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COUNTRY DATA - EI. SALVADCR

Area - Population Density
21,041 Xm? 4.4 million (mid-1979) 209 per Kn2 (1978)
(equivalent to Natural growth rate 3.3% 328 per Km" of
Massachusetts) Net cutmigration 20,000 arable land (1978)
Net growth rate 2.9%
Population Characteristics (1978) Education
Crude death rate (per 1000} 7 Adult literacy (1978) 67.1%
Crude birth rate (per 1000) 40 Enrollment ratio
urban {(per 1000) 33 age 9-15 (1978) 67.0%
rural (per 1000) 45
No. of years to double 24 Income Distribution (1976)
Life expectancy at birth 61
Econamically active % income lowest 10% 2.1%
population (1978) _ 33% % incame lowest 40% 15.8%
% income highest 5% 21.4%
Effective Unemployment
Rate (1979) 52%
QP per capita constant $ 1376 land Ownership (1971)
(1976) $ 560
(1579) S 565 % of land in largest 10%
Disposable income of farms 78%
per capital (1977) U.S. § 341 % of land in smallest 50%
Agricultural per of farms 5%
rural person (1978) U.S.5 338
Growth rate of GOP (1970-78) 5.0%
Growth rate per capita Average Daily
GP (1970~78) 2.1% Caloric Intake 1,890
National Income Accounts 1978 3 Coffee Sector
{Millions) GDP {(current prices)
Gross domestic product U.s. $3,072 100% % of GOP
Govermment expenditures 534 17 1974 11%
GCovermment revenues 473 15 1978 15%
Gross capital investment 731 24 % of exports
Exports 848 28 1974 42%
Impores 1,028 34 1978 61%
External Public
Debt Service
Debt service
ratio (1978) 3.4%
Net foreign reserves External debt
year-end 1979 (millions) U.S.$ 135 to GDP (1978) 10.6%



OVERVIEW

The attempt to produce a strategy and program for FY 82 to 86,
given the imponderables in El Salvador at this time, could be
described as either a heroic or fgqlhérqytask. It would in fact
be impossible excapt for the technique of making a series of
assumptions and basing our proposed strategy on these assumptions.

Briefly, our assumptions are that by the beginning of the
CDSS time period (FY 82) the Government of El Salvador will have
survived attacks from both the left and the right successfully
and will be pursuing 2 moderate reformist course, the economy
will have begun to turn around (although employment will still be
the problem), law and order will be enforced in such a way that
human rights will not be violated and people will not be in constant
fear for their lives.

There is absolutely no guarantee that these assumptions will
turn out to be valid., A variety of changes may occur in fhe
next six months to 3 year which would prevent the United States
from carrying out this proposed program so that major modifications
would be required.

In E1 Salvador, the economic and social problem of the poor is
a job -- a decent job -- with sufficient income for each person
to support his or her family. The next major requirement of each
person is access to government services which have been denied to
poor people in the past.

it is clear that £E1 Salvador must export to survive. It
is more like Singapore than like its fellow Central Amer%can

Republics in that sanse. |f improved policy orientation toward



exports cutside the Common Market cannot be agreed upon in the
Common Market, Ef Salvador must pursue this policy on its own.
Even the most thorough and equitable land reform wif] not be
sufficient to permit a decent income for the Salvadoran people
in the absence of major labor-intensive, export-oriented
activities. Once chaos is diminished, this is the economic problem
which should receive primary attention. |

It would not surprise anyone, | am sure, for us to admit
that we have given our highést priority to our current activities
in designing our FY 80 prograr rather than to the preparation of this
CDSS. The analysis in this CDSS depends heavily on that of
fast year's CDSS, since much of it is stiil relevant, but it has
been updated and modified to conform as much as possible with the
current and projected situation. The strategy proposed could be
carried out and the prdgram would have a major development

impact -~ if our assumptions are valid.



PART I ~ ANALYSIS

A. Analvtical Description of the Poor

1. Introduction

A majority of Salvadorans are hungry, illiterate, jinfested with
parasites, malnourished, poorly housed, underemployed, and generally subsist
from day to day in an over-crowded country with little opportunity to improve
their lot in life. 1Illiteracy is as high as 70% in some rural areas; for many
housing is virtually non~existent; and labor underutilization in the agri-
cultﬁre sector (507%) is the highest in the hemisphere.

In defining the poor, we have used the criteria of per capita
income, calorie intake, life expectancy, birth rates, and access to basic
health services as set forth in AID's report to the Congress on the imple-
mentation of the New Directions. We estimate that one or more of these basic
criteria presently applies to 2.7 million people or about three fifths of
El Salvador's estimated 1979 population of 4.5 million. Of these, 78% are
rural poor while 22% are urbam poor. Of the rural peoor we estimate that two
thirds hava some access to land, but as many as 352 belong to a class of rural

landless poor. Estimated per capita GNP in constant 1976 dollars had risen
from $560 in 1976 to $576 in 1978. It decreased, however, to $565 in 1979,
With a population demsity of 5535 per square mile El Salvador is clearly one
of the hemisphere's lowest-income, most overcrowded nations.

This analysis focuses primarily on the rural poor. Recent demo~-
graphic studies show, however, that rural to urban migration, which till now
has been relatively minor, will asgume major proportions in coming years.

It is also apparent that no matter how beneficial agrarian transformation mav
prove to be, industrialization (and inevitably urbanization) offers the only
long range soiutior to El Salvador's economic woes. Our_strategy therefore

will address increased attention to the urban sector.
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2. Income Levels and Distribution

As a reasonable upper limit for defining poverty, the agency
benckmark of $130 per capita in 1969 dollars was adjusted to an equivalent
$250 for 1976 by the GDP deflator. Table 1 gives Mission estimates of the
total number of poor whose per capita income, including autonomous consump-
tion and imputed remts, fell below this level in 1976. All data in this
section are for 1976 unless otherwise stated.

Table 1

Population and Poverty Categories: 1976

Population %z Total Households 4Avg. Per Capits
{(Q00) Population (000) Disposable Income
Population
Total El Salvador 4,123 1007 762 $ 341
Rural 2,474 60 417 210
Urban 1,649 40 345 337
San Salvador 694 17 149 738
QOther Urban 955 23 196 392
Poor Target Group o
Total El1 Salvador 2,432 59 392 134
Rural 1,894 46 296 130
Urban 538 13 96 153
San Salvador 106 3 19 171
Other Urban 432 10 77 150

Per capita disposable income was only $341 for the entire
country; We define the rural and urban peor as follows. The urban poor
are those living in units of approximately 2,000 population or more.

The urban poor comprised 538,000 people. One third of urbam
and 13% of the total population are in this group and had a per capita
disposable income of $155. The San Salvador metropelitan area seems to
have the lowest incidence of poverty at 13% versus 45% for the other

urban
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areas. However, adjusting for higher costs of living in the capital city
would undoubtedly increase the relétive incidence of poverty there. With
rural-to-urban migration this incidence will increase. Secure tenure is
usually non-existent in marginal urban settlements (mesones, tuguriocs

and colonias ilegales) that house the poor. There is severe overcrowding --
average family size is over 5 persons and most dwellings have only one room.
Illiteracy is about 667% among heads of households and less than 50% of families
have adequate waste disposal facilities. Aithough the incidence of poverty

is lower in urban than rural areas, the economic¢ security of the urban poor

is often more tenucus than in rural areas.

