--July ] 980 (than in ei.t.her 

April or Augu,;t) an a result of the laralysis in coffee ox­

but s... for spoI., h 110 t}h C ' 7Iit.Io arO .ivailhl]. e 

¥'1'Ii--! q-iV:; ,.. I. at Lam!'. Y reodc i mpoY .1211n of:l, i---; aFl- to o! the i' 
-d.i cretiov, conumer gs to ineryaS t:h, avail abi l .ty 

of forei'gn .:,:(crLircj for r,'w m. t:ur:i cl;s and capittal qno, .
 
Howeveyr, the cx:tent to whiclh this can be done is ].imiuLcd.
 

http:f.fLnanci.nU


It is c].ea. that the couT)nLry's international reserves 

are insuffi : nt to cover th, halance of paymnnts Kificit: 

projected for 1920-.iE . unless th, .Duthyrit:ios doOc, to liqu i­

date thei.r yol.d s och, Tfiat ,Ltock is valued at $2.,0 mill.ion 

on the b:is of the old offic ioal price of $,2.22 per ounce. 

The current .marh],,i.pr:ico of gold i s about $G(50. At that 

price, thc yo3d stock wonuld bo worth about $335 million 

After dedu.cting the vo. u 0 of the q,1(d pl(d god as c).1 lateral 

for somc loans the al]oritic n',egotiated earlierbank Mob,-:-

this year, t:hoy.- would s-;til. he ]I.Q with a not amouint of 

$265 to P fO0 M.i.lion ,.iL.ch, if i!: \i.ere fully di.s o.cd of, 

micht jusK al <out cover Lhe halance of panoI:.at s deficits 

projected for 19S0 and 198 1in Table ]. 

The aunLI or.CiWs are unc ,:d!.t abld , r]uct:ant to sell 

their gold To-f bth :]is nt1: 1imnai] reasons ("wo cannot sell oun 

nationa1 heri taige") an, pract ica l cansiderations. The lat:ter 

include the nor move would further undo mi neMa thvt the con­

fidence by th, private :;ector and Che foreign financia] com­

nunity , thu encourapng c atal..flight and m:]< ing it more 

difficult to obtain loans and foreign .e)Vstment; there i 

al.so the fear that the move wi.l be poltLica]ly omharr ssing 

http:panoI:.at
http:1920-.iE


views its go.TS stLock as a. last-d i.tch reserve t.o be used only 

in caso of Mea er"q.,cy . 

u , .l ' Fortia , El ,.ivador has t:raditionll .y fo.lowed a. 

consevativ, poicy i.th [respec to e turna. indcb'L:edns, and 

the ratio of de] bt. .2OrViCuv Co ryc0. to -.p r:tiS i C 1, t " c, l1OW 

DatI:a on bt Wrg(v. an tho exturnal pblic d,-,d service " 

Seloud in 'Table] 3, shv,. that th' percenrace of c.,L se-rvice 

cs (int. :;- p'lu:: nm::ri :at s-) v5 a paren: M ,ar ,,.­

disc W 'xportb and 4.5 pa c en'c ,,t 1975-0212n'Q 2,G ov-, 

ThJ]i.S ]at..O wai0y J c YC 2.: 2s .0flC2 .1 t in H L] ITO] y.C L]I.S a2 .nsa . t 

S"A Var's c di 

. 

Of El .fl.ol balance of pnwai..s axi 

its ne d to reqicr.t Lo "c:anarcd co'Lh.rc. al ho ] :ooing 

Data On ma,jo .r ., i: bL e .o inthe - ,,cta va li .p s ented 

Table 4. The mon"Lr:rr outloo: A :eY:: .(..2 (33:;l:Mrs(Jbig now that 

it did in m.id-Juno' . Y, exam:pla: , Lc:-.,,en l)eccmbe-- 28, 1979 

W."id April 4, 1980 , tot-al711 bth ] C.] .. c:y)l]xi52.01 p7cC.) dQcci at 

an annu] al c of 511. On the o.ther hand, ])hwen i(cu1oy 

28, 1979, August the annual rate of O.7eascand E, 19801 Kn 

declined to 27.. Simil.ar ly, t.a: l crcedit:xtonded by thie central 

http:Simil.ar
http:co'Lh.rc


ban]:, : i a ,-I..jn. a n rate 134ing Elc onuco.] of between (nd
 

of 1979 nid ;,. 1 1_pil , ir Awnr..,) tow a rate of increa.e of 70%
IM 


for Janu .r'--Aujn: L IDSO ," Ih, ln; :u' ,.ip ly act!. al. I.> 
 ine(:..rl(Jd 

betwui-\.,jny th2 ud of /979and hu, ui: 8, 1980, tauql] Lh: is 

most]y a Mcso)a factor,.'. ])uring [h, full tw.'av-mon-Lth po--

Mod endlinq .in August 198(.0, the mcney s-upply e::pnnded by 19.45, 

which com)]pares with a annun[ ofan ny Kgw rate of incse 350 

for the fi.1 t quay t ,."r of 1 CO (oC:n ULM 4). 

