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I.  INTRODUCTTION

The purpose of this revort is two-fold: (1) to present
a macro-overvicw of Bl Salvador's currvent cconomic sitnation
and outlook for 1980-81, including analysis of the balance of
payments, trends in money supply, prices, the GDP, cieolovment,
~governmment revenues anc cxronditures and the current nood of
the private'sector; and (2) byxiefly stete the economic justifi-
cation for a Mission-proposed $20 wmillion nKSP pProgram Lo fi-
nance imports of essentiol raw matoriale and intermediato goods
by the industria! scctor for the purposc of éssisting'in the
reactivation of the Salvadoran oéonomv. This Jucstitfication ip-
pears in the amner of this roport.,

0P PAVMTNTG

ITI, MY BALA0

The balance of payments projections for 1980 and 1981
are presented in Table 1. 1n my rrevious roborts, I bhave placed
my own projiections alongside the unofficial projections of the
central bnnk,. However, the central bank's current unofficial

projection strikes me as reasonable and conscervaltivae, and 1 have
accebtzd it for bhoth years., 1In the case of certain key items
such as imports, the net private capital outflow and the offi-
cial capital inflow, it was agreed” that it would be prudent to

definc a range rather than offer o single figurce. Thus, twe
] 8 '

alternative estimates wele made for both 1980 ond 1981,

*By the technician in charge of the central bank's balance
of payments section and myself,



The detailed assumptions underlying the projections are
presentoed in the footnotes of Table 1, The moin concluszions
are as follows;

1. The overall balance of payments deficii. may bce a man-
ageable $100 million in 198C; however, for 1981, the outlook is
for an incrcasc ol the deficit to a rance of $150 to $200 mil-
lion. As wc shall sce in the following scction, El Salvador
does not have the “ntemrmational reserves Lo dover the comn-
bined deficits of 1980 and 1981 unless the authoritics agree
to sell their gold stock, an option thoe authorities do not
consider feasible for both political and economic reasons
(discussced further in Section II1T).

2, The 1981 projection must be understood as being

"requircment.s® orx "gap" oricented. Specifically, the Salvado-

ran authoritics cannot actually tolerate a decline in reserves
of $150 to $200 million in 1281 on top of a decline cf about

$100 million in 158C. The decline in reserves projected il-
lustrates the magnitude ofvthe foreign.exchange resources gap.
It is not a precdiction of what will in fact take place. in
practice, the authoritics will have the following options:

(a) scek additional oxternal {inancial assistance, eithcer in



the form of official loans,?* new loans from the conmercial
banks or additional assictiance from the MP in the form of a
sccond and thivd tranche stand-by (the avthorities are most
reluctant to fellow this course); or () cul down on 1nnorts.
Since the latteor were concevvatively projecied to increase by
only 15% in 1981 over 1680, most ¢f which is likely to be
taken up by infliotion, a cut-back in imports is likely to bo
inconsictent with the reactivation of the a:cchuonu' nosl year.
2. Baports werc projected to decline significantly in
1980 and to contract further in 1981 as a result of reduced
producticn of coffce and cotion, Coffce sales in 1050 wore
depressed by institutional problems {(abolition of the private
coffer company and substitution by the covernment controlled
Coffce Tnstitule) as well as by currently depressed prices
which caused the Institute fo discontinue sales in July. Cof-
fee exports are projected to ﬂociino further in 1981 as a re-
sult of rceduced production (owing to neglect, shortages of
fertilizer and insccticides, and inroads made by coflfee rust);

and as a result of reduced stock carvy-over from prior years,

FRGdiCional ol FiciaT project-relaled assistance would have (o
be acconpanicd by a significant imprevoment in project imple-
mentation perlorwance 11 the additional funds are to be of
much help in Linoncing the 1281 deficit.,
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4. A sharp decline in cotton exports was projected for
1981Aas a resull of a significant (20 to 259%) cut--back in cobt-
ton preducticn rolated Lo fear and uncertainty in the countiyyv-
sidce which interiered with nlanting, as well as reluctance by
growers unacyr enrrvent political conditrons to incur the high
cost outlays associated with cotoen produnction.®

5, Exports of goods (wmostly manufactures) to the CACH
were projected to reeover in 1981 to the 1979 level on the ao-
sumption of the implomoentation of the cconomic reactivation
Proglan, |

6. Twoorts were projected to increasce in 1981 by about
15% in current prices on the assumption of the implementation
of a reactivation program on a wmodost scale.,

7. Az oa result of these assumntions, the current ac-
ceunt doficilt is projected Lo risce substantially -- from a
surplus of $11 million in 1979 te a deficit of $94 to $170
million in 1980 and to a minus $290 to $370 million in 1981
(sec Table 1). It is hopcd that this increase will be par-
tially compencsated by a reduction in the private capital out-
flow in 1981, Nowever, even undaoy the most optimistic

It 35 helicved {BAU a substantial shift of lands Lrom cotton
to graing, particularly corn, has taken place. Costs of

3
4

planting grains are much less,
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assumptions with regard to the private cavital outflow and
long-texm capital inflow, a significaul incrcase in the over-
all bhalance cof payvments deficilt aprooears unaveidable unless ad-
ditional long-terw financing can Lo cocured or imports held

down to the 1280 level. YPhe latblor would incwitably mwean a
2

cut-bacl in real ferms (since Jmpors prices ave likely Lo in-
crease in 19¢1), which in turn would make it inmpogsible to
inplement even a modest ceonomic reuotivation program. *