The rural poor comprised 1,894.000 people, accounting for
77% of the rural population and almost half of the entire population. The
per capita household income of this group was $130, 207 lower than for
comparable urban groups. The Agricultural Sector Assessment of 1977 provides
an in~depth picture of the distribution of the rural poor based on 1976
farm income estimates. Using a different data_base, its estimate of the
total number or rural poor was 7.7% higher than that derived from income
statistics.

The incidence of poverty increases dramatically as one moves
toward the north and east. A larger farm size is needed to raise a rural
family above the Agency's poverty level as one moves toward the easfern, non=-
coffee growing regions. Using a rough distribution of the landless poor based
on farm worker data and regional population estimates, the poor represent
40% to 30% of the rural population in the West Region, but 80% to 85% of
the rural population in the East Region. The worst poverty is to be found

in the northern tier, a non-coffee growing area of the country.
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The cold statistics used here can scarcelv describe the over-
whelming degreé of malnourishment, illiteracy, unemployment, crowded housing
and incidence of illness one sees in the countryside and marginal communities
in urban areas. Therefore, to gain a fuller picture of the conditions of

poverty it is necessary to look bevond income levels.

3. Nutritional Status

El Salvador's ranking by the FAQ as one of the countries
"most seriously affected" by malnutrition is confirmed by the GOES national
nutrition surveillance system. At the end of 1978 the system showed that:

- 21.5% of children examined in first conmsultatioms in
Ministry of Health facilities had weights for age suf-
ficiently low to be classified as seriously malnourished
(Fomez Grades II and III);

-"21,72 were clinically diagnosed as malnourished;

- 23.9%2 had seriocus diarrhea which both aggravates and is

aggravated by malnutrition.

The prevalence of serious malnutrition was shown to be
greatest in the 1-4 age group (27.4% against a 14.5% prevalence in children
under one) with a higher prevalence found in rural than urban areas. These
findings verify those of the nationwide nutrition survey carried ocut by
INCAP in 1975=-1976 which found a natiomal malnutrition prevalence (Gomez
Grades I, II, and III) of 74.4% and an urban prevalence of 66Z. At these
rates, todav an estimated 500,000 rural children and 175,000 urban children
are malnourished with more than 20% or 186,000 children, suffering serious

malnutrition.

Many families are hardpressed to meet the estimated daily cost

of feeding an average size family (5.4 persoms) which has increased from an



estimated $2.65 in 1979 to more than $4.00 at a time when unemplovment in
both rural and urban areas has risen dramatically. It is thus likely that
average daily caloric consumption, estimated at 1890 a year ago against a

recommended 2,300, has fallen still further below this standard.

4. Health Status

Deépite the fact that most Salvadorans reside within less
than 10 kilometers of a health clinic and are relatively unthreatened today
by diseases such as measles, tuberculosis and diphtheria, they live in poor
health; coughs, malnourishment, and diarrheas are so common as to be accepted
as a routine part of life. Thus the poor usually do not seek attention until
seriously ill. Infant mortality in rural areas exceeds 100 per thousand,
and life expectancy at birth in rural areas is 54 compared to 59 for the
country as a whole. Nearly 20Z of medically certified deaths are ascribed
to diarrheas and respiratory ills with another 28%7 to ill defined causes.
Furthermore, djiarrheas and respiratory disease accounted for 80% of diagnosed
illness in 1977 and malaria another 7%. This is in large part due to the fact
that in rural El Salvador only an estimated 25% of the populace has access to

safe water and only 177 has adequate means of waste disposal.

Existing Ministry of Health services are gemerally over-
crowded and poorly administered. When the poer seek modern medical care,
they often bypass the MOH facility in favor of a visit to a local pharmacy
where a minimally trained assistant will provide a diagnosis of their illness
fora fee and-préscribe drugs available at a price that cuts deeply into their

already low income.



5. Educational Status

In rural areas less than fifty percent of the school age -
population is served contrasting to the over crowded urban schoels which
are serving both urban and commuting rural students. This has resulted
in high illiteracy rates and a population in which sixty five percent
does not even possess minimal entry level job skills nor the means to
attain meaningful employment.

The system is plagued with poor retention and repetition
rates. Four times as many urban residents complete the sixth grade as
compared with rural residents but still less than fifty percent of the
urban populace completes the sixth grade.

The low educational attainment in El Salvador appears to
relate more to lack of access than to lack of demand. Education is valued
highly leading to the phenomenon of a significant number of students
repeating grades they have already passed because there was mo space for
them in subsequent grades.

Poor children attend overcrowded and substandard schools where
the wvast ﬁajority of teachers have minimal training, few instructiomal

materials, and only sporadic supervision.

6. Housing Status

The 1971 Census reported that 80% of the stock of rural
housing and 51% of the urban stock were judged "inadequate" to meet basic
needs. Only 267 of the urban housing units are constructed of permanent
materials, only 37% had had sanitary sewerage system.

In 1975, a third of the households in the San Salvador Metro-
politan Area were renting rooms in slum tenements. Another fifth of the

households occupied illegal land subdivisions (colonias ilegales) and about



a tenth were in squatter settlements (tugurios). In short, some two-thirds
of the househoids in the San Salvador Metropolitan Area live in informal
settlements. A study of four other larger cities uncovered percentages of
55=75%.

Even these statistics however, understate the magnitude of the
shelter needs throughout El Salvador. In the central rural regionm, for ex-
ample, only 5% of the dwelling units had walls of permanent materials, 93%

had dirt floors. 6% had electricity, 7% had piped water.

The total veolume of formal sector shelter activity historically
has been low; aﬁd within that modest volume, the target group's shelter needs
have been largely ignored. The vast majority of the poor therefore lives in
overcrowded, unhygienic dwellingé with little access to basic services such

as water, electricity and access roads.

B. Major Contraints to Overcoming Poverty

Stated simply —- the basic cause of poverty in El Salvador is too

many people pressing on the resource base. The patterns of development have

failed to provide adequate increases in economic oppertunities for a rapidly
growing population. A fuller anmswer to this question probably lies in an
examination of El Salvador's economic, social and political eveolution, as
well as its resource endowment. The analysis that follows examines the major
reasons why El Salvador has the degree of poverty that exists today and why
poverty not only has not been reduced or alleviated at a faster rate but

indeed has become worse for some income groups over the past several vears.



1. Population Growth

Démographically, the situation in El Salvador is grim. Mor-
tality has dropped dramactically from 30 to 8 per thousand in the last sev-
eral decades. Fertility, close to 50 per thousand until 1970, has declined
since then only to 42 per thousand for the country as a whole but ramains
around 50 in rural areas. As a result, El Salvador has an annual natural

growth rate of 3.3%, one of the highest in the world.

The continuation of high fertility in rural areas has a number
of explanations including lack of access to family planning services, infor-

mation and contraceptives. Urban fertility declined rapidly once GOES-

-

sponsored family planning services became widespread in those areas in the
early 1970s.

The pattern of family relations among the lower classes is
also important. Male-female relationships generallf begin on a basis called
ccmpanionghip. Given the lack of employment opportunities in rural areas,
women often enter intoc a companionship relationship seeking economic ﬁecur—
ity. Most rural men resist marriage or other forms of permanent commitment.
Since female security rests on the assurance of a large family and the burden
of family support does not fall fully on the man's.shoulders, im .individual's
desire to limit family size is weak. Moreover, female contraceptive accept-
ance seems to be constrained significantly by male opposition based on his
alleged concern for the women's health, her possible infidelity, and the
machismo desire for large families as a proof of virility. More ambitious
women tend to migrate to the cities. Women left behind are often those with

mere traditional ideas of child bearing.