Jn my ,Jun,. 23 rc eori:, T[ noted vi th a larm. [he majnit:udoi 

of tLe hiu"ew.t in the govrn". nt's Nationn] Emer:,.ncy Plan, 

particu].r Ay hui:w u.Lent [W \hich iK w:s beto fIrancod f-oY 

internal ,;ourcus. Indecl, [le Plan provides thl;at of a toatl 

financnci cuiek.nn:: of V1 , (O0 million, 90 17 I .]ion"* wouldm. 


be financed from ink:ornal souvir'cs. Thi; amu,,on[ constituus 

[h, suply. in aL582 of moncy v i-a]lien lh. ",- of 199 . 

ForLunatel. y, .t. no , p'p M L]',no a i:I0:-;.i are b. n.its ng 

made to attain the ambitio uxndit-tYc: ta-ceLs set in the 

Plan. The cent:r,.l bank is ]ec:nly a var of the inflationary 

im]?acL that 'uwtr,, b.ank financing (of the Plan,'s huge fi.nan­

cial gap .ould entail.. In adition, lhc, Junta has also been 

*AE':qu,,l .Ct- 32.(.8 milli71 onA at the offici al exclih qe rato of 
' '
 USAV .50
 

http:cuiek.nn


cautious with respect to 
the increa se 
in actual gove:nment
 

exp-ndicure., oth current and :nvestm,ent:, that it auharzad.
 

(This i: int is cued furt];cr in Sec:.ion V.) 

The '. vor W the pr3u Ieve.l dur..n, the first half 

of 19[S( uPOwr .Jes needUP to ]ovicoud w"tLI .r,?Catcution in 

the area Mit I*neta:y an:i fiscal ev.: ,s ion. Between )ecoinei­

1.978 and Dc eL:r 1979, the con sumr prie index incr .sei
 

by 52, whi.1 dur.ing 
the .irsI :: monhts K 190 the annual 

ratc of inurase a enl,: :r ed to 2Y (Tab e Q). The continua­

ti f suc'h a rate of epnnin fo: anut. 
r si>: K two1'v 

monti p:'iod?C'tnilc mat it d;K f c.,Ii [Co m.i n:, tnlhe currcnt
 

Oxchange rat..
 

T undE :sLalnd tl at the moneCtary groam 
for 1980 calls
 

for an expansion of total bank cfedit by 
2W% and for contra].
 

bank crei 1 , 'lliae rate:os of inac ore n i c(.tand­

able in light of the £ liquidiLy of the ba king syste , the 

shcr tage o.f ,;a-]:-i.]-g cap ita]. in the prva.ViL secto r and the 

neOd] Lu aCac:kvatL 1]1 economy.. 
 Still, if continued hoyond 

1980, such rt " Of Jinc ese cwould he inc'onsiston t with the 

reductioen of 1infat.ni:,;' p ers.;lurc. 

'Ito .u.l 
b ,a hl n",n3.ial proj ctions of Centra]. 

Gove'l rv4.:'l-ueu , expani jturus, and Che deficit for 198O 
umnnLt 


http:1infat.ni
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are presonted in the last column of Table 5. Note that revo­

nues are eCM Mc Ld to he Ut. r.ougl ly the same ].c'l.e 1 as'ii 1979, 

which is .0bel the .eve! proJocLed in the Emerguecy Plan.M h'ow 

On th, Lihe hia, curi - u c:2: Lurcs arc also exepecte. , to 

fall. Wyni.:)fiJcnt],,> below,, thnl< tLa~yr t te d -the Planhadg- a,] in ­

by 2 1 . 1'U ;, ' ap(.aio 2 2 1 1121 k LTLh i- ) h s p su -.¢)- i Ph] tl e: ]L ---

COIis -vatIT ]t0(2.at le s t so far127 -- a 121 .iVU-A ti )oliCyV, 1i.q ex ­

penditures in l:nc with tie.. availabiliity of S isal resouic,-. 

Caop:i.tal .x perid i.tur:e5 at 500) mriClU1.]. :27 rouUyhjy .1n line2 with 

( 2.ina 1 U. andthose' c' ulu. in theiO ori ina buirtj ;212n .flthe(103217.y 

Pla.n. 

The proj cc Lcd overl.l deficit of r'300 mill.ion is soml2e 

055 million below the amirlant schiled in the original1 budget, 

and falls shot:: 0:17 ot am2ount .vidod theb:yI' mill ion the o .i.na 

Emergency P"an. 'hU'Sa, t:ho; Central Ge .;s fi.scal opOa­

tions now al ear far less lrflaWLi onn:.y than tLhy did at the 

time the Plnn w1.as publish,d th:co mC,,1U hF ag.o. 

Thu reco:d:(] so f ar sotlqgun;ts .]b,: the moita1:y--fisca] au­s Lthat 

thoritircs are aware of the n.ed to hold down publi c ey:ondi­

tures to a leve.l Mat- ca:(n h(, acco ;vctoci by availab]e ex­

terna 1. ,ourcu5r , the ,'tl;i)] 02 J.1i t.n h)ut' 5s C rlrront account. 

aind tle vey' lmi1:t2)1ed W"'. 370' 1 oC.4 A121: Ct. ,-. CrCed t c.1:].b i o01 tLhat 

the o nmylii Cai ahorh, (iv\'.il LihQ .onsftra1 in12ts.t ilp'OsCd by the 
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objectives; of moderating i.nflatiLonary pressoure ad the balnce 

of paym,.rnts d: quilibr:iu. 

VT1. G A1D " .o(..r. j'co J. 