IIT.  JREEDS 3N TRVERRATTONAL Toos L ivig

PR

Trends in both gross and net international resorves
for the poviod 1275 throuvh August § of 1900 ave presented
in Table 2. HRole that the level of reserves reached a peak
in August of 1979 but declined shoxply thercalter., Mot
international rescrves weve 5292 nillion on hAugust 1C¢, 1979,
then declined to $135 million at the end of the year. Thoy
dropped to a minue $14 million on April 4, 1980, but have
recovoered somewvhelt since, L understand that the reserve sit-
vation was much wore scrious in.Junc~Ju1y 1960 (than in either
April or August) as a result of the paralysic in coffee eox-
poxris, but no figuwres for these months are available.
FING government will attemst to roduee the fmportation of
clis<7ictﬂioxr!r}' cousumer goods to increasce the availability

of fourcign cxchunge Ffor raw materials and capital goods.,
Howevery, the cxtent to which this can be done is limibted.
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Tt is clea: that the country's international rescrves
arc insufficiont to cover the balance of paymants deficit
projected for 1¢80-8]1 unleoss the avtheritics decide fo liqui-
date their cold svock., That =tock is valued at $21.8 million
on the basis of the old officicl price of $42.22 per ounce.
The current market price of gold is about $650, At that
price, the ¢21d stock would be worth about $235 million.
After deducting the value of Lhe gold pledged as collateral
for some bank loans Lhat the anthoritics neqotiated carvlier
this ycar, thoey would still be lofb with @ net amount of
S265 Lo $260 willion thch, i1 A were fully disposcd of,
might jush aboul cover the balance of paynents deficics
projected for 1950 and 1981 in Table 1.

The aurhoritics awre understandably reluctant to sell
their goid for both sentimental rceasons ("we cannot sell ouv
natioral hevitage") and practical considerations. The latter
include the fear thot the move would further undermine con-
fidence by the private sector and the foreign finmncial com-
munity, thus concouraging capital flight and moking it more

difficult to obtain loans and foreign investment; there ic

also the fear that the move will be politically cmbarrassing
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and give risc to accusctions of mismanagement, The governaent
vicews ity gold stock ag a last-ditch rescrve to be uscd only
in case of dive emergoncy.
TV.DERT SERTCE ClRiaes

Fortbnatc]y, Y Salvador has traditionally followed a
conscrvative policy willh regpect Lo exiternal indebicedness, and
the ratio of debt scervice charges Lo exports is relatively low.
Data on debt service charges on thoe thurnnl'public debt, pro-

sented in Teble 3, shoew thatt the percentace of debt service
chirgon (Intovest plus cmortization) as o percent of mevalion-
Aise exporte ranges botween 2.0 and 4.5 porcent over 1670-32,
This ratio may increass somevhat in futurs years as a rosult
off L Silvador's currveut Lalance of payments difficuliios and
its need to rescort to fnorenced covmercial bank bhorrowing.

V.  THE MOWWTARY ACHRV.GATES 200 s DRUCl 1mveT,

Data o the major monctasy vaviables arae prosented in
Tabic 4. The monctary ovtloos lools less distarbirg now that
it did in mid-Jdunce,  Yor example, between becembeor 28, 1979
enc hpril 4, 1980, tetal bank credit erpansion proceocdea ot
an anual vabe of 51%. On the other band, belween Déccmbor
23, 1979, and August ¢, 19860, the annual rate of increase

declined to 27%. Similarly, total credit extended by the central
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banl, which increasing at an annual rate of 134 o between end
of 1973 and Zpril 1980, iz down to @ rate of increase of 709
forxr Januiary--ruogu, L 1220,  The noney supply actaally declined
betweon the ond of 1979 and Augusi 8, 1980, though this iw
mostly a scasonal factor.  Duving the Ffull twslve-month po-
riod cnding in August 1980, the meney supply cnpanded by 19.4%,
which compnres with an average annual rate of increase of 359
for the first quinter of 19¢0 (nce Pobhle A ..

In my June 22 yeporvid, T noted with alavm the ragnitnde
of the burdget in the govermicnt's Mationa) Irmesgoney Plan,
particulavly the catent to which it wios o bo financed firom
internal sources.  Indeod, the Plan provides that of a total
financing rvequiiciant of (1,600 million, ¢517 nillion** would
be financed from internal sources.  Yhis amount c:oﬁs.:titutus

58% of ihe money supplv in civenlalicon ot the ond of 1979y,
Fortunately, it now appoars that no a tlomets axe being
made Lo attain the ambitiovs cxpenditure torgels set in the
Plan. The centrdl bank dis keenly aware of the inflationary
impact that coentral bank firancing of the Plan's huge finan-
cial gap would entail. In addition, the Junta has also been

TTGLINL L nGarous 1y hiigh, .
EApgqual e $3760.8 million at the official exch nge rate of

UssLl=e2,50.
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cauvtious with respect to the increase in actuwal government
c:qﬁﬁ'h?lLAJv:', both curiont and investment, that it authorized.
(This poi int Qs discucced further in Socolion VIL)