Looking ahead to the year 2000 and taking these factors in
consideration,vthe demographic picture changes from grim to dismal. In
the absence of a substantial decline in fertility and continnued ocutmigra-
tion, the population could double and reach 9 million. Even if we assume
striking success in the rural family planning program, leading to a decline
to 30/1000 or below, the population would be expected to increase to 7.7
million. Acceleration of migration out of El Salvador from 20,000 to
50,000 a year would reduce the estimate to 7.1, but El Salvador would, even
at that level, continue to claim the greatest population demsity in mainland

Latin America.

2. The Natural Resource Base

El Salvador has a total land area of 2,098,000 hectares. The
adjacent Pacific Ocean supports a small fishing ipdustry with limited
potential. TFossil fuel or other mineral potential is megligible. Three
fourth; of the country is mountajnous. Once covered 90% by evergreen and

deciduous vegetation this has been reduced to less than 15% and commercial

forestry has vanished.

Silting threatens the potential of hydroelectric development.
Despite an extensive river system irrigation is constrained both by un-
favorable topography and greatly reduced stream flows in the long dry
season. While rain~fed tropical agriculture appears to offer the only
means of land exploitation, farsighted conservation measures will have

to be employed to prevent further deterioration.

a) Lland Utilization: Of the total land base over one half

is of steep slopes with poor soils unsuitable for agricultural use. The
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remaining half includes the 18% classified as good soils suitable for in-
tensive cultivétion— much of which is occupied by urban settlement. In-
creasingly intense use, aggravated by heavy tropical rainfall concentrated
in a six month period followed by a sharp and prolonged dry seasonm, has
resulted in a very advanced and critical state of soil erosion and deple-
tion. National yield trends in the basic food crops reflect the omset of
stagnated levels since about 1970, despite the availability of high yield-
ing crop varieties and other improved production technologies, surpris-
ingly low returns strongly suggest a rapid decrease in the fertility of
these intensively cultivated soils. This is particularly true for cern,
beans, and sorghum.

The actively exploited area of agricultural production
since the mid-1900s has remainded at less than one million hectaras as
reflected in Table 4. The reduction between 1961-71 is explained lafgely
by urban and infrastructuéé expansion. \

Table 2

Distribution of Land Base under Agricultural Production

Native

Total Temporary Permanent Improved Pastures &
Year Hectares Crops Crops Pastures Woodlands
1950 924,670 391,050 153,220 174,881 205,510
1961 986,778 493,495 159,662 104,434 229,187
1971 932,716 488,436 163,499 112,737 168,044

Production for export characterizes medium and large farms
and includes about one third of the area in temporarv crops such as cotton
and sugar cane, and about 8537 of the area in permanent crops which is almost

exclusively planted to coffee. Livestock operations on medium and large
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farms also cover almost all of the area in improved pastures and about one
half of the na&ive pasture and woodlands. Small farmers with 10 hectares
or less cultivate about twe thirds of the areas in temporary crops, almost
exclusively in corn, sorghum and beans. They also cultivate about 127 of
the coffee and utilize about one tenth of the native pasture and woodland
areas. As noted below only about one half of these small farm units are
owvned by the small operator; the balance are generally units of marginal
land rented from absentee owmers or producers within the modern large farm
sector.

The most significant trend in land resocurce utilization is
the shifting of land from pastures and woodlands into annual crops, largely
to facilitate basic grains and bean productiom by the growing small farm
;ector. From 1950-71, farms under 2 hectares, heavily devoted to these
traditional crops, increased in number by 827 and expanded their cﬁltivated
area from 83,216 hectares to 151,326. During this period the total pasture
and woodland area decliped by about 100,000 hectares and land in annual
crops increased correspondingly. By land capability standards, the estim-

ated amount of land in annual crops in 1978 exceeded the recommended level

by over 200,000 hectares.

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

cultural worker was valued at $229, and population densitv was 320 per square
kilometer of arable land. USAID estimates that tilled land per agricultural
worker has fallen from 3.0 hectares per worker in 1960 to 1.8 in 1976. This
shows the unrelenting population pressure on the rescurce base and unfortun-
ately it has not been offset by a2 comparable rise in productivity. With 3%

of Central America’s land, El Salvador has almost 25% of its population and
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unlike its neighbors has no frontier inte which a growing population can
expand. -

Lacking other employment opportunities, agriculture has
become the employer.of last tesort for a majority of the rural poor who
still choose to crowd the land and not the city. We attribute this to a

perception that some participation in the production of basic grains and

traditional food crops offers more security than other ajtermatives.

Increasing pressure on the land is manifesting itself in
at least five forms:

- increasing purchase and rentzl prices

- rapidly increasing numbers of small farms

- decreasing average size of small holdings

- rapid expansion onto hillside and marginal land, and

- increasing insecurity of tenure in the small farm sector.

o

The tables below illustrate the respective trends in farm
numbers, size, and tenure. Trends in ownership patterns have shown a slight
decreage of land concentration with land in farms under 10 hectares increas-
ing from 19.0% in 1950 to 27.1% in 1971. However, in 1971 farms over 100
hectares still comstituted 7% of all farms and made up 39% of all farm land.
Although the small farm sector has grown, it has made no dent in absorbing
the increasing number of rural poor. The non-owners cromprise over ome half
of all small farmers and their average farm size is decreasing. As a2 result

the relative welfare of the small farmer has continued to diminish.



Zable 3
Changing Patterns of Farm Size
- % chage in #
Q
Farm 1950 12961 1971 of farms by
Size N°® of % of N°® of % of N°® of % of size category
(Has.) Farms Total Farms Total Farms Total 1951/71
0 - 2 105,605 60.6% 155,555 68.6% 191,527 70.7% 81.4%
2- 5 34,868 20.0 37,743  16.6 43,414 16.0 24.5
3 -10 14,0864 8.1 14,001 6.2 15,598 5.8 10.9
10 - 20 8,874 5.1 8,524 3.8 9,164 3.4 3.2
20 ~100 8,767 5.0 8,925 3.9 9,224 3.4 5.2
over 100 2,026 1.2 2,148 0.9 1,941 0.7 - 4,2
TOTAL 174,204 100.0% 226,896 100.0% 270,868 100.0%
Table &
Percentage Distribution of Land by Farm Size and Tenure
Net Change
Farm Size in Area %
(Has,) 1950 1961 1971 1950-71
0- 2 5.4% 1/ 8.87% 10.4% 81.8%
Ovner (42.2) 2/ (41.9) (44.2) 90.4
Non-Owner (57.8) 2/ (58.1) (55.8) 75.6
2- 5 7.1 7.9 9.1 23.4
Ouner (75.9) (79.6) (76.6) 24.5
Non=-Owner (24.1) (20.4) (23.4) 19.8
5- 10 6.5 6.7 7.6 11.1
Oumer (91.0) (93.2) (80.0) 9.8
Non-Cumer ( 8.0) { 6.8) (16.0) 24.0
e - 20 8.0 7.9 8.7 3.7
Owner (95.1) (95.6) (93.9) 2.0
Non-Owmner ( 4.9) {( 4.4) ( 6.1) 28,1
20 - 100 23.1 24.5 25.5 4.4
Over 100 49,9% 44.2% 38.7% -26.3%

1/ % land in farm size category

2/

% of farms in tenure category
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C. Economic Structure

1. Introduction

From 1961 to 1975, the twe major productive sectors of the
economy, agriculture and manufacturing, moved the economy forward at
reasonable growth rates. The growth of GDP was 6.77% per year from
1961 to 1967. It slowed to 4.67% from 1968 to 1975, reflecting the
maturing of the Central American Common Market (CACM) import substitu-
tion policy and the side effects of the Soccer War with Honduras.