Th,]]e co(?]-nl. h 's current 1900 GDP projection (in terms 

of ,_tL- t (,J]OCo ;J9G.?, '201).e 6.]9!. M ,.;)o: It anti.c:ipptes 

a d c]i.nn,. (in 1:-al; tr. of on.y I .5:ns;) 5n 1g ;(. Howevor, this 

centra l bank r j cction m ., he u0 dri.,,-s5 oc: " a. Do.ing no more 

target is to, ­than a wh.i.c h mosL unli] ly u hhe1h in 

istry of P.lJaini -,d informally ]: oj e' a decl. ine of 2 . i.i n the 

]980 ;ea I GDP on h ,. nb ' .i.on.cp of l.en..on ol Me Emer­

gency P3lan, hi~hout its iw]vlomnt-a[r-Son, the CDP in e.x;c :ted 

to drop by: at le:st 5%. M myrn,,,view, t]he expecLation of even a 

5M decli e on i1.ho roeal G "DPis s toi.l opt:i, :i: t:c.. G.ven the 

fact thL p.i must b he l ow - inve.stment c:-:pecl.cd to very 

this year -- perhaps even close to zero -- and that this de­

cline is cert:ain to lave a mu].l-.ip].icr of fact: on income and 

conisump V:on -- I would .,o,,ct the de(c.ine in the real GDP 

to be ina the ran- of 6 to 9,. It is obviois].y to( ]atre in 

the year to hope for imp]. menLa1:.ion ; t]c reactivat1io: plan 

in 1980. 

Tlere are no official statisLies on unemployinnt. How­

ever, an es timate was made by Gusotavo Liva, head of a team 

http:c:-:pecl.cd
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working on "Social Pr'ogrss Indicators" for the Min ist ry of
 

: .J- P"OCA]
i.1j h.)L S] tviuo y ual;er a contract. On t1,c. ]as i s 

-amip w. duct,Of a su.CVvy c La I Jinan-nary-F utary of 1.80, e
 

co-cluded 
 . "ttl the 'op, )', uncn. nt raot was al Nibout 

th 

After re(,d c:: n; under.-..,,,, [ to an open un loy2 equ i 

ale , level, Wic.Lva con c] ad 1 tML the ove ra. 

7. 5;, but t:ho L about SO! K. :1,. oa.e t c was undpr-cpy yed 

ll nomip.,lo'mo',-nt: 

x ate (.inclu iv,..e of a ad' ,:-cm.:1 oy.ent) was M 1 ! 

The 1 1u:. ow rs i thea manun ."t I a Ca toi; th:, ;a o .r P 

lost their J: dTr..nicj1:-hthe ar ea rly in ",bruVy: )f 1980 K)is 

estiwted - ,hi. Li L ;U.ov: 15,000, , LaW abnout 2M of the
 

labor force (,:,IJoyed in ".a.rc" So&dium"
and malnuftuing 

establ ishments (de,fined as tho:.' - .t eml ]ov,,d mare tih a n 5 

poople],). I.nw;li oyma ].lin the con a truc -_.011 indau- \r.was, re.­

:.im (10aon am lerCenii]y -" L.ad a U G the bi.: 01.aK:; r y. As-

Sumriny. tha)i. .VaiS 3Wo, fJgur .i"s nn th, hi h side, .e hypot]-­

es -e that 30 to 351 Kff th0e torNa Saa.A\'ador, 'labor forcoe is unem­

ployed afteor convertin.g.udrur-c:c)pIoymn Lto an open ulnem])loy­

men Oju]iv.\ en t lasis. 

r
VIII. THEL VIMPK" ( TNE; p)- . . YC],[ -

I found the pi"Ato sect:or coniderably more opt imis tic 

that during my vi:H:v. vi.siLs. At first blush, thia- may 
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appear su.pri.2sinq ,sinceviol nce, which the pidvate sector 

haspom].. Thstill \,i.c L-s .itsmj pb hoby V,, h s not: abated. 

n papr record the Pol..: e ail bod..y colnt is 25 to 30; 

1:21dn a pp B C bombng n22 b(u I ingl~i2 af b u1ins2 s2.1. C ;tabis)22hmnt 

nvi.. Y ­aire cOnt3 nt ( L]:o Wurc FaCL La Mrata hurn dWI1 

my staI: '-'" 7 y:c .. 'n ba C be coet(( L 2 t.y). : f has e .. efti't. 

favritc Li'-r::PL V:ith ovar 1i00 17cpioLcd]2i do tro,(yd so f:or 

this year. U'hie left ap:.-)are),ntl.y .st. dio,ni'.Tnat,. many unfons. 

as atl:est the in r i .fin(K2 all produlc­

:ion w ich a, LU P q_ v I-L i. t;. 1-2 .z al 

d: by 21.hou r ll-rr u 1d.rpe 

:i. o u r-n Fo m t a . powe.r
 

A ations :/ey PuM : SCyvI.C ­andth 1 

Yet , t:ho ou-: of t o .vabo .cthe-,ctor l2eaders I* have 

.wr .d(( VOass C:¢as .w 'co ] ravelhy up-Mboa than on ]my prCvCio 21:3nFOvioe 

v\t-,, j ia Lhis chage of mood incluC:c.ioo 
 fi:- n.;LA:W;A 

1, TI icr.a i' con.C,.l( !:a .]' . 1"2C .'T]OC2 l C a, c: Wa.an tihu 

pr ivahtu sec tor and t-lho Junta, Th"1ei:,privai to sectoi: foiols hta.
 

i.t:s vJ.ewpoitII :iL much ]et:ter undears tood. 