The bhohavior of the price level daving the first half
of 1980 wnderlines the need to Proceed with great caution in
the arca of nonetar Y oand fisceal expansion.  Betwoon December
1978 and Docombor 1972, the consuner price index increasaed
by 152, while during the £3rst oix months 0L 1980 the annual
rate ofl incrouse accoelorated to 24- (Table 4) . The continua-
tion Gf cueh o rate of crpunsion for another six to twelves
wonth poryod conld make it difiieall Lo medntain Lhe current
exchange rato,

I understand that the monot ary fn:ogpran1 for 1980 calls
for an expancion of tolal bank crodit by 219 and for ecentral
bank credit hy 269,  9hene ratoeg Uf increase are understand-
able in light of ihe i) Jiguidity of the benkiing system, the
shortage of worling capital din the private scector and the
neced to ceactivate the cueonomy.  Still, §f continuced hevond
1980, such rates of jpnercase would be Inconsistont with thé
reduction of inflat Tonnry pressurc,

VI GOVER T BBVEIULS AND BRI ITURES
The eontial bank'a unoficinl projections of Central

Government revenues, exponditures, and the deficit for 1980
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arce presented in the last column of Table 5. Note that reve-
nues are expected to boe ot roughly the same lcevel astin 1979,
which 1s 10% holow the level projected in the Emerqgency Plan,
On the other hend, currentc cxpenditores ave also oxpected Lo
fall eignifacantly below the target budgotod in the Plan --
by 22%. ‘Thua, 1t appears thabt the vovernment has pursuced -
at lewst so far -- a consarvative Iisaal policy, hkeeping ex-
penditures in line with the availlobhility of f1iscal resources.
Capital oxpenditures at 0200 million oaxe reouohly in linc with
those scheduleo in the original budcet and din the Lmergency
Plan.

The projected overall deficit of ¢300 millieon is some
755 million below the awount scheduled 1n the oriaginal bquét,
and falls short by ¢147 willicn ot the amount provided in the
Emergoency Plan.  Thus, thoe Central Government's fiscal opera-
tions now appeay far less inflationary than thoy did at the
time the Plan was publichod three monithe ago. '

The rocord so far suggests that the monetary-fiscal au-
thoxrities ave aware of the need to hold down public expendi-
tures to a level that can bhe accovvandatead by aveilable ox-
ternal rocources, the surplus in the budget's courrent account
and thoe very ltimited degroee of internal credit creation that

the cconomy can absorb, given the constrainte imposed by the



objectives of moderating inflationary pressurcs and the balance
of paymoents diceguilibriue,
VIil. GDEF AND LMPLOoYMBnNT

The centhol bonl's current 1980 GDP projection (in terms
of constant 1902 colones) appears in Pable 6. It anticinotes

a decline (in veal teras) of only 1.50 in 1950. Howaver, this

centrl bank projcetion mact be undervetiood as heding no moxre
than a target which is most unlilcly to be attained. The Min-
istry of Planning informally projects a decline of 2.5% in the
1980 real GOP on the agswanbion of wrploenentation of the Ewmer-
cgency Tlan,  Without its dwplementation, the GDP ds expeted
to drop by ot Jceast 5%, Tu my view, the expectation of cven a
5% decline on the real 6D ds still optimistic. Given the
fact that private dnvestmont must be erpeclod o be very low
this year -~ perhaps even close Lo zero -- and that this de-
cline is certain to have a multiplicr effeclt on income and
congsumption -- I would p.oject the decline in the real GDD
to be in the range of 6 to 99, .It is obviously too late in
the year to hope for implementation of tlhe reactivalion plan
in 1980,

There are no official statistics on uncmployment, How-

ever, an cstimate was made by Custavo Leiva, head of a toam
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working on “Social Progress Indicators” for the Ministry of
Planﬁing in L1 Salvedor under o ROCAP concract. On the basis
of a sample sueyvey conductoed in Jomuary-Felbzvvary of 1980, he
concluded that the "opon” unewniloyment ralo was only about
7.5%, but that ebout 56% of the vork force was under-cnployed.
After soeducing under-cmployment to an opoen unciiployacnt equiv-
aleat level, lLeoiva concluded that the overall unemplnymcnt
rate (inclucive of upder-employnent) was 3050

The nwaher of workers in the menufootur ing ascctor that
lost thedr jobs Qurirg the veoar cavly in Pobaary of 1980 is

:

estimated ot over 15,000, vhich counstitoles about 200 of tho

4

labor force ciplaved in "large" and Mwediuvn” manulacturing
establishmenis (defined as those thot employved more than 5
peoplae) . Uncuwployment in the constryueition industry was re-

cently estimated ot 60% on thoe bhois of a sample survey. As-

smiing that leiva'ls 384 figure is on thoe hign side, we hypoth-

.
)

esize that 30 to 35% of the tolal Salvadoran labor force is unem-
ployed alter converting undex-cplovmrnt Lo an opaen unemploy-
ment equivalent basis.

VIIT. TR VEERPODI OF 195 PRIVA S5 CTOR

T found the privnte sector consideralily more optimistic

that during my previovs visits, st first Llush, this may



appear surprising since violonce, which the pidvate sector
still viows as its mojor problem by far, has not abated. ‘he

noewspapers record the toll: the daily boedy count is 25 to 30;

I

Lidnappings, bombings oid burnings of. businces ostablishments
are continuing (the roctourant La Covrela was burned during

my stayl). e destrvction of buses has become the leftiot

favoritin L;e,';';'g;(.:t with over 10‘0” V]Z‘c:p()‘:r'lzvvfdly destroyed so far
’(21-13'5; year. the left apparontly still doaninatos many uniong
as attested by the 24-hour j,l'x'l'«‘é,':.rm.;:tj<m ol all power produc-
tion which forced the govermunent Lo mililtarize all power
inscallavions and othor key public services.