Since 1975, growth stimulus has come from high coffee prices with

the economy growing at 5% per year through 1978 to a level of $3,072
million. As a result of political turbulence real GDP declined during
1979 and there is little expectation that growth can be resumed over
the next two to three years. The following sections describe the
countries historical development followed by an analysis of the recent
deteriorating situation.

a. Agriculture: The structural problems discussed here and
in the section on the rescurce base have developed over the last 25
years. Before 1950, when there were few industries and the population
growth rate was low, most rural dwellers were either attached to land or
had some access te land. The economic cycle followed agriculture. At
the same time, death rates were high enough to check population growth.
Absorbing an increasing labor force was not a major problem even though
poverty resulting from low productivity was pervasive. In other words,
the economy was in a static equilibrium. Today all of this has changed,
affecting the well-being of a majoritv of the population and the country's

socio-economic stability.
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Although the value of agriculturzl cutput has declined
from 30.8% of GDP in 196C to 20.7% in 1978, it is still the backhbone
of El Salvador's economy. It provides a livelihood for about 60% of
the population and about 65% of foreign exchange revenues. In effect
the agriculture sector has played a central role in the development of
the industrial sector by providing foreign exchange for
essential raw materials and machinery.

While agricultural output has grown at 3.9% per year since
1960, basic grains production has grown at only 22 per year, a reflection
of the importance of the export crops-coffee, sugar and cotton. This
agricultural development pattern and population growth have led to
sharply skewed iand and ruyral income distribution patterns and have
produced a rural labor surplus that presently cannot be absorbed
by the economy.

b. The Industrial Sector: El Salvador's exports to the CACM

increased at an annual rate of more than 272 duripng the period 1962-68,
but only 47 per year during 1969-74. Once the manufacturing capability
of El1 Salvador and the other member countries caught up with increased
regional demand, there was little potential to expand except to accom-
modate the secular growth of the CACM. As a result the manufacturing
sector's share of GDP increased steadily from 14.5% in 1960 to 18.3% in
1970. The share now seems to have reached a plateau where it contributes
about 20% to GDP.

The Salvadoran manufacturing firms have been unable to

grow rapidly enough to compete in the Worlid Market. They alsc have
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been restricted by inadequate governmental policies and CACM regiomal
political turnmoil.

The manufacturing sector now produces goods that used to
be imported. Imported raw materials and capital equipment often cost
the economy a higher net price than the world price of the finished
product. The result is the dependency cof the economy on the export of
traditional crops to finance raw materials. The industrial sector has,
in part, become a user rather than an earmer of foreign exchange.

The change in trade patterns behind these tariff walls
has produced a manufacturing sector that uses more capital per unit
of output thﬁn would have been the case if these industries had been
allowed to develop without protection. Investment capital and raw
material imports are exempt from paying tariffs or are taxed at low
rates. Although the idea behind this discrimination was to promote
domestic investment and production, the result has also been the
development of capital intensive industry.

c. Employment: In summary, the pattern of development has
failed to alleviate poverty by providing job opportunities for a rapidly
increasing population. The ILO estimated that effective unemployment
as a percent of the economically active population was essentially
constant at 32% between 1961 and 1971. Over the same time period open
unemployment increased from 5.1% to 11.8%7. As returned workers from
Honduras were absorbed during the 1970's, the open unemployment rate
declined to 3.8% by 1978. But as Table 4 shows, underemployment rates

(part time workers, unremunerated workers and those earning less than
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340 per momth) rose to 37%.

Access to employment is limited by the seasonal nature
of labor requirements in agriculture. The small farm population and
landless rural poor account for most of this undertilized work force.
Labor underuytilization is 76% on farms of 5 to 10 hectares, but only
20% on farms of 10 to 20 hectares. In general small farmers utilize
53% of their labor on their own farms during the peak November-December
period, and only 11%Z in March. These rates indicate the need to find
employment on the part of the rural poor is critical.

Other factors which demonstrate an unstable job market
are the high levels of self-employment (287 of the FAP) and family
labor (9.9% of the EAP). These informal sectors have been a residual
employer. Unfortunately, because average productivity and incomes within
it are low, poverty is widespread among these workers.

The economically active population (EAP) age tenm and
over is expected © be about 337 of the population throughout the 1980s.
1If the economy is to provide jobs at the rate of growth of the EAP,
approximately 40,000 a¢ditional jobs are needed to eliminate present
conditions of unemployment and underemployment. Thus a high level of
un~-and-underemployment is likely to remain a major factor causing poverty

throughout next two decades.
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TABLE 5

STRUCTURE. OF EMPLOYMENT, 1973

Econ. Employed Rate of Rate of Open

Active in Under-  Under- Unemployment

Populat. Sector Employed Employment
Agriculture 586,800 576,208 276,691 48.7 3.3
Industry 203,100 195,897 60,571 30.9 3.5
Construction 77,500 71,439 8,902 12.4 7.8
Commerc 219,193 82,659 31.

88,300 3.9

Service 249,830 76,729 30.7%
Other 74,700 72,926 4,040 3.5 2.4 .
TOTAL 1,430,400 1,316,493 509,592 37.0 3.8

2. Current Situation

Official data for 1979 now show a minus 1% of growth of GDP

with the present level of real eccnomic activity estimated to be

declining at an annual rate of 5 to 8%.

for a 2% expansion in real agricultural output.

Excellent weather allowed

Record coffee exports

at high world prices represented 187 of GDP and a major, if temporary,

support to the economy.

However, political uncertainty led to a

decline in private investment by 257, total investment by 157, con-

sumption by 5% and imports by 147 all in constant prices.

These

factors proved to be more important than agriculrtural gaing and real

GDP consequently fell.

Unless there are substantial changes within
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the next several months, this declining trend will accelerate in 1980.

For 1979, inflation was 18%. The public reduced their total
deposits in the financial systems bv 6% and the Central Bank was forced
to maintain the systems viability by increasing lines of credit by 502
or $220 million. At the same time currency in circulation increased
48%. These factors, added to increased minimum wages and the potential
for deficit spending as structural reforms are implemented, may mean a
rate of_inflation rate of 20% to 30% during 1980 in spite of declining
production. |

The magnitude of the economic problems facing the New Govern~-

ment can be further demonstrated through the Balance of Payments,

Budgetary Situation and Employment levels.

a. Balance of Pavments: Despite a current account deficit of

only $54 million in 1979, net reserves droppéd by $100 million to $§132
million or slightly more than six weeks imports. This was due to con-
siderable capital ocutflow in the private sector, iﬁcluding withdrawals
qf foreign lines of credit over which the Governmment has nc control.

As indicated in Table 5 the Govermment expects to maintain
the situation through 1980 by 1) selling considerable stocks of coffee
frog past crop years; 2) obtaining $80 million in credit through the
Central Bank, and 3) accelerating its use of foreign aid to a level of
$100 million. Failure in any or all of these areas could easily result
in a larger net balance and a depletion of reserves,.