2, Th Rr.mcd force a seen as playin a much mure 

ac rol.. eca.li.v, of ile state: of siege p.,ut an oVnd to 

the mass ,reetdemons 1:rat.iOns at interrupt:ecd A .1 procduct ive 

and commcr1.: i'ia]. ;ot:.v i-I. The ra,,nd forc- a .re 'eri as carry'­

ing , var t D che en amy, Gurril...as :re p~ursucd and. engaged. 
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The piivate sec tc)r was ]-rej by the capture of ,Samayoa, Lhe 

for]nar Mi.nist-L i of ]L "22L . tue; d cueri. l1la 1.ead ,r,; and fQu,]s 

th[ t it - .ly oven main t .efList-i:s 	r, th.y, nn o1' t.ha -ta.nia, of 

rviala a. role.played Lw .scur.iL foirce s hasactve 	 by 

reduced the amount ofT 1).2n s u'2 Lf,.r,] t tic e: trcn.e .lo: t is able to 

brinerg to beari7 ala.nint the pr :ivo ,sec .{oc 

3. ThO (trem loft Ks unvittinly .romotedan alli­

a nce be.teen a, g:av an(] Lb., sector[:nL Jun an: t.]hun( priv'a:te 

th roug. i re-n [.J.ol2. For a thOvicrnp to 	 while, 

strat2,gv..y L., .f Io. plaea Li' the left. When 

that p01p .].Cy !la;i. ed ,i:sll' ., Lhe .fV- . ! C n.o al L[orr a tive 

but Lo answe.r for.c:e wit .force I;n the procos 5, it has al­

' ' lied itse.f wi,:LtL "thc pzoductive forces , 

4. The private: cs,,:,; L. : (:e couyTaqe.,d b' the fai.ure of 

the 	 two recent1: ctt-.q)'._d gcmwr:.: Arr s in July and August. 

""We were in this :o:>. .io w5hth t. govcrnimnL,'," they said. 

They feel hlia th:1e.e s.-....hcs ]havn ma. rked a turning point in 

he (j ' Pr071. t:be ofthe a i:I tude of. 0o , a. . v )o, 1y, i.1.nis.try 

Labor autLoma:icall:]y Look the sidc of the strikers, forc ing 

businusses to conLinu e Lb full ] p aoymyni of wages to s ftriking 

.w\O]zercs. 'liii caClclleL o se to 	 a nu "mber firi;.];,'];ih rupt J agcj of 

Now, the govu:,rnment has sbiaj.J its . , consi s thesta .eir-
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strikes disruptive and illeqa., anG has dropped its demind for 

wage paywnts to st:ikCrs, 

5. The private(3 sect:or is a.. o cheuCd by wha1.t: thy per­

ceive as incra sed coo.p,.rat- on of tWa ]po],u tLh.on wi th Lh:. au­

thorS tiiS ,, Tihcoy feel L:. the pubic. i s t_.(u OF thn violence. 

Public indi fferonno hos gcven way to cooperat ion with the an­

thorl-:itC:-. They th.e. left havin; rejected.see 	 an 
 bec..n 	 Pe,)ple
 

IT, ul
a.e s aW.sFs no1w th :he aut)o i.ties ar, fully comn.LI:.ed 

to thn :str.ggle .. 

6. 	 The policc, and the secur ity forces; are also see:n as 

, 've, Li.onbSOing mr,WS - f'iC7 L.ic The i:,slal 2 ab of thl.ec telp ones 

inviting hints from anonymous caI].ers with reg.qard to suslpnCcted 

guerril.a holdout.- has triggerd a. numbcr of succossfu., crack-­

downs and dic.va.v(ry of Iar.ms 'ac])or, 

It wa s m'ade Cl.ear Lo me) thaLI the ab0'ove does n)ot mean 

that: the priaV: . reofor likes 3 ]G po.icy or thia it thii ];:: that 

the refor-ms ]aun(ch 	 ' ,_n we3dearly t-hi 'e'" -ad-.od, The
 

private sector is 
still critical of the ruform ],rogram, noting 

that no compen ;at&ion has hewn paid so far an1d that the rules
 

of :he g,:mca st.ill 
 Ween a-d, 

that Con i :.;,eat: (dto 1no3.w' ar(as. The 

have' noL cClry UefM 'ThsWO is 

st-i.]. u.ar,3 sn1: i 2n-may o:te 

bankin q and ,for(eign comme11u(2n C 370 fOS3.'ir , ! inS particular , are 
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described as unnecessary apd are viewed as doing more harm than
 

gooct Stijl, there is a :o.ing by most private busl..,csmnmcsn 

(at leas.'- by those that: have not baen directly affeILu.cd by the
 

reforms) that they con live wi th thon, and th,'t thc grc'eI t 

threa t by far is h co'ntinu-ing viol 0 ace. On tlis score, I 

found, for the first tim,, real .:ith
hope along a determina­

tion to hang o:.
 