Yet, tho outlook of the private scctor leaders I have
interviewed was considerably more up-beat than on my provioas
vigits. Hajor factors Lehind this change of mood include:

L, 9here de considorally m..oro ailalogue between the
privatbe sector and the Junta, The privato sector fecls that
its vieupoint is much better undoerstood,

2, The armed Forces arce scon as playing a moch more
active role. Declarvation of the state of siege put an r.-nd' to
the mass strect demonstrations that interrupted all productive
and commereial cotivity,  The armed forces are seon as carvy-

ing the var to che enemy,  Gnerrillas arc pursued and. engagoed.



The private scctor was cheered by the capture of Samayoa, the
formér Minister of Bducation turned guerzilla leader; and foels
thet it g ro longer thoe only ov even Lhe main targot of leflist
violence.  The active role played by Lhe scecurity forces hae
reduvcaed the amount of prossure that the extrene loft is able to
bring to hear against the private sector.

3. The cextrems Joeft has unwittingly promoted an alli-
ance between the Junta government and the private cector
through indicoriwinate resort to violoncwe. For a while, the
strategy ol the governmoent wis to placate the left.  VWhen
that policy failed diman)ly, the government had no alternative
but to ancwer force with force. In the process, it has al-
lied itself with "the productive forces,"

4, The private sector wos encourdaged by the failure of
the two recent attompbod goneral striles in July and August.

N "

"We were in this cocothor with the govermaent, ' they said.
They feel that these strikes have marked a turning point in
the attitude of the QOVurnment. Previovasly, the Ministry of
Labox auvtomatically took the side of the strikers, forcing‘
businesces to continue the full payment of wages to striking

wvorkers, This came close to Lanlorupting a numboer of firms.

Now, the govevnment has shiftod its stand, considers the



strikes disruptive and illeyal, and has dropped its demand for
wage payments Lo strilers,

5. The private scctor is alue cheercd by what they per-
ceive ax increansed cooperation of tho poﬁu)ation with th: au-
thoritics, 9%hey feel that the public Is tived of the violence.
Public indifference hag given woey to cooperation with the au-
thoritics. They see the left as having beoen rejected. People
are less feasful now that the authorvitics arc fully coimmitted
to the strugale,

6. The police and the sccurity forces are also scen as
being rors coffcoliive,  The installation of Lhrece telophiones
inviting hints from anonymous callors with reoard to suspoected
._gLMl‘Ii}Jii holdouts has triggered o nmamber of succeseful C}Hzéku
dovns and discovery of arms caches,

Ttowas made clear to me that ihie above does not mean
that the private roctor likes JRG policy or thal it thinks that
the reforms launched carly this venr wero well-advicsod.  The
private sccetor is still critical of the reform prograwn, noting
that no compensation has been paid so far and that the rules
of the gawme still have not boeen cleaviy defined, Thﬁre is
still feax that confiscations may extend o new arcas.  The

banking and foroign commerce reforuas, in pavticular, arc



described as unncecessary and are viewed as doing more harm than
good., sti1dl, there 7o a feoling by most private busines.cmoen
(at least by thoze that have nol been directly aife . tod by the
reforms) that they con live with tho‘x’n', and that the groastest
threat by far is the continuing violence. On this scorae, T
found, for the fivst time, sreal hope along with a detcrmina-
tion to hang on,

IX.  SUMMARY ZND CONCTUSTONS

1. The current account of the balance of payments

=1
.-
¥

moved from a slight curplus in 19749 to a projectod deficit of
$95 to $170 million in 1980, depending on the behavionr of im-
ports ducing the bhalance of the year. Next year's current ac-
count deficit is projeclted tc be siguificantly higher -- in

the range of $290 Lo $370 million (line 5 of Table 1),

N

Main factors behind Bl Salvador's balance of pay-
ments diffdiculties include reduction in the mavkoeting of
coffee (in 1980), and in its production (in 1941); and a
sharp reduction in the production of cotton in 198). The de-
cline in the cxpertation of manufactuved products to the CACH
in 1980 5 also « contvibuting [actonr.

3. On capital accomnt, the substantial private capital

outflow in 1979, projected to continue through 1980, igc
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contributing to the balance of

in the not capital inflow on

payments problcoem.  The increa o
"ofTicial™ and "banking" accounts
arc not suificiont to olfncet the negative Tactors (the privoatoe
capital ouiflow and {he deficit on current accouvnt). The

1
¥

result is a scerioue diseguilibrivon in the overall balance of
payn‘u:nts; projectod at about $100 wmillion n 1980 and at 3150
to $2)06 wmillion for 1981 (lince 7 ol Table 1).

4. The dlevel of dntornabional roscrvis is far too low
to permit the financing of those deficite. Imports will cither
have to be cut back or additionat nancing socureda.  The
Turther cuthack of dnporls woald probably make it dmpossible
to dmplcuent the cconomic reaclivation program next vear.

5, ]?‘o;:L‘nn:xt.ch, the countuey's debt scrvice charges are
still very low., Tho 1.‘&:1.,5,.0 of dubt s;cl"\zic.rﬁ charges to wmerchan-
disc cxports fluctuates between 2.5 and 4.5 percent over 1979-
82.