In addition, losses on private capital accounts may be higher

than the $80 million projected. Direct foreign investment during 1980
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will be negative as private foreign investors reduce their commitment.
The Government has taken initial steps to contrcl private Salvadoran
capital flight -- e.g., nationalization of coffee and sugar export
marketing and new regulations limiting the amount of foreign exchange
which can be taken out of the country on persomnal trips. Nonetheless,
because.of the large amount of foreign credit which could be recalled
during 1980 =~ much of which was borrowed against coffee stocks in 1978
-- met private sector capital outflow could reach $200 milliom in 1980.
Table 5 gives USAID estimates for 1980 and 1981 based on the above dis-
cussion and assuming the political situation stabilizes by 1981. The
major point for 1981 is that sale of all coffee stocks in 1980 as well

as lower output in agriculture and manufacturing will determine a lower

level of exports in 198l and create a major balance of payments comstraint.

Table &

BALANCE OF PAYMENTS

) GOES USAID ESTIMATES
1978 1979 1980 1980 1981
EXports 846 1070 1072 1/ 1025 800 2/
Coffee ‘ (433) {640) (6703~ {640Q) {480~
Imports 1031 1040 1080 1000 1000
Net Services - 110 - 140 - 148 - 122 - 110
Net Transfers 52 56 56 56 56
Current Account
Balance - 243 - 54 - 100 - 41 - 254
Private Capital 159 - 119 - 80 - 200 - 50
Official Capital 47 40 100 100 100
Capital Account
Balance 206 - 79 20 - 100 50
Total Net Balance - 37 - 133 - 80 - 141 - 204
Central Bank Credit 65 33 80 - -
Change in Reserves 28 - 100 0 - -

1/ 4.2 million, 100 1b. sacks at $160. (1.2 million sacks from previous

crops)
2/ 3.2 million, 100 1b. sacks at $150.
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b. Budgetary Resources

As the role of the public sector has increased

during the 1970's, the GOES has encountered growing domestic resource

problems. Public sector expenditures increased from 127 of GDP in

1971 to 15% ip 1979 and were financed mainly by increased coffee

export taxes. As Table 6 demonstrates, deficit financing has not been

a major problem through 1979. However, savings in current accounts

have dropped from 7% in 1977 to 47 in 1879. With increasing capital

expenditures, Central Government cash operations have been in deficit

since 1978.
TABLE 7 ‘ L
CENTRAL GOVERNMENT CASH OPERATIONS
($ Millioms)
1977 1978 1979 1980 1/

Current Revenues 473 T4l 486 517
Current Expenditure 272 313 340 449
Current Surplus 201 98 146 68
Capital Expenditure 129 137 160 209
{excludes amortization)

Surplus or Deficit 72 - 39 - 14 141

1/ GOES Budget Estimate (1979 prices)

Deficit financing is expected to become a severe

problem beginning in 1980. The GOES budget summarized in Table 6

traditionally covers expenditures and capital investment based on past
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levels of activity and will require deficit financing of $141 million
in 1980f Of -this, $58 million is to be financed by foreign aid and the
remainder by Central Bank purchases of bonds and cash balances. New
projects such as those partially financed by AID's Emergency Impact
program as well as cost for new structural reforms and expanded public
services will require supplementary increases in the budget. Although
these budget estimates have not yet been developed by the Govermment,
the USAID assumes total deficit financing will run between $150 million
and $200 miliion over the next two or three years.
c. Empioyment

The discussion above illustrated the historical
pattern of high un-and underemployment. This situation has been
seriously exacerbated by recent economic and political activities.
First, declining private gsector activity during the past year has led
to growing unemployment in all sectors. ' In the
past year, 12 large factories (each of which employed more ftham 100
persons) have permanently closed, eliminating approximately 4,000 jobs.
In a September 1979 survey by the Ministry of Plamming, 25% of all
manufacturing firms and 44% of construction firms reported planning
layoffs during the second half of 1979. A study in December, 1979
indicated 60%, or 45,000 workers, in construction are now out of work
at any time period. This reduction in industrial and construction
employment.has been felt primarily in the San Salvador Metropolitan
Area where more than 507 of the country's manufacturing value—added and

employment is located. Since 1978, employment outside the agriculture
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sector has probably declined by at least 70,000 with heaviest lossess in
the relatively'high paving construction sector, Adding to this the 20,000
new entrants into the non—-agricultural job market, open unemployment can

be estimated to have rigen from 54,000 in mid-1978 to approximately 160,000
in late 1979. These very rough estimates indicate a near trebling of the
open unemployment rate to l1Z in a society that has no unemployment security
system. Since underemployment has also increased during_this period, we can
safely estimate that slightly more than 50% of the Salvadoran labor force is
now either unemploved or seriocusly underemployed and earning incomes far
below their needs. Given the tense political situation, high level of viol-
ence, and uncertainty over the direction of reforms in agriculture, banking,
trade, and union organization, unemployment is likely to increase throughout

1980.

3. Prospects over.the €DSS Planning Period el

The Agency shoqld not underestimate the degree to which the
prospects for growth and development have been constrained over the past
vear. Simply maintaining present per capita income levels will be difficulcec.’
Given the increased expectations now being created among lower~income groups
for improved equity and higher real incomes, it seems unlikely that political
imperatives can be matched against the countries economic prospects and re-
source base.

As the data above indicate, 1980 will be a year of declining
production and employment resulting in major deficits in the Balance of Pay-
ments and Government accounts. Barring further political and social dis-

integration the situation is difficult but manageable through the 4th quarter

of 1980.
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The section on progress and commitment discusses the present
Government's plans for major structural reforms of the economy. But at
present there are no firm policies or planning documents upon which to
base growth estimates or development trends to be expected for the economy.
However, any development strategy must take account of the poor growth pros-
pects for the Salvadoran Economy. Most factors are negative. Private sec-~
tor investment climate has been destroyed. Given the lead times usually
needed to make investment decisions and establish operations, renewed ex-
pansion of the industrial sector should not be expected until well inte
the present CDSS planning period, even if the political climate stabilizes.
With the introductien of coffee rust inte coffee growing areas, and the
possibility that pfoductivity in agricultural export crops is unlikely to
increase during the initial period of agricultural reform, the agricul-
tural sector is not likely to provide a vehicle for growth of GDP, balance
of payments support or new revenue sources. As foreign creditors reduce
their exposure in El Salvador and domestic deposits decline, the financial
systems abiliﬁy to finance domestic activity is being drastically reduced.
Viability is being maintained omly by creating lines of credit through the
Central Bank. The time needed to rebuild the system and provide the basis
for financing resumed growth may well run into the 1980's. As a result,
the speed with which structural reforms, providing both equity and the
bases for renewed growth, can be financed will now rely heavily on inputs

from international donors.
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D. Progress and Commitment
l. Intent

The major difference between the governments since October 15, 1979
and earlier govermments is that these most recent governments have been try-
ing to reach the poorest sectors of society with services and want to increase
employment and mitigate suffering. Both the armed forces and the civilian
mempers of these govermments have been pushing for reforms. While there is
a degree of difference as to how extensive these reforms should be, if it
were possible to wave a magic wand and achieve them, both governments since

October 15 would probably have done so.

2. Performance i
The major problem has been that it has taken much longer than ex-

pected to fully staff both recent govermments and get into a2 position so

that agreement could be reached on the exact form that the reforms would

take. The resignation of the majority of cabinet members and twe Junta

members in early January clearly set back this process. The continuing

violence, daily demonstrations, and armed occupations of public buildings,
embassies, factories and farms by the extreme left has kept the government
constantly off balance, This is exacerbated by pressure from the extreme
right against any concessions or reforms with the threat of a éoup d'etat
by the right ccnstantly in the air. This obviousiy is a very difficult
environment in which to design and carry out reform programs (we have some
feeling for this due to our experience in designing our FY 80 program in

support of the government's emergency plan).
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Since it is not cleaf whether this govermment will survive, or
if so how.long; it is very difficult to predict actual future performance
in the feform area. It does seem reasonable to assume, however, that if
the cufrent novernment continues it will begin to make structural reforms
and that any successor govermment if it is not too extreme, would also do
so. In these circumstances, our strategy is to be prepared to support
reforms on a case-by-case basis, depending upon our evaluation of their
importance and effectiveness in improving equity. But, we can not, at
this time, predict in which areas they may be.