IX. sm iO ; *,!n co',O c 

1. The uv.'t . accOunL: of the ba.anace of payments 

moved from m slight srp un in 19 79 to a projcctud deficit olf 

$95 to $170 million in 1980, dependilg on the behavior of im­

ports du.ring the bal.ance of the y(a r. Next ycar's current ac-­

count do f icit ics ]p)50.ojecLcd tc be s-ignif icantly h :ighcr -. in 

the range of $290 .n $370 mil.ion (line 5 of Tale 1). 

2. lain factors behind El Salvador's balance of pay­

ments difficu].ties include rcducLion in the marketing of 

coffee (i.,1.980]), and in its production (in 1951); and a 

sharp roduct:ion in the p.roducLion of cotton in 198].. The .de­

cline in the e::pc' rLation of mnufacLured products to the CACM 

in 1.980 .in also ,a ,ntint:i c;gfacto,:. 

3. On ca itl1 cco nn , the .substanti al pr.i vaLe capi l.l 

outflow .in 1979, projecLed to continue tlrough 1980, is 

http:affeILu.cd
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contribu:nu. I:o the balance of paymcnts problm, TI , increa e
 

in the nM.captal,
to "of f .ia" andl "bani'.in:," accounLs 

are not ..n ,': nt to of:v 't t . wegLt:,- fac.-,.oie" (t:he priv\,et(­

capit.al outlo,, atd L1,- dandi,.tihL on currunt accou nt:) The 

:esult: is a seoo s di; o,.ihriv.ib in thu(overall bal.ance of 

paymts:lL. pro jec ,, at abou $10. :.lion in 1980 arnd at .150
 

to $210 million for 98 (l.ino 7 of Tablo ).
 

. ],.LOj l .],of :nitO.rn7ahKona]. ,csor2
VL- .is faT too l.ow 

,
th]ese ""
to prm LL i ing. of n;L o c§:. Imnor ....will.1 ( thi :r 

havo to he cut[- back or addi:ionn!a Mncin secured. Th-,-. 

further cu liotc: of .on vwo:,ld r.ol.VC)O01.y m,1a.ke it Wr],ossible 

to imlemen t: the OC:Onoic.C recA -l t on prog;ram next: yoar 

5. ForLunaeo ly, the co [:v'y s debt. s'\rv ice c]harvges tre 

still very low. The rat.io of AWI..,; sorvice cha rgces t !tloorchan­

disc cxports f.tctuntes butwcen 2.5 and ,4.5 percent over 1979­

82, 

G. T]! mflonntary-.fiscal pi cture is moVe enc:ouragcing that: 

it looked two months ago. Stii , the rate of increan; of toLal. 

bank credit, and paJ.rticl)arly of contia]. Kank credit, that hs 

aken place.for so tis yerand is sclodu ,d for t e balance 

of the y'ar n the' 9A;0 .oo"t:a.y Program aj.cl arn high. If total 

bank credit sh;l contino. to expand by 2]% in 1981,, thereoul.d 


http:o,.ihriv.ib
http:capit.al
http:bani'.in


would br, ].IC:t]. hope of a chievinq , recluct:ion in the rate of, in­

f-tic:, w:hic! haw been _u,nig at an annualIrate of '2,L urin,, 

the fi rLt: half of.. 10, 

"2 Cntral (ovc, 1.):floC rCvenues ha,.o h)cvon fa..ing be­

hind tarqet, but au:ho,-itie. .e comr', ,A by sothc: - ed 

"hol:dinc do:n n.: ni tuy-.:(. ..cu:- t p.n Ca:,ta xp..di r s a 

exrp c:Lt cd ro Ll, ,:a _ ] C. n ,..,an, h. ... .. 

Govrn nt L in is pat ann.'ut 

to be 0 t. hn'.Ctea, o -;.r] r:1. 

.IM 3.M10 now., })c:t-(i [300 mjl­

lion, ":ir;:antia .y tCo1',:i 979 ] vel buat : ill 3­,som,,e " 


bel ow~ the. leva) bucdqetod in tilo Noional 1>. rq~nc Mn. 

J.he re 15;i incro: Ing eV idc:VIC- that the Plan v:ill noL be im­

0cmurnet-d --- PL M.last n o o the e:enCt .ith hudc~go cil.s for 

as UP: mootin o.iF ts e::p:nUI.tuirn ar inf~ylanoced, in ar 

part, by .a'to.in l].cr.ecd it crna .Ioi wou.ald add s ub-.ta-a. y. to 

in fla tiona ry pe s sres. 

The(, 1980 GDP i; proj ncLed Lo del !ine by some 6 to 

9% in real tor; (the govrnmont is more' O."tivih.itic), Un-­

e.pl ,:,yn -.- i.nc.udi'ng al ]o,,, n:c for O , -' --- pl,,::4 ­

iis esttAfrinnd ,1 30 t:o 35', though riI lie Ma arc iackin.n 

Ct'VC d,
9, bll i o lu',2 : violo:''lne- is cuntinui nqj una ei 

the ,i;vaL: r-cLor is cL o.nra d by thn nawive rol0]e asnsuimed 

l
by t.he socuri: I.y forces, Lie fai ure of the general strike 
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called in Augut, tlhe perceived rejacction of the left b.y the 

gencn! popn.I:,a and thi fact t-hat the gove.rrnment, in it 

i. tu:;" .Lruq , W it the xr , fit, seen as Mahinu.i CUM 

lO]J cwit,", \ hth i ] -i va , :-ws 'n-. (-CM ,tl ai c ionn }a.Lot2.2'.w 

the1 yv;'PO secto'rcO and th : go\rment- h-ve improved markedly 

in rec'Cn1: months. stil1l, A is far too early to state that 

the ywc.,'nw,]. security situation has improvcd or that an end 

of the V:LoJe0,.(2, .v.e isn s.igchL, 
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TA]1%,: 1 