6. The monetary-fiscal picture is more cncouraging that
Lt looked two months ago. Stil), the rate of increcase of total
bank credit, and particolarly of central bank credit, that has
taken place so far this year and is schoduticd for the balance
of the yeox in the 1960 Monctaxy Program appoears hiah., 1L total

bank credit chould continne to expand Ly 21% Zn 1981, thore
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vould be little hope of achieving a reduction in the rate of in-
fletiern whiich hag been running at an anpual rate of 24¢ Curing
the {irst half of 1980,

7. Central Govermnmeent rovenues have been falling be-
hind target, bat the authoyities Lave cempeonsated by also
holding down curient cxponditures.  Caopisal expondilures ars

, L n . - . R b e PN - e U . ] H - . S0 TN
expecioa Lo bo approxinctely oo budgetoed.,  9he overadl Centrol

Goverveent delicit in 1980 1is now projected at about (300 m3l-

-
-
o}

Lion, cubstentinlly sbove thoe 1879 level bob gtill seme 239

helow 1he loves bodgetoed in the Notiopn)

Brorgoney Pinn
There is increesing evidence that the Plon will nob ho im-
plemented -- ol least nobt to the crtent ity badget calls for --
as Lhe mecting of dts exponditure targets finonced, in large
paxt, by intcinel eredit creation would odd substartially to
inflationary prossures.

8, The 1980 GDP is proiecied to decline by some 6 to
9% in real toyms (the government ic more ovitimistic), Un-
enployent ~~ dncluding allowmee for undor-employient -
Jo estimated ot 30 to 350, thoush reliasble data ave lacking.

9, While tle Jevel of vicelenve is contining unabatod,
the private soctor is oncouraged by the active role assumed

by the sccurity forces, the failurce of the general strike



called in August, the perceived rejection of the left by the
Sgeneral popalaticon, and the fact that the government, in its
bitter strougygic with.the cxtrame loit, Lo seen as naking cons
mon cauoe with fhe private sccetor,  Cownunicabions botwoon
the privutd ccctor and thoe government have imnproved mavkoedly
in yecent wonths,  Still, it is far too early to state that
the general scecurity situation has inproved or that an end

of the viclence is in sight,
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TABI 1

EL SALVADOR: ~BALANCE OF DAYMENTS

TG ECTTUNS TRORTIOEE T ) Faa

(In Millions oy a.¢, Do sy

19/2 19860 1981

L. Exports (rom) 1, 134 1,00 )G 9)_8 963 963

Coffeol/ 685 589 569 525 525
Cotton?/ 88 86 80 64 64

Suyar3/ 27 11 11 19 19

(2}
el
(%2}

Shazimn 12 14 12 1

Other (to rest

of wWorld)d 51 60 GO

%]
2]
($2]
[oa}

To Chemt/ 272 2680 280

oo
[S2]
o
N
=

2o Imports (C1F) 5/ ~1,040 - 960 ~-1,027  -1,100  -1,180

1

3. Sevvices (ier) 2 - 140 ~ 180 -~ 180 200 - 200

4. Transicrs (Net) 56 . 40 40 50 50

[
.

Baiance on Cuy-
rout Acocount 11 - 94 - 169 - 287 - 367
6. Capital (nNet) - 119 -
?/

Privatc

{w
~
)
T

N

1O
.LJ
(@)}
o

officim 8/ 40 87 87 90 110

Bonking Long-
; .

Torms /s 33 115 115 80 ‘ 80

7. Overall Dalance - 108 - 97 - 97 -~ 147 - 207

Source: ROCAP Beonomic Advisor with subotantial assistance {yom
Rescarch Doepartmont of Cenlral bLank
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Footnotes to 'Jj‘;a.l,u]; < 1

1/Coffee; For 1980, ansumpltions as follows:

2/Cotton:

s

Sola during fivst hall of 1560:

1,700,000 quintales at $170 per quintal
Projectel to be sold during rest of year:
2,000,000 quinteles at $150.p0r QUintﬂl
Total Tor 1880
Yor 1981,
Exportable cmount ffom 1980/8) cron:
3,000,0C0 gquintales
Carry over fvowm prior year: 500,000
Toteal 3,500,000 quintales

3,500,000 at $150

Yor 1880:
From 79/80 cron 1,150,60 quintales
rom new §0/81 crop 50,000

Total 1,200,000 quintales at $71.5
TFor 1981:

198071981 crop (25¢ reduction from

1979/80) 900,000 guintalces

Less exnportea in 1980 - 50,000

Less internal consump-
tion ~200,000

Plus amount cported
impor ted 1951 frow noew

1981/82 crop | +150,000

— L

Total cexportable in 1981 800,000 guintales

S284% mpillion

300

$589 million

$525 millicn

$ 85.8 million
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Y

800,000 guintales at 380 pex quintal
A/8ugar: For 196
800,000 miintales at $13.40 ﬁor quintal
Yor 1u81:
Totul cxpoyxtable creop is estimated at
L,025,000 quintales
Sold in wwlvince (in futures market)
at $106 por guintal:
875,000 at $16
Available vo be sold at market prico:
150,000 qninfnlnu at $320
Touéai