The following two sections describe human rights and present

prospects in greater detail.

3. Human Rights e

El Salvador's record in the area of human rights has been
poor. On Qctober 15, 1979, however, the Armed Forces issued a proclama-
tion which set forth the pufpose of the coup d'etat and the objectives
of the new government. The proclamation called for (a) an end to violence
and corruption, (b) the disolution of the repressive paramilitary organiza-
tion ORDEN, (c) the erradication of corrupt practices in public administra-
tion, (d) the guaranty of human rights, (e) the creation of a climate to
permit free election, (f) the participation of all political parties in
the democratic process, (g) ammesty for all exiles and political prisomers,
(h) the recognition of the rights of workers to organize, (e) free expres-
sion within ethical norms, (f) the equitable distribution of the natiomal
wealth. Since then the Junta has launched an investigation of "disappeared
persons', dissolved ORDEN, declared a general amnestvy and invited all exiles

to return, accepted responsibility for any abuses that have occurred since
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the coup, allowed all groups tc meet and demonstrate publically and reaf-
firmed its inténtion to institute agrarian and other reforms.

While there is a clear intent at the higher levels of govern-
ment to observe human rights, there continue to be abuses. As the Junta
counsolidates its position, however, an improvement in this area can be ex-

pected.

4, Present Prospects

Although the viability of the present govermment, which is a
coalition of reformist military‘officers and the Christian Democrat Party,
is open to¢ question, it appears likely that any successor government will
pursﬁe much the same reforms as announced by the Revolutionmaly Junta on
January 9, 1980.

These reforms and programs are:

(a) The nationalization of the foreign trade in cotton,

coffee, sugar and sea products;

(b) An accelerated nation-wide agrarian reform program to

benefitﬁthe campesino directly;

(¢) An incentive program to increase the production of

small and medium farmers;

{(d) The nationalization of the banking system;

(e) The definition of labor-management relations including

the formation of campesino unions;

(f) The initiation of mass health, education and home

improvement programs;

(g) The establishment of rules for the operation of the

private enterprise sector, so this may function

within the process of socio—~economic reforms;
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(h) The initiatiom of a dialogue with all popular organizations
to achieve greater peaceful participation in the proc-
cess of change;

(i) The respect for human rights.

It appears, therefore, that an attempt will be made to bring
about basic structural change in El Salvador's economic, social and polit-
ical life. In embarking on such a course the reformist movement has posi-
tioned itself where it is attacked both by the right which resists such
sweeping change and by those further to the left who use demands for imme-
diate and still more radical changes as a tactic to gain power. Although
the GOES has affirmed its respect for private property the role of the pri-
~vate enterprise sector in the future of El Salvador is of particular importe
ance. In the past this sector has been the major factor in the economic
life of the country and possesses resources critical to the economic recov-
ery and development of El Salvador. The GOES mﬁst recognize this fact and
improve its cooperation with the more progressive elements of the private
sector.

The Junta has had little time to implement its announced
reforms or even demonstrate its ability to do so. It faces an awesome task
in its attempt to revitalize the economy and bring about structural reforms
which, depending on how well designed and administered, may well, at least
in the short term, make such revitalization even more time consuming. With
luck, the economy could be back on an upward slope in the first two years
of the CDSS time period, i.e., FY 82 or FY 83. But even so, major unemploy~-
ment, institutions problems and uncertainties as the reforms proceed will
have to be assumed to persist through the entire CDSS time perioed. In addi-
tion, business confidence is unlikely te be fully restored so private invest-

ment will remain less than robust until toward the end of this time period.
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PART I11. AID ASSISTANCE STRATEGY

A. Summary of the Analysis

From the analysis we have determined that poverty in El
Salvador is pervasive and attributable to a series of interre-
lated factors, mainly:

- A deterioration of the natural resources base

A fast growing population

[}

A deteriorating economic system based on agricultural
exports and capital intensive import substitution
industries

- Po1itjcal turmoil resulting in economic depression and

deciining per capita income

- Inequitable distribution of land and income

-~ Over 50% unemployment/underemployment

How these problems are to be solved between now and the
end of the CDSS period is not clear. But failure to make progress
on a substantial portion of them, raises the specter of poiftical
turmoil, social and aconomic collapse, mass hgnger, and mass migra-
tion.

B. AID Objectives

The objectives of AID are to support efforts of the
government and private organizations to:
- Generate employment and income in the context of
more equitable growth
~ Reduce population growth

- Improve access to basic sarvices
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C. AID Strategy

AID's approach between now and the beginning of the CDSS time
period in FY 82 will be to support the GOES emergency plan initially
and to broadeﬁ our support in the reform areas when, and to the extent,
practical. We intend to try to help the govermment to mitigate eccnomic
deterioration and alleviate the worse suffering through impact programs.
Even if this approach is successfuyl, we still must assume that the
economy will not begin to turn around until early in the CDSS time peried.
FY 1981 is likely to be a dismal year in the economy despite the best
efforts of the govermment, infernational financial institutions, and AID.
We, éherefore, must assume that employment remains a major problem during
the CDSS time period. Therefore, cur primary effort will contimue to be
to help the govermment provide employment and income. Population is, of
course, the other side of the coin, and requires a mﬁjor effort. Both the
rural and urban poor have been deprived of basic services in the past so
we will continue major support for the govermment in this area as well.

Our objectives will be addressed during the CDSS time periocd
through three specific sub-strategies: (1) employment and income generation
through increased small enterprise creation and support, labor intemsive
public sector projects and small farm production; (2) fertility reduction;
and (3) expanded social services.

The Mission's strategy includes encouraging the integration of
women into El Salvador’s‘development process and activities that can be
directed toward meeting the needs of women. The GOES and other donors
will be encouraged to consider the means whereby women more actively

participate in their development programs.
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1. Employment and Income Generation

The analysis indicates that the following areas need to
be supported in order to address the problems of unemployment and
income distribution.

- Small enterprise creation and support

- Labor intensive public sector projects

- Small farm production

(a) Smat! Enterprise Creation and Support

(1) _Changes sought

The most important element in the strategy is to
improve the ability of Salvadoran enterprises to export competitiQe}y
in world markets. This will require major policy and institutional
changes. AID will provide technical assistance in these areas to
the maximum extent we can. |[f the Central American Common Market
is revitalized, as we hope, then the policy changes and incentives
requirad to stimulate exports outside of the Common Market should
be taken jointly. Otherwise, the Government of E1 Salvador will
have to act on its own. The importance of this can hardly be
overstated since El Salvador is more analogous to Singapore than
to Honduras. It must export to survive. There is simply not
enough land even with the most thoroughgoing land reform to support
the pressure of the people. Therafore, labeor-intensive business
enterprises must expand or El Salvador will stagnate or even retro-
gress. Within this policy framework, this strategy focuses on
increasing the access of small producers to credit, production, and
marketing services. This embodies three components: one is to

assist very small and micro-scale enterprises. Since enterprise
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scale and labor- intensity are usually inversely related, assis-
tance to very small producers encourages maximum use of labor which
is E! Salvador's most abundant and underutilized resource. A
second component is to assist enterprises that are owned and operated
by the poor, thereby improving returns to both labor and entre-
preneurial skill of the target groups. The third component is to
assist on-farm enterprises to add value to their production and/or
supplement incomes with cottage, artisan or other productive work.
It includes support to small farm producers to (i)} process produc-
tion before it crosses the farm gate (e.g., cheesemaking), (if)
process or market agricultural production after it crosses the
farm gate (cooperative and groups enterprises) and (iji) increase
incomes by diversifying on-farm economic activity (through artisan
or other-cottage work).