EL SALVADOR: t1'",.CE 0A)' ',NTSIFP;Y.1 

.1979 
 3.980 ].981 
". Ef.,] :p .. ("0 ) 1__, 1, 006 .9913£4 963 963 

Co fI"CI/ 685 589 5P,9 F525 525 
Cot (A 88 86 80 64 64 

S1 . 27 11 11 39 19 

12 14 12 15 1.5 

Othe,-r (to rest,
 
of 1'od)-/ 
 51 56 56 60 60 

To .,,/ 272 250 250 280 280 
2. Em>:t.2 (Cl.p) 5, -1,040 960 - , (:?7 -I, ON -1,180 

3. Servic o: (Uc.t) ' / 
- 140 - 180 1.O30 - "-200 200 

4. TraIl2iw-s (Let) 56 . 40 40 50 50 
5. i:'ci e](]wc Cn Cur­

7Ct :c ,'ount 11 - 94 - 69 - 287 - 367 
6. C3.i tel (,ei) 119 - 3- *1 340 .60 

Priva t.-) 192 - 205 - 130 -- 30 - 30 

Of fj.c:i,!1 40 87 87 90 .1.0 
Ba nt eq< Lon­ -

.u 33 115 1. 5 80 80 
7. Overall 1]mce - _108 - 97 97-
 .47 - 207 

Source:2 P0,C'7J' E2OngonmmIc Ad v .i or I.]1s 

~~~~~iES U.. iJq] . 1t" 

r w. :; :tentinl 1---'isi~ ecfo 
]{C:]t'aJ:(:]l
': ~i " t ]]l~I 0;if.f-C.,i ,'1D " ILl
(,n 
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Foot-nokeo-	 W.:Tabl:e J. 

1/Coffc; 	For 1980 , n folow.s:On:MUMP1 ni as 

Sold dIr!ii g .fiJrsL half .,. M 0 

1,70000 quinta ait $170 per quintal 

Project(7 I to be sold (urijng roor2t of yea:J: 

2,000,000 (quifnta.lo at 0150 quinctl 

Total for 1900 

For 	 8.91 ;I
 

Exportablc aiEount f ro 980/81 crop: 

3,000,000 q.intales 

Ca.ryy 	Ov',',. ;rom pr:ior year: 500,000 

Total 3,500,000 quintales 

3,500,00 at $150 

2/Cotton: 	For 1980: 

Frolin 79/80 coa: 1(150,00 quintales 

From e,,; S0/81 crop 50,000 

Total 1,200,000 quintale.; at $71j5 


For 1901.:
 

.980/1 981 cr)p (25n yedlui-cion from
 

1979/8A) 900,000 qui itales
 

Le.s c:;prL ., in 1980 50,000
 

].t.F, . 2 	 l 1~.<i.. Vi C I," t l2() )­

t .ol -200,000 

Plus amourL )C);rLd 

.TIIC)2 	 Y.'Ci ]..9-j] f] (OI i ('W 

1981/82 :: o
 

Tot-a] xO. i;b); 1981 P00,000 (IIIint.aiIl'
oxoo .e 	in 


$289 million 

300 

$589 million
 

$525 millin
 

$ 85.8 million
 

http:quifnta.lo
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800), 000 qu.'ntaleC.; at $80 pc: quintal. $64.0 mi l lion 

3/Suqar: For 100: 

800,000 ,- i La.l.:u at $13,40 per quintal 10.7 w-i-ion 

Yin: 	 1981. 

tot 	 1. (l:x'.in:abl e cr,;p i s eslimatcd at 

Sold 	 in ,:,..,::Ic 0 (i n Fn tore ma-rk et) 

at $16 J;0:; qu iP. 

875,000 DL $16 14.0 	mill.ion 

)\,aJ ] nr .h, to ho .ld.:at markt price:
 

150,a00 .Anta..,2 nt $30 
 4,5 lliorl 

.o {a . $18,5 m .illson 

4/Othor ProduK (mostly manufacCJ:c:ts) 

Fox,. 1980, , .ivativuly pro:icecd on ]a.nis of exp.o:ts 

during WL ('po:ts the 'Juanry-A)rI1-1980. to CACM ove.r 

Januaay-Alprii 1980 w'rce $101 million , or $304 million 

at annl .:ate.. ) The p-jCYB : fy ] tMl su:.;to)? a:or 


a Ido , COva."v\ .10 20. , O.. .
oi e: . ovu v thoucjh rt-s C)f the sc 

"ot:hvr ,uods" are st;ill projec:ed Lo f;l behlow the 

1979 leve,,jl :in real1 :L'rm . 

5/iM 	 ort: Fr': 19 0C: 

ObLainec:d by I ;ic tual Januzi ry-PayIV o'.Lin import; over 

at: annual rate. (The high f.igurc is based on lor.c:ign 
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excha rage transactions, the lower one on import licemses
 

.vssued. ) 

For 1981.; 

Projc':tad a1 15% above the 1980 love) 

6/Nec C ,8,.:v.ice<: 

Some :n cr:,ase in the net defic:it on s:etvzice account is pro­

jected for 1981 as a result of: increa'es in int.LC<CSL pay­

nt](n s on fo1:oiqI loans 

7/Net: P. ia t. (: ai:i ta 1 Out f.ow: 

Proj ccied by Lhe Cn Lil Bank as a res:dna]. '4%he Central 