4/0thes Products (wostly manufacturas) s

$64,0 million

10.7 million

14.0 million

4.5 million

$18.5 million

Four 1980, covvcrvatively projected on basis of exports

during Joouary~Aprilc1980, (Exports to the CACM over

dJamuary-spril 1980 were $101 willion, or $304 miltlion

at. annuad. rate.)  The projection for 1901 assumcs

a modeyaic recovaery over 1450, though cxports of these

"othor qouods" are st31) projecied to fall below the

1979 lovel in real torms.,

S/Tmports: For 1980:

Obtained by prejociing actual imports over January-May

at annuel rate.  (The high figurce is based on forcign



exchange tronsactions, the lower onc on import licenses
.iss;mz'd .)
For 1981;
Projected at: 15% above the 1980 level,
6/Net Seav ieeo:

some dincvease in the net deficit on service account is pPro-
jected for 1981 as a result of increases in interest pay-
ments on foreign leoans,

Z/ Nel Private Capital Outflow:

Projected by the Central Bonk as a residaal, The Central
Bank cstimated the moocimum deeline in foreign exchange
reserves that Gt would perait —= about S40 millicy —-
then estimated independently he other ilems in the
balance of payments, exeept for the net private capital
outflme which was obtained as a residual. The country's
shout-temn indebiodnoss (Lalling dv s in 1960), with ex-
pected coffee stoahs pledged as collateval, is cstimated
as follows:

Outstanding Indebtedness of private
Coflce exporters (as of Dec, 31, 79) US$ 45,0 million

Outstanding [ndoltcdnegs of Coffoo
Institulbe s of Do, 31, 779
(direct doanns and advances) 107."
Totadl Pobi Cutstanding with Coffecn
Pledged as Collateral 242,0 millicn
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8/0fficial Jong-tern capital inflow:
Central Bank projection.  The alternetive (and higher) projec-
tion for lusl xe®ects the hope Lor an increase in 1¥1 funds
to Dinance the reoactivation progrom,
$/Includes only crediltys of over one year. The decline in 1981
refleats the fact that El Salvador mav not be ~ble to obiain
additiona] mediwa-term loans from the Central American Monetary

Stahilirvotion Tund or from foreign commercial bhanks.
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;.IJ
dollarvs)

lh,txun11

'nd of Year

1975 : 127.6 130.1

1976 213,8 205.6
1977 233.7 205.7
1978 : 282.,0 234.4
1979 161.5 134.6
April 6, 1979 296.0 269.4
Auguet 10, 1979 311.0 291.7
December 28, 1979 161,5 134.6
Ap:il 4, 1980 104.6 - 14.4
August 8, 1980 144,8 - 2,1

Source: banco Ccutral e TPeserva, Pﬁvf“kx “O‘“Ul] for March

1960, and Reporic hnn«\11.~ Somanal Lor Dee. 28, 1979;

I

April 4, 1950, and August l'“LU‘U" .




Qkﬂ)lt: 3

Service Chivgos on Ui External
‘ Public Debt

(In nillion of dollars)

(1) (2) (3) (4) (5)
Amortisation Intcrest Total Hewchandise  Service Charges
Chanrges Lponis as 9% of
(Projected) Exporis
. "~
1979 15.6 14,1 29,7 1134 2.6
1580 18.2 17,3 25,5 1006 3.5
1581 21.0 22.0 A%.0 963 4.5

1932 18.0 25.0 43.0 1100 3.9

Source: World aonk for J974. Revisia Mensual March 1960: for
). >
“

1980-02 0 unpublisied date,
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INNEX

AT

CMTLLTON B08 T0 TTHANCE

Inoithis may, T owill beicily sumasoize the case for a
$20 million LT progesm to Minance the dmportation of paw ma-

con Tor the dndvetrial secton,

terdals and dntomarddaty oo

Pl

Cdung -

The foreaming maoro-2conomic suevaey presints 2 numboen

of facts thot support the nood for a progeas that has the fol-

lowvirg chorcacteristios, (&) poovidas

forzign ex-
change vo coven the halance of poyeom o deficit; (b) dis quick-

disburcing; () assists the privete sector, whoose supply of

-

working capitol was adversely afloctod by steikes, viclonco, Uhe

reduced Liquidity ol the badding cystom and the closing of
the revoiving Iince of credit traditionally provided by forcign

banks,

Specifically, the wmojor arguments establishing nead

are as follows:

1. %he balance of payments defdcit; the overall

balance of peyments deficit was estimated at about $100 million

an 1900 and S150 Lo $210 milliorn dn 1901 (cee Tuble 1),

2 The low level of dntermnational »ecerveass  net ine

ternational resercos wore negative on Apeil 4, 1980 and hugust
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8, 1980 (Table 2).,  The sale of the cuuntvy's gold stock was
snodn Lo be an uncitractive alternativo whdeh the anthoerivies
would concider onldy dn on o exUrems e ngeney,

b ' Ve

3. The P ook Coaaia Ly acoline wyYu to /.,,\ AL

1960,  The unomployient rato (with alliovancs fon wnder-eaploy-
ment ) vas estimatced o prange trom 30 to 35 porcent,

4, Reduction din the supply of wocrking cepliald in the
private sector, This developmpont is dvoe to the followiag
factors:

a. Decline of sales in the dnternal market owing
to the contraction of incomes (resulting from factory closings,
strikes, threat of violonos, roduced erports, and sharp deoeline
in private invesimont),

b, Direcl interfepoence with industrial production
as a result of strikes and tabor unrest,

c. Lavge-scale copital flight in botic 1979 and 1980,

d, Dbifficuliy of obtainiug credit from domtsitic
banks as a result of the reduction in bank liquidity (dve Lo with-
drawal of deposits, capital [light and delays in the recovery of
bank loans).

e, Reluctance of forcoicn banks to renew traditional
Lines of cpoditt op make new loans,

to document the lattee point, AST repvescntatives

reported thot they particivated in a mission last June to persuade
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!—-:.