(2) Development Results Expected

Among the main resuits expected are an export-
oriented strategy which is the only way £1 Salvador can cope. |In
addition, but secondarily, improved lending to small enterprises
owned and operated by the poor as well as increased capitalization
and viability of systems serving the target gorup is expected.
These results will lead to greater coverage of the target group
and a doubling of membership in community-based federations. The
base for an export promotion effort will be strengthened. Produc-
tion and marketing arrangements at local levelgj?iproved supporting

systems, should make it increasingly feasible to shift from local

markets to the penetration of export markets.
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(b} Labor Intensive Public Sector Projects

(1) Changes Sought

The basic rationale for this proposed strategy
is to create new employment opportunities directly. Street repairs,
construction of rural access roads and other activities desirable
in themselves will be the vehicle for increasing employment and
thereby generating income. The strategy proposed i{s to make
these necessary imprcveménts as well as water, sewerage disposal
and eiectrification in the urban marginal areas--but greater empioy-
ment is the primary purpose. Credit and land will also be made
available to the urban poor to help them improve their standard of
living. Low income families will have greater access to technical
skilis and financial reserves so that througﬁ their own efforts they
can improve and/or construct permanent housing units. USAID will

-support the strengthening of municipal administration and operations
so as to increase the financial and managerial capability of local
governments to address the needs of their peopie.. Through invest-
ments in irrigation and drainage structures thousands of hectares

of underutilized lands could bé brought under intensive cultivation.
The USAID will undertake feasibility studies to attract GOES and
donor interest in viable irrigation projects. Food-for-work will
also be used for small irrigation and drainage projects, socil
conservation structures and reforestation efforts, With the assistance
of ROCAP, community wood lots and reforestation efforts will be
undertaken. Rural access roads will continue to be a major

reduirement during this time frame.
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(2) Development Results Expected

It is expected that USAID-financed activities
will resulé in marginal reductions in unemployment in the range
one to two percent and generate income in areas when living
conditions continue to deteriorate. More importantly they will act
as a catalyst to improve the capacity of the government to continue
labor-intensive programs which have increased emplpyment as the
primary objective.

{c) Small Farm Production

(1) Changes Sought

Agrarian Reform - Assuming the continuation
of moderate reformist governments, El Salvador will be carrying
out a policy of basic land tenure reform during the CDSS period.
The specifics.of this reform, such as size of holdings, method of
compensation, whether farms are to be owner or group operated, have
not been fﬁlly articulated to date.(lt is also the single most
controversial issue here and even in Washington.) It obviously
is not clear what assistance the GOES might request from AlD.
Bacause of the importance of agrarian reform to the future of El
Salvador, USAID will monitor developments closely and seek to play
a supportive rote in the formation of policies and programs. |In
any event, we will seek to refine consarvation practices to site
specific circumstances and to introduce higher value crops,
varieties and cropping systems.

(2) Development Results Expected

Until reform programs are further developed

there {s little that can be said about the types of improvement
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expected, Specific interventions in soil and water management and
irrigation will provide increased income from higner crop yields and
diversification. Higher labor land ratics will provide increased

employment.

2. Fertility Reduction

(a) Changes Sought

With a view to reducing the natural population growth rate
to 2.0 by the year 2000, the Mission will focus its efforts in populatien
on a reduction of the fertility rate. In addition to¢ strengthening policy
planning, a major emphasis will be to increase access of the rural popula-
tion to family planning information, facilities, and the means of voluntary
contraception.

Access will be increased by improving logistics, procadures,
and staffing of clinics to £ill the demand for voluntary sterilization and
temporary methods of fertility comtrol. We will encourage removal, of legal/
policy barriesrs such as prescriptions for orals, physical examination
requirements and restrictions on sterilization eligibility. Access will be
further improéed by utilizing outreach agents such as rural health aides,
agricultural extension agents, community development workers and by ex-
panding distribution to neighborhood commercial outlets.

To break down rural male and female resistence and increase
higher contraceptive prevalence in rural areas, this strategy will

emphasize strengthened promotional and mass media activities.
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(b) Development Results Expected

The Mission is hopeful that by 1985 the national crude
birth rate can be reduced to the low thirties with the crude
birth rate in rura! areas dropping to 38-40/1000 and that of
urban areas declining to 25/1000. These reductions in crude birth
rates should then produce a decline in the natural population growth
rate to 2.5 by 1985 which, assuming continuing annual out migration,
will start E] Salvador on the road to reducing its population growth

rate to 1.2 by the year 2000.

3. Expanded Social Services : _

The analysis shows high incidence of [l1literacy, malnu=~
trition, and disesase among the lower- income population. These
represent a substantial loss in the quality of people's lives and
their_ability to earn the income their families require. In very
human terms they also represent denial of some of life's most
basic human rights and needs. They also lead to economic and
social alienation and severely hamper the pocor's transition to
a productive role and effective participation in social and
economic processes. The AID strategy seeks improvement in the
country's people as a means of increasing equity and making it
possibie for the poor to lead more useful and productive lives.

a) Nutrition Improvement

{1) Changes Sought

El Sailvador's nutrition problems are worsening

at present as unemployment increases among both urban and rural
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poor. The likelihood that the situation can improve in the ﬁext
two years, no matter what national policy changes are made, is
fow. It i; more realistic to assume that steps taken to confront
the situation will at best prevent its further deterioration from
now through the early part of the strategy period.

The Mission's strategy in food and nutrition
is based on the goals to increase the rural poor's access to food.
Thus in planning emergency measures to meet the acute probiems of
malnutrition, food shortages and the increasing imability of the
Salvadoran poor to obtain an adequate diet, USAID will support
steps to increase empioyment and income so that people can
purchase the food they need. We will also improve the food
planning capability of the GOES to focus supplementary feeding
to the most needy, urban and rural, and tie use of such foods to
measures to increase employment and productive capacity, using
Title |, Il and i} programs as appropriate.

The USAID plans specific assistance to &
strengthened GOES National Food and Nutrition Program designed
to make it possible for all Salvadorans to have a basic diet
available to them.

(2) Development Results Expected

Building on the capacities and plans developed
under the Nutrition Improvement Project, and the substantial inputs
under PL 480, continuing improvement is anticipated for (1) much
greater access to nutricious food; (2} national food planning

as a guide to food production, distribution and pric[ng

policies to meet domestic food needs; (3) accelerated food
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production both through agricultural efforts and through
industrialization and fortification of basic food staples; (k)
a nationa!_program of health and nutrition education, involving
outreach agents, community workers, schools and the media in an
effort to improve use of available foods. This will stimulate
individual and community measures of self-help in health and
nutrition, including basic hygiene, communicable disease control,
breastfeaeding,. promotion; and (5) supplementary feeding measures
for the most nutritionally vulnerable.

(b) Health improvement

(1) Changes Sought

The USAID will assist the GOES in its efforts
to develop a national health plan thatecombines the resources
of the Ministry of Health and the Social Security Institute for
improved health care for lower income Salvadorans. —Major insti-
tutiona)l reforms will improve the likelihood of success of these
undertakings.