LeA IDank t: L:ae- ,he.,morn (iocline i f(rc,1gnJ nM clango 

res .re'. th L it vould p"nlt --- about $,40 m.il.:lion -­

then o :5tla ed i dlcoipendei yntyI o :har :5. orrns in the 

balaie )f .L. except,ypma , for the Lot P:ivaLte capital 

out: , which wi' ooLained a aidunl. The counLry's 

short.1:Larm 5 dn, t,ci .. du !.in 19 80), Lh, . (Ita.1..ing wth.ex­

peted coffew .LchC] pogrd an cC)]] atoral, is cstimated 

as fol .v.s:
 

Oui 85; Lai c. iidebt edns'i;'.'; of privateo
 

Cof.fee 
 cxjp eor t s (as of Dcc, 31, 79) US$ 415.0 million 

Outstand in', lndo[,*,. , of C'ffco 

..
I( i an of D)'.:"31], 79 

i. ; n '.Lh 

]lcds.1;e 'It Co] ]La Ce l 


90.,a] I t t:Lnid ci . Coffe(e 

242.0 mi .oiion 
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8/Offi ci al J.ong-tur capital .inflow: 

Cent 3. The r ", L.ve (andt .hi.gho3-) !):ojc.-Bank pnoct.i n. a.l 

ti.oii fo.r I 9 rK., ":' ,:: t]:v ]Lup) ro an :L:c:eas,; in II fund'S 

tO "i anc the )7ctivati. progroT. 

9/lIiclud "'-sonl.y c:rcd [its of ove r one ye: . The Ac:,c] . i2nine 1.981 

reflects t:he fact th:at El Salva.dor may not be -ble to obta:in 

acidit..io a 1 moud-uw-t.:rm loais from tLhe Central American Monotary 

Sta:,ilyat.on ]IrFund or fromvi foreign c',wm,rcia3. banks. 

http:Sta:,ilyat.on
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TAiTBLE 2
 

EL. s'h5-N r'j ' AJ . U
 

Gross .- n,-.on:.l Net Tn to:na i ,na1. 

End of ear 

.975 127.6 )30,. 

197G 213,8 205.6 

1977 233.7 205.7 

1978 288,0 234.4 

1979 161.5 134.6 

April 6, 1979 296.0 269.4 

August 10, 1979 313. 0 291.7 

Decembcr 28, 1979 161,5 134.6 

April 4, 1.980 104,6 - 14.4 

Aygust 8, 1980 144.8 - 2.3. 

Source; Baco (Ce.ra. Oo poserva., RvinV.. s:y" Mei ua. for M'.arch 
S980, anO Po i- Mon,.. rl Si nl--- D-]o. 28, .979; 

April 4, u ;t U, 8, 
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Table 3 

Sexv.-ic. Ce tc%-; o. E LExterxrii-. 

Publ.llic , b" 

( 1nni. ]L.Ihon of .e . ;Ir'c) 

(.1) 
Amort i:,al:mon 

(2) 
ltverest 

(3) 
TOMLI 

Cha.rges 

(4) (5) 
.. Scani";3"." 'ico Cna.,.!" 

I .PO.. a; so o( b o Ocet-ed )Ex"po:,-, 

1979 

1980 

I 

1.902 

15.6 

18.2 

21.) 

18.0 

3.4.1 

17,3 

22.0 

25.0 

29.7 

35 .5 

63.0 

43.0 

.134 

1006 

963 

1100 

2.6 

3.5 

4.5 

3.9 

Source: Wor. 
MO 

&An. for 197(. .it 
, mqui bl..isW, dat.e, 

.- "ua,, March 1.980; for 



TA 
-ZTRENDS IN B~tY. CRK-:c'T - .. - q~ ,T MOEY' SqU~TV 

DEC. 2%, 1971 £C 7.IRTL Z': 3j'. 

Percent Increase 
Dec. 2 79 "- .. 

Dec. 28. 1979 Aril . 190 Aug. S. 190 at u.L r 

To tE C 
System .3228 16;7I.7"_ 2S.7 

ta Credit Extended
 
b -,yC 1,561 2, 08 2.195 69.6
........ 


-ezcsits . and3 S-v_.7ncs 

a ci ns 441 352 464 
 3.9 

Deosits o- Co-,-;ercial 
-
 ,716 1, 735 1,729 1.3 

excuonr go'.t.decosits) 1,408 1,531 1,269 -15.6 ' 

Consu- Price -ndex
(le. 19, : iC00) 114.8 121.2 123.5 23.9 2


(March) (Uune) 

contracn is .."-Th.. "ost v a seasona phenomeron. 'he money suD!.n is sub-. _t tcsharoseasc­
:1 ._:.-- ...., bctoLon -c ine -".st....-pl and e-z- in V'Tn,u_=,Go- oa.ot0eb. 17- .. . -79a-.:. 3n ote tha .n nu l 

7cu
at2 e- r, an1rate. -e 

Sorc:Cetrua ~..,ia-,o te M.netaric ..era-,a. 
-".jan.1_,1~2 3 _ ! 10. 130, and Tum.st 8, 1990. 
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C' I***' I T 

-*~ ~ ~ ~ Oq Or'~~ 'CpC 

surat LC)I' F-'rs 