U.8. conmerceial banks to po-open traditiornal lines of credit,
The awount sovght was only $60 to $8U wmililion, The mission
wae a failvre, U8, cowmrercial banks dilomed the delegation
that no Joanc could be contaaplated as long as tranauility 1
the countey was not restored,  The central bank received the
SAME MGSHAUC,
TT. S VRGHTINED OF THE NEED

What ds the overall anmuad Dinercial pequiremant for
the dmportevion of ravw meterials and dntewinediate gooeds for
the indiotrial scctor?  Two estimatos were made available to
me,  Dala propared by the contral bans (preoontod dn Frmex R-2)
shows thot Lotald duports of dnternsdiota aoodo wees @958 miilion

($H59 mitldon) in 2978 ard ¢oab wiliden (D287 mirlien) dn 1979,

’

'

The scceoed ectimate by the hscolacion Calvadcoroeiia de Industoria-
les (A81) is sowowhat highor: it cotinatos the anmual require-
ment at 403 million (cee Runet L-3),

Thoss eotboates vefer Co the Lotal dwmport requirerent for
rovw pal orials and dntermadiate goods, nov to a foreign exchawge
gap. The oo ot of Chic dmport reguiseomont will be covered
through loreign exchiange eaiings aerdved Lrom Uhe export of primary
products and menulactured aceds (Uhe latter mostly to the CAC CM).

The total fcv-ign oxchange gap in 1861 was estimated in the balance

of pajymonts analysis at $150 to $200 willion,
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oo MO h=%), Foreover ) Uhvis
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Tour nonthsg,

dugote BRl, da of credait
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scector of only ¢I67% miltion (565 million)

by thendng over threee times a yoear, genepate a tolal

Coof #4900 willion (¢163 willion ¥ 3) per year,

196 w0 o,

proportion of this pequivorcnt will be mot by the

14 ds expected that there will bz a sultiplier
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$20 wmdldiion din foveion

provide undew the BEST., The Coentral Bank would be

alt Jeast anothor 520 wdllion in mateh-

avarlaedle

- - e e aya v
Thus, a winduirp of 240 willion would bocons availlablae

T Thet e woudtd tues over Thnoe
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ITL.  THE RERSPTCIRTING

-

While Che vrebiory Leneficiavies ace the companies
receiving the coedics, the benefits will boe broadly disseminated
in the cconowy,  The dnewcacse in uremployrent in the manufacioeing
sector durving the 12 monthe, ending in February of 1900 Qs wotinar-
ed at 15,200, Hopofully, Uhe wecaployaoat or many of these would
be made posoibla by the reactivation oi the indusirial sector,
Consumzrs ciand  to benefit Jrow dncrecsed dndustrial preduction,

vlhvile producers in the agricultural soctor will expervienen an

incraeace dn donand for thedir peoducts,  The fépoign oxchanoss gap
will Lo roduced to tha extent thgt a pestion of the dnerensad
marinf ootielny oulput made peerible by the program can be menketad
abroad,

Sti1l, it wonld be most dC‘.’in.'in]‘)],F)"L‘,O degcign the project

s0 as to encure that snall dindustzial octoblishmants ave included
among the dirvect Leneficiorios of the ercdits provided under the
project, Tt mechonien for charmoelling funde to thal scetor
exints, It consists of the Socicdad de Comereiontos e Industrda-
les Solvedorrihas (O0TS) which hos some 2500 mambecs, dnolading
500 ¢wnt) dndustid o) enterpyd sesy the Pondo de Pinanciandoento

y Garantia para la Poqueiia Daprosa (PLEAYE), an aulonomous public

institution vhooe primery function is to provida snill loans to

small entevpndsos; ™ and the Cooperativa de Cyddivo y Rhorro para

9’Iﬂ35f7"1‘YiTﬁ]frflf"E7f"'Y]?:ﬂT:R‘ e donns st have assets of noomore then
FLO0, 000 (540,000) and no tess Lhan ¢0, 000 ( S1000),  They alos
must hdxﬂ A omiuinn of Ul omployees,



vi

Pequeiios y Madianos Cowercianten o v Industriales, a credit coop

which, acoosding to fhe dntorpatdon provided to ma by the

;
President of S000, du the nost of fective organiaaliee for

.

chammeLling eoodiv o swed Lodnder Codal estobliohaente, [U
e

strongly recomssndoed that $% mildlion b get aside fcor lending

1

to small irnduntrial centerpelses threough TLCAPE
Note that the major neod of the small indesteial
enterprives is not Lor foecoign exchanga but

KRR

as nort of ¢his

loans,  Jhus, the Centeals Bands would he &
project, to cal aside o revolving fond of /7.% millicn colonts

(]

(equal to $3 willien) To lend i local curvency Lo small dncus-

trial cstablishments thion TOAYT and the coopeorative,
V. SO KRV TR

1. Why docw our assistance have to take the formn of
an ESF grant vathor than a 20 or 2L-year developmani assistance
loan?