In terms of program emphasis, USAID efforts will
remain focused on making primary health care more accessible to
rural and urban marginal populations. Support will be continued
in the first part of the period, in collaboration with PAHO and
UNDP, for the extension and improvement of the rurai health aide
program and urban health care teams. Further, USAID will encourage
the MOH to adopt a simplified drug formulary for support of these
programs and to strengthen referral systems. A community and
service monitoring system will be developed as a part of the urban
team health component and will serve in part as a mode! for a manage-

ment information system for the ministry.
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(2) Development Results Expected

Assuming reliable political stability can be
reached prior to or at least early in the strategy period, it
is conceivable that extensive improvements could be achieved in
the health status of poor rural and urban Salvadorans as a result of
AlD. and other donor assistance. Major efforts to extend the out-
reach capacity of the Ministry of Health through programs such as
the rural heélth aides, health collaborators and water/sanitation
promotors and the extension and improvement of a MOH health faci-
lities nationwide will result in major improvement in preventive
heaith care. A nationwide health education program that involves
communities and mass media in improving communijty health and nutri-
tion status is planned. An outreach primary health care/promotion
capability will have been established in urban_margina! areas.
Furthermore, an improved operation and maintenaA;; capacity, in
potable water supply and sanitation, should provide a firm basis for
improved heaith status by lowering the incidence of water borne
disease.

{¢) Basic Education

(1) Changes Sought

The ability and skills of the Salvadoran people
are the primary resource hers. Therefore, improving the ability
of people to perform effectively is the most important economic
investment possible. Improved education and training are there-
fore essential. This calls for increasing access to the formal
education system at all levels, but particularly in the primary
level in the rural areas. Literacy and other basic skills, both

technical and non=technical, need to be built on the foundation of
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a well functioning formal education system. The current educational
television nerork can be utilized more effectively in the future.
Non-formal education technigues shouid be expanded and means need

to be found to support on-the-job-training as one of the most practical
means of acquiring skills which lead directly to employment rather than
to the creation of better educated and more skilled unemployed people.

The strategy aims at providing the means whereby
all Salvadoran children in primary school can attain a basic education
and literacy. This will not be an easy goal to reach and the Mission
does not propose that AlID do it alone.

The total requirement, most of which is in the
rural areas, is difficult to ascertain. Extrapoiating from the
EducatfonVSector Analysis, the USAID estimates that E! Salvador's
primary education system is not properly accommodating b;tween PR
150,000 and 200,000 children eligible for attendance in grades one
through six. By 1985, an additional 174,000 children are likely to
be added to the primary education age group.

The strategy will concentrate on implementing
procedures that lower repeater rates and increase double shifting;
providing new school rooms and teachers to increase access to higher
elementary grades.

Other elements of the basic education system
that would need substantia! strengthening to support the planned
expansion include improved curricula, matérials, administration

and supervision. The use of educational! T.V. could possibly be
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expanded to further augment the strategy.

The Mission will consider the expansion of
training programs for adults not only to reach a large number of rural
residents but also to offer them training in how to increase their
incomes; become ljterate; improve their diets, sanitation and
health; and to plan family size.

(2) Development Results Expected.

Assuming these key changes, achieving a goal
of 90% access to primary education by 1986 will require about 3,600
additional classrooms and 5,300 additional teachers. Once the 90%
goal is reached the system will need to expand by about 5% a year
to reach universal access by 1990. Increased emphasis upon
community self-help and participation is also an expected basic
result of the strategy. o
This strategy contains two important assumptions:
(1) that the World Bank will continue its assistance in this field,

and (2) that the GOES will be able to mobilize the financial

resources for the additional teacher and support costs.

(d) Low Income Housing

Housing is one of El Salvador's greatest social
problems. It is in many ways one of the most important of the
basic services which are second only to a job as the greatest need
hera, Sites and services and home improvements are such that
requirements clearily exceed any currently projected availability.
The population growth and urban migration create a treadmill effect.
As a follow on to the $15 million FY 80 housing investment guarantee

the Mission proposes an additicnal HIG of $10 million for FY 82.
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This would finance very low cost shelter for poor families living

in market towgs and rural settlements. This HIG together with HIG's

in FY 84 and FY 86, would seek to consolidate the institutional changes
which will be initiated under the FY 80 HIG particularly in the delivery
of home improvement loans and housing finance policy.

{2) Development Results Expected

The FY 82 HIG will also provide 2,400 much needed
very low cost housing units and housing up-grading in market towns and
rural settlements and as such will provide one o; the most basic
services to the poor - low cost housing. In addition, and at least
equally important, this HIG is expected to generate 10,000 person vears
of employment over a four yvears period and to alleviate the high unem-
pioyment in the construction industry which is expected to continue
throughout the planning period. The later HIG's would have a comparable

impact.
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PART III. ASSISTANCE PLANNING LEVEL

The Mission's 1986 indicative planning allocation is $23 million.
This amount is wholly inadequate to deal with El Salvador's development
problems andlunfulfilled basic human needs as identified in Part I.
This is particularly so when one considers that the country's economic
situation, while serious at present, is expected toc continue to deterio-
rate well into the strategy planning period assuming an. early restora-
tion of political stability. Reconstructing the economy will require
large scale foreign assistance to the GOES and to financial institutions
whose major targets will be lower income groups. Accordingly, our pro-
posed assistance'planning levels as given in Table 8 while considerably
higher than the indicative plamning allocation are nevertheless considered
to be minimum levels of assistance if meaningful assistance is to be pro-

vided.

Housing Investment Guarantees (HIG)

'As indicated earlier, Hoﬁsing Investment Guarantees are an important
element of our overall strategy. Since the labor component of housing
construction is estimated to be between 407 - 502 both the FY 1980 HIG of
$15 million and the proposed follow-on HIGs of $10 millien in FY 1982,
1984 and 1986 are expected to help reduce unemployment as well as make a
significant contribution to alleviate the deplorabie housing conditions
in the marginal communities in El Salvador's secondary cities, market

towns and rural settlements.
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PL 480

The Mission is presently undertaking a full scale investigation of
the possiﬂle uses of PL 480 in E1 Salvador. While this strategy has not
yet been developed in detail it is clear that PL 480 can and should be
a major component of our development strategy. Among other things the
Mission intends to develop programs along the limes of the so0 called .
"Lima Plan" to provide employment in urban slums for services such as
street sweeping, garbage disposal and other basic services as well.as
for the comstruction and maintenance of access roads. Private and
community organizations will be relied upon to the maximum extent. As
described earlier, PL 480 progra;s will also be expanded to alleviate
the increasing hunger and malnutrition brought on by decreased produc-
tion and income as-a result of political unrest and a deteriorating
economy. Title T is required in the early years to help mitigate bal-

ance of payments and budgetary problems and Title III later on to

finance key activities in support of agrarian reform.

Staffing Implications

Staffing ceilings recently assigned for 198l are 18 U.S. direct hire
and 34 foreign natiomals. In our FY 1981 CDSS we estimated that the pro~
gram then proposed would require a minimum of 24 U.S., direct hire and 40
foreign nationals. With the expanded program proposed in the CDSS we
believe that these levels will be possible during the planning period
only with heavy reliance upon TDY assistance, contractors and consultants
to asgist in program development and evaluation and maximum flexibility
in project implementation. Additionally, private voluntary organizations
will be utilized to the maximum extent possible in pursuing our mutual

objectives.
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