~~~~~ ~ - j J 2 Ti I'-I-

.9 12 0A 9 1,2 4300 .20,0; 
-~v . ~ 

1 
~ 2,- 2~I 3 7 7 . 2 ' ~ 5 4 

/1 6 9 . SO0 

* )'ct~19./~ W 326 1i 4- - 81 5 3012 

9 ~9 
9 

3.pI~<9.-~ 

Tot-I Ex e 1 L 11)-' C, C9 ~1 21 .6u~~ 1.253C4 0~9- ~ ? 1 0 0 
* 

i ~ 62-~ -*7 .41 7 2 

Arno~~. 
- 3~6~-5/1U~a6Pe 300'-

-6 233 '0- IS 

*j I C -.C.i <rAo > , ---

nLF i4nj~)"l <41 

c 9-, < 49 
9 ~A~ 1 < - h ~ ~ 5' 4 6 ~~0 



TABL.E 6 

(In ViliiLons of r,i,:i(InM117ir..........r~ ,­_IY2. clones) 

7 -,,1-
:'~ 

i ~nsmt on ,',7 3.5 47 5" n -. < a 

5 3 2.5 2.7--.a C 

I ± :z....- .. 0 .--.... 4 5i~. 

SrcSs t7-.Er-,l Domestic- 795 6 4.2 629.3 -20 8 710.7 i2 86 

... 
_ - ­ -

tia 1700r ati 
-.. 

S I. ,,o;-3
7­

7 725. 5 3.5 

-a 305.6 17.4 445 0 -12.0 3 S 6 -12. 0 
Publ-c 246.3 - 0.1._3 25 .7-8 . 333..7 0-n 30 .S 

Chanres on inventories 43.7 - -70.0 - -L4.9 -

63.9.rts8 15 .5 849.3 23.1 769, 6 -9.4 

I s ­ 1,2.8 8 .3 1. 196. 9 -7.0 "1,206 

3.583.3 4. 3 3.529.7 -. 5 3,475.38 -S 

Source: aro2978-72 Central 3ar. For 1980. .ar-c.'.on..... Cet---ral Ban. 
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TiM CASE ]:(Y 

11NN>:X 

A~ M)0 1TL,T(:Q ov TO i 7Uf 

$~2 0 

In~ Itlvi; 

ME 3 2 )UTO ~ 

Jy.yj:;;', 

~ 

1 01. brpl 

1:0 Ni'I '-

surav yc'ine tIAW cane 

j ~ort.Cit U. (2 of 

for 

ra 

a 

il:;~ 

of .facts Um12i sugn 

1O~~2'~~'QC"-ALiy.iXq(c.PAIrc 

111H4 my '., 101i a~ 

;).I~. 

,. ltt Ias 1:110 a 

fcupaklc ox­

. 

Wl J. r i i i . \7a fw : i .c 3T: A:m i kes,~LIav! i ce 1C1 

banks, 

Spec .r:lCO..1, the IlujIor argume~nt s St abl.11shi nc neecd 

are as ojo.s 

I. Th'le ho)aJco of Pciymr:nts do'Fi c:t: tile Overall 

balance of y:.p'ymnts deAfi cit %xis e stc.iod at: about 11,'.00 IS1i :i o'n 

.15:in 1900 and to $20 Aim Ao 39PA. ( see .1).0 IWP 

2 * Thr o oi I C.. ,: leve] 'Ci\' netftIYl2)Qin.­

t ernm:. ojia 1r uP' w! :nu nwvtiv:1.2on April "I, 19'W and lAugost 



Anx .j 

0 i..-,j cla ,,". I 
; rm . r t e ";":,7 ]t,(,:I.­

"- Availa-l ID , o6
 



8,1L3~r9(Tr3ble 2). 'Vh-o of thac! ulv qold (to:hwas
 

1,CCID ))C.' whiol UK ZMAt] ~ r
 

'lhu, 'JF ILi6i ~j ~ .j k J ~ tu SI.;: in' 

3.960 'h n~, rl*1l a ai ~LLia.i~''mO±cforir.~. 

t'a C)pp1 theR* 'iJUct:Lor)1,11 0DPI of Ica.LJ ill 

pr:ivate Sector. This.{ devO lopmir.nt a.,; (2'to tl;,fiiwEz 

factors: 

a]oc~inoof sal es ;.Il thoLnor wrQ~ o;.'i 

to tho i 41I0W ( rosu ~iLL from'r clos}IVnjCOnca] ALPC30 .I-c,toy 

~t *r~ i Lc 1c rad cicavej~r:_ U1sa__L 

in 1Ti)4c Lv'. . at 

ca :~i~ rt 

as a re,,au it o( sii i anrd lal(or ii nraat 

h. ):.3~aC L:Lvipf7~c~iL~ 'lj.produhction 
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