civen L1 Salvadox's 1nﬁtrmn3 low curyent debt service
ratio, it is certainly true that L1 Salvador conld sevvice a long-
term losn on concessionavy tomne,  lowever, the bacic condition
for FSP asuistance - critical ecconowic and political conﬂﬁtjuns
is cortaindy met in DL Salvador ol this tiwe,  Mopeover, the type

1

of assistance et DL odalvadon nowds ds quick-disbarsing balanes

of payments aseistance which the LGF projran has boeen designed

and the cooperalive.



to provide, Project assistance, while essential (o EL Salvaldor's
Long-temm developnent requirenonts, would not meet the present
enmeraoney need neacly as well, pavticonlarly, da vicew of Lhe [act that

N

the cvrpent pipeline of projects (and the diclecation cavsed by
the policical turmeil) ds alrcady severcly stvaining the implemernt-
ins esracity of the buvcaacraoy,

2. Ts the shovtage of working capital that the FSF
program is addrossi ng the most dmportant bottler < ¥ to economic
reCOVCLYy?

Adimvitted)y, no.  The wost dnpoertent obhstucle by Fap
to economic rocovery ic the stote oo viclonce, Howover, the ab-

1

sence of worliive capital Sn the dndusiric) secior is a sianilicaont

obstacle to that sectoer's racovery.,  lailure of th

2 cconony Lo
recever would wean pervsisience, or even aggroevation, of the prescnt
serious vnenelovingut problem which nzy pave the way to fuether
violenes and aake the job of pestoring ondenr nore difficult to
achieve,

3, Will the fonds get to the people who need thom
the most?

Disbirsomonts will olvicusty have to be monitored
by the Mission, 5y providing thot o set amount bo chammaelled to
small dndustricl onterpricos throvyh the coop and FICAPTD, the
progear will crenee that Lhio sector, which complains Lhol it has
been connistor Uy neglect ol dn the pest, weuld bo able to actively

parvticipatd in tha poecyvcy progedan,



vidid

It is enwieaged (on o veny peelhainary basis)
that dirvcct deplonenting vespensibility will bo vastod G0 a0l
(for- loans towedivm cnd dovge Cioms) and dn the coop ord
FIGATE (fer the portion channelled Lo small on‘orprﬁngs),
wxth the Central Pank and the mission perfomdng a mond toring
wole,

The detedled mechanism designed to ensurse Lhe
appropriate hawiiing and wmonitoring of the proposcd revolving

fund will b2 worked out after aprwovel in privoiple on providing

EST assistance has beon rpeceivald,
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ARTIRALES DS RAZA FINK N DPIC

AVES DL CONRAL DL RAZN FINA

TRI1GO

CERRLA

MALTA

ACEEITLS mlHKRLL[S

ACETTLS VEGLTALES

PLAMTAS MEDICINALLS

ASTalT0

RLAUTTRARK

ACCYTE DI HULEA

CULROS CRUDOS

cournns CunTrons

PRODUCTOL QUIMTLOS TROUSTRINLES

PRODUCTOL QUIMICOS FARMACLUTILAOS

PROLDUCTOS GUImICnE JIULUGiCDS

SULRDS |

‘UACUNRS

ANTIBIOTICOS

MATERIALLS CURTIENTES; NVATURALES Y GUIMICOS

PDRUDCTDS QUIMICDS PARYE LIFPILZA DE FAHUINARIAS
DETERGENTLS, SUAVISARTES Y OTRGS MATLRIALLS QUIMICOS INDUSTRIALLS
PRODUCTOS DL FADCRA PARA US0O THDUSTRIAL |
CORCHOS Y MAT[hIﬂLLS oL COWRCHD

CAUCHO Y PRODUCTOS DL CAUCHU

CHICRRO KN LINGOTLS

ZINCy CUBRL, BRONCE, ESTARD, PLOMOD, HILRRO, I\'LUI"IINID, Y OTHUS M1kL

| A

HALLS LN FORMAS FRIMARIAS COMD DECIR: LINGDTES. UIRNHTAGS  ARC A
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PLARCHAS, LAMINAG, TURDS, VARILLAS, PLRTILES, ANGULOS Y OLIAS
FORIMAS DARA LA THDUSTRIA,

CARTUL, DARCL. CARRTULIKE Y ARTICULGS DE £STOS MATERIALLS
CNSTRURIE TS CHiiTIrTr0s

TRSTRUACETO6 PRt DUTTRRMIEAR CALLUAD DE MATLRIALLS
THSTIUSGITUS DU JEGLRILRTA Y ARCL) TECTURA

HEWRART LRTAS DL FARD

HERIAHTELTES RGRIGOLAS |

BACUTLASD G 1 GERLRAL, SUS *REPUESTOS Y ACCESORIOS

DLRIVALDS DEL BOTROLEO? CUMU DLCTR: PRODUCTDS ¥ SUR-iRGDUCTDS
GUE RO 50K GASDLTES Y STHILARES,

PLESTISNG G CGHAAS PRINARIAS COMO DECIR: LAMINAS, TUZOSE, DPLAR
CURS, LLOULLS, GRUNUS.

BLCINAS SIRTITICAS

RCCTHAS PLASTICAS

VEHILULGS Y COUIROS DE TRANSPORTE

HILDS, HILAZAS, TEIINOS DE MEZOLAS DE TODA GLASE DE F10RAS

MAGUIRAS, EOUIPOS Y SUS ECPULSTUS Y ACCLSDRIOS